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			Preface

			Corporate / business finance is an essential and unavoidable role of every company, and effective financial management is the key to success and survival because it includes controlling the financial capital and financial activities of the organization. Planning, analysis and monitoring processes are the responsibility of the financial manager, who is typically near to the top of the company’s organizational structure. Without finance and sound financial management, even the existing company would not be able to enter broader markets or create and test broader solutions/products. Finance is necessary for testing and research purposes as well as marketing and advertising purposes.

			Businesses run on money, and business finance guides you through wise and prudent cash flow decisions and longer-term funding strategies. When you develop skills and strategies for using the funds you have and raising additional capital when required, you can boost the competitiveness of your business and increase the capacity for exploiting new opportunities.

			This book focuses on firm investment and distribution decisions in the sense of capital market structure and performance. This is usually managed by a team of finance and accounting experts or the finance department. The goal of this book is to gain a thorough understanding of basic concepts in the fields of accounting and finance and to keep abreast of emerging patterns, processes and legislation. Basic portfolio theory is explