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Financial Management is the process of financial-decisions. There are three 

types of financial decisions. 

� Financing Decisions : such decisions involve estimating the requirement  

of funds, deciding about leverage, evaluating  various sources of finance 

and finally raising the finance in such a way that the cost of capital is 

minimum and the risk is at optimum level. 

� Investment Decisions : such decisions involve investments in working 

capital and fixed assets and evaluating the projects under consideration. 

The management should be guided by getting the maximum return by 

keeping  the risk at optimum level. 

� Dividend Decisions : such decisions involve the consideration of profit, 

liquidity, shareholder requirements, tax aspect and need of the funds for 

reinvestment purposes. The management has to decide about retaining the 

funds for further investment plans without compromising the various 

income requirements of innumerable shareholders.  

 

The aim of a company is to create value for its shareholders. Although the other 

stake holders are also important, the shareholder is the most important 

stakeholder. The overall objective of the financial Management is to apply the 

financial management policies and principles for maximizing the wealth of the 

shareholders in the long run. This can be achieved by maximizing the EPS and 

keeping the risk at optimum levels. 
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The shareholders expect a rate of return based on the risk they perceive. By 

maximizing their wealth we mean providing better than the return they expect. 

How can a company earn more than the return the shareholders and other stake 

holders expect in a hard-core competitive arena? The answer is that this can be 

achieved by creating a sustainable competitive advantage through exploiting the 

market imperfections tapping the opportunities and identifying the possible 

threats in advance. Also all the market players do not have same expectations 

and risk perception and it is here the financial Management blooms i.e. they 

create value for shareholders through appropriate level of trading on equity. 
 

Corporate StrategyCorporate StrategyCorporate StrategyCorporate Strategy    

 

Value creation is at the heart of corporate strategy.   
 

Strategies are means to ends. Corporate Strategy is supposed to be the means 

by which an organization achieves and sustains success. It is about enabling an 

organization to achieve and sustain superior overall performance and returns. It 

involves the activities of (i) defining and refining the corporate vision, mission 

and objectives, (ii) problem identification, (iii) alternatives generation, and (iv) 

evaluation /selection. It is a core responsibility of the top management including 

CEO, CFO and the Directors.  

 

There are three levels of corporate strategy:  

(i) Corporate level,  

(ii) Business level, and 

(iii) Functional level.  

 

Corporate (Top) level managers decide what businesses to invest. Decisions 

regarding the sources of funds and their allocation are also taken at this level. 

This level strategy focuses on two dimensions (a) Growth (b) liquidity. Growth 

dimension refers to growth in sales, growth in assets and growth of growth 

opportunities. The top level managers would need to plan what types of growth 

strategies suit their market orientation. They will need to effectively choose the 

optimal growth strategy from the various alternatives like expansion into existing 

businesses, diversification into new businesses, modes of growth, internal 

development, acquiring firms, and collaborative ventures. Liquidity refers to level 

of cash flows required to the business efficiently.   

 

Business level strategy lays down the ways in which a company would seek to 

attain competitive advantage through effective positioning. Forming a successful 

business strategy involves creating a first-rate competitive strategy. It concerns 

strategic decisions about choice of products, quality of products, meeting needs 

of customers, gaining advantage over competitors, exploiting or creating new 

opportunities etc. The strategy needs to be frequently reviewed against 

prevailing external and internal environment 
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Functional level strategies are those strategies that are initiated by support 

centers of an organization like human Relations department, IT department. To 

be competitively superior to other firms, functional level managers strategize to 

attain superior efficiency, superior quality, superior customer responsiveness, 

and superior innovation. 

 

STRATEGIC FINANCIAL MANAGEMENT STRATEGIC FINANCIAL MANAGEMENT STRATEGIC FINANCIAL MANAGEMENT STRATEGIC FINANCIAL MANAGEMENT     

Strategic financial management aims at creating value through finance by 

creating and supporting the overall business strategy. It integrates the financial 

management function into corporate strategy. Strategic Financial management 

aims to design a financial strategy that will complement the corporate strategy. 

