
Introduction to
finance 

What is Finance 

Finance is the management of money. It includes activities such as investing, borrowing, 

lending, budgeting, saving, and forecasting. Finance helps individuals, businesses, and 

governments make decisions about how to use money efficiently.

1.  Money is limited Needs are unlimited: Finance helps decide where money should go first and 
where it should not.

2.  Time matters: ₹100 today is worth more than ₹100 next year. Finance accounts for interest, 
inflation, and opportunity cost.

3.  Risk is unavoidable: Every decision has uncertainty and risks. Finance measures risk and 
matches it with expected return.expenses and identify areas where you can cut back

Case Study: Managing Money for Sustainable Growth
Rohan is a 22-year-old college student in India. He receives ₹15,000 per month from family support 
and part-time work. His goals are to cover expenses, save for emergencies, and start investing for the 
future. His needs include food, transport, education, and phone bills. His wants include eating out, 
subscriptions, and gadgets. Money is limited. Desires are not.

1.  Finance as Management of Money
 Rohan tracks income and expenses monthly. He budgets ₹9,000 for essentials and allows 
₹3,000 for discretionary spending. He saves ₹2,000 and invests ₹1,000 in a low-cost index fund. 
This allocation helps him use money deliberately instead of reacting to shortages.

2.  Money Is Limited, Needs Are Unlimited
 Rohan cannot afford everything he wants. Finance forces prioritization. Rent, food, and 
education come first. Online subscriptions and frequent food delivery are reduced. By ranking 
expenses, he ensures survival and progress before comfort.

3.  Time Value of Money
 Rohan understands that ₹100 today is more valuable than ₹100 next year due to inflation and 
earning potential. He starts investing early. His ₹1,000 monthly investment earns compound 
returns over time. Waiting would reduce purchasing power and growth.

4.  Risk Is Unavoidable
 Every decision carries risk. Keeping all money as cash risks inflation loss. Investing in stocks 
risks volatility. Rohan balances risk by investing small amounts regularly and keeping an 
emergency fund. Expected return is matched to his risk tolerance.



5.  Expense Analysis and Cost Cutting
 Rohan reviews his spending and identifies leaks. He cuts unused subscriptions and limits eating 
out. Savings increase by ₹1,500 per month without affecting core needs. This freeds-up money 
strengthens his emergency fund and investments.

Importance of finance

Finance is the backbone of individuals, businesses, and economies. It helps in effective decision-
making with money and resources. Its importance can be understood through the following points:

Encourages saving and investments:  Effective financial planning encourages individuals and 
businesses to save and invest their money wisely. leading to long-term wealth creation 
Helps in planning and managing expenses: A well-structured financial plan ensures that 
monthly expenses are managed properly, debt is avoided, and savings are made for future goals. 
For example, creating a budget to allocate funds for rent, groceries, and utilities.
Supports business growth and funding: Finance enables businesses to secure funding for 
expansion, asset purchases, or hiring talent. For example, many Indian startups raise funds 
through equity or debt to scale their operations.
Helps in risk management: Finance provides tools like insurance and diversification to mitigate 
risks. For instance, purchasing health insurance ensures financial security during medical 
emergencies.
Economic Growth: Finance supports the expansion of businesses, infrastructure, and industries 
by enabling access to funds.
Economic Stability: A well-regulated financial structure helps manage risks, control inflation, 
and prevent major disruptions.

In 2001, a 25-year-old teacher named Meera had ₹50,000 in savings. She didn’t invest in stocks or 
start a business. Instead, she started tracking every rupee, avoided unnecessary expenses, and put 
just ₹500 a month into a recurring deposit with 8% interest.

She lived frugally but continued learning about money. Ten years later, her ₹50,000 had grown to ₹1.5 
lakh. But she didn’t stop. She increased her monthly savings, started small side gigs, and invested in 
her own skills. By 2025, Meera’s disciplined habit had turned her initial ₹50,000 into over ₹2 crore—
without taking huge risks or “getting lucky.”

The twist? Most people think wealth requires bold moves. But in reality, compounding, discipline, and 
time are far more powerful than luck or strategy. A small, consistent action, repeated for years, can 
silently create unimaginable wealth.

Key functions of finance 

Planning: Financial planning helps individuals and businesses set goals and allocate resources 
effectively. For example, creating a household budget to save for a child’s education is a form of 
financial planning.



