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FINANCIAL MANAGEMENT IS AN INTEGRAL
PART OF THE COMPANY



FUNCTIONS

»ESTIMATION OF CAPITAL REQUIREMENTS
»DETERMINATION OF CAPITAL COMPOSITION
»CHOICE OF SOURCES OF FUNDS

» INVESTMENT OF FUNDS



FUNCTIONS

»DISPOSAL OF SURPLUS

»MANAGEMENT OF CASH

»FINANCIAL CONTROL



OBJECTIVES

»PROFIT MAXIMIZATION
»THE COMPANY’S SURVIVAL
»PROPER CO-ORDINATION



OBJECTIVES

»TO LOWER COST OF CAPITAL

»WEALTH MAXIMIZATION

»FOCUS ON STAKEHOLDERS

»ESTIMATION OF CAPITAL REQUIREMENTS
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OBJECTIVES

»ARRANGING OF REQUIRED FUNDS
»OPTIMUM UTILIZATION OF FUNDS

» COORDINATION WITH OTHER FUNCTIONS OR
DEPARTMENT

»PLANNING A SOUND CAPITAL STRUCTURE



OBJECTIVES

»TO ENSURE ADEQUATE AND REGULAR SUPPLY

OF FUNDS

»TO ENSURE SAFFETY ON INVESTMENT



ROLE OF FINANCE MANAGER

« ESTIMATING THE AMOUNT OF CAPITAL REQUIRED

* DETERMINING CAPITAL STRUCTURE

* CHOICE OF SOURCES OF FUNDS

* PROCUREMENT OF FUNDS



ROLE OF FINANCE MANAGER

 UTILISATION OF FUNDS

* DISPOSAL OF PROFITS OR SURPLUS

* MANAGEMENT OF CASH

* FINANCIAL CONTROL



WORKING CAPITAL
MANAGEMENT



GWC - GROSS WORKING CAPITAL

» Gross working capital is a measure of a company's total financial
resources.

» Gross working capital is calculated by totalling a company's current
assets such as cash, short-term investments, accounts receivable,
Inventory etc.



Gross Working Capital
= Total Current Assets



NWC — NET WORKING CAPITAL

 The net working capital is an accounting concept which represents the

excess of current assets.over current liabilities.

o Current assets consist of items such as cash, bank balance, stock,

debtors, biIIs receivables, etc.

« Current liabilities include items such as bills payables, creditors, etc.



Net Worklng Capltal =
- Current Assets-
- Current Liabilities



NWC — NET WORKING CAPITAL

e The ratio of 2:1 between current assets and current liabilities is

considered as optimum or sound.

« What this ratio implies is that the firm/ enterprise have
sufficient liquidity to meet operating expenses and current

liabilities.



NWC — NET WORKING CAPITAL

o After subtracting current liabilities from current assets what is left

over is net working capital.
« Working capital normally refers to net working capital.

- If in any particular case, the current assets are less than the current
liabilities, then the difference between the two will be called

‘Working Capital Deficit.’



Include all assets including essential, important, or valuable
property without which a company cannot carry on with its normal
operations and remain profitable.

CORE ASSETS ARE REQUIRED TO HELP THE
COMPANY GENERATE REVENUE.



These assets can be financed by long term capital,
such as bonds or by taking out debt.



NON CORE ASSTETS

»Non-core assets are assets that are either not essential or simply no longer

used in a company’s business operations.
»Non-core assets are often sold when a company needs to raise cash.
»Some businesses sell their non-core assets in order to pay down their debt.

»Non-core assets include things such as real estate, commodities, natural

resources, securities or a factory or property that is no longer being used.

»An asset that 1Is NON-CORE for one company might be CORE for another.



» Selling off non-core assets cannot only raise cash but also make a

company more efficient.

» If those non-core assets required maintenance and other expenses
such as taxes, unloading them would eliminate those costs, resulting

In greater profitability..
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» Accounts receivable are revenues due — what customers and debtors

owe to a company for past sales.