In other words, the financial strategy adds value to the overall corporate 

strategy. It is a set of long-term - plans, decisions and actions for achieving the 

financial objectives of the firm in the face of adverse situations and hard-core 

competition. It aims at rigorous application of financial management principles as 

the business conditions are becoming tougher day by day on account of tough 

competition which is threatening the existence of the firms. Strategic Financial 

Management is a portfolio of long-term financing and investments policies of the 

firm so that the wealth of the shareholders is maximized, to whom the 

management are ultimately responsible.  

Strategic Financial Management brings together financial management and 

strategic management and provides the financial criterion for all management 

decisions. It aims at the identification of the possible strategies capable of 

maximizing an organization's net present value, the allocation of scarce capital 

resources among the competing opportunities, and the implementation and 

monitoring of the chosen strategy so as to achieve stated objectives.  

Features of SFMFeatures of SFMFeatures of SFMFeatures of SFM: 

(i) Strategic decisionsStrategic decisionsStrategic decisionsStrategic decisions: SFM people take the strategic decisions. Such decisions 

affect the profitability, liquidity and the growth of the organization for years to 

come and hence build or erode the value of the firm. The SFM should know 

where the value comes from in their organization. A few examples of such 

decisions are as follows: 

(a) Deciding the goals and objectives of the firm. This decision should be based 

on Vision of the company. Vision is not a decision. It is a dream of the leader(s) 

of the organization.  (b) Decisions regarding resource allocations among the 

competing opportunities i.e. capital expenditure decisions. 

(c) Decisions having major resource implications. For example, the decisions 

regarding computerization / outsourcing some functions of the organization.                                                  

(d) Decisions regarding 'stretching' an organization’s resources and competences 

to (i) achieving the advantage of the opportunities or (ii) face the threats.                                                            
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(e) Deciding the scope of the activities of the organization. For example, decision 

regarding receiving or making foreign direct investment, products or services 

diversifications, opening of foreign branch etc. 

(f) Decisions regarding the Mergers, Acquisitions, demerger, and corporate 

restructuring.    

 Every decision that builds or erodes the value of the firm is a strategic decision. 

(ii) Team of SFM peopleTeam of SFM peopleTeam of SFM peopleTeam of SFM people: Finance is too important to be left to finance specialists. 

Hence, the SFM team includes (a) top level management people like the 

Executive Chairman, CEO and Executive Directors (b) CFO and other top 

financial and tax managers. Sometimes, the team is expanded for some special 

decisions. For example, the non-executive director having special knowledge / 

experience regarding the decision to be taken. 

(iii) Complex decisions Complex decisions Complex decisions Complex decisions : SFM is concerned with such decisions which encompass 

finance and are complex in nature. Such decisions (a) involve high degree of 

uncertainty i.e. the decision-makers are taking the decisions on the basis of their 

views about the future; they are not sure about the outcomes (b) demand an 

integrated approach of various departments and (c) involve major change in the 

organization.  

(iv) Broader guidelinesBroader guidelinesBroader guidelinesBroader guidelines for implementations of the decisions: The strategic 

decisions should be implemented effectively so that the desired results can be 

achieved. Hence, the SFM people should provide leadership to the other 

managers who are to convert the decisions into actions.                                                 

(v) Monitoring and ImplementationMonitoring and ImplementationMonitoring and ImplementationMonitoring and Implementation : It is a leadership role, The SFM monitors the 

implementation of the strategic decisions. SFM should provide guidance and 

motivate the other managers for achieving the results. The managers 

implementing the decisions should be sure that the top management of the 

company is with them in their task of implementation. 

 (vi) Revision and refinementRevision and refinementRevision and refinementRevision and refinement : The strategic financial decisions should be revised 

and refined if the changed environment so requires. Revision may also be 

required if the company finds a road block while the decision is being 

implemented. 
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BASIC PREMISES OF STRATEGIC FINANCIAL MANAGEMENT BASIC PREMISES OF STRATEGIC FINANCIAL MANAGEMENT BASIC PREMISES OF STRATEGIC FINANCIAL MANAGEMENT BASIC PREMISES OF STRATEGIC FINANCIAL MANAGEMENT  

Strategic Financial Management has five basic premises: 

� SurvivalSurvivalSurvivalSurvival:  

. Survival is pre-requisite for the value creation. No business firm can survive 

without providing adequate return to its investors. Growth is must for survival. A 

constant or declining firm cannot survive. The competitors will overtake it. The 

SFM should constantly keep on shaping the growth strategies. The strategic 

financial mangers should: 

(i) Continuously search for profitable investment opportunities.   

