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1. How to define 
financial capital?



Financial capital 
definition by IIRC

Financial capital reveals the pool of 

funds that is:

❑ available to an organization for use 

in the production of goods or the 

provision of services

❑ obtained through financing, such as 

debt, equity or grants, or generated 

through operations or investments. 

(IIRC, 2021, p. 19). 



PPT NOTE

This definition of financial capital is standard and can be used by SMEs. It reflects the funds’ side of a 

balance sheet and thus allows using the definition of funds (e.g. equity and liabilities) from financial 

accounting as a starting point. With reference to the other capitals like manufacturing, intellectual and 

human capital, it is evident that the total amount of financial capital is higher than the sum of equity and 

liabilities in financial accounting. Following the accounting equation, the amortization of hidden reserves 

in the assets leads to a higher amount on both sides of the balance sheet.

Financial capital can also be understood as a medium of exchange that releases its value through 

conversion into other forms of capital.



Liabilities and equity as sources of financing [Albrecht et al.]



A proper balance sheet must always provide balance between total assets and the 

total of  liabilities and owners’ equity. 

The accounting equation is true by definition. Liabilities and owners’ equity are just 

the methods used to finance the purchase of  assets; that is, they are the claims 

(creditors’ claims and

owners’ claims) against the assets. They can also be thought of  as the sources of  the 

funds that were used to purchase the assets. So, another way to view the accounting

equation is that the total amount of  the assets is equal to the total amount of  

financing needed to buy the assets. The total resources, therefore, equal the claims 

against those resources.



Key external 

stakeholders 

in SMEs related 

to the Financial 

Capital 



PPT NOTE (2)

Financial capital funds can be split into several elements, i.e. equity 

(shareholders), financial debt (e.g bank loans) and other sources of funding (e.g. 

accounts payable, provisions). The following section lists the stakeholders with 

regard to their relation to financial capital. There are some stakeholder groups 

which have a major interest as they provide financial capital (key stakeholders 

e.g. shareholders, banks) and other groups which are indirectly affected by 

financial capital (non-key stakeholders e.g. the public who might profit from 

donations and contributions from SMEs). The figure above provides an overview 

of relevant stakeholders, based on the liabilities and equity of a (SME) balance 

sheet structure.



Return expectations and maturity of financial capital stakeholder in SME



Stakeholders can also be clustered by two further criteria - the maturity of the provided

financial capital and the expected return for the stakeholder. Two groups can be identified:

the aforementioned key stakeholders (shareholders, creditors (banks and investors in SME

bonds), leasing companies (lessors)) whose business model is to provide mid-to long-term

financial capital and who expect a premium on the market return, and the other stakeholders

who provide short- to mid-term financial capital with low or no return expectations.

Key stakeholders face a higher risk due to their provided financial capital volume and thus

require more and detailed information from the SMEs. They are interested in financial figures

to value and to price their taken risk. Besides data provided by (mandatory) financial

reporting, these stakeholders are interested in additional key performance indicators (KPIs) to

analyze the (future) financial strength of the SMEs. Especially the paid risk premium as a

supplement in the condition of loan or leasing contracts can be influenced by the willingness

of the SME to provide extended information to their creditors.



2. What are 
the examples 
of financial 
capital?



Types of financial capital
Equity Capital refers to money put up and owned by the 

shareholders (owners). Typically, equity capital consists of:

❑ contributed capital, which is the money that was originally 

invested in the business in exchange for shares of stock or 

ownership;

❑ retained earnings, which represents profits from past years 

that have been kept by the company and used to

strengthen the balance sheet or fund growth, acquisitions, 

or expansion. 

Debt Capital refers to borrowed money that is at work in the 

business. The safest type is generally considered long-term 

bonds because the company has years, if not decades, to 

come up with the principal, while paying interest only in the 

meantime. 



Identification of sources of funds 

Current payments

Repayment claim

Tax treatment of 

current payments

Legal status in 

bankruptcy

Information –and 

decision rights

Duration of capital 

provision

Totally based on 

profitability

None

Distribution not tax-

deductible

Residual claimant, 

personal liability

Full

Indefinite

Fixed

Fixed

Interest payments 

tax-deductible

Senior and secured

No

Agreed maturity

IDEAL EQUITY 

INSTRUMENT

Instruments 

exhibiting attributes 

from both columns

IDEAL FINANCIAL 

LIABILITY

Ordinary share Bank loan



The proper identification, measurement and reporting of financial capital requires that the 
sources of funds are correctly identified. 