» A company must collect its receivables in a timely manner so that it

can use those funds to meet its own debts and operational costs.

» Accounts receivable appear as assets on a company’s balance sheet, but

they do not become assets until they are collected.



RECEIVABLES MANAGEMENT

COMPANY A COMPANY B

SOLD GOODS SOLD GOODS

COLLECTS PAYMENT FROM COLLECTS PAYMENT FROM

ITS DEBTORS WITHIN 3 ITS DEBTORS WITHIN 2

MONTHS MONTHS



ACCOUNTS PAYABLE

» Accounts payable 1s the amount that a company must pay out over the short
term and Is a Key component of WORKING CAPITAL MANGEMENT.

»Companies endeavor to balance payments with receivables to maintain

maximum cash flow.

»Companies may delay payments as long as Is reasonably possible with the
goal of maintaining positive credit ratings while sustaining good

relationships with suppliers and creditors.



IDEALLY, A COMPANY’S AVERAGE TIME TO COLLECT
RECEIVABLES IS SIGNIFICANTLY SHORTER THAN ITS
AVERAGE TIME TO SETTLE PAYABLES.

COLLECT RECEIVABLES SETTLE PAYABLES

2 MONTHS 4 MONTHS

SUPPLIERS l COMPANY A l CUSTOMERS APRIL

AUGUST JUNE



INVENTORY

. Inventory IS a company ’S primary asset that it converts into sales
revenues.

» The rate at which a company sells and replenishes its inventory is a
‘measure of its success.

* Investors also consider the inventory turnover rate to be an
Indication of the strength of sales.

COMPANY A COMPANY B

RS. 10,000 RS. 10,000

2 MONTHS 3 MONTHS



DANGER OF LOSING OUT ON SALES,

BUT
EXCESSIVE HIGH INVENTORY LEVELS COULD BE A
SIGN OF WASTEFUL USE OF WORKING CAPITAL




FACTORS
DETERMINING
WORKING CAPITAL
REQUIREMENTS



NATURE OF BUSINESS

MANUFACTURING BUSINESS — MORE
WORKING CAPITAL IS REQUIRED

TRADING BUSINESS — VERY LITTLE A
WORKING CAPITAL IS REQUIRED OF

SERVICE BUSI NESSES . WORKI N MANUFACTURING TRADING SERVICE
CAPITAL IS ALMOST NIL SINCE T BUSINESS BUSINESS

THERE IS NOTHING IN STOCK




SCALE OF OPERATIONS

MORE
BIG WORKING
ORGANISATIONS

CAPITAL

SMALL > LESS WORKING
ORGANISATIONS CAPITAL




BUSINESS CYCLE

- BOOM mmmm) DEMAND OF APRODUCT INCREASES mmm)
SALES ALSO INCREASE mmmm) MORE WORKING
CAPITAL IS NEEDED

* PERIOD OF DEPRESSION‘THE DEMAND DECLINES ‘
AFFECTS BOTH THE PRODUCTION AND SALES OF GOODS
‘ LESS WORKING CAPITAL IS REQUIRED



SEASONAL FACTORS

»Some goods are demanded throughout the year while others have seasonal

demand.

»(Goods which have uniform demand the whole year their production and
sale are continuous. Consequently, such enterprises need little working

capital.



»On the other hand, some goods have seasonal demand but the same are
produced almost the whole year so that their supply is available readily

when demanded.

»Such enterprises have to maintain large stocks of raw material and
finished products and so they need large amount of working capital for this

purpose.

» Woolen mills are a good example of it.



PRODUCTION CYCLE

»Production cycle means the time involved in converting raw material into

finished product.

»The longer this period, the more will be the time for which the capital

remains blocked in raw material and semi-manufactured products.

»Thus, more working capital will be needed. On the contrary, where period

of production cycle is little, less working capital will be needed.



CREDIT ALLOWED

»Those enterprises which sell goods on cash payment basis

need little working capital.

