
Overview of Financial Management

Key concepts, objectives, and the core process of managing an organization’s finances.

1. Definition

Financial management is the planning, organizing, directing, and controlling of financial activities

such as procurement and utilization of funds. It aims to maximize the value of the firm for its

owners while ensuring sufficient liquidity and managing risk.

2. Primary Objectives

Objective Description Typical Metrics

Profit Maximization
Generate the highest possible

earnings over the short?term.

Net profit margin, Return on Sales

(ROS)

Wealth Maximization

(Shareholder Value)

Increase the market value of

shareholders’ equity.

Market price per share, Economic

Value Added (EVA), Total

Shareholder Return (TSR)

Liquidity Management
Ensure the firm can meet its

short?term obligations.

Current ratio, Quick ratio, Cash

conversion cycle

Risk Management

Identify, assess, and mitigate

financial risks (market, credit,

operational).

Value at Risk (VaR), Credit spread,

Hedging ratios

Sustainable Growth
Balance profitability with long?

term growth and stability.

Sustainable growth rate, Return on

Equity (ROE), Debt?to?Equity ratio

3. Core Functions

1. Financial Planning & Forecasting

Prepare budgets (operating, capital, cash).

Project revenues, expenses, and cash flows over short, medium, and long horizons.
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2. Capital Budgeting (Investment Decisions)

Evaluate long?term projects using techniques such as NPV, IRR, Payback Period, and

Profitability Index.

Prioritize projects that add value to the firm.

3. Financing Decisions (Capital Structure)

Determine the optimal mix of debt, equity, and hybrid instruments.

Consider cost of capital, tax implications, and financial flexibility.

4. Working?Capital Management

Manage current assets (cash, inventories, receivables) and current liabilities

(payables, short?term borrowing).

Aim to minimize the cash conversion cycle while maintaining service levels.

5. Dividend Policy

Decide the portion of earnings to distribute versus retain for reinvestment.

Align with shareholder expectations and financing needs.

6. Risk Management & Hedging

Use derivatives, insurance, and diversification to mitigate exposure to interest?rate,

foreign?exchange, commodity, and credit risks.

7. Performance Measurement & Control

Monitor financial ratios, variance analysis, and benchmark against peers.

Implement corrective actions when targets are missed.

4. The Financial Management Process (Step?by?Step)

1. Set Financial Goals – Align with corporate strategy (e.g., target ROE, growth rate).

2. Gather Data – Historical financial statements, market data, economic forecasts.

3. Analyze Environment – Industry trends, regulatory changes, macro?economic outlook.

4. Develop Plans – Budgets, capital?budget proposals, financing plans.
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5. Implement Decisions – Execute investment projects, raise capital, manage cash.

6. Monitor & Review – Track actual results vs. plan, update forecasts, adjust strategies.

5. Key Tools & Techniques

Tool Purpose Typical Use

Financial

Statements

Provide a snapshot of performance and

position.
Ratio analysis, trend analysis

Budgeting

Software

Streamline preparation and consolidation

of budgets.

Annual operating budget, rolling

forecasts
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