(ii) Selection of these investment opportunities should be based on 

NPV as there is no shortage of funds in today’s world.  

(iii) Firms should keep an eye on raising the funds so that the funds 

may be raised at minimum cost, as and when required. 

(iv) There should be appropriate fund management policy;                              

(a) allocation of funds should be based on sound financial 

principles, and (b) the funds should never remain idle. 

� Diversification:Diversification:Diversification:Diversification:    

Diversification helps in increasing the bottom line and containing the business 

risk. Diversification may be product diversification and/or geographical 

diversification. (By geographical diversification we  mean carrying the business 

activities at different places).  

� Risk : Risk : Risk : Risk :     

Business firms have to bear the business risk (though it can also be reduced 

through diversification). They should try to manage other risks through insurance 

and hedging techniques. Derivatives can be used for containing the financial 

risks. Debt and equity have different risk profiles and their use should be 

balanced for creating the value. The current economic slowdown has been 

attributed to the failure of financial risk managers and their models to account for 

the shocking events. 

� Think BigThink BigThink BigThink Big:  

The long term strategy should include both organics and inorganic growth. By 

organic growth we mean the self-growth. By inorganic growth we mean 

acquiring other running businesses. Takeover of running businesses is a well 

accepted and established strategy for corporate growth. The strategy of 

inorganic growth should aim at taking the benefits of the synergy gains. 

� Change:Change:Change:Change: 

Only change is constant. Have a positive outlook for changed techniques, 

technology, regulatory environment and business scenario. Now only allow for 

the change but take an advantage of the change. Strategic financial management 

should aim at balancing the innovations with tried solutions. Many a times the 

risk of not adopting the change is more than the risk in adopting the change. 

Sometimes the changed environment requires demerger / discontinuing some 

operations. This situation should be taken an opportunity for moving further; and 

not a retrograde step. 
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Q. No. 1: Q. No. 1: Q. No. 1: Q. No. 1: Determine the interface of financial policy with Corporate Strategic 

Management.    (Nov. 1998)(Nov. 1998)(Nov. 1998)(Nov. 1998)    (Nov. 2009)(Nov. 2009)(Nov. 2009)(Nov. 2009)        

Or Or Or Or Explain briefly, how financial policy is linked to strategic management    .(May, .(May, .(May, .(May, 

2010)2010)2010)2010)    

Answer:Answer:Answer:Answer:  

In the simplest sense, the term ‘Interface’‘Interface’‘Interface’‘Interface’ means link. In a more sensible sense, it 

is a device of link between two. A remote control is an interface between the 

viewer and a television set. Computer is an interface between the user and 

Internet.  

    

Corporate Strategic ManagementCorporate Strategic ManagementCorporate Strategic ManagementCorporate Strategic Management    

 

Value creation is at the heart of corporate strategy.   

 

Strategies are means to ends. Corporate Strategy is supposed to be the means 

by which an organization achieves and sustains success. It is about enabling an 

organization to achieve and sustain superior overall performance and returns. It 

involves the activities of (i) defining and refining the corporate vision, mission 

and objectives, (ii) problem identification, (iii) alternatives generation, and (iv) 

evaluation /selection. It is a core responsibility of the top management including 

CEO, CFO and the Directors.  

 

There are three levels of corporate strategy:  

(i) Corporate level,  

(ii) Business level, and 

(iii) Functional level.  

 

Corporate (Top) level managers decide what businesses to invest. Decisions 

regarding the sources of funds and their allocation are also taken at this level. 

This level strategy focuses on two dimensions (a) Growth (b) liquidity. Business 

level strategy lays down the ways in which a company would seek to attain 

competitive advantage through effective positioning. Functional level strategies 

are those strategies that are initiated by support centers of an organization like 

human Relations department, IT department. To be competitively superior to 

other firms, functional level managers strategize to attain superior efficiency, 

superior quality, superior customer responsiveness, and superior innovation. 

 

Financial policyFinancial policyFinancial policyFinancial policy: Policies are guides of company, they guide the company towards 

their goals. Policies are broad guidelines set by the top management in 

consultation with the experts. The company is expected to follow these 

guidelines. Financial guidelines provide guidance in the financial matters. For 

example, a firm’s financial policy may be to keep the debt equity ratio at low 

level, say, 1 by 1. The other policy may be to keep all the foreign exchange risk 
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hedged. It may be that lives of the projects taken by the company should not be 

more than 10 years etc.  

