SCOPE AND OBJECTIVES OF FINANCIAL MANAGEMENT (Chapter - 1)

what ayve dhe gtxget an enfepreneuny
will go through while gt=3ting a new
bu@Ane . Coy) a Vventuyve ?
Stage | . Decide which ageg 1o buy
Ceq. premiser;, Plant £« machinewy
ete)

Stage &: Decide about the Invettment
amount involed i€ Cott ot iR

acauintion.
gtrage 3° Decide about the capital that
e weqyuired “o Yun the day —to—

day opervahony.
Ceq: working capital)

Stage 4. Pecide about the <Louyvle: of
funding the capital

N
\/ NS N

Eqyuity Delt Pre fevence

what arve the 2 key aueshonk +hatr
asxe 4o be ancwered in a buaneK wrt-
Mmoney ?

N i \/

From where Wherxe T inveat whethey to
‘o get the the digtdbute The
money ? money 2 mrotHE to Lh
Coy) not ?
Voo J \/
Financing Tnvertment Dividend
deciunonu decigonu deci Kon -

Note: Fm i€ concevyned all about
¥ Eftective acoguil®ton ofF&y-gsndg.
G-
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% BSfective allocation ot funds.
¥ with an objechve to male
o+t and Adic mbure dividend.

what ose vanour Soutsces of [wwolurvement
of Hunde ?
I Equwlly financing:
¥ Equity Sharvesr aye most reliable Coure
ot financing. i
¥ Advantadesr  of eapuwty finance
¢ Lek NLKY gince 7Tepayment i< not
Mnanda fozy.
+ %W gelt ghave In growih of Company.
% pis — advantager of eaiuity finance
- Hgh coct due ro varable wetusn.
« No +tax bene-t.
dDilure the ownevrghip-

X Debentrurer .
% Pebenturer ave debt Incusred the Co.

¥ Advantages of debt +ftnhance
« low cost
- Tax benet
- No diluhon of ownerguflp
¥ Dig advantager of debt +f{hance
- High ¢k due 1o vepayment ot
Capit=|
Tniereat i€ mandatoy whe ther Cor)
Nnot company malcer PoTEX.

3 Bank fthancing:
¥ Commercial Banlk arse of good cupport
o bulinen enterpriser by giving vayny

—{ 4y per of loanx.
%X Typer pt Banlk fthance tnclydex

c LoanL + Cafwcxed{t -+« oD <« LOlap |oaw
et .

N
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¢ Interhahional HKnancing:

% Enterpnget need not depend only on

domextc funding. They can aléo t=ap
infevnahonal masilcelk-

¥ Mot populay Wawpr are

- FDI

cFll

A DR

* (PR

s- AMhgael Anance

% PAngel fnance & an eqpuity — binance.
3% Angel invesmn ave wealthy individual

invexting in  SfastuRe £ expangion.

% They vsually inveLt between AS%—60%
% FPAhgel 5inancing i< laat ophon wher

the Ccompany doesxnt @wuality For a

BAnmw loayy (Cor) too ¢mall for VCF-

what ase the oafpect o be congdered

fov edffecthve utflication of Hunde ?

I Ohlication oy Hfixed asetg:

% The —Hunds <should be (nverred and

uhlised in 2ueh a manney that

Chould utlise the Hxrxed agetl at

oOphimum level.

¥ The 1ong tevym inveliment decison

chould not endangey The -Hwnancial

Col\lvency.

% For Jaling thete kind of decigiony

The -inance manager ghould poXei

cound lknowledge on Capital

vudgeting f=chnigques. .

IR\

M\}\X
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2. OFligahon dov worlking ca pital !
¥ £inance managex <hould lkeep Tn
the View dhe adegyuare working
capitsl-
X He muwt aléo encure that exceX
wW-Ccap (£ not bloclted in the
Form of  invenmner, Deblor , caxy

etc .
- Mention “he pharer in evoluhon of
cm.
Phaxre — ) @ Tyadihonal pPhaze
* TN AVALES phage, FM (& usred only
N ' the —

* Talke oven
° Mmergexn
=X pan &ong
LTgyuidation ete.
% IN This phasre, FM Congndeved -the

concernge  onY of
* Investment banlkex

- Lendex and
Come exteyrnal pertonxk.

Phaze — 2 TITvxandhhoenal phaze

K Thn thic phate, day — fo—day zro blewms

o+ ftnhance ManageL ¢ glven tmport
— CANCE. -

% Problenmw  w Tt financial planning,

Phare — 3. mMmodern Phare
% Thie phasre Te g+l going on-
% Lcope { f.

—%ﬁﬁj@ﬂ% hcre ased -
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e < T ¢ financ

omala@&s'xg of Tthe o pany.

€

p\ncue ke

- E4fcient mao¥lcet theory
. ( 1 e
. opﬁoﬂ valuathon modelx ete.

Taglle  that axe involved in M

e & \e ‘tVEe

ﬁtj‘g\:’f]ﬂ(ﬁ cose ol o nOt o ovey invest
N LXed a XKeik-

ng‘ffa\ -e- current agei.

\

JMMD@J@M@M_@QJJL@@LQ&_
* Increoge ¥V the Goox @ofit with o cowsect

produck | Lexvice pﬁcfna-
¥ Tax planning that willl mntmice The

Agency problem + Agency cogt

|- Basnch

% Tn care of gole propriely Concern Cor)

patneyhip Arme, +the ownew usually do

Poythcipare in the management of -the

OTgaN1Sat) o -

%X However, in Care Of Corporatt, ownexn

donot  parhecipare in the management of-

company Yathey the managexX do that-

{Managers = BoD)

% ITn Corpotai thevre (& a <cepevxation of

owNeA and managex. Managex are

actually txpected +o wotk in the bet

iNferes+€ of ownexX e CH-

* But in weality, managex may put thely

pPesilonal goalk ahead of goak g ovonex

~
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% Thig concept where managex gjve noe

impoOYdance o thelvy Pevrlonal gml than
organi ganonal gealk (& called ax 'l Agency
problem.

