Introduction to Financial Management

Introduction to Financial Management
Key concepts, objectives, and tools for managing an organization’s finances

1. What Is Financial Management?

Aspect Description
Definition The planning, organizing, directing, and controlling of financial activities to achieve
organizational goals.
* Capital budgeting (investment decisions)
Scope » Capital structure (financing decisions)

» Working?capital management (operating decisions)

Owners/shareholders, creditors, managers, employees, government, customers,
Stakeholders _
and the public.

2. Core Objectives

Objective Why It Matters

_ o Generates returns for owners; short?term focus on
Profit Maximization

earnings.
Wealth Maximization Increases market value of equity; aligns with long?term
(Shareholder Value) shareholder interests.

o Ensures the firm can meet short?term obligations and avoid
Liquidity Management )
solvency crises.

) Identifies, measures, and mitigates financial risks (market,
Risk Management ) .
credit, operational).

) Balances profitability with the ability to fund future
Sustainable Growth ]
expansion.

Most modern firms prioritize wealth maximization while maintaining adequate liquidity and
controlled risk.
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3. The Financial Management Process

1. Strategic Planning

o Set financial goals aligned with corporate strategy.
o Forecast sales, costs, cash flows, and financing needs.

2. Budgeting & Forecasting

o Prepare operating, capital, and cash?flow budgets.
o Use variance analysis to compare actual performance with plans.

3. Financing Decisions

o Determine optimal mix of debt, equity, and internal funds.
o Evaluate cost of capital (WACC) and impact on financial risk.

4. Investment Decisions (Capital Budgeting)

o ldentify viable projects.
o Apply techniques: Net Present Value (NPV), Internal Rate of Return (IRR), Payback
Period, Profitability Index.

5. Working?Capital Management

o Manage cash, receivables, inventory, and short?term borrowing.
o Goal: maximize efficiency while maintaining liquidity.

6. Performance Evaluation & Control

o Use financial ratios, EVA (Economic Value Added), and ROI.
o Implement corrective actions when deviations occur.

4. Key Analytical Tools

Tool Purpose Typical Formula / Metric
Financial Provide a snapshot of financial ~ Balance Sheet, Income Statement,
Statements health. Cash?Flow Statement
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Tool Purpose Typical Formula / Metric

* Current Ratio = Current Assets /
_ _ Assess profitability, liquidity, Current Liabilities
Ratio Analysis o )
solvency, efficiency. * ROE = Net Income / Equity
» Debt?to?Equity = Total Debt / Equity

Time?Value of

Value of cash flows over time. PV=FV/(1+nr)"n
Money (TVM)

Benchmark for investment

Cost of Capital , WACC = (E/V)-Re + (D/V)-Rd-(1?T)
appraisal.

Break?Even Determine sales level where BE = Fixed Costs / (Price — Variable

Analysis profit = O. Cost per unit)

Cash?Flow Project inflows/outflows for Direct or indirect method;

Forecasting liquidity planning. monthly/quarterly horizons

5. Capital Structure Decisions

Decision Factor Impact

Cost of Debt vs. Cost of Equity Debt is
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