» Those who provide credit facilities to the customers need

more working capital.



CREDIT AVAILED

>If raw material and other inputs are easily available on

credit, less working capital is needed.

»O0On the contrary, if these things are not available on credit
then to make cash payment quickly large amount of

working capital will be needed.



OPERATING EFFICIENCY

»Operating efficiency means efficiently completing the various business
operations. Operating efficiency of every organisation happens to be

different.
»Some such examples are: (i) converting raw material into finished goods at
the earliest, (i1) selling the finished goods quickly, and (iii) quickly getting

payments from the debtors.



»A company which has a better operating efficiency has to invest

less 1n stock.

»Therefore, it requires less working capital, while the case is

different in respect of companies with less operating efficiency.



AVAILABILITY OF RAW
MATERIAL

» Availability of raw material also influences the amount of working capital.

»>1f the enterprise makes use of such raw material which is available easily
throughout the year, then less working capital will be required, because

there will be no need to stock it in large quantity.



»On the contrary, if the enterprise makes use of such raw
material which is available only in some particular months of
the year whereas for continuous production it is needed all the
year round, then large quantity of it will be stocked. Under the

circumstances, more working capital will be required.



GROWTH PROSPECTS

»Growth means the development of the scale of business

operations (production, sales, etc.).

»The organisations which have sufficient possibilities of growth
require more working capital, while the case is different in

respect of companies with less growth prospects.



HIGH LEVEL
OF
COMPETITION

 LEVEL OF COMPETITION

NEED FOR
MORE
WORKING
CAPITAL

~In order to face competition, more stock is required for quick
delivery and credit facility for a long period has to be made available.



WORKING
CAPITAL




RECEIVABLES
MANAGEMENT



MEANING

» Recelvables, also termed as trade credit or debtors are component
of current assets.

»When a firm sells its product on credit, account receivables are
Created.

» Account receivable are the money receivable in some future date
for the credit sale of goods and services at present.

» These days, most business transactions are in credit. Most
companies, when they face competition, use credit sales as an
Important tool for sales promotion.



»As a sales promotion tool, credit sale enhances firm's sales revenue and
ultimately pushes up the profitability.

»But after the credit sale has been made, the actual collection of cash
may be delayed for months. As these late payments stretch out over
time, they may cause substantial drop in a company's profit margin.

»Since the extension of credit Involves both cost and benefits,
the firm's manager must be able to measure them to determine the
ultimate effect of credits sales.

> In this prospective, we define the receivable management as the aspect
of a firm's current assets management, which iIs concerned with
determining optimum credit policy associated to a firm, such that the
benefit from extension of credit Is greater than the cost of maintaining
Investment in accounts receivables.



BENEFITS



IMPORTANCE

»Cash flow is always considered as bloodline of any business organisation.
Badly managed Receivables can break the company.

»Most of the companies that go bankrupt have Cash flow problems.
Companies with lack of profit can survive, but lack of cash flow Is fatal.

» A reliable and predictable Receivables will ensure steady cash flow
management of the organisation. Amounts receivables with no due dates
are useless.

» It help to minimize bad debts.

» It helps to make effective coordination between finance, production, sales,
profit and cost.



»Helps to evaluate the creditworthiness of customers before granting or
extending the credit.

»Helps To minimize the cost of investment in receivables.

»Helps To minimize the possible bad debt losses.

» Helps To formulate the credit terms In such a way that results into
maximization of sales revenue and still maintaining minimum
Investment in receivables.

»Makes It possible to minimize the cost of running credit and collection
department.

> Enables To maintain a trade off between costs and benefits associated
to credit policy.



CASH
MANAGEMENT



¢ The corporate process of collecting, managing and (short-term) investing cash.

*+Cash management refers to a broad area of finance involving the collection,

handling, and usage of cash.

*»Cash management involves decision making at every step.

*» It I1s not an immediate solution but a strategical approach to financial

problems.



