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PREFACE
Financial Management is one of the key areas of management. In view
of the increasing importance, Financial Management is introduced as
a core subject for all under graduate courses in commerce and
management. This book provides a framework for understanding of
the fundamentals of the financial management in terms of investment,
financing and dividend policy.

This textbook of Fundamentals of Financial Management is the
outcome of our teaching experience in this subject to the B.B.M, B.Com
and M.B.A students.

The present book has got some special features. The language used
throughout this book is simple and easily understandable. Varieties of
problems have been presented in a quite intelligible manner, making
the subject more clearly to the students. This book contains sufficient
number of worked out problems.

We are highly indebted to Edwise, Mangalore, who have readily
consented to bring out this book. We would feel amply rewarded if the
book could meet the expectations of the readers. Any suggestions to
augment the usefulness of the book would be welcome and gratefully
acknowledged.

June, 2021                                                                     Dr. UMESH MAIYA

                                                                                   &

                                                                     PRATHIMA SHETTY
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Financial Management: An overview Fundamentals of Financial Management

CHAPTER - 1

FINANCIAL MANAGEMENT: AN OVERVIEW

INTRODUCTION:

Financial management is one of the key areas of management.
Finance is the lifeblood of every business. Financial Management is
an essential part of the economic and non economic activities which
leads to decide the efficient procurement and utilization of finance
with profitable manner. Now a day it has been enlarged with innovative
and multi dimensional functions in the field of business with the effect
of industrialization. Financial Management also developed as corporate
finance, business finance, financial economics and financial
engineering. Whether the business concerns are big or small, they
need finance to fulfill their business activities.

MEANING OF FINANCIAL MANAGEMENT:

Financial Management is that part of managerial activity which is
concerned with planning and controlling of firm’s financial resources.
Financial management is primarily concerned with the procurement
and effective utilization of funds. The procurement of funds involves
identification of different sources of finance, comparison of costs and
determination of the optimal combination of the sources of finance.
The effective utilization of the funds involves investment in the assets
which generate a return higher than the cost at which the funds are
procured.

Financial management is broadly concerned with the acquisition
and use of funds by a business firm. Its scope may be defined in terms
of the following questions:

 How large should the firm be and how fast should it grow?

 What should be the composition of the firm’s assets?

 What should be the mix of the firm’s financing?

 How should the firm analyze, plan and control its financial affairs?

The entire gamut of managerial efforts concerned with rising of
funds at optimum cost and their effective utilization with a view to
maximize the wealth of the shareholders.

Financial management is concerned with the efficient use of an
important economic resources namely capital funds.

Thus, Financial management includes Anticipating financial
needs, Acquiring financial resources and Allocating funds in business
(i.e., Three A’s of Financial Management)

DEFINITIONS OF FINANCIAL MANAGEMENT:

In the words of Solomon, “Financial Management is concerned with
the efficient use of an important economic resource, namely, capital
funds.”

In the words of Phillippatus “Financial Management is concerned
with the managerial decisions that result in the acquisition and
financing of long-term and short-term credits for the firm. As such it
deals with the situations that require selection of specific liability (or
combination of liabilities) as well as the problem of size and growth of
an enterprise. The analysis of these decisions is based on the expected
inflows and outflows of funds and their effects upon managerial
objectives”.

In the words of Weston and Brigham, “Financial Management is
an area of financial decision making, harmonizing individual motives
and enterprise goals.”

According to Joseph and Massie, “Financial management is an
operational activity of a business that is responsible for obtaining and
effectively utilizing the funds necessary for efficient operations.”

J.F. Bradlery defines Financial Management as “The area of
business management devoted to a judicious use of capital and a
careful selection of sources of capital in order to enable a business
firm to move in the direction of reaching its goals.”

In the words of Howard and Opton, “Financial management may
be defined as that area or set of administrative functions in an
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organization which relate with arrangement of cash and credit so that
the organization may have the means to carry out its objective as
satisfactorily as possible.”

Framework of Financial Management

 IMPORTANCE OF FINANCIAL MANAGEMENT:

Finance is the lifeblood of business organization. It needs to meet
the requirement of the business concern. Each and every business
concern must maintain adequate amount of finance for their smooth
running of the business concern and also maintain the business
carefully to achieve the goal of the business concern. The business
goal can be achieved only with the help of effective management of

finance. We cannot neglect the importance of finance at any time at
and at any situation. Some of the importance of the financial
management is as follows:

1. Successful Promotion:

Successful promotion of a business concern depends upon efficient
financial management. If the plan adopted fails to provide adequate
capital to meet the requirements of fixed and working capital and
particularly the latter, the firm cannot on its business successfully.
Therefore, sound financial planning is quite essential for the success
of a business firm.

