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Abstract—Financial management is highly concerned 

with maximizing the wealth of equity shareholders. 

Though profit is the main motto of any business 

financial management concerns more on the 

distribution of profit to the equity shareholders. 

Financial Management means planning, controlling, 

organizing and directing the monetary resources of the 

firm. The challenge of any finance manager is to have a 

deep knowledge regarding the procurement, allocation 

and management of funds of the business. The success 

behind any organization depends on the efficient 

management of finance. In this study, the researcher has 

concentrated on the various management techniques in 

finance. The data is collected from secondary 

information and data. The paper enriches the quality of 

information in financial management and enables the 

reader to clearly understand the major concepts and 

techniques in the subject. 

 

Index Terms—Finance, procurement, management, 

efficient, organization, knowledge, wealth. 

 

1. INTRODUCTION 

 

Finance is the life-blood of any business. In the early 

times every entrepreneur’s motive was to earn profit 

and expand the business. But in the present scenario, 

the survival of any business depends highly on the 

growth of the firm’s stakeholder’s. The satisfaction of 

each and every member associated with the business 

makes it survive in the long run. Thus the importance 

of Financial management is increasing in the recent 

years. Finance managers are highly trained and 

equipped with the latest techniques and methods to 

be adopted in the financial activities of the firm. The 

various financial management techniques/methods 

used in this study enables the financial manager to 

take right decision in proper utilization of firms 

funds. 

 

 

2. OBJECTIVES OF THE STUDY 

 

The study has focused on the following objectives;  

• To know the objectives of financial management 

in business  

•  To understand the major functions of a financial 

manager  

•  To study the various methods/techniques used in 

financial management 

 

3. RESEARCH METHODOLOGY 

 

The study is based on secondary data and 

information. The paper includes the importance of 

financial management, objectives, various financial 

management techniques used for business decisions, 

etc. 

 

4. NEED FOR STUDY 

 

As said earlier the success of an enterprise depends 

on the efficient utilisation of fund. At present, banks 

and various financial institutions have come forward 

with various schemes to lend money to business 

entrepreneurs. Apart from banks various other 

institutions like angel investors, venture capitalist 

firms, etc., has also emerged to meet the requirements 

of entrepreneurs. This has led the businessmen to 

generate  

 

funds easily. Hence rather than procuring fund 

management of this fund is a challenge to all the 

finance mangers. Thus the study of financial 

management helps and guides the finance managers 

to make right decision in generating fund, making 

right investment, earning good return and sharing the 

profit to the shareholders.  

 

 



© August 2025 | IJIRT | Volume 12 Issue 3 | ISSN: 2349-6002 

IJIRT 183807 INTERNATIONAL JOURNAL OF INNOVATIVE RESEARCH IN TECHNOLOGY 3165 

5. CONCEPT OF FINANCIAL MANAGEMENT 

 

Financial Management means planning, organizing, 

directing and controlling the financial resources of 

the firm. It includes activities like procurement and 

deployment of funds of the venture. It means 

applying general management principles and methods 

to financial resources of the project and evaluates the 

value of the project return. A financial Management 

technique helps the firm to clearly monitor the future 

cash flows and helps to achieve business goals. 

Managerial finance is an interdisciplinary approach 

that takes the views and ideas from both managerial 

accounting and corporate finance. Financial 

Management is a branch of economics that includes- 

Managerial Finance, Corporate Finance and Financial 

Management for IT services. Managerial Finance is a 

branch of finance that connects with managerial 

importance of finance techniques and methods. The 

Corporate Finance deals with financial decisions that 

the business enterprises make and analysis used for 

making such decisions. Financial Management for IT 

Services deals with the financial management of IT 

assets and resources. The important objectives of the 

financial management are to create wealth for the 

business, generate income and create sufficient return 

on investment. 

 

6. FINANCIAL MANAGEMENT TECHNIQUES 

 

Three major decisions which every Finance manager 

has to take into consideration are;  

•   Investment decision  

•   Financing decision  

•   Dividend decision  

 

7. INVESTMENT DECISION (CAPITAL 

BUDGETING) 

 

Investment decision is also known as Capital 

Budgeting decision. It is the process of estimating the 

required fund for the firm. The finance manager has 

to assess the value of various projects before Capital 

budgeting is the process of making investment 

decisions in capital expenditure. These are 

expenditures, the benefits of which are expected to be 

received over a long period of time exceeding one 

year. The finance manager has to a assess the 

profitability of various projects before committing 

the funds. 

Some of the major traditional techniques used in 

capital budgeting are as f follows:1. Payback period 

2. Accounting Rate of Return meth od 3. Net present 

value method 4. Internal l Rate of Return Method 5. 

Profitability index. 