TRANSACTION

MOTIVE
MOTIVES
MANAGING
UNEVEN SUPPLY OF PRECAUTIONARY
AND DEMAND FOR MOTIVE
CASH HOLDING
CASH

SPECULATIVE
MOTIVE



TRANSACTION MOTIVE

»Money Is required to settle customers bills, pay
salary and wages to workers, pay duties and taxes,
etc.

»Some cash balance is to be maintained to
complete these transactions.

» The amount to be maintained for the transaction
motive depends on the cash inflows and outflows.



PRECAUTIONARY OR HEDGING
MOTIVE

» The transaction motive takes into account the routine cash needs of the
firms. It Is also based on the assumption that inflows are as per estimation.
However, the future cash needs for transaction purposes are uncertain.

» The firm has to protect itself from such contingencies by holding cash
balance. This is called as precautionary motive of holding cash balance.
Precautionary cash balance is also maintained to meet the non-routine
needs.

»Generally, cash required for precautionary motive is held in the form of

short-term securities with the objective to earn atleast some positive
retLirn



SPECULATIVE MOTIVE

» The term speculative motive to some extent iIs a misnomer
since cash Is not kept to conduct any speculation but merely to

exploit opportunity.

» This Is particularly relevant in commodity sector, where the
prices of material fluctuate widely in different periods and the

firm’s business success depends on its ability to source the

material at the right time.


https://www.timesdarpan.com/definition-and-importance-of-an-organization/

Managing uneven supply and demand
for cash

»Firms generally experience some seasonality in sales, which leads to
excess cash flows in certain period of the year. This is not permanent

surplus and cash is required at different points of time.

»0One possible solution to address this mismatch of cash flows is to pay off
bank loans whenever there Is excess cash and negotiate fresh loans to

meet the subsequent demands.



STRATEGIES OF CASH MANAGEMENT

»Cash planning is a technique to plan and control the use of cash.

» A projected cash flow statement may be prepared, based on the present

business operations and anticipated future activities.

»The cash Inflows from various sources may be anticipated and cash

outflows will determine the possible uses of cash.



KEEP TRACK OF IT

»First and foremost, you have to know the status of your cash flow in order to be

able to manage it.

» This means keeping a close eye on every area of the business where money is
Involved, and regularly checking how much is being spent versus received.

»0Once you have a good idea of the business’s general cash flow health, you can
begin to plan ways to improve It.

»>If you find any problems, such as a few large expenses that mean more money
IS going out than coming Iin, then look for and apply a fix early on.



CUT OUT INEFFICIENCIES

»You should locate any inefficiencies which are hampering your cash flow
Immediately, as even small ones can lead to big losses further down the line.

»This Includes monitoring your overheads to see If you are spending
unnecessary money on running the business, as well as having a clear picture

of the overall state of your business.

>t could also include selling assets which are outdated or no longer needed, as
this can provide you with capital to finance more jobs or reinvest in the business.



CONTINUE TO INVEST IN PEOPLE AND
RESOURCES

> Creating a smooth cash flow isn’t all about cutting back costs.

» It may sound counterproductive, but investing in your business by hiring
new staff and equipment will eventually lead to greater profits and more
money coming into the business.

»This In turn will ease cash flow problems and make them far easier to
manage, which is a great help when it comes to running a business.

»Such investments can help build up an emergency fund for cash flow
problems.

» This could prove to be a life saver and a worthy investment further down
the line, as it will prevent cash running out — which would grind your
business to a halt.



Speed up payments

»0One of the most effective cash flow management techniques Is
Speeding up payments.
» This means encouraging the customer to part with their money

before the end of the invoicing period.

»It could include asking for an upfront payment before work has
started or iIs completed, or offering incentives for early payment,

such as a discount.



CASH BUDGET - MEANING

»Cash budget is a written estimate of a firm’s future cash position.

> It predicts for some future period the cash receipts from different
sources, cash disbursements for different purposes and the resulting
cash position generally on a monthly basis as the budget period

develops.

