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Question 1 : 

Write a Short note on Strategic Financial Decision-Making Framework. 

Answer : 

 Capital investment is the springboard for wealth creation. 

 The satisfaction of the interests of the shareholders should be perceived to an end, 

namely maximization of shareholders’ wealth. 

 Since capital is the limiting factor, all businesses need to have the following three 

fundamental essential elements. 

 A clear and realistic strategy 

 The financial resources, controls and systems to see it through. 

 The right management team and processes to make it happen. 

Strategy + Finance + Management = Fundamentals of Business 

 

Question 2 : 

Write a short note on Functions of Strategic Financial Management. 

Answer : 

 Strategic Financial Management is the portfolio constituent of the corporate strategic 

plan-that embraces the optimum investment and financing decisions required to attain 

the overall specified objectives. 

 In this connection, it is necessary to distinguish between strategic, tactical and operational 

financial planning. While strategy is a long-term course of action, tactics are intermediate 

plan, while operational are short-term functions. 

 Irrespective of the time horizon, the investment and financial decisions functions involve 

the following functions. 

 Continual search for best investment opportunities; 

 Selection of the best profitable opportunities; 
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 Determination of optimal mix of funds for the opportunities; 

 Establishment of systems for internal controls; and 

 Analysis of results for future decision-making 

 

Question 3 : 

What are the key decisions falling within the scope of financial strategy? 

(MTP Oct 19, Nov 19 suggested) 

OR 

Write a Short note on Agency Theory. 

Answer : 

Financing decisions - the mode of financing or mix of equity capital and debt capital. 

Investment decisions - profitable utilization of firm's funds especially in long-term projects 

Dividend decisions - determine the division of earnings between payments to shareholders 

and reinvestment in the company. 

Portfolio decisions - involve evaluation of investments based on their contribution to the 

aggregate performance of the entire corporation rather than on the isolated characteristics 

of the investments themselves. 

 

Question 4 : 

Write a short note on “Strategy at Different Hierarchy Levels”. 

Answer : 

1. Corporate Level Strategy 

Corporate level strategy should be able to answer three basic questions: 

Suitability - Whether the strategy would work for the accomplishment of common objective of 

the company. 

Feasibility - Determines the kind and number of resources required to formulate and implement 

the strategy. 

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

non-financial. 
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2. Business Unit Level Strategy 

 Strategic business unit (SBO) may be any profit centre that can be planned 

independently from the other business units of a corporation. 

 At the business unit level, the strategic issues are about practical coordination of 

operating units and developing and sustaining a competitive advantage for the products 

and services that are produced. 

3. Functional Level Strategy 

 The functional level is the level of the operating divisions and departments. 

 Functional level strategies involve the development and coordination of resources through 

which business unit level strategies. 

 such as providing information on customer feedback or on resources and capabilities on 

which the higher-level strategies can be based. 

 Once the higher-level strategy is developed, the functional units translate them into 

discrete action plans that each department or division must accomplish for the strategy 

to succeed. 

 

Question 5 : 

Write a short note on Financial Planning. 

Answer : 

 Financial planning is a systematic approach whereby the financial planner helps the 

customer to maximize his existing financial resources by utilizing financial tools to achieve 

his financial goals. 

 There are 3 major components of Financial planning: 

 Financial Resources (FR) 

 Financial Tools (FT) 

 Financial Goals (FG) 

Financial Planning = FR + FT + FG 

 Outcomes of the financial planning are the financial objectives, financial decision-making 

and financial measures for the evaluation of the corporate performance. 
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 Financial objectives are to be decided at the very out set so that rest of the decisions 

can be taken accordingly. 

 The financial measures like ratio analysis, analysis of cash flow statement is used to 

evaluate the performance of the Company. 

  

Question 6 : 

Explain the Interface Of Financial Policy And Strategic Management. 

Answer : 

 Starting point of an organization is money and the end point of that organization is 

also money. 

 Sources of finance and capital structure are the most important dimensions of a 

strategic plan. 

 Organizations may offer higher rates of interest than banking institutions to attract 

investors and raise fund. 

 Another important dimension of strategic management and financial policy interface is 

the investment and fund allocation decisions. 

