FINANCIAL MANAGEMENT

Financial management is the business function that deals with investing the
available financial resources in a way that greater business success and return-on-
investment (ROI) is achieved. Financial management professionals plan, organize,
and control all transactions in a business

Objectives of Financial Management

The financial management is generally concerned with procurement, allocation and
control of financial resources of a concern. The objectives can be-

1.
2.

3.

To ensure regular and adequate supply of funds to the concern.

To ensure adequate returns to the shareholders which will depend upon the
earning capacity, market price of the share, expectations of the shareholders.
To ensure optimum funds utilization. Once the funds are procured, they
should be utilized in maximum possible way at least cost.

To ensure safety on investment, i.e, funds should be invested in safe
ventures so that adequate rate of return can be achieved.

To plan a sound capital Structure-There should be sound and fair
composition of capital so that a balance is maintained between debt and
equity capital.

Functions of Financial Management

1.

Estimation of capital requirements: A finance manager has to make
estimation with regards to capital requirements of the company. This will
depend upon expected costs and profits and future programmes and policies
of a concern.

Estimations have to be made in an adequate manner which increases earning
capacity of enterprise.

Determination of capital composition: Once the estimation has been made,
the capital structure has to be decided.

This involves short-term and long-term debt equity analysis. This will
depend upon the proportion of equity capital a company is possessing and
additional funds which have to be raised from outside parties.



3. Choice of sources of funds: For additional funds to be procured, a company
has many choices like-
a. Issue of shares and debentures
b. Loans to be taken from banks and financial institutions
c. Public deposits to be drawn like in form of bonds.

Choice of factor will depend on relative merits and demerits of each source
and period of financing.

4. Investment of funds: The finance manager has to decide to allocate funds
into profitable ventures so that there is safety on investment and regular
returns is possible.

5. Disposal of surplus: The net profits decision has to be made by the finance
manager. This can be done in two ways:

a. Dividend declaration - It includes identifying the rate of dividends and
other benefits like bonus.

b. Retained profits - The volume has to be decided which will depend
upon expansion, innovational, diversification plans of the company.
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Meaning of Suspense Account:

Suspense Account is a temporary ledger account, opened for putting the
difference on shorter side of the trial balance. Sometimes, it is not possible to
locate someone sided errors in-spite of taking all efforts for their detection. As
trial balance is the basic input for preparation of final accounts, it is not
possible to retain open trial balance till those errors were detected.

The only option available with the accountant is to temporarily put the
difference on the shorter side of the trial balance as ‘Suspense Account’. Thus



we can say that Suspense Account is a temporary ledger account in which
entries are made when the exact profile of one sided errors cannot be identified.

Utility of Suspense Account:
Suspense Account serves the following purposes:
(1) Helps in Preparation of Trial Balance:

When trial balance does not agree, in that case the amount of difference can be
put on the shorter side of the trial balance as ‘Suspense Account’ and thus, the
trial balance stands closed.

(if) Helps in Locating the Errors:

The amount of Suspense Account helps to locate the errors because with the
amount of Suspense Account, the accountant can find the errors committed in
the past.

(iii) Helps in Judging the Nature of Errors:

The balance of Suspense Account helps the accountant to locate the errors
because the balance (debit or credit) helps the accountant to determine the
possible head of account in which error might have been committed.

For example, debit balance of Suspense Account may be due to errors
committed in accounts related to some assets or expenses and similarly credit
balance of Suspense Account may be due to errors committed in accounts
related to some liabilities or revenues.

(iv) Helps in Rectifying One-Sided Errors Entirely:

When the errors are detected, the amount is transferred from Suspense Account
to the respective account. Suspense Account stands automatically closed when

the entire one sided errors are rectified. Thus, nil balance in Suspense Accounts
is the conclusive proof of absence of one-sided errors in the books of accounts.

(v) Helps in Preparation of Final Accounts:

Trial balance is the basic input for preparation of final accounts. In case of
disagreement of total of trial balance, the accountant puts the difference on the



shorter side of the trial balance as ‘Suspense Account’ and proceeds for
preparation of final accounts. In this sense, disagreement of total of trial
balance does not hamper the preparation of final accounts.

Preparation of Suspense Account:

In the aforesaid paragraphs, we have discussed that ‘Suspense Account’ is a
temporary account opened with the amount of difference in both sides of the
trial balance. By putting the amount on the shorter side of the trial balance, trial
balance can be totaled up and balanced. It is worth mentioning that thereafter,
as and when the errors get detected, the amount is transferred from Suspense
Account to the respective account.

In this process, after detection of every error, the balance of Suspense Account
reduces gradually and when all errors are rectified, there will be nil balance in
the Suspense Account. In other words, we can say that Suspense Account
stands automatically closed when all one sided errors are rectified. Let us now
look at a few case studies and learn the opening and disposal of Suspense
Account.



