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Introduction 

This research-based essay is written on the topic called “Impacts of poor financial 

management on the company: a case study on Enron and Toy R Us. In the first part of this 

essay, a brief discussion is given on what is financial management and its functions such as- 

acquisitions of funds, investment decisions, forecasting funds etcetera. And after that, what is 

poor financial management and its effects on a company are described. Then two case studies 

are conducted on two companies called Enron and Toy R Us. The main faults of the financial 

management of Enron were hiding important information from the balance sheet; wrong 

investment in communication network and in public utilities in India, America, decisions for 

the usages of market-to-market method which destroyed this once giant gas pipeline network. 

And the faults of financial management in the Toy R Us were failing to kept debt at a 

minimum level, decisions of repurchasing stocks, and decisions of acquiring high bottom line 

by selling products at high premium price led the collapse of this giant toy selling company. 

Financial Management 

Obara et al. (2000, p.40) said that Financial management is the implementation of general 

management principles such as –planning, organizing, directing, and controlling of funds 

and other monetary works such as investment or procurement etcetera. Paramasivan and 

Subramanian (2016, p.30) said that the main work of financial management is to manage the 

funds of the organisation effectively.  

Functions of a financial management department in a company 

The main goal of the financial management department is to maximize wealth and profit 

maximization. To gain these two goals, financial management of a company has to 

accomplish many works repetitively and a brief discussion on the functions of financial 

management department is presented as follows: 
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Figure 1: Functions of the financial management of a company (Source: Paramasivan and Subramanian (2016, p.09) 

a) Forecasting funds: One of the primary functions of the financial management 

department is to give an overview of the financial need or requirements of the 

company in front of the board of directors (Paramasivan and Subramanian, 2016, 

p.10). The forecasting should include how much fixed and current capital is needed; 

from which sources funds can be collected etcetera (Paramasivan and Subramanian, 

2016, p.10).  

b) Acquiring funds: After determining the financial requirements, financial management 

find out the sources for collecting the funds and also find out the ways to mobilize the 

funds (Paramasivan and Subramanian, 2016, p.10).  

c) Decisions of investment: After collecting the funds, financial management finds out 

the best alternative investment options which have less payback period and stable 

return (Paramasivan and Subramanian, 2016, p.12). Moreover, financial management 

also tries to find out the cost of capital to detect the costing behind the investment 

(Paramasivan and Subramanian, 2016, p.15).  

d) Maintaining inter-department relationship: Financial management department has to 

maintain relationships with other departments such as- marketing, supply chain 

management, accounting department for continuing the financial works 

(Paramasivan and Subramanian, 2016, p.14).  
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Poor Financial Management and its effects on a company  

When an organisation is sinking into debt and cannot manage its fund in an organized way, it 

indicates the poor management of financial resources in the organisation (Obara et al. 2000, 

p.43). Poor management can ruin a business in many ways and a brief discussion is given on 

the negative effects of poor management on a company as follows: 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2: Effects of poor financial Management on a company (Source: Self-creation) 

a) High Debt Problem  

Because of poor financial management, the business organisation is not being able to meet up 

daily expenses (Karadag, 2015, p.5). Moreover, due to low income stems from poor financial 

management, business organisations cannot be able to meet up their debt obligations 

(Karadag, 2015, p.5). Gradually, debt increases extensively. Karadag, (2015, p.5) averred that 

the main problem of high debt profile creates obstructions for the business organisations to 

get loans in the future.  

b) Loosing of investment opportunities 

Davis et al. (2014, p.7) said that when poor financial management prevails in organisations, a 

Fund crisis exists daily in the operations of the business (Davis et al. 2014, p.7). Not having 

the proper amount of funds at the right time can result in losing the opportunity of 

investments (Davis et al. 2014, p.7). However, not only the fund crisis is the main problem 

behind not being able to invest, sometimes, the inefficient employee cannot be able to detect 
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the right investment time and opportunities which lead to the loosing of profitable 

investment opportunities (Davis et al. 2014, p.7). 

c) Legal issues 

The cash crisis is the result of poor cash management (Karadag, 2015, p.7). When a business 

organisation doesn’t have enough cash to repay the installment, Banks or other monetary 

organisations do lawsuits against the business organisation for collecting the money 

(Karadag, 2015, p.7). In the same way, other creditors of the business can create legal 

issues for the business organisations (Karadag, 2015, p.7). Ultimately, due to lawsuits, 

goodwill of the business organisations is destructed extensively and the share price also 

declines because of this incident (Karadag, 2015, p.7).  

d) Inefficiency 

Davis et al. (2014, p.8) averred that poor financial management in the business-led the 

creation of payment of wages due; remainder fares of offices and vehicles and other 

business fares. As a result, the business cannot be possible to run efficiently which ultimately 

impacts its production.  

e)  Low productivity and profitability 

Davis et al. (2014, p.8) said that When business organisations don’t have enough money to 

buy raw materials at the proper time, productions remain stagnant. As a result, machines 

and employees remain idle which ultimately increases the production costs of the business 

organisations (Paramasivan and Subramanian, 2016, p.78). Low profitability is another curse 

for business organisations that stems from poor financial management (Paramasivan and 

Subramanian, 2016, p.78). Because of low cash and due salary payment at hand, business 

organisations cannot expect that their employees will give their best for high production 

and sales (Davis et al. 2014, p.14). As a result, ultimately macro production and sales 

decrease and it ultimately decreases the production power and efficiency of the 

organisations (Davis et al. 2014, p.14). Low productivity and profitability gradually decrease 

the power of the business organisations to compete in the market and after sometimes, 

business organisations have to be shut down due to capitalist crises and high debt profiles 

or bankruptcy (Davis et al. 2014, p.14).  

f) Investment in the wrong place 

When inefficient employees are dominating the financial management of a company, many 

wrong investment decisions take place (Davis et al. 2014, p.14). For example- due to wrong 
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investment decisions, business organisations invested in such a project from where the 

return is not stable or return becomes zero. Or a business organisation buys share from such 

a company that is not providing dividends to its shareholders every year due to its low 

productivity (Davis et al. 2014, p.14). At that time, the whole invested money will go in 

vain (Davis et al. 2014, p.14).  