 

Strategic financial managementStrategic financial managementStrategic financial managementStrategic financial management is the process of applying the financial techniques 

to strategic financial decisions so that the long term objectives of the firm can be 

achieved in spite of tough competition and the company can create the value for 

its various stakeholders particularly the shareholders. 

 

Financial policies are interface (Link) between: 

• the Management people ( they are expected to achieve the objective of 

wealth maximization in the long run through maximization of EPS while 

keeping the risk at  optimum level)  

 

• the strategic financial decisions. 

 

In other words, the financial policies are guiding force behind the strategic 

financial decisions. Such policies should be based on the corporate vision and 

values. Hence:  

(i) the policies should be framed after due consideration of the present 

and prospective scenarios 

(ii) the policies should provide some flexibility to the people who have to 

take the decisions 

(iii) the policies should provide their exceptions i.e. the situations when 

the deviation from the policies could be made 

(iv) the policies should be reviewed from time to time. A policy laid down 

today, may not be suitable after sometime. 

(v) the policies should not be too restrictive, these should provide only 

broad guidelines.  

Q. No. 2Q. No. 2Q. No. 2Q. No. 2 : Write a short note on strategic decision making framework. 

Answer:Answer:Answer:Answer:                                                                                                                                                                                                                                                                                                                                                                                                                                                        

Strategic Decision MakingStrategic Decision MakingStrategic Decision MakingStrategic Decision Making                                                                                                                                                                                                                                                                                                                                        

Strategic decisions affect the profitability, liquidity and the growth of the 

organization for years to come and hence build or erode the value of the firm. 

These are long term decisions rather than the decisions regarding the routine 

operations Such decisions are cross-functional incorporating the various 

functional areas of the organization completely, as well as, ensuring that these 

functional areas harmonize and get together well. The strategic decisions are 

complex decisions (a) involving high degree of uncertainty i.e. the decision-

makers are taking the decisions on the basis of their views about the future; they 

are not sure about the outcomes (b) demanding an integrated approach of various 

departments and (c) involving major change in the organization. Such decisions 

aim to fit the internal environment (strengths and weaknesses) of the firm to the 
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external environment (opportunities and threats1) in which it operates. A few 

examples of such decisions are as follows:    

(a) Deciding the goals and objectives of the firm. This decision should be based 

on Vision of the company. Vision is not a decision. It is a dream of the leader(s) 

of the organization.                                                                           

(b) Decisions regarding resource allocations among the competing opportunities 

i.e. capital expenditure decisions. 

(c) Decisions having major resource implications. For example, the decisions 

regarding computerization / outsourcing some functions of the organization.                                                                              

(d) Decisions regarding 'stretching' an organization’s resources and competences 

to (i) achieving the advantage of the opportunities or (ii) face the threats.                                                            

(e) Deciding the scope of the activities of the organization. For example, decision 

regarding receiving or making foreign direct investment, products or services 

diversifications, opening of foreign branch etc. 

(f) Decisions regarding the Mergers, Acquisitions, demerger, and corporate 

restructuring - the most potent corporate restructuring tools. These are the well 

accepted and established strategies for corporate growth.(These are referred as 

inorganic growth strategies). 

 Every decision that builds or erodes the value of the firm is a strategic decision. 

Framework  Framework  Framework  Framework                                                                                                                  

(i) Team of SM peopleTeam of SM peopleTeam of SM peopleTeam of SM people:     

Strategic decisions is too important to be left to the specialists or heads of 

concern and departments,. Hence, the SM team includes (a) top level 

management people like the Executive Chairman, CEO and Executive Directors 

(b) CFO and (c) the heads of such departments as will be affected by the decision 

or will be responsible for implementation of the decisions. Sometimes, the team 

is expanded for some special decisions. For example, the non-executive director 

having special knowledge / experience regarding the decision to be taken. These 

                                                           
1
(a)Threat of new potential entrants   (b)Threat of substitute product/services  

  (c) Bargaining power of suppliers    (d) Bargaining power of customers  

  (e) Rivalry among current competitors  
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people must have a thorough knowledge and analysis of the internal as well as 

external  environment  of the organization so as to take right decisions.  