Usually funds are classified as either equity or debt/liabilities. This dichotomous distinction is 
well-known in financial accounting and finance. 

Over recent decades, rapid developments in financial engineering have seen a surge in 
innovative financial instruments beyond the classical bank loan or equity share for financing of 
companies. This renders the distinction more complex. 

Bigus (2007) identifies several criteria for the classification of financial instruments as either 
equity or liability. 

Figure above displays these criteria based on an ordinary share (representative of ideal equity 
instrument) and a standard bank loan (representative of an ideal financial liability). 

Typical criteria used for classification include the types of regular payments associated with an 
instrument, the types of repayment claims, legal status in bankruptcy of the claim, information 
and decision rights associated with an instrument, as well as the length of time for which funds 
are granted. 



Value of 

financial capital

Sources of corporate value

❑ value of operations 

❑ value of non-operating 

assets

Claims on corporate value

❑ value of debt

❑ value of preferred stock

❑ intrinsic value of equity 



There are two types of assets that companies own, including assets-in-place and non-operating, or financial, assets.

What are assets-in-place? How can their value be estimated?

Assets-in-place are tangible, such as buildings, machines, and inventory. Usually they are expected to grow. They generate free 
cash flows. The PV of their expected future free cash flows, discounted at the WACC, is the value of operations.

What are nonoperating assets? How can their value be estimated?

Non-operating assets are marketable securities and ownership of non-controlling interest in another company. The value of 
non-operating assets usually is very close to figure that is reported on balance sheets.

What is the total value of a corporation? Who has claims on this value?

Total corporate value is sum of value of operations, value of non-operating assets, and value of growth options.  

Debt holders have first claim.  Preferred stockholders have the next claim.  Any remaining value belongs to stockholders.



3. How to 
measure 
financial 
capital?



Measurement and disclosure 
of financial capital

There are two possible approaches for measuring 

financial capital:

❑ an easy approach following financial accounting;

❑ a comprehensive approach with modifications to the 

values from accounting. 

With regards to the type of disclosures related to 

financial capital, companies can report quantitative and 

qualitative information.



An easy approach suggests using the existing definitions and data provided
within financial reporting systems. However, companies may also reflect
additional funds not recognized on the balance sheet but often disclosed as
supplementary information in the notes.

A more comprehensive approach requires a complete identification of financial
capital beyond the definition from financial accounting and the consistent
application of a measurement model to arrive at the values for stocks and
flows specifically for elements not recognized on the balance sheet.

Although the comprehensive approach may provide “full information” to
stakeholders, it is questionable whether such an approach is feasible as it may
result in high reporting costs.

Specifically, the positions with regards to contingent funds would be based on
expectations and estimations. It raises concerns about the reliability and
credibility of the provided data.



Measurement issues 

With regards to the identification and measurement 

of financial capital several issues arise:

❑How are different sources, e.g. equity and debt 

distinguished, as this also has an impact on the 

treatment of flows?

❑How should various off-balance sheet sources (i.e. 

leasing ) be treated? Do they count towards the 

financial capital of a firm?

❑How should funds that are potentially available be 

treated (i.e. undrawn lines of overdraft loans, 

financial guarantees or government grants)?



Stocks of value

Flows of value

• cash on hands

• short-term financial investment at their 

maturity

• long-term financial investment at their 

maturity

• available funds from loans, grants, equity 
paid

• net cashflows from business operations

• new loans, grants, equity obtained 

• interest and dividend paid

• capital expenditure on development project 

(facilities, technology, resources)

• capital expenditure on HR and social projects

Financial capital – measures



Lagging

indicators

Leading 

indicators

• financial standing (credibility)

• weighted average cost of capital 

(WACC)

• net debt to equity (%)

• net debt to cash (%)

• CAPEX

• market share

Financial capital – Key Performance Indicators

• liquidity ratio

• cash ratio

• quick ratio

• average collection period

• average payment period

• sales revenues

• trade receivables

• cash conversion cycle

• return on invested capital (ROIC) 



4. What are 
the relations 
between 
financial 
capital and 
other capitals?



Financial Capital and its relations with other Capitals 

Social undertakings require adequate funding, 

in this regard there is a need to secure financial 

resources (from own sources or bank loans) to 

ensure smooth implementation of planned 
initiatives.