> It is, thus, a formal presentation of-expected circular flow of cash

through the business.



»The usual forecast period of a cash budget is one year broken down by
monthly periods or weekly periods.

»This allows incorporation of seasonal variations in cash flow.

» When cash flows are relatively stable, the finance manager may prepare
budget for full one year period.

»When the outlook is very uncertain, he may have to be satisfied with a
projection for only quarterly.

JAN IS an estimation of the cash flows for a
business over a specific period of time. This budget is

used to assess whether the entity has sufficient cash to
operate.




OBJECTIVES

» To project firm’s cash position in future period.

» To predict cash surplus or deficit for the ensuing months.

» To permit planning for financing in advance of need.

» By indicating when cash will be required, the budget helps the management to
arrange In advance bank loans or other short-term credits, to prepare for a sale of

securities or to make other preparations for new financing.



» To help In selection of proper source of financing cash requirements of the firm.

» To permit proper utilisation of idle cash.

» To maintain adequate balance between cash and working capital, sales,
Investments and loans.

» To exercise control over cash expenditure by limiting the spending of various

departments.



SCOPE OF
FINANCIAL
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» The sources of funds refer to the mediums by which an

organization raises Its long-term capital and working capital.

» The organization can select any of the sources of funds

depending upon the need period of the project to be financed.



LONG TERM SOURCES OF
FINANCE

A) Issue of Shares:

» Involve the public issue of equity and preference shares in the stock exchange.

> Issuing shares is the most common method of raising long-term capital because there are various, many

Investors who are ready to invest in the capital market.

» Therefore, shares are used to finance projects having long gestation period.



B) Issue of Debentures:

» Involve the collection of funds by Issuing debentures

In the stock exchange.

»\When an organization issues debentures, it needs to

pay a fixed rate of interest to debenture holders.



(¢c) Term Loans:

» Refers to the funds that are raised from
financial institutions for financing long-term
projects.

» The rate of interest on term loans is higher
than the rate of interest on debentures.



(d) Fund from Operations:

» Refers to the fund raised by the
organization’s own operations.

> It is the accumulated profit of an
organization; therefore, can be used to
finance various short-term and long-term
projects.



(e) Sale of Fixed Assets:

»Helps in generating funds by selling fixed
assets, such as land, buildings, plants, and
machineries to finance short-term and long-
term projects.

»However, the usage of this method may
hamper the goodwill and creditworthiness of
the organization.



SHORT TERM SOURCES OF
FINANCE

Short-term financing 1s aimed to
meet the demand of current
assets and pay the current
liabilities of the organization.



1. Trade Credit:

2. Accrvals:. L

Accrued expenses are those expenses which the company owes to the
other, but not yet due and not yet paid the amount.

Accruals represent a liability that a firm has to pay for the services or
goods, it has received.

It is spontaneous and interest-free source of financing.

Salaries and wages, interest and taxes are the major constituents of
accruals.

Salaries and wages are usually paid on monthly and weekly base,
respectively.



3. Deferred Income:

* Deferred income is income received in advance by the firm for
supply of goods or services in future period.

 This income increases the firm’s liquidity and constitutes an
important source of short-term finance.

- These payments are not showed as revenue till the supply of
goods or services, but showed in the balance sheet as income
received in advance.

- Advance payment can be demanded by firms which are having
monopoly power, great demand for its products and services and
if the firm is manufacturing a special product on a special order.



4. Commercial Papers (CPs):

» Commercial paper represents a short-term unsecured promissory note
issued by firms that have a fairly high credit (standing) rating.

» It was first introduced in the USA and it is an important money market
instrument.

 In India, Reserve Bank of India introduced CP

* CP is a source of short-term finance to only large firms with sound
financial position.



COMMERCIAL PAPER

« Commercial paper is a money-market security issued (sold) by
large corporations to obtain funds to meet short-term debt
obligations (for example, payroll) and is backed only by an
Issuing bank or company promise to pay the face amount on
the maturity date specified on the note.

