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HOMASTYLE  RECIPES FOR FINANCIAL MANAGEMENT

1. The Frontiers of Knowledge

When people arrive in Madrid, Munich, or Rio de Janeiro, the first thing that they ask for is a map, so they can find their way around.

Likewise, when talking about corporate finance, a sort of map is needed to know what it includes and where its frontiers are.

Certainly all knowledge is related, but the human mind has divided it and classified it according to its needs.  However, that obsession to organize has left many frontiers which are undefined, some which are shifting, and even some frontiers which contain wrong information.

If I were forced to categorize the components of financial management, I would propose the following:

· managing money

· obtaining resources

· designing projects 

· budgeting

· administering working capital

· relating to capital markets

2. The Treasurer

A financial administrator is born a simple cashier, but his responsibilities increases progressively as he matures.

The starting point of a bank teller will gradually expand to include other functions.

The next step is the development of a vision of the future.  Here, the financial administrator becomes essentially the forecaster of inflows and outflows of cash.

The administrator is next asked to fulfill a very important function: the synchronization of resources with their disbursements.

This is the restricted view of the financial administrator, which is often associated with the work of a treasurer.

Constant change in business and, subsequently, an increase in the complexity of business activity requires yet another skill from the administrator: obtaining resources.  This new ability assumes that financial decisions will take advantage of the best opportunities offered, whether in financial or capital markets with which the administrator is in constant interaction.

3. The Business Appraiser

The financial administrator’s interaction with money makes him a critical judge of investment decisions.

Here is where his larger purpose is born.  When intuition seems to be insufficient, quantitative techniques are needed to support his opinions.  Thus, he becomes an adviser to his colleagues; a sort of leader among equals.

In the wide sense of Corporate Finance, the focus is on the future. In a more narrow view, the focus is the present time. By contrast, the goal of accounting is to neatly analyze events which have already happened.
4. Objectives. Ethics

The definition of Corporate Finance, which will be presented under point number 6, mentions “entity” as the main character, deliberately avoiding the word “corporation.” Thus, non-profit organizations are also included.

Accordingly, when we speak of objectives, this allows us to go beyond material goals and progressively embrace ethics as a higher objective in a chain of means and ends which are all tied up together.

Profit is nothing to be ashamed of, as some volunteer organizations seem to think.  Put another way, profit is no more and no less than growth, and any organization that does not grow fossilizes and finally disappears.

Essentially, every organization needs profit in order to grow: clubs, churches, and cooperatives.  Profit does not mean an obsession for the distribution of dividends, but it enables proper administration of human resources, making it possible to improve quality, thereby benefiting consumers, which, in turn, support the State, and ultimately, reward investors.

Note that we have ascended another step on the chain of means and ends.  But if these goals become means, we can again climb on the moral values scale and aspire to other superior ends like the conservation of the environment, or setting part of our resources aside for charitable foundations.

In short, notice how close corporations can be to Goodness, and  certainly there are many of these cases in our country and abroad.

5. Intercommunication with Capital Markets

For some time now, a very broad topic has been included in Corporate Finance: the analysis of capital markets.

In Argentina, the process was delayed for at least half a century because of the phenomenon of inflation.

Even in developed economies with a long tradition of monetary stability, it was not easy to establish the relationship between capital markets and corporate finance.  Numerous isolated concepts were generally studied, but a clear link between corporate finance and capital markets was not always made.

Nevertheless, we believe that the threads which bind these two concepts to each other are what make it possible for financial managers to solve three problems: generating liquidity, obtaining capital, and setting prices.

Notice that the obtaining of capital is clearly one of the objectives included in our proposed definition.  As regards the other functions, a capital market is no more than a big fair where supply meets demand.  In this case, it is a securities fair.

The advantages are obvious.  The first is price determination, which is the result of a many smart people evaluating the universe of circumstances surrounding a corporation.

The synthesis which results from a lot of research makes it possible to determine important data such as the value, as well as the yield and risks, of a company –always, of course, from the investors’ point of view.  

That big fair–which today tends to be worldwide–generates a liquidity phenomenon which makes the investor change his attitude. He is immediately able to get into or out of the investment very easily.  If he did not have this opportunity, it would be very difficult to return to liquidity.  This lowers the cost of capital by minimizing one of its components.

6. Proposed Definition

Corporate Finance is the orderly handling of liquid resources in order to obtain them on the best terms, and using them skillfully to reach the corporation’s goals within an ethical environment.  These goals are accomplished through combining elements of production, aided by quantitative techniques, accounting data, and continual interaction with capital markets.
7. Kinship

FINANCIAL MATHEMATICS
Undoubtedly, the closest relative to Corporate Finance is Financial Math.

If we accept the fact that the starting point for any manager is probability, it will be easy to understand that the closest kinship is the science capable of determining yields, after organizing, of course, the complex situations which life produces.

Moreover, when solving a financial question, it cannot be completely determined whether what is being solved is a mathematical or administrative problem.

STATISTICS

Statistics are a valuable tool capable of forecasting trends, determining averages and dispersion indicators, allowing us to quantify risks.  One of the most important variables used in Corporate Finance research is the expected value which among other things, enables us to perform sensitivity analysis on cash flows.

ACCOUNTING

Accounting is the historical predecessor of Corporate Finance.  It was born as an ingenious way of combining different blocks of information stemming from financial statements.  Liquidity and indebtedness ratios, and turnover of different assets gave birth to conclusions about indebtedness, return on investment, financial situation, and ideas about leverage effects.

Nowadays, accounting is an out-dated form of financial analysis. Nevertheless, financial statements are important sources of information for the construction of cash flows, the study of the capital market behavior, and the management of working capital.

ECONOMICS

Finally, the farthest relation, but not less valuable than the others, is Economics, especially when analyzing some of the numerous applications of interest rates and their permanent relationship with the course of the economy.

This is the case of domestic monetary policy, the relationship between the rules of the central bank and the interest rate, and the relationship between GNP and exports; all of these are vital elements of the “country-risk” ratio.
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