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                                                                    Meaning and Concept 

It is concerned with flow of funds and involves decisions related to procurement of funds, investment of funds 

in long term and short-term assets and distribution of earnings to owners. In simple terms it is concerned with 

optimum procurement as well as usage of finance. 

 

                                                            Role of Financial Management 

1. Size and Composition of Fixed Assets: It depends directly upon investment decision, that how much total  

capital company is planning to invest and what will be the proportion of fixed assets in the company. 

 

2. Amount and Composition of Current Assets: The financial manager in a financial decision decides about  

the amount of current assets required and its break up into cash, inventory or receivables. It depends upon  

various factors such as amount of fixed assets, credit policy of the company, inventory management etc. 

 

3. The Amount of Long-term and Short-Term funds: The amount to be raised for long-term as well as short 

term depends upon financial management. Here is a choice of liquidity and profitability with the firm. The  

firm Which have policy of liquidation prefer to have more of long-term finance. 

 

4. Break up of Long-Term Financing into Debt and Equity: Through Financing decision under Financial  

management firm can decide about the ratio of debt and Equity into total capital of the company. 

 

5. All items in the profit and loss account: Financial management decisions affects each and every item in  

the profit and loss account. For example: higher debt brings higher interest payment as well as more  

investment in fixed assets will increase depreciation expenses for the firm. 

 

                                                         Objectives of Financial Management 

Broadly the objective of Financial Management is divided into Profit Maximization and Wealth Maximization 

Profit Maximization: It is the primary objective any business. It means that each and every decision that is  

taken in the business should be after considering the effect on profit. 



The financial manager also should take each and every decision in a manner that the profit of the organization 

gets maximized. But there is fact that it cannot be the sole objective rather it is a limited objective. Profit  

maximization objective is too narrow, it doesn’t take into account the social consideration, it doesn’t take into 

account the various obligations, the interest of workers, consumers, society, ethics etc. all these factors are  

Ignored and if a company ignore all these important aspects then they cannot survive long.  

Another important objective of Financial Management is Wealth Maximization. It is the increase in the net  

present value of economic profit of the firm. It is about the increase in the value of return of the shareholders 

Wealth maximization is influenced by many factors, such as Growth in sales, investment decision, financing  

decision etc.  

This objective of maximization of wealth of Equity Shareholder automatically fulfills many other objectives. As 

equity shareholders get share from residual income only, i.e. they are given dividend only after the claims of   

Suppliers, employees, lenders, creditors and any other legitimate claimants.  

The objective of increase in value of equity share does not mean that finance manager should involve in  

manipulative activities to bring rise in price. The rise in price must come with the growth of the firm, with  

increase in profit of firms and with satisfaction of all the parties associated with the company. 

 

                                           Financial Decisions 
These are the decisions concerning financial matters of a business firms. Its aim is to maximize share- 

holder’s wealth. Financial decisions are of three types: 

 
 

                                                                        Investment Decisions 

In investment decision, finance manager takes decision regarding, whether to invest or not in a project under  

consideration. For this purpose, estimated inflows of the projects are compared with the estimated outflows. 

If the estimated inflows are greater than the estimated outflows then only financial manager may take  

decision to invest. The firm may invest its funds in acquiring fixed assets as well as current assets. When  

decision regarding investment in fixed assets is taken it is also called capital budgeting decision and decision   



regarding investment in current assets is known as working capital decision.  

Capital budgeting decision are considered as very important decision because of the following reasons: 

1. This decision affects the long-term growth of the company. 

2. Investment in long-term projects involves huge amount of funds, so it is to be taken after considering  

various factors and planning. 

3. This decision also involves huge risk as returns comes in the long run and company has to bear risk for long 

period of time till the return starts. 

4. As the decision involves huge funds and heavy costs, so decision once taken can not be reversed back as  

reversing the decision may result in heavy loss and wastage of funds. 

 

Factors affecting Investment/ Capital Budgeting decision: 

1. Cash Flow of the Projects: When a company is investing huge funds in an investment proposal it expects  

some regular amount of cash flow to meet day to day requirement. For this, company have to consider the  

Following important points: 

a. Is organization able to arrange the required fund (outflow) for the project. 

b. Is inflow of the projects are greater to cover up the outflow. 

c. At what time the project start generating inflows. 

 

2. Rate of Return: It is the most important criteria to decide investment proposal is the rate of return, which  

will bring return to the company in form of income. The company should select the project which brings more 

return. It should be considered that rate of return from the project should be more than the cost of the  

project. Rate of return from the project should be more than risk free investment also. 

 

3. Investment Criteria: Investment criteria are the norms for making investment. Apart from the above two  

factors there are various other criteria which help in selecting an investment proposal such as technology,  

availability of labour, input, machinery etc. The decision to invest in a particular project involve number of  

decisions, such as project with highest return, project with lower cash outflows, project with early inflows  

and resources available with the organization to handle multiple projects. 

 

Note: The other two decisions will decisions will be discussed in the next assignments. 

 

                               (The above content has been developed absolutely from home) 

 