* [t Is an unsecured money market instrument issued in the form
of a promissory note and was introduced in India for the first

time 1n 1990.



COMMner

A short term unsecured ncm»tmhlv mstrument
conssting of pronussory notes

With a fised matunity

Generally 1ssued by companies 3s 3 means of raising
short term debt.

ls<ued at a discounted ee value

e issuer promises 3 fixed amount at a future date bue
pledges no assers




5. Public Deposits:

* Public deposits or term deposits are in
the nature of unsecured deposits, are
solicited by the firms (both large and
small) from general public primarily for
the purpose of financing their working
capital requirements.



6. Inter-Corporate Deposits (ICDs):

A deposit made by one firm with another
firm 1s known as Inter-Corporate

Deposit (ICD).

*Generally, these deposits are made for a
period up to six months.



7. Commercial Banks:

« Commercial banks are the major source of working capital finance to
industries and commerce.

 Granting loan to business is one of their primary functions.

 Getting bank loan is not an easy task since the lending bank may ask a
number of questions about the prospective borrower’s financial position
and its plans for the future.

e At the same time the bank will want to monitor borrower’s business
progress.



8. Factoring:

 Factoring is one of the sources of working capital.

» Banks have been given more freedom of borrowing and lending both internally
and externally and facilitated the free functioning in lending and investment
operations.

 In other words, banks are free to enter or exit in any field depending on their
profitability, but subject to some RBI guidelines.

 Banks provide working capital finance through financing receivables, which is
known as “factoring”.

» A “Factor” is a financial institution, which renders services relating to the
management and financing of sundry debtors that arises from credit sales.
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9. Indigenous Bankers:

 Private money-leaders and other country bankers used to be the only
sources of finance prior to the establishment of commercial banks.

» They used to charge very high rates of interest and exploited the customers
to the largest extent possible.

* Now-a-days with the development of commercial banks they have lost
their monopoly.

» But even today some business houses have to depend upon indigenous
bankers for obtaining loans to meet their working capital requirements.



BUSINESS RESTRUCTURING

 Successtul restructuring and reorganization of an organization require
good preparation in advance, good planning which will address all the
programmatic needs, support services which are needed to advance those
organizational goals.

 Organization leaders find it highly important to change how these units
operate for a few reasons like changing priorities of units, enhancing the
effectiveness of organizations, addressing the budget reductions, initiating
new programs etc.



TYPES OF BUSINESS RESTRUCTURING

Mergers / Takeover & Acguisitions

* One of the best ways of increasing profitability in a business quickly is to
Incorporate an existing company into yours. This can come in a variety of forms,
from buying a business outright to merging with one and absorbing their assets.

* Mergers and acquisitions (M&A) can allow you to rapidly increase your revenue,
production capacity and market reach, all without the time and hard work of

building a new company.

 M&As have their own variety of structures based on the relationship between
the businesses involved. For example, horizontal mergers describe the process
of two companies in direct competition coming together, while vertical mergers
could take place when a company buys a supplier.



Joint Venture (JV):

» Under this methodology, a substance is framed by at least two
organizations to embrace budgetary acts together.

 The resultant substance is known as the ‘Joint Venture’.

« Both the gatherings consent to contribute in extent as agreed to shape
another substance and furthermore share the costs, incomes, and control
of the organization.

Strategic Alliance:

Under this technique, at least two substances go into consent to team up
with one another, to accomplish certain destinations while as themselves
going about as free associations.



Divestment and Spin-Offs
+ If MIZAS eXIST ToT companies Thal Want 1o gTow, avesTment and

spin-offs are useful for businesses that are looking to consolidate.

* Where a business unit is no longer profitable or fulfilling a
strategic purpose, you may consider selling or closing it — this is

known as divestment.

* If you want to reduce your involvement in a business unit without
entirely stepping away from it, a spin-off can be a simple solution.