Poor financial management affecting “Enron”; an empirical study 

Enron, a giant national gas pipeline network company, after its tremendous success in the 

gas business, invested a huge amount of capital during the 1990s in a communication 

network by taking a huge amount of debt and the investment failed in 2000 but the debt 

remains (CRS Report, 2004, p. 2). As a result, Enron fall in debt pile up. Lemus, (2014, 

p.2) found that the main reason behind this failure was the wrong investment decisions. 

Because of this poor financial management decision, Enron lost its market as well as its 

business (Lemus, 2014, p.2). Moreover, Enron made its major investments in public 

utilities of India, America, and South-African countries, and as same as before, this 

company didn’t see the success in those investments. Lemus, (2014, p.2) found that Enron 

kept secret that there was a huge loss in those investments. These poor financial 

management decisions led the public investors to invest in the wrong place and lose the 

huge sum of capital (CRS Report, 2004, p. 3). Moreover, Lemus, (2014, p.2) claimed that 

Enron makes a false statement of its income that is £1.8 billion to £10.5 billion and also 

gave bribe to three credit agencies not to disclose this matter and also to suggest investors 

for investing in this company. As a result, investors later found this company’s financial 

managements’ fraudulent approaches and boycotted it (CRS Report, 2004, p. 4). (CRS 

Report, 2004, p. 4) revealed that after disclosing these aforesaid issues, Investment in this 

company started to decrease and soon Enron collapsed.  Another mistake made by 

financial management is the implications of market-to-market method (Lemus, 2014, 

p.7). By implementing this method, the financial management of this company increased 

the share price to attract more investors while covering up all the major loss which later 

proved as illegal and Enron has to face many lawsuits for this (Lemus, 2014, p.7). as a 

result, Enron lost much cash behind giving penalties for fraudulent work. (Cited in 

Thomas, 2002) revealed that Financial managers showed £1.41 billion as pretax profit in 

2000 and from where one-third portion was showed as pretax profit in 1999 (Lemus, 
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2014, p.8). As a result, the Stock exchange commission gave them the power to use the 

market-to-market accounting method and this false profit in the balance sheet proved as 

one of the major failures of Enron in the share market (Lemus, 2014, p.8). So it can be said 

that some major faults of poor financial management of Enron were- hiding important 

information from the balance sheet, wrong investment in communication network and 

public utilities in India, America, decisions for the usages of market-to-market method 

destroyed this once giant gas pipeline network.  

Poor financial management affecting “Toy R Us”; a case study 

Hartung (2017, p.1) said that Toy R Us faced huge debt overloaded when ban capital took 

this company as private and in 2017, this company still has £5 billion debt and it indicates 

the inefficiency of financial management as failed to keep the debt at the minimum level. 

Hartung (2017, p.1) also said that it will result in low prices of share, low opportunity of 

investment and in the future, this company will not get any financial help from banks. 

Bomey (2018, p.1) found that there was an opportunity for the financial management of 

Toy R Us for lowering their operational costs and gather more cash flow, and with those 

cash flow, Toy R Us can easily repay its loan gradually. But they didn’t make the decision. 

This not taking the aforesaid proper decision was one of the main reasons behind the 

collapse of the US best Toymaker (Bomey, 2018, p.1). Hartung (2017, p.2) averred that 

Toy R Us decided of repurchasing stock to give as dividends instead of cash which was the 

worst decision as repurchasing stock degrades capital and goodwill of providing 

dividends in cash on time. As a result, it decreases the popularity of Toy R Us in the share 

market and many investors switched their investment from this giant toy selling company 

(Bomey, 2018, p.1). The leaders of Toy R Us had the opportunity to come back with this 

company at a great speed. But the wrong financial decisions taken by the financial 

management department led to the degradation of assets or funds for further investment 

(Bomey, 2018, p.1). As a result, no big investment was made after 2007 because of not 

having enough funds for investment (Bomey, 2018, p.1). In 2017, another mistake was 

made by the financial management of Toy R Us and that is- the decision of acquiring a 

high bottom line by selling toys at high prices. As a result, in 2017, when Toy R Us was 

going through bankruptcy and needed huge money to repay the loans, the high costs for the 
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toys decrease the sale of toys though that time was of Christmas and thanksgiving Hartung, 

2017, p.2). 
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Conclusion 

The financial management department of Enron should not disguise the important 

information regarding debt and low profit. If proper information was disclosed on time, then 

the company will not go under lawsuits and degradation of goodwill. On the other hand, at 

the time of bankruptcy, setting premium prices of toys led to the collapse of Toy R Us and 

these wrong decisions should not be made by financial management. 
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