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FUNCTIONS OF MANAGEMENT

Fayol asserted that the activity of management was characterized by fiye specific
- functions. These functions were what defiried managers and added up, in short, |
to a functional definition of management. A person was t0 be considered a
manger not because he or she had a title that said manager but because his/her
work consisted of managerial functions; These funcuons, as observed by Fayel,

were

-1. Planning, This function consists of forecasting future events and determih-
ing the most effective future activities for the company. :

2. 'Organmmg. This function consists of the ways in which the orgénizational
structure is established and how authority and responsihility are given to
managers, a task called delegation.”

3. Commanding. This' function concerns how managers direct employees

Fayol addressed such activities as effective communications, managerial
behaviors, and the uses of rewards and punishments in discussing how a

‘ ‘manager should command employees. ,

4. 'Coordmatmg This function concerns activities de51gned to Create a rela— '
tionship between all the organization’s efforts (individual tasks) to accom-

' plish a common goal.

5. Controlling, This function concerns-how managers evaluate performance
within the organmanon in relationship to the plans and goals of that or-

ganization,
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Fintech is short for “financial technology” and is a worldwide innovation boom that has created multi-
billion dollar industries in many countries. Fintech is seen as the future of financial services and chal-
lenged existing financial service providers like banks, insurers and pension funds by lower variable
costs. The services are generally offered digitally and online via mobile apps. Back-end operations, in-
cluding credit risk analytics are often to a higher degree automatized. This industry has been at the
forefront of applying advanced technique in credit risk analytics

The outbreak of the pandemic COVID-19 let to an unprecedented decline in many financial markets
globally. The pandemic was to a large degree unexpected but two issues have become already apparent.
First, fintech firms have in many cases lost more market value than existing banks as they have issued
loans to higher risk borrowers and often at lower lending standards. Second, advanced econometric
techniques had a limited ability to predict the crisis.

In defense of the fintech industry, we would like to stress that the growth — like with many other in-
novations — was driven by investor over-excitement, which perhaps led to lending standards that were
below model standards. Further, credit risk generally realizes in time-lags and we have not seen the
full impact of the pandemic on credit risk, Traditionally, economic downturns result in unemployment, a
lower wealth and liquidity of berrowers declining housing and other collateral values. The outcomes are
greater future likelihoods and magnitudes of credit losses. Whilst advanced models may have failed in
an immediate crisis prediction, they may adjust guicker to the new risk levels than traditional models,

It is possible that an upcoming credit crisis will be interpreted as a failure of fintechs and advanced
credit risk approaches. We take a neutral position in this book and judge all techniques based on pan-
demic levels. We rely on the Global Financial Crisis, as a severe economic shock, and analyze the per-
formance of these advanced approaches as if they had been built prior to the crisis and use-tested in
the aftermath.

The fintech and banking industry are under great stress and the industry is likely to transform as a
consequence, However, we believe that new business models will continue to challenge existing lenders
by using new technology. This book will help to provide a common understanding and enable credit risk
analysts to benefit from opportunities that will come with it.

HiFF : Résch, D., Scheule, H. (2020). Deep Credit Risk: Machine Learning with Python.
Independently published, p.15.
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.01 The objective of the ordinary audit of financial statements by the independent auditor is the
expression of an opinion on the falrness with which they present, in all material respects, financial
position, results of operations, and its cash flows in conformity with generally accepted accounting
principles. The auditor's report Is the medium through which he expresses his apinion or, if circumstances
require, disclalms an opinion, In either case, he states whether his audit has been made in accordance with
the standards of the PCAOB. These standards require him to state whether, in his opinion, the financial
statements are presented in conformity with generally accepted accounting principles and to identify
those circumstances in which such principles have not been consistently observed in the preparation of
the financial statements of the current period in relation to those of the preceding period.

Distinction Between Responsibilities of Auditor and
Management

.02 The auditor has a responsibility to plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement, whether caused by error or
fraud.t Because of the nature of audit evidence and the characteristics of fraud, the auditor is able to
obtain reasonable, but not absolute, assurance that material misstatements are detected, " The auditor has
no responsibility to plan and perform the audit to obtain reasonable assurance that misstatements,
whether caused by errors or fraud, th'at are not material to the financial statements are detected.

Hi#8 : Auditing Standards of the Public Company Accounting Oversight Board
KELHSHRHEEEES
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