Raising funds: Finance provides paths to raise funds through loans, equity, or other 
instruments. For instance, a small business in India might secure a loan from a bank to purchase 
machinery.
Investment management: This involves deciding where to invest money for maximum returns. 
For example, an individual might choose to invest in stocks, Mutual funds, Gold, Fixed Deposits 
(FDs), Government Bonds.
Risk management: Finance offers tools like insurance and diversification to protect against 
uncertainties. For example, investing in a mix of stocks, bonds, and mutual funds reduces overall 
financial risk.

Common misconception around Finance 

Finance is only for rich peoples: It is more important for people with limited money because good 
financial decisions help manage expenses, avoid debt, and build security over time.
Investments are risky: While every investment carries some risks. Better diversification and Research 
can minimise it 
Saving alone makes you wealthy: False. Inflation often erodes money by reducing its purchasing 
power over time... Investing matters more.
debt is always bad: Debt is not always bad because it can be used to invest, grow income, or manage 
cash flow.
Finance is too complex to learn. False. Core principles are simple. Discipline is hard.

Types of finances

There are three main catagories of finance

Personal Finance
Corporate finance
Public Finance

             Personal Finance

Personal finance is the management of an individual’s or household’s income, expenses, 
investments, and obligations, such as income tax. Individuals often work with investment advisor, 
accountant,brokers, and other professionals to manage their financial situation

Examples of Personal Finance:

Credit cards ( Debt management. Paying credit cards and loans on time ) 
Mortgage bills 
Employement income 
Personal spending and expenses( Tracking income and expenses monthly)
Taxes ( Tax planning. Using deductions to reduce tax legally )
Savings ( Saving. Setting aside money before spending )



investing ( Putting money in mutual funds ,stocks or real estate for long term growth )

Mr. Sharma earns ₹80,000/month. He has a family—wife, two kids, and elderly parents. Earlier, he spent 
freely on bills, groceries, and occasional luxuries, leaving little for future needs.and was stressed about the 
money

He started personal finance planning

Insurance: Buying health and life insurance to protect family from emergencies.
Debt planning: Avoiding high-interest loans and using credit wisely.
Investing smartly: Diversifying into mutual funds, SIPs, or small stocks for higher long-term growth.
Retirement planning: Starting a dedicated retirement fund early.
Tracking expenses: Using an app or spreadsheet to see where money leaks.

After a year, he could pay for unexpected medical bills, fund his kids’ tuition, and still enjoy family outings. His 
planning gave security and peace of mind for the whole family.

 Corporate Finance(Business)

From a business perspective, corporate Finnance is the management of a company’s funding and its revenue 

sources, capital structure, and profit and loss (P&L) statement. simply how companies manage money to 
maximize value.

Examples of corporate Finance:

Working capital management ( Managing cash, inventory, receivables ) 
Capital budgeting ( Deciding which projects to invest in )
Financing decisions ( compony has to decide from where do they want to raise funds whether through 
loans or bonds, or shares ) 
Dividend decisions( How much profit to reinvest or distribute ) 
Risk management ( Hedging financial risks ) 
Mergers and Acquisitions ( Transactions where companies combine or one company buys another to 
achieve growth or strategic objectives 

Case Study: Startup With a Great Product but 
poor Finances
A small Indian startup built a high-quality fitness app. Users loved it. Downloads grew fast. The founders 
focused only on product and marketing.

What went wrong

No cash flow planning. Monthly expenses exceeded revenue.
Heavy discounts increased users but destroyed margins.
No reserve fund for 3–6 months of operations.
Poor budgeting led to delayed salaries and vendor payments.



Within 18 months, the startup shut down. Not due to lack of demand, but due to lack of financial control.

Contrast: Same Startup With Strong Finance

Budgeting limited unnecessary spending.
Unit economics ensured every customer added value.
Cash flow forecasting prevented sudden cash shortages.
Funds were allocated to high-ROI marketing only.

Outcome
 The company survived the early phase, attracted investors, and scaled sustainably.

               Public Finance

Public finance includes managing a country’s national budget, treasury department, central bank, and other 
government agencies. It focuses on collecting tax revenue and spending that money on national services and 

programs such as roads, hospitals, and social security.

Government budgets that outline spending on various sectors.
Tax collection systems to gather revenue.
Public welfare programs are aimed at improving the quality of life for citizens.
Infrastructure projects like building roads, bridges, and public services.