Social and relationship 

capital

Financial capital is traditionally reflected in 

tangible assets such as productive fixed assets. 

The acquisition of new assets requires an 

increase in financial capital through profitable 

operations 

Manufactured capitalFinancial capital

Human capital

Investment in human resources, development of 

employees’ skills requires appropriate sources of 
funding 

Intellectual capital

Building intellectual capital requires long-term 

action, which requires the accumulation of 

financial capital. This contributes to the 

company's potential by making it a conscious 

organization.
Public awareness of the depletion of natural 

resources contributes to taking action to 

eliminate the effects of nature degradation as 

a result of economic activity. This is done 

primarily through investments, which require a 

capital commitment.

Natural capital



5. How does 
financial 
capital affect 
other capitals 
(potential 
trade-offs)?



Examples of trade-offs (1)

Damage to SME’s reputation may impact the value of financial capital negatively.

DAMAGE TO SOCIAL AND RELATIONSHIP CAPITAL 

DECREASES FINANCIAL CAPITAL 

Adverse social actions can significantly impair the

perception of a company and reduce the value of

financial capital by a decline in the value of shares

and an increase in the cost of raising debt. Such a

situation may also impact employee morale and

engagement.



Examples of trade-offs (2)

The decision to invest in the environment can increase the value of financial

capital in the long term.

IMPACT ON NATURAL CAPITAL MAY AFFECT FINANCIAL CAPITAL

By converting natural capital into value-added products, it

is possible to boost the value of financial capital. Securing

new gas reserves may have a negative impact on financial

capital in the short term. Still, it will positively impact

natural capital by reducing gas emissions and improving

financial performance in the long run.



6. How do 
companies 
present their 
financial capital 
in the 
integrated 
reports?



Financial Capital: 

Example from Sasol



PPT NOTE

Sasol is a global integrated chemicals and energy company spanning 31 
countries and employing more than 31 000 people.

The company discloses information about financial capital and reports on the 
amounts of market capitalization, debt raised to execute capital investment, 
financial incomes and expenses as well as funding facilities. 

Sasol also monitors the financial outcomes such as EBIT, cash generated by 
operating activities, headline earnings per share, net debt to EBIDTA ratio 
and other financial measures. The outcomes are compared to those from the 
previous year.



7. Test yourself 

what you have 

learnt about 

financial capital



Q1. Which statements are correct?

A. Financial capital is available to an 

organization for use in the 

production of goods or the provision 

of services.

B. Financial capital is measured in 

physical units.

C. Financial capital always remains 

constant.

D. Financial capital is obtained through 

financing, such as debt, equity or 

grants, or generated through 

operations or investments.

.

A and D are the correct answers.
B is incorrect answer because financial capital must be measured in monetary terms by definition.
C is incorrect answer because the value of financial capital changes over time as company grows.



Q2. Equity capital is not:

A. contributed capital

B. retained earnings

C. debt

D. fixed assets

A and B are not correct, because….
- Debt represents debtholders’ claims against assets.
- Fixed assets are components of assets in general.
- Equity belongs to business owners and includes contributed capital as well as retained 

earnings.



Q3. Key stakeholders in terms of financial 

capital are:

A. shareholders

B. creditors

C. lessors

D. suppliers

A, B and C are the correct answers.
D is an incorrect answer because suppliers may finance business by means of short-term credit 
that is not perceived as a key source of financing business.



Q4. TRUE OR FALSE QUESTION

The safest type of debt capital is 

generally considered long-term 

bonds because the company has 

years, if not decades, to come up 

with the principal, while paying 

interest only in the meantime.

TRUE FALSETRUE



Q5. TRUE OR FALSE QUESTION

Total corporate value is sum of value 

of non-operating assets and value 

of growth options. Preferred 

stockholders have the first claim.

Stockholders have the next claim

Any remaining value belongs to 

debt holders.

TRUE FALSEFALSE

FALSE: Debt holders have the first claim not the preferred stockholders.



Q6. Answer the question and fill in blanks

Financial capital funds can be split into several 

elements:

1.

2.

3.

Answers: 1. Equity 2. Debt 3. Other sources of funding  

E

D

O

F




