1-Financial Management
Meaning Financial Management
Financial Management is a vital activity in any organization. It is the process of
planning, organizing, controlling and monitoring financial resources with a view to
achieve organizational goals and objectives. It is an ideal practice for controlling the
financial activities of an organization such as procurement of funds, utilization of funds,
accounting, payments, risk assessment and every other thing related to money.
Goals of Financial Management:
Goals of financial management should be so articulated as to help achieve the objective
of wealth maximization and maximisation of profit pool. Financial goals may be stated
as maximizing short-term profits and minimizing risks.
Profit maximization refers to the sales level where profits are highest. You might
assume that the higher the sales level, the higher the profits - but that is not always true
Wealth maximization is the concept of increasing the value of a business in order to
increase the value of the shares held by stockholders. The concept requires a
company's management team to continually search for the highest possible returns
on funds invested in the business, while mitigating any associated risk of loss. This
calls for a detailed analysis of the cash flows associated with each prospective
investment, as well as constant attention to the strategic direction of the
organization.
Scope of Financial Management

e Estimating the Requirement of Funds: Businesses make forecast on funds needed
in both short run and long run, hence, they can improve the efficiency
of funding. The estimation is based on the budget e.g. sales budget, production
budget.

e Determining the Capital Structure: Capital structure is how a firm finances its
overall operations and growth by using different sources of funds.!?! Once the
requirement of funds has estimated, the financial manager should decide the mix
of debt and equity and also types of debt.

e Investment Fund: A good investment plan can bring businesses huge returns.

e To ascertain maximum profit as well as maintain the core value of the
organization

Functions of Financial Management

= Estimation of capital requirements: A finance manager has to make estimation
with regards to capital requirements of the company. This will depend upon
expected costs and profits and future programmes and policies of a concern.
Estimations have to be made in an adequate manner which increases earning
capacity of enterprise.

= Determination of capital composition: Once the estimation have been made, the
capital structure have to be decided. This involves short- term and long- term
debt equity analysis. This will depend upon the proportion of equity capital a
company is possessing and additional funds which have to be raised from outside
parties.

= Choice of sources of funds: For additional funds to be procured, a company has
many choices like-

= Issue of shares and debentures

= Loans to be taken from banks and financial institutions

= Public deposits to be drawn like in form of bonds.

= Choice of factor will depend on relative merits and demerits of each source and
period of financing.

= Investment of funds: The finance manager has to decide to allocate funds into
profitable ventures so that there is safety on investment and regular returns is
possible.
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= Disposal of surplus: The net profits decision have to be made by the finance
manager. This can be done in two ways:

= Dividend declaration - It includes identifying the rate of dividends and other
benefits like bonus.

= Retained profits - The volume has to be decided which will depend upon
expansional, innovational, diversification plans of the company.

= Management of cash: Finance manager has to make decisions with regards to
cash management. Cash is required for many purposes like payment of wages
and salaries, payment of electricity and water bills, payment to creditors, meeting
current liabilities, maintainance of enough stock, purchase of raw materials, etc.

= Financial controls: The finance manager has not only to plan, procure and utilize
the funds but he also has to exercise control over finances. This can be done
through many techniques like ratio analysis, financial forecasting, cost and profit
control, etc.

= Financial planning is the task of determining how a business will afford to
achieve its strategic goals and objectives. Usually, a company creates a Financial
Plan immediately after the vision and objectives have been set. The Financial
Plan describes each of the activities, resources, equipment and materials that are
needed to achieve these objectives, as well as the timeframes involved.

Sound Financial Planning

(1) Simplicity:

A sound financial structure should provide simple financial structure which could be
managed easily and understandable even to a layman. “Simplicity’ is an essential sine
qua non which helps the promoters and the management in acquiring the required
amount of capital. It is also easy to work out a simple financial plan.

(2) Foresight:

Foresight must be used in planning the scope of operation in order that the needs for
capital may be estimated as accurately as possible. A plan visualised without foresight
spells disaster for the company, if it fails to meet the needs for both fixed and working
capital. In simple words, the canon of foresight means that besides the needs of ‘today’
the requirements of ‘tomorrow’ should also be kept in view.

(3) Flexibility:

Financial readjustments become necessary often. The financial plan must be easily
adaptable to them. There should be a degree of flexibility so that financial plan can be
adopted with a minimum of delay to meet changing conditions in the future.

(4) Optimum use of funds:

Capital should not only be adequate but should also be productively employed. Financial
plan should prevent wasteful use of capital, avoid idle capacity and ensure proper
utilisation of funds to build up earning capacity of the enterprise.

There should be optimum utilisation of available financial resources. If this is not done,
the profitability will decline. There should be a proper balance between the fixed capital
and the working capital.

(5) Liquidity:

It means that a reasonable percentage of the current assets must be kept in the form of
liquid cash. Cash is required to finance purchases, to pay salaries, wages and other
incidental expenses. The degree of liquidity to be maintained is determined by the size
of the company, its age, its credit status, the nature of its operations, the rate of turnover
etc.

(6) Anticipation of contingencies:

The planners should visualise contingencies or emergency situations in designing their
financial plan. This may lead to keeping of some surplus capital for meeting the
unforeseen events. It would be better if these contingencies are anticipated in advance.
(7) Economy:

Last but not the least, the financial open be made in such a manner that the cost of
capital procurement should be minimum. The capital mobilised should not impose
disproportionate burden on the company.
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Factors Affecting Financial Planning
Financial planning of a business is determined by the following factors:

(i) Objectives. Objectives of financial planning should be consistent with the overall
objectives of the business. The main objectives of financial planning are to raise funds at
reasonable cost and utilize them in the best possible manner.

(i) Requirements of the Enterprise. A good financial plan should take care of the
present and future requirements of the business. Provision of or various contingencies,
replacement of assets, and growth and diversification of business enterprise must be
made.

(ili) Economy. Case of raising capital should be reasonable. Capital structure should
be such as to create an appropriate balance between the cost of funds and the company’s
ability to pay.

(iv) Solvency and Liquidity. The funds should be invested in those ventures which
are likely to give sufficient return on investment. Moreover, adequate cash should
always to available to meet the requirements of the enterprise. The enterprise should be
solvent and liquid not only in the short-term but also in the long-term.

(v) Flexibility. Financial planning should ensure flexibility allow the diversion of
funds into more profitable channels. It should also make provision for raising of
additional funds at a short notice.

(vi) Optimum Capital Structure. There should be proper capitallsation of the

company. An optimum mix of equity shares, preference shares and debentures should be
kept in mid while raising funds form different resources.
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