* This involves restructuring the unit to become its own standalone
company which you still partly own.



Cost Reduction



L egal Restructuring

*In some cases, corporate restructuring may be
necessary not because a business Is struggling, but
simply because there Is a shift in responsibilities at
the top.

* This could include the incorporation of new
Investors or a change in the ownership structure if a

business unit leaves the group.




IMPORTANCE OF BUSINESS
RESTRUCT G

AYAR Y. 1% CAYALY ININAY

organizational structure or business model of a company, or it can be driven
by the necessity to make financial adjustments to its assets and liabilities.

* Frequently, it involves both. Companies restructure for a variety of
reasons:

* To reduce costs
 To concentrate on key products or accounts

* To incorporate new technology


https://www.links-financial.com/services/corporate-restructuring/

*To make better use of talent
*To Improve competitive advantage
*To spin off a subsidiary company
*To merge with another company


https://www.links-financial.com/services/debt-restructuring-services/

PAYBACK PERIOD

*The payback period refers to the amount
of time It takes to recover the cost of an
Investment.

« Simply put, the payback period Is the
length of time an investment reaches a
break-even point.

-The desirability of an investment |s



NPV

* Net present value (NPV) is the difference between
the present value of cash inflows and the present

value of cas

n outflows over a period of time.

* NPV Is useo

In capital budgeting and investment

planning to analyze the profitability of a projected
Investment or project.
« NET PRESENT VALUE @ 10% = PV of Cash inflow — Initial Outflow



ARR

» Accounting rate of return, also known as the Average rate of
return, or ARR is a financial ratio used in capital budgeting.

* The ratio does not take into account the concept of time value
of money.

* ARR calculates the return, generated from net income of the
proposed capital investment.

 The ARR Is a percentage return.
« AVERAGE RATE OF RETURN = AVERAGE ANNUAL PROFIT * 100

AVERAGE INVESTMENT



PROFITABILITY INDEX

* Profitablility index, also known as profit
Investment ratio and value investment ratio,
IS the ratio of payoff to investment of a
proposed project.

* Profitability Index = PV of Cash Inflows

Initial Investment



CASH OPERATING CYCLE

*The cash operating cycle (also known
as the working capital cycle or
the cash conversion cycle) Is the
number of days between paying
suppliers and receiving cash from sales.



* The longer the operating cycle the greater the level of resources
‘tied up’ in working capital.

* Although it is desirable to have as short a cycle as possible, there

may be external factors which restrict management’s ability to
achieve this:

* Nature of the business (FRESH FOODS)

* Industry norms — If key competitors offer long periods of credit to
their customers it may be difficult to reduce receivables days
without losing business.

* Power of suppliers — an attempt to delay payments could lead to
the supplier demanding ‘cash on delivery’ in future.



QUALITIES / SKILLS OF A FINANCE
MANAGER

 Leadership

* Problem solving

« Communication

* Analysis

* Interpersonal skills

« Mathematical proficiency

* Attention to detall

« Organization

» Technological skills

 Ablility to work independently



CASH CREDIT

*Cash credit is a facility to withdraw
money from a current bank account
without having credit balance but limited
to the extent of borrowing limit, which is
fixed by the commercial bank.



Cash credit.

Features.
Is a short term advance.

>
S
» usually for commerical industrial concern
>

Bank allows to borrow in the from of installment or in
lump sum.

» Pledgeable securities.
» Interset only the amount utlize by the borrow.

INTEREST IS
CALCULATED ON
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MANAGEMENT

RECEIVABLES

DIFFERENT TYPES OF COSTS ASSOCIATED

Administrative costs incurred in collecting the accounts
receivable.

CAPITAL COST:

Cost incurred for arranging additional funds to support credit
sales.

DELI ENCY
Cost which arises if customers fail to meet their obligations.

DEFAULT COST:
Amounts which have to written off as bad debts.