(ii) Defining and cDefining and cDefining and cDefining and confining the strategic decision makingonfining the strategic decision makingonfining the strategic decision makingonfining the strategic decision making: The strategic decision 

making is defined and confined by the vision, values, mission and goals. These 

are broader guidelines for strategic decision making team. These are explained 

below: 

(a) Vision : The strategic decisions are guided by the vision of the firm. Vision 

describes the desired long-term future of the organization. Vision provides 

guidance about protecting and stimulating progress toward a successful future. 

Vision challenges, inspires and motivates the people to do more and to feel 

proud, excited and part of the organization. A vision should stretch the 

organization’s capabilities and image of itself. It gives shape and direction to the 

organization’s future.  Vision is not a decision. It is a dream of the leader(s) of 

the organization.     

(b) Values:  Values are the philosophies that guide an organization’s internal 

conduct as well as its relationship with the external world. The values are self-

acknowledged moral standards.  Values explain what is and what is not 

acceptable in the organization. Values shape the actions of the managers and the 

employees. 

Examples of the values: 

� Encourage free and open competition. Do not ruin competitors’ image by 

fraudulent practices.                                            

� Treat everyone (employees, business associates and customers) with 

respect and integrity.               

� Meet all the commitments and obligations timely.  

The strategic decisions should be within the boundaries of the corporate values.     

(c) Mission and Goals : Mission describes what the organization intends to do to 

serve it’s stakeholders. Mission is a precise description of what the organization 

doing. It should describe the business the organization is in. It is a definition of 

“why” the organization exists currently. While vision is a dream for future, 

mission relates to what, why and where we are today and where we want to go 

in near future. Goal setting is the foundation for success.                                              

(iii)(iii)(iii)(iii) Process of strategic decision making:                                                                     
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(a) The process of strategic decision making begins with clearly understanding 

the (i) Vision, Mission, goals, values and day-to-day business practice of the 

organization (ii) the situation regarding which the decision is taken (iii) own 

strength (its resources and market standing) and weaknesses  and (iv) 

opportunities and threats. Perform a situation analysis – availability and 

requirement of resources and competitor analysis. Value addition comes from a 

detailed understanding of both (i) the finances and the company's operating and 

competitive capabilities and (ii) Customers requirement and competition. 

The strategic management should check the suitability of the proposal under 

their consideration. Suitability deals with the overall rationale of the proposal. To 

be suitable, the proposal should (i) make economic sense and (ii) benefit the 

society. 

The feasibility of the proposal should also be checked. Feasibility is concerned 

with whether the resources required to implement the strategy are available, can 

be developed or obtained. Resources include funding, people, time and 

information.  

(b) Acknowledge the reality of risk so that it may be faced with thoughtful 

planning. Keep risk at optimum level. If the business risk is high, the financial 

risk may be kept at low level. If the business risk is low, the financial risk can be 

faced. 

 

(c) Optimum Alternative :Identify the various alternatives. Select the optimum 

alternative using the appropriate technique of the strategic decision making, for 

example NPV, IRR, ROI, Balance Scorecard, EVA, Benefit cost ratio etc.  

The decision should be guided by three bases (i) Return (ii) Risk and (iii) 

Reaction of various stakeholders. The decision should be in the interest of all the 

stakeholders of the company including the society; hence before final decision, 

social cost benefit analysis should also be performed. Though the strategic 

decision making aims at value creation for the shareholders, it tries to balance 

the interests of other stakeholder as well. If the company does not satisfy the 

financial claims of its constituents, it will cease to be a viable organization. 

Employees, customers, and suppliers will simply withdraw their support.  

 

(iii) Guidelines for action plans: The strategic decisions should be implemented 

effectively so that the desired results can be achieved. Hence, the SM people 

should provide leadership to the other managers who are to convert the 

decisions into actions. The SM should communicate the decisions to all those 

who are (i) supposed to implement the decision and (ii) being affected by the 

decisions.  
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The SM lay down the path for moving from present situation to the destination 

and develop the overall policies. Policies are the intentions and principles which 

provide a framework for how an organization means to operate. They provide the 

guidelines for drawing the plans. The plans should be flexible so that they can be 

changed if the need be.The plans provide (i) the details of how to achieve the 

mission and (ii) tactics to be applied when the road block is there. 