* T tackle this moblem 8k have +to

InNcuy cevain cogte and thoce cogte o
moniloy A

o 1
genc% mob\em (¢ called ﬁgency
cogte.

%* Uamnour agency cogis
- monitoMNg colt
- Bonding Codtt
opportunity ColtL.
Sructunng Colt:

includex

Q- AddveLsing the agency o blem

N
N} N
Debt Llendexr Lhare holdex
Point of view point of view
J | )
Taclkled by puthng Tackled by
negatve covenants monitonng the
on manageAn managen
N2
\/ \
Linking the Employeet chould  pffective
managena| be deyigned 4o m onitonng.
comPpengation vndevyLtand that

to  rof{i - the goal of Company

€ o maximice the
value ot CH <ok

v
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Financial management vl¢ Financial
accovnNing

% Fm and FA arve clogely rvelated in guch
a way that FA (& an tmportant input
foy financial management.

¥ FA geneyagrel 1S data fsom operationt
of organicaton.

¥ The out put ot FA & +the balance cheet,
ot 4104 alec and other (tatemenik-

% Thexe <Ctatementt £ veporit ave ured by
the Finance mMmanager 4o analye The
paat oand “alke Afutruyre decilionz.

A- Treatment of Hfunde:

I FA Afollow the accwal bage of ale.
2.Lo, TevVenuelt ave TYecogniled when the
Cale 1€ wade not when amount (<&
achyally ryecejved: Expengest oxye Tecognised
wWhen +they ase incursred Not tonen ey

ase achvally  patd-
2Thouvgh Tdhe bools <Show a @rofite,

the ComPany may hot have enough
llaguudity 4o bay ™ obligahow. Thig
Mmay be becauwue The JLalel arve Credit
gales and amount (£ bloclked ax

L collechible receivgbles'

won the other hand Ffm Aollow cCaxh
boxs  in veCogni&ing Cotk £ penetls.

s.Hence, vevenue (¢ yelognited only wohen
it e achvally received Cclagy Unflow)
and expenses arve TFecognifed only
when they are acivally paid CCaxy
ol fHow L)-

eTheve fove, The fAnance mangey focug
1¢ 4o mainiain Proper Licvuwidity and
not 4o ot rrofiiK. e
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B Decisyomm malunq
FA (< CO\\'@Chnﬁ £ e/&enﬁng The dats
wheye aft M (< concerned about
Fmapcm\ P\ann\nca/ con Yzo 1) mﬁ and decigiomn
malcmﬂ-

Concept of pro-Ht maximigation

a Baxck .

¥ Tyaditfionally, pnmary objective ot any
bucnek & to eawyn @rofit, hence itig
the objective of Fm.

% Hence, the PM har 4o 4+=le Cuch Icind
of- decigong which will moximice the
[ro+{ts -

% Howevey, pyofHt maximicahon cannot
be due <Lole objective and in <uch a
core Mmany Eroblems  willl axle.

b Problems due ot maimi<ation ohj:
¥ The +evym profit i Vague: Tt doeanot
clanfy  what exacHy T mean. Tt will
convey difderent meaning o diffcyent
pecoPle.
+* [rof{t ma«%\mlgcman ohlective (g haumo
lot _of 7icks  fhvolved. There ¢ a direct
'zralcm‘angm@ blw ot £ k. mgher'ﬂ\e
proti higher mobalmlity Hfor =a8k: Tf
[roftt maxumicahon & the on oA,
then  2¢k Hf=choy (% altogethey tgnored
* Profit mastimiafion okjective doetnot
talke into account the time pattems

of  Teturns-
Eg. Projett A et b
< CF\)c)«F T ley -F}Et of FRocr
&y‘}& for oy Cl"("{-e'?f |0 yea=.
CRe)ect) Clelec)
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¥ vo-Ht mai mi<ation objectve €< 1o
NnaTIoWw - Tt ~falll to Ccom&der the
iNteyestt  of wotlex, Cconcomex,
goclety €& alto ethical drade prachas
T4 dhexe —ach® ave {gnored, Co
cannot duyyive oy a long perod.

wealth maximication /| value Cryeation

* 8H value [wealth (& creared by
con idenng the  colt beneftt analyss
adjusted —o  TVM.

wealth = PV of eeraH¥ — PV of the casig
¥ Benedt chould be meagsured Tn termg

[}

of cathftowe not in termue  of .
¥ Chaveholdex wearh T« maximlced onl
£ 4he fhance manager —“=ler  <uchdeds)
—one  which INCreasres mayket price ot
Shavex-
X T matimi<e  the CH  wealth, finance
Manager  ghould conéder the following
catnfHow 4« Not accouvntthg ot
Colt beneft analysis-
Time vawue of money-

Role of Afnance Executve [ CFo.

| Re/_gponﬁb‘il'\ﬁez of o Ch:

* Financtal analyss and planning

* Inveitment declisong

% Flnancing and capital 2hucture decigonz.
« management ot fihandal Teouxcex.

X RUK manage ment -

o
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- Role of Anance execuhve — Comparison

wWhat CFO used —o do)

What CFo now doek ?

Budg efing
Fore Caxfing
A ccounting

Pre payafion of Afinancia
Latemeni

Bydgeting

Fore cagting

mana ging mergea 4
acqyuiShone Cm4R).

o Cl hg analysis.

Dectfhon  malu nQ.

Filinon