 Dividend policy is yet another area for making financial policy decisions affecting the 

strategic performance of the company. It also gives a message of lesser risk for the 

investors. 

The financial policy of a company cannot be worked out in isolation of other functional policies. 

  

Question 7 : 

Explain briefly, how financial policy is linked to Strategic Management? 

Answer : 

 The success of any business is measured in financial terms. Maximising value to the 

shareholders is the ultimate objective. For this to happen, at every stage of its operations 

including policymaking, the firm should be taking strategic steps with value-maximization 

objective. This is the basis of financial policy being linked to strategic management. 

 The linkage can be clearly seen in respect of many business decisions. For example: 
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 (i) Manner of raising capital as source of finance and capital structure are the most 

important dimensions of strategic plan. 

 (ii) Cut-off rate (opportunity cost of capital) for acceptance of investment decisions. 

 (iii) Investment and fund allocation is another important dimension of interface of 

strategic management and financial policy. 

 (iv) Foreign Exchange exposure and risk management. 

 (v) Liquidity management 

 (vi) A dividend policy decision deals with the extent of earnings to be distributed and 

a close interface is needed to frame the policy so that the policy should be beneficial 

for all. 

 (vii) Issue of bonus share is another dimension involving the strategic decision. 

 Thus, from above discussions it can be said that financial policy of a company cannot 

be worked out in isolation to other functional policies. It has a wider appeal and closer 

link with the overall organizational performance and direction of growth. 

  

Question 8 :  

Discuss the importance of strategic management in today’s scenario? 

Answer : 

 Strategic management intends to run an organization in a systematized fashion by 

developing a series of plans and policies. 

 It is a systems approach, which is concerned with where the organization wants to reach 

and how the organization proposes to reach that position. 

 It is therefore necessary for an organization interested in long run survival and command 

over the market, to go for strategic planning and the planning process must be holistic, 

periodic, futuristic, intellectual and creative with emphasis given on critical resources of 

the firm otherwise, the organization will fall in the traps of tunnelled and myopic vision. 
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Question 9 : 

Discuss on Balancing Financial Goals Vis-A-Vis Sustainable Growth. 

(MTP Apr -19, MTP Aug 18, RTP May 20). 

OR 

“Sustainable growth is important to enterprise long-term development”. Explain this statement 

in context of planning healthy corporate growth. 

(MTP Oct 20). 

Answer : 

 Sustainable growth can be helpful for planning healthy corporate growth. 

 Incremental growth strategy, profit strategy and pause strategy are other variants of 

stable growth strategy. 

 It is important to enterprise long-term development. Too fast or too slow growth will go 

against enterprise growth and development. 

 The sustainable growth rate is a measure of how much a firm can grow without borrowing 

more money. 

What makes an organisation financially sustainable? 

To be financially sustainable, an organisation must: 

 have more than one source of income; 

 have more than one way of generating income; 

 do strategic, action and financial planning regularly; 

 have adequate financial systems; 

 have a good public image; 

 be clear about its values (value clarity); and 

 have financial autonomy. 

SGR = ROE x (1- Dividend payment ratio) 

Sustainable growth models assume that the business wants to: 

 maintain a target capital structure without issuing new equity. 

 maintain a target dividend payment ratio. 

 increase sales as rapidly as market conditions allow. 
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What makes an organisation sustainable? 

In order to be sustainable, an organisation must 

 have a clear strategic direction 

 be able to scan its environment or context to identify opportunities for its work 

 be able to attract, manage and retain competent staff 

 have an adequate administrative and financial infrastructure 

 be able to demonstrate its effectiveness and impact in order to leverage further resources 

 get community support for, and involvement in its work 

  

Question 10 : 

Discuss the methods of valuation in brief? 

Answer : 

a) Valuation Method : Valuation method depends on demand curve approach by either making 

use of expressed preferences or making use of revealed preferences. 

b) Pricing Method : Pricing method is a non-demand curve approach that takes into 

consideration either opportunity costs or alternative costs or shadow projects or 

government payments or those response methods depending on the nature of the problem 

and environmental situation. 

 Valuation methods are in general more complex in implementation than pricing methods. 

But demand curve methods are more useful for cases where it seems likely that disparity 

between price and value is high. 
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