(iv)(iv)(iv)(iv) Monitoring and ImplementationMonitoring and ImplementationMonitoring and ImplementationMonitoring and Implementation : It is a leadership role, The SFM monitors the 

implementation of the strategic decisions. SFM should provide guidance and 

motivate the other managers for achieving the results. The managers 

implementing the decisions should be sure that the top management of the 

company is with them in their task of implementation. 

 (v) Revising and refining the decisions. Revise and refine the plans according to the new 

scenario that has emerged after the original plan was instituted. Strategic management is 

an ongoing process. It assesses and reassesses and re-reassesses a new strategy to meet 

changed circumstances, new technology, new competitors, a new economic environment, 

or a new social, financial, or political environment. Revision may also be required if the 

company finds a road block while the decision is being implemented.                                                                   

Q. �o. 3: Write a short note on balancing the financial goals vis-à-vis sustainable growth. 

A�SWER                                                                                                     
SUSTAINABLE GROWTHSUSTAINABLE GROWTHSUSTAINABLE GROWTHSUSTAINABLE GROWTH 

Value creation is at the heart of corporate strategy.  Survival is pre-requisite for 

the value creation. Growth is must for survival2. A constant or declining firm 

cannot survive, the competitors will overtake it. Value can be created through 

the growth year after year. Sustainable growth reflects an organization’s ability 

to survive over time. Sustainable growth is a strategy for growing in future. 

 

Sustainable growth is defined as the growth the company is capable of if it does 

not alter its capital structure. Sustainable growth assumes: 

(i) the company wants to grow as fast as the market conditions permit 

(ii) the company does not want to raise the fresh equity share capital 

(iii) funds required in the future will be provided by retained earnings and 

fresh debt in such a ratio that the debt equity ratio is maintained. 

The sustainable growth rate is defined as the rate at which the earnings of the 

company can grow by using retained earnings and maintaining the capital 

structure.  

                                                           
2
 For survival of the corporate growth is imperative, it is not an option. 
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The strategic financial management aims at balancing the growth with the asset 

base of the company. For example, if company were to grow too fast, than it 

would deplete its financial assets resulting in extreme risks to the organization. If 

it grows too slow, than it runs the risk of destroying value by holding assets that 

earn a rate below the cost of capital. The objective in financial management is to 

manage a sustainable rate of growth that creates value year after year.  

                        g = r.b  

Where, r is return on equity  

           b is the ratio of ‘Retained EPS’ to ‘EPS’.  

Determinants of Growth: The sustainable growth depends up on four 

components: (i) Operating efficiency (profit/sales) (ii) Asset use efficiency (asset 

turnover) (iii) Financial leverage and (iv) Dividend policy. Changing the 

sustainable growth rate is a function of the four components of sustainable 

growth. For example, eliminating marginal products can increase the Margin 

component or paying out less dividends will increase the Retention component. 

 

Financial GoalsFinancial GoalsFinancial GoalsFinancial Goals:  

The company's primary financial goals are to maximize earnings and cash flow3, 
and to allocate capital profitably toward growth initiatives that will drive long-

term shareholder value.                                                                                  
 

Balancing the financial goals visBalancing the financial goals visBalancing the financial goals visBalancing the financial goals vis----àààà----vis sustainable growthvis sustainable growthvis sustainable growthvis sustainable growth 

Let’s understand this point with the help of an example. A Oil company 

advertises that the consumers should preserve oil so that the oil deposits do not 

exhaust early. It is an anti-marketing drive. It may reduce the company’s current 

profits but may benefit the company in the long run. There is no conflict between 

financial goals and sustainable growth as both have a common target of value 

creation. The question is whether a company should give priority to current 

financial gains or the long-term future benefits. The answer lies in the 

relationship ‘return on investment’ (r) and the ‘return expected by the 

shareholders’(Ke). If r is grater than Ke, sustainable growth should be given 

priority (i.e. Payout ratio should be kept low). Sustainability will generate 

tremendous economic value. If the r is less than Ke, current profits and current 

dividend should be given priority as sustainability is not going to benefit much to 

the shareholder 

 

                                                           
3
 Cash, not earnings, keeps the firm alive. Cash is King. 
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