PREFERNCE CAPITAL

* The Preference Capital Is that portion
of capital which is raised through the issue of
the preference shares.

* This Is the hybrid form of financing that has
certain characteristics of equity and certain
attributes of debentures.



Advantages of Preference Capital

* There is no legal obligation on the firm to pay a dividend to the preference
shareholders.

* The preference capital is considered as a component of net worth and
hence the creditworthiness of the firm increases.

* Preference shareholders do not enjoy the voting rights, and thus, there is
no dilution of control.



Disadvantages of Preference Capital

* |t IS very expensive as compared to the debt-capital because unlike debt
Interest, preference dividend is not tax deductible.

 Although, there is no legal obligation to pay the preference dividends,
when the payment is made it is done along with the arrears.

* The preference shareholder can claim prior to the equity shareholders, in

case the @

Ividends are being paid or at the time of winding up of the firm.

e |f the com
time, then

pany does not pay or skips the preference dividend for some
the preference shareholders could acquire the voting rights.



LEVERAGE

LEVERAGE REFERS TO THE
ABILITY OFAFIRM IN
EMPLOYING LONG-TERM FUNDS
HAVING FIXED COST TO ENHANCE
RETURN GIVEN TO THE OWNERS.



LEVERAGES

Leverage are of three types:
*(1) Operating leverage

*(11) Financial leverage and

*(i11) Combined leverage



* It is a measurement of the degree to which a firm or project incurs a

combination of fixed and variable costs.

* A business that has a higher proportion of fixed costs and a lower proportion
of variable costs is said to have used more operating leverage. Those
businesses with lower fixed costs and higher variable costs are said to

employ less operating leverage.

» Calculaton: Contribution
EBIT



FINANCIAL LEVERAGE

- FINANCIAL LEVERAGE IS ALSO TERMED AS TRADING
ON EQUITY.

* THIS MEANS THAT MAJOR CONTRIBUTION IN CAPITAL
STRUCTURE OF THE COMPANY IS OF SHARE CAPITAL
AND RESIDUAL IS FROM OUTSIDE DEBT.

*AFIRMWITH HIGH FINANCIAL LEVERAGE WILL HAVE
RELATIVELY HIGH FIXED COSTS COMPARED TOA FIRM
WITH LOW FINANCIAL LEVERAGE.



Combined Leverage

« Combined Leverage = OL * FL
- = Contribution * EBIT
. EBIT EBT

« Combined Leverage = Contribution
. EBT




DEBENTURE

*A debenture Is one of the capital
market instruments which Is
used to raise medium or long

term funds from public.



A debenture acknowledges a debt

It is in the form of certificate .

It usually shows the amount & date of repayment of the loan.

It has a rate of interest & date of interest payment.

Debentures can be secured against the assets of the company or may be unsecured.
Debentures are generally freely transferable by the debenture holder.

Debenture holders have no rights to vote in the company’s general meetings of
shareholders, but they may have separate meetings or votes e.g. on changes to the
rights attached to the debentures.

The interest paid to them is a charge against profit in the company’s financial
statements.



Features of debentures

Following are the core features of debenture;

a. It shows the debt of a company
b. It has a nominal value like shares

c. Itisa document issued under the authority of

the company

d. Fixed rate of interest




COST OF DEBT CAPITAL

*The cost of debt Is
the rate a company pays on
Its debt, such as bonds and
loans.



COST OF EQUITY CAPITAL

* A company's cost of capital refers to
the cost that it must pay In order to raise
new capital funds, while its cost of
equity measures the returns demanded by
Investors who are part of the company's
ownership structure.



COST OF RETAINED EARNINGS

* The cost of retained earnings Is the cost to a corporation of funds that it
has generated internally.

* |If the funds were not retained internally, they would be paid out to
iInvestors in the form of dividends.

« COST OF = EXPECTED DIVIDEND + GROWTH
RETAINED EARNINGS NET PROCEED OF RETAINED RATE
EARNINGS