2. Smooth Running:

Since finance is required at each stage of the business such as
promotion, incorporation, development, expansion and management
of day-to-day expenses, proper financial administration becomes
necessary for the smooth running of a business enterprise.

3. Solutions to Financial Problems:

The efficient Financial Management helps the top management
by providing solutions to the various financial problems faced by it.

4. Measure of performance:

Financial Management is considered as a yard stick to measure
the performance of the firm.

5. Financial Planning

Financial management helps to determine the financial
requirement of the business concern and leads to take financial
planning of the concern. Financial planning is an important part of
the business concern, which helps to promotion of an enterprise.

6. Acquisition of Funds:

 Financial management involves the acquisition of required finance
to the business concern. Acquiring needed funds play a major part of
the financial management, which involve possible source of finance
at minimum cost.

 
Management of Long- Term Funds: 

 Capital Structure 
 Cost of capital 
 Sources of long term funds 
 Financial leverage 
 Dividend policy 

 
Management of Long -Term Assets: 

 Capital Budgeting 
 Operating Leverage 
 Risk Analysis 

 

 
Financial Management 

 
Management of Short -Term Assets: 

 Inventory Management 
 Cash Management 
 Principle of working capital 

management 
 Working capital policy 

 

 
Management of Short -Term Funds: 

 Management of Short -Term 
Liabilities like creditors, bank 
overdraft, bills payable, 
short-term loans 

 Principles of working capital 
management 

 Working Capital Policy 



 
Working Capital Management 
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7. Proper Allocation and use of Funds:

Proper use and allocation of funds leads to improve the operational
efficiency of the business concern. When the finance manager uses
the funds properly, they can reduce the cost of capital and increase
the value of the firm.

8. Financial Decision:

Financial management helps to take sound financial decision in
the business concern. Financial decision will affect the entire business
operation of the concern. Because there is a direct relationship with
various department functions such as marketing, production
personnel, etc. Financial management provides scientific analysis of
all facts and figures through various financial tools such as ratio
analysis, variance analysis, budget etc. Such an analysis helps the
management to evaluate the profitability of the plan in the given
circumstances so that a proper decision can be taken to minimize the
risk.

9. Improve Profitability:

Profitability of the concern purely depends on the effectiveness
and proper utilization of funds by the business concern. Financial
management helps to improve the profitability position of the concern
with the help of strong financial control devices such as budgetary
control, ratio analysis and cost volume profit analysis.

10. Increase the Value of the Firm:

Financial management is very important in the field of increasing
the wealth of the investors and the business concern. Ultimate aim of
any business concern will achieve the maximum profit and higher
profitability leads to maximize the wealth of the investors as well as
the nation.

11. Promoting Savings:

Savings are possible only when the business concern earns higher
profitability and maximizing wealth. Effective financial management
helps to promoting and mobilizing individual and corporate savings.

In the modern days' financial management is also popularly known
as business finance or corporate finances. The term ‘Corporation
Finance’ was used in place of the present term ‘Financial Management’.
The business concern or corporate sectors cannot function without
the importance of the financial management.

The importance of financial Management in an enterprise may very
well be realized by the following words: “Financial Management is
properly viewed as an integral part of overall management rather than
as a staff speciality concerned with fund raising. In addition to raising
funds, financial management is directly concerned with production,
marketing and other functions within an enterprise whenever
decisions are made about the acquisition or distribution of assets”.

Thus, financial management has attained a good deal of importance
in modern business.

                    SCOPE OF FINANCIAL MANAGEMENT

Financial management and role of a financial manager has
undergone a remarkable change over the year in its scope and area of
coverage. In order to have a better understanding of these changes, it
is essential to divide the scope into two broad categories: (1) Traditional
approach and (2) Modern approach

1. Traditional Approach:

During early 1900, financial management emerged as a separate
field of study. The role of financial management was limited to fund
raising and administering needed by the corporate enterprises to meet
their financial requirements. So under traditional approach the scope
of financial management was narrow. It was interrelated only with
following aspects:

A) Raising of funds from financial institutions

B) Raising of funds through financial instruments like bonds, shares
etc., from the financial market

C) The legal and accounting relationships between an enterprise
and its sources of funds
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