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Role of CFO in value creation
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CFO Role Evolution
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3 Fundamental / essential elements of a business

Clear Strategy

—

Strategic Decision
Making

Operational
Decisions

Financial
Resources

/_,

Explore
Sustainability
Financing

Oversee Risk
management
Framework

Focus on Value
Creation

) Modern Day CFO

Evaluate M&A /

Right
Management

Establish Fin
Viability of
Supply Chain

Fundamentals
of Business
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Integrated approach

applying FM
Techniques

To achieve decision-
maker's objectives

SFM

Linked with Accounting But
Different Focus

Combines Backward Looking
Accounting with Forward
looking FM

Involves Allocation of scarce
Capital Resources

Focus on Strategies to Maximize
Org Mkt Value

Includes implementation &
monitoring of the chosen
strategy




Functions of SFM ( Investment & Financing Decisions)

SFM part of the corporate strategic plan —Combines investing &

financing decisions for attaining overall objectives.

S Search for Investment Opportunities

s Select the best profitable opportunity

SSMCA M Determine & make optimal mix of

funds
c Establish and use systems of interal
controls
A Analyse results for future decision

making

Focus on Allocating limited funds between alternative uses

Suitability

Feasibility

Acceptability

Corporate level strategy Answers 3 Questions

Whether the strategy would work for the
accomplishment of common objective of
the company.

Determines the kind and number of
resources required to formulate and

implement the strategy.

It is concerned with the stakeholders’
satisfaction and can be financial and non-
financial.

Key Decisions in Financial
Strategy

Mode of Financing Debt Vs

Financing Equity

Funding LT Projects; When

|
nvestment & How much to Invest

Reinvestment Vs

Dividend Distribution

Evaluation of Investments
using overall portfolio
approach

Portfolio

Focus of Functional Level Strategy

* Execution of BU Level strategies at floor or on site.

* Functional units provide input to the business unit level and
corporate level strategy, on customer responses or on
resources and capabilities

* Higher-level strategies can be based on these inputs.

3 Levels of Strategy
(
Corporate
Long Term — Focus of Senior
Management - Strategic
.
-
Business Level
Intermediate Term — Focus of
Middle Management — Tactical

Functional

Short Term - Focus of Line
Management - Operational

Focus of BU Level Strategy
* practical coordination of operational units
* supervision of operations in the unit

* meet deadlines and targets set by Corporate Level
in developing and sustaining products and services




Financial Planning & its 3 Major Components
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Using
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i i Tools for
Financial s
Resources Decision
Making

Outcomes of the Financial Planning

* To be decided at the very outset so that
rest of the decisions can be taken
accordingly.

* They need to be consistent with the
corporate mission and corporate
objectives.

Financial objectives:

 Helps in analysing financial problems
Financial decision that are being faced by the corporate

making and accordingly deciding the course of
action to be taken by it.

* Ratio analysis, analysis of cash flow
statement are used to evaluate the

Financial measures performance of the Company.

* Selection of measures again depends
upon the corporate objectives.
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To Achieve
Financial X
Planning
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Financial

Interface of Financial Policy and Strategic Management

Raise money

Fund mobilizé@gn@%@ itial to support
expansion acﬁvify{\gf/firm - very vital for any

organization. Reinvest or

distribute Invest money
money

A Finé\inzié/l Policy mainly deals with
gzibrcing funds and

e  Corporate Strategy mainly deals with
deployment of funds.

. Financial policies should be framed at

corporate planning stage itself and not Safeguard Make money
later money

Investment Decisions, Financing Decisions & Dividend Decisions are key elements of
interface between Financial Policy & Strategic Management




Focussed on Sources of Funds & Capital Structure Elements determining the capital structure

* Geographical position , Developed or
underdeveloped

Region

o Risk associated . . : .
Cost of raising with sources of Ticlusiy * Capital Intensive (high debt equity) or labour

capital funds intensive

Sector e Public (ideal is 1:1) or Private (ideal is 2:1)

Maturity e Stage in the business life cycle

Financing Decisions

Cash Flow Control
condition Considerations

Firms’ decide how much they will pay-out to shareholders in the form of dividends

resources to one of these
based on Capital budgeting
m Expand Capacity — exercise.
Project Evaluation & Project
Selection, 2 most important
g CostReduction aspects in fund allocation

Fixed Fixed +
amount Variable
every year every year

Types of
Dividend
. ., . . Policy
Focus on investment of a Firm’s Funds into different
assets to earn highest possible returns & fulfil g
Stakeholder expectations = ERElIE
3 Dividend
N New Project o Allocation of Firm's Scarce E
2
)

% of profit
every year
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Involves deciding between investment in Business Vs payout to
Shareholders; Companies explore cash / Stock Dividends too

All functional policies are interlinked with financial policy and they should be designed along with corporate strategy and not in in isolation. Financial Policy &

Corporate Strategy are interdependent and affect each other and are affected by each other



Balancing Financial Goals vis-a-vis Sustainable Growth Sustainable Growth Rate (SGR)

B S

SGR is the Maximum Sales Growth achievable by a
Company given its Profitability, Asset Utilization &
Dividend Payout & No Additional Borrowings

Multiple sources
of income

Multiple
Financial channels of
autonomy generating

income Assumptions underlying SGR

Targeted capital structure maintained.

What Makes an
Organization Financially
Clarity of Sustainable?

organisational
values

Consistent
strategic &
financial
planning

Defined dividend payout policy i.e dividend payment ratio
fixed and maintained; and

No fresh equity raised

Stable Financial
systems

Public Image




SG Policy

Linkage Between Both are inter-dependent - long- Very Weak
term growth is impossible with | !

No reduction in Sustain Critical
asset structure Functions

just one & not other

Thrive & grow along
with dynamic eco-
system

Growth Capability Growth Strategy

Depends on Resources
& assets available & Depends on strategic
employed & direction, Org values and
Management goals & policies
executionary capacity

To Maintain a Growth rate with constraints over DE ratio and / or Current Ratio, an Org may
raise External Financing, Debt or Equity

EFR = TA AS _ Payableand Liabilies

Sales Sales

What Makes an Organization Sustainable? m = PATY

AS —mS;(1 - d)

Scan

Clear Strategic Environment W a Admin & Effectl.v.e.ness Community
o : Manage & : : in Utilising
Direction & ldentify : Financial Infra Support
retain Staff resources

Opportunities
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