Core VIII Semester IV

Financial Management & Risk Management
Course Objectives

The course aims to familiarize the learners with the principles and practices of financial
management.

Course Outcomes
After completion of the course, learners will be able to:

e Explain the nature and scope of financial management and assess the impact of time
value of money in different business decisions;

e Analyze capital budgeting process and apply capital budgeting techniques for
business decisions;

e Discuss the various sources of finance in today’s competitive industry and explain
various theories and factors affecting capital structure decisions;

e C(ritically examine various theories of dividend, identify and analyze factors affecting
dividend policy;

® Design a model of risk assessment and control.

Unit I: Introduction
Nature, scope, and objectives of financial management- profit maximization Vs wealth

maximization; Value maximization-concept and implications, Economic Value Added
(EVA), Market Value Added (MVA). Functions and Responsibilities of a Finance
Manager. Time value of money, Risk and Return Analysis; emerging dimensions in finance
area- Crypto currencies, block chain, behavioral finance, sustainable finance.

Unit II: Financing Decision
Sources of long-term financing, Components of cost of capital, Method for calculating Cost

of Equity, Cost of Retained Earnings, Cost of Debt and Cost of Preference Capital,
Weighted Average Cost of Capital (WACC) and Marginal Cost of Capital. Capital
Structure-Theories of Capital Structure (Net Income, Net Operating Income, MM
Hypothesis, Traditional Approach). Operating Leverage, Financial Leverage and Combined
Leverage. EBIT-EPS Analysis. Determinants of Optimum Capital Structure.

Unit III: Investment Decision and Dividend Decision

e Long-term investment decision: Capital Budgeting Process, Capital Budgeting
Techniques; Payback Period Method, Discounted Payback Period Method,
Accounting Rate of Return, Net Present Value (NPV), Net Terminal Value, Internal
Rate of Return (IRR), Profitability Index.

o Short-term investment decision: Concept of Working Capital, working capital
cycle, Risk-return Trade off, working capital estimation, cash management,
receivables management, inventory management, payables management.

e Dividend Decision: Theories for relevance and irrelevance of dividend decision for
corporate valuation-Walter’s Model, Gordon’s Model, MM Approach, Forms of
dividend payment, types of dividend policies and Determinants of Dividend policy.



Unit I'V: Risk Management

Introduction, meaning, definition and types of risk; operational and financial risks. Risk
management process; identification, assessment, risk treatment; risk transfer, risk avoidance,
risk retention and risk control, review and evaluation of plan. Risk management approach
and methods; avoidance, loss prevention, loss reduction separation, duplication,
diversification; risk reporting process; internal reporting and external reporting, risk
organisation and risk management organization structure; traditional and modern structure
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