7.1. Payback Period  

The payback (or payout) period is s the most 

popularly and commonly used method. This method 

explains the number of years required to recover the 

invested amount (original cash outlay) invested in the 

project. It is one of the easiest traditional m methods 

that derives the years taken for the firm to take back 

its invested amount for a project. If the project 

generates constant annual cash inflows, he payback 

period can be computed by dividing cash outlay by 

the annual cash inflow.  

Payback period = Cash outlay (investment) / Annual 

cash inflow = C/A 

7.2. Accounting Rate of Return Method  

The Accounting rate of return (ARR) method used to 

find the average income derived from average 

investment. It simply means the e earnings obtained 

out of the investment t made. It uses accounting 

information, as revealed by financial statements, to 

measure the profit abilities of the investment 

proposals. The accounting rate of return is calculated 

by dividing the average income e after taxes by the 

average investment.  

ARR= Average income/Average Investment  

7.3. Net Present Value Method 

The net present value (NPV) method is a popular 

method in the capital budgeting techniques. It is the 

process of calculating the present t value of cash 

flows (inflows and outflows) of an investment 

proposal, using the cost of capital as the appropriate 

discounting rate. It enables the e firm to easily 

understand whether the project (investment) n needs 

to be accepted or rejected with a simple substitute of 

future cash flows.  

Net Present Value (NPV) is the difference between 

the present value of c cash inflows and the present 

value of cash outflows. NPV is used in capital 

budgeting to analyze the profitability of a projected 

investment or project.  

The following is the formula for calculating NPV:  

NPV = \sum_{t=1}^{n} \frac{C_t}{(1 + r)^t} - C_0 

Where ;  
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Ct = net cash inflow during the period t  

Co = total initial investment costs  

r =discount rate, and  

t = number of time periods  

A positive net present value indicates that the 

projected earnings generated d by a project or 

investment exceeds the anticipated costs. Generally, 

an investment with a positive NPV will be a 

profitable one and one with a negative NPV will 

result in a net loss. This concept is the basis for the 

Net Present Value Rule, which dictates that the only 

investments that should be made are those with 

positive NPV values.  

Apart from the formula itself, net present value can 

often be calculated using tables, spreadsheets such as 

Microsoft Excel or Investopedia’s own NPV 

calculator. 

 

8. INTERNAL RATE OF RETURN METHOD 

 

The Internal Rate of Return (IRR) equates the present 

value cash inflows with the present value of cash 

outflows of an investment. It is called internal rate 

because it depends solely on the outlay and proceeds 

associated with the project and it does determine any 

rate outside the investment. IRR is the minimum 

discount rate used by the management to identify 

whether the future capital investment yield an 

acceptable return. It is the rate that equates NPV of 

future cash flows from the project to zero. Formula 

for calculating IRR is as follows;  

 

R1+   NPV1*(R2-R1) / (NPV1- NPV2)      

 Where:  

R1   =     Lower discount rate  

R2   =     Higher discount rate  

NPV1   =   Higher Net Present Value (derived from 

R1)  

NPV2   =   Lower Net Present Value (derived from 

R2)  

 

9. PROFITABILITY INDEX 

 

It is the ratio of the present value of future cash 

benefits, at the required rate of return to the initial 

cash outflow of the investment. It may be gross or 

net, net being simply gross minus one. The formula 

to calculate profitability index (PI) or benefit cost 

(BC) ratio is as follows.  

PI = PV cash inflows/Initial cash outlay A,  (or)  

PI = PV cash inflows/Initial Investment.  

 

10. FINANCING DECISION (CAPITAL 

STRUCTURE) 

 

Financing decision is also called Capital Structure. 

Once the required fund for investment has been 

decided (Capital Budgeting) the next step is to raise 

the amount for making the investment. Now the 

challenge of the finance manager is to prepare a 

structure on the proportion of all types of capital viz. 

equity, debt, preference etc. It is synonymously used 

as financial leverage or financing mix. Capital 

structure is also referred as the degree of debts in the 

financing or capital of a business firm. It is believed 

that with the change in capital structure, the value of 

a firm can be influenced. There are four approaches 

to this, viz. net income, net operating income, 

traditional and M&M approach.  

Important theories or approaches to financial 

leverage or capital structure or financing mix are as 

follows:  

• Net Income Approach: This approach was 

developed by Durand and he was in the favour of 

financial leverage decision. According to him, change 

in financial leverage would lead to a change in the 

cost of capital. In short, if the ratio of debt in the 

capital structure increases, the weighted average cost 

of capital decreases and hence the value of the firm.  

• Net Operating Income Approach: This 

approach is also provided by Durand but it is totally 

opposite to the Net Income Approach. It says that the 

weighted average cost of capital remains constant. It 

believes in the fact that the market analyses firm as a 

whole which discounts at a particular rate which is 

not related to debt-equity ratio.  

• Traditional Approach: This approach is not 

defined hard and fast facts but it says that cost of 

capital is a function of the capital structure. The 

special thing about this approach is that it believes an 

optimal capital structure. Optimal capital structure 

implies that at a particular ratio of debt and equity, 

the cost of capital is minimum and the value of the 

firm is maximum.  

• Modigliani and Miller Approach (MM 

Approach): It is a capital structure theory named after 

Franco Modigliani and Merton Miller. MM theory 

proposed two propositions.  
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• Proposition I: It says that the capital 

structure is irrelevant to the value of a firm. The 

value of two identical firms would be same and it 

would not be affected by the mode of finance adopted 

to finance the assets. The value of a firm is dependent 

on the expected future earnings.  

• Proposition II: It says that the financial 

leverage boosts the expected earnings but it does not 

increase the value of the firm because the increase in 

earnings is compensated by the change in the 

required rate of return.  

 

11. DIVIDEND DECISION 

 

Some of the major different theories of dividend in 

financial management are as follows: 1. Walter’s 

model 2. Gordon’s model 3. Modigliani and Miller’s 

hypothesis. On the relationship between dividend and 

the value of the firm different theories have been 

advanced.  

11.1. Walter’s Model  

Professor James E. Walter argues that the choice of 

dividend policies almost always affects the value of 

the enterprise. His model shows clearly the 

importance of the relationship between the firm’s 

internal rate of return (r) and its cost of capital (k) in 

determining the dividend policy that will maximise 

the wealth of shareholders.  

Walter's model supports the principle that dividends 

are relevant. The investment policy of a firm cannot 

be separated from its dividend policy and both are 

inter-related. The choice of an appropriate dividend 

policy affects the value of an enterprise. 

11.2. Gordon’s Model  

One very popular model explicitly relating the market 

value of the firm to dividend policy is developed by 

Myron Gordon. The determinants of the market value 

of the share are the perpetual stream of future 

dividends to be paid, the cost of capital and the 

expected annual growth rate of the company. 

11.3. Modigliani and Miller’s Hypothesis  

According to Modigliani and Miller (M-M), dividend 

policy of a firm is irrelevant as it does not affect the 

wealth of the shareholders. They argue that the value 

of the firm depends on the firm’s earnings which 

result from its investment policy. M – M’s hypothesis 

of irrelevance is based on the following assumptions.  

• The firm operates in perfect capital market  

• Taxes do not exist  

• The firm has a fixed investment policy  

• Risk of uncertainty does not exist. That is, 

investors are able to forecast future prices and 

dividends with certainty and one discount rate is 

appropriate for all securities and at all time 

periods. Thus, r = K = Kt for all t. 

 

 Under M – M assumptions, r will be equal to the 

discount rate and identical for all shares. As a result, 

the price of each share must adjust so that the rate of 

return, which is composed of the rate of dividends 

and capital gains, on every share will be equal to the 

discount rate and be identical for all shares. 

 

12. CONCLUSION 

 

The success of any business organization depends on 

the efficient utilization of monetary resources. The 

study of financial management guides the financial 

manager to take the right decision in matters related 

to capital requirement, investment proposals, working 

capital management, dividend distribution etc 

Research contributions by Manjunath Awalakki and 

Dr. Archanna H. N. have consistently explored the 

intersection of financial decision-making, behavioral 

finance, and regional investment behavior. One early 

study on the investment patterns of salaried class 

investors in Kalaburagi revealed that most employees 

prefer safe avenues such as bank deposits, insurance, 

and gold, with limited diversification into equities 

and mutual funds. The study emphasized that 

awareness and proactive financial planning among 

salaried investors remain limited, with most focusing 

on retirement-oriented savings rather than long-term 

wealth creation (Awalakki, 2015). In another paper, 

financing decisions of leading cement companies 

were analyzed to understand capital structure 

patterns. The study found that fluctuations in debt–

equity mix significantly influenced investment 

policies and long-term solvency, highlighting how 

strategic financing choices shape firm-level value 

creation (Awalakki, 2015).More recently, Awalakki 

and Archanna (2021) investigated the impact of 

financial performance ratios on stock returns of NSE-

listed companies. Their findings confirmed that 

indicators like return on equity, price-to-earnings, and 

return on assets significantly affect stock returns, 

underlining the importance of ratio-based analysis in 

investment decisions (Awalakki & Archanna, 2021). 
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Expanding into behavioral finance, their 2023 study 

examined the dynamics of investor attention and 

market volatility. They argued that cognitive biases, 

emotions, and herding behavior shape investor 

attention, which in turn amplifies volatility, bubbles, 

and crashes. This highlighted the role of psychology 

in shaping overall market outcomes (Awalakki & 

Archanna, 2023).Finally, a 2024 study focused on 

retail investors in the Hyderabad–Karnataka region, 

analyzing the impact of home bias on diversification. 

Results showed that strong preferences for domestic 

assets significantly restricted portfolio diversification, 

exposing investors to concentrated risks. The authors 

concluded that addressing home bias through 

financial literacy and awareness is crucial for 

improving investment resilience (Awalakki & 

Archanna, 2024).  
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