
1. Strategic role of financial management  
 

- Financial management  is the planning and monitoring of a business’s financial 
resources to enable the business to achieve its financial objectives  

 
- Strategy  refers to the long-term, broad aims affecting all key business areas 

- The strategic role  of each key business function involves all managers 
contributing to the strategic direction or strategic plan of the business  

- A strategic plan  encompasses the strategies that a business will use to 
achieve their long-term goals  

 
- The strategic role of financial management  can include:  

1. Setting financial objectives and ensuring the business is able to 
achieve these goals  

2. Sourcing finance  
3. Preparing budgets and forecasting future finances  
4. Preparing financial statements  
5. Maintaining sufficient cash flow  
6. Distributing funds to other parts of the business  

 
- The strategic planning of financial resources is essential to a business’s 

success and growth  
 

  



2. Objectives of financial management  
 
PROFITABILITY  

- Profitability  refers to the ability of a business to maximise their profits  
- Short-term benefit: satisfy owners and shareholders  
- Long-term benefit: growth and sustainability of the business  

 
- To maximise profits a business must monitor their revenue, costs/expenses, 

inventory levels and levels of assets  
 

Profitability = Gross profit  
                     Sales  

 
GROWTH  

- Growth  refers to the ability of a business to increase their size in the long term  
- Depends on the business’s ability to develop and use their asset structure to 

increase sales, profits and market share  
 

Growth = % increase of sales, profits, market share etc 

 
EFFICIENCY  

- Efficiency  refers to the ability of a business to minimise its costs so that a 
maximum profit is achieved with the lowest possible level of assets  

- Usually relates to operations of revenue-producing activities  of the business  
 

- To be efficient, businesses should monitor the levels of inventory, cash and 
the collection of receivables  
 

Efficiency = Total expenses  
                 Sales  

 
LIQUIDITY  

- Liquidity  refers to the extent to which a business can meet their financial 
commitments in the short-term (less than 12 months)  

 

- Businesses need a sufficient cash flow  and the ability to easily convert current 
assets into cash  to be considered ‘liquid’  

- Cash shortfalls/excess and idle cash should be avoided  
 

Liquidity =   Current assets  .  
      Current Liabilities  



SOLVENCY  
- Solvency  refers to the extent to which a business can meet their financial 

commitments in the long-term (more than 12 months)  
- Particularly important for owners, shareholders and creditors since it 

indicates the risk of their investment 
 

- Solvency indicates whether a business will be able to repay amounts that they 
have borrowed for investing in capital  

- Indicated by how highly geared the business is  
- Gearing  refers to the ratio of debt (external finance) and equity (internal 

finance) that is used to fund a business’s activity 
 

Solvency = Total liabilities  
                   Total equity  

 
SHORT-TERM AND LONG-TERM FINANCIAL OBJECTIVES  
Short-term financial objectives 

- Tactical (1-2 years) and operational goals (day-to-day)  
- Reviewed regularly to see if targets are being met  
- Usually are S.M.A.R.T. goals 

 
Long-term financial objectives 

- Strategic plans of a business (usually 5+ years)  
- Tend to be broad goals (e.g. increase profit or market share)  
- Requires a series of short-term goals to be achieved  
- Reviewed annually to determine if changes need to be implemented 

 
POTENTIAL CONFLICTS BETWEEN SHORT-TERM AND LONG-TERM 
FINANCIAL OBJECTIVES  

- Financial managers need to be able to consider the benefits of both objectives 
and decide which is more beneficial to the business in an attempt to satisfy as 
many goals as possible  

 
Examples of possible conflicts could include…  

1. Long-term growth vs short-term low profits  
- A business may want to expand and grow in the long term. However, 

this would require their costs to increase, become highly-geared and 
could lead to lower profits in the short-term.  

 
 



2. Long-term new technology vs short-term investing in R&D  
- A business may want to focus on improving and innovating their 

product to gain a competitive edge in the long-term. However, this 
would require them to invest in R&D which could be expensive and 
take a long time to achieve useful results.  

 
3. Long-term increased profitability vs short-term investing in HR  

- A business may want to increase their profitability in the long-term. 
However, this may require them to invest in human and physical 
resources which could take a long time to pay off.  

 

3. Interdependence with other key business functions  
 

- Interdependence  refers to the mutual dependence that key functions have on 
one another (should complement each other)  

 
- Interdependent link between finance and marketing:  the marketing 

department relies on the finance department to finance their marketing 
strategies. In return, the finance department relies on the marketing 
department to increase customer satisfaction and gain repeat sales to earn 
sales and revenue. 

 
- Interdependent link between finance and HR:  the HR department relies on the 

finance department for funds in order to pay for staff. In return, the finance 
department relies on the HR department to manage staff and ensure that 
qualified staff are employed for the finance department.  
 

- Interdependent link between finance and operations:  the operations 
department relies on finance to purchase inputs and fund their transformation 
process. In return, the finance department relies on the operations department 
to produce products to sell and gain revenue from.  

 
  


