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Step 1: Basic Financial Management 

Basic Financial Management is for organizations currently not using any form of Financial Management.

Basic Financial Management is for organizations wanting to go beyond traditional accounting so that real value is created when financial decisions are made. 

Basic Financial Management is the first step in Creating Value through Excellence in Financial Management.
My goal is to make sure that your organization has the basic components of Financial Management. These components include:

1. Financial Performance Evaluations

Regular evaluations of your financial performance are needed to identify weaknesses and strengths within your organization. This evaluation process must include both internal and external benchmarks so that you can truly gauge how well you are doing. These benchmarks must match the area being measured and they should establish a set of standards that leads you to improved performance.

 2. Cash Flow Management

Good forecasting procedures form the foundation for cash flow management. Once you have a forecasting system in-place, you can improve how you manage cash flows. Cash flow management is a basic element of value-creation within financial management. 

3. Capital Budgeting

A standard process is needed for evaluating how you invest funds in capital assets. This process is referred to as Capital Budgeting. Capital Budgeting includes several steps, such as incremental cost analysis, risk assessment, and working capital provisions. Setting-up all of these steps will ensure that your capital budgeting process is complete and creates value within your organization.

4. Cost of Capital

You need to have a realistic hurdle rate for evaluating capital projects. This hurdle rate is your cost of capital and it represents the opportunity costs for your business. Determining the appropriate cost of capital requires that you look at market values and financing trends. Having a cost of capital rate based on sound economic assumptions will ensure that you are measuring investments for real value creation. And value creation comes from your capacity to generate free cash flows. 

Obviously, each organization is different and the specific components of Basic Financial Management will vary. The overriding objective is to make sure that you have procedures in place to build value through Financial Management. I invite you to take this first step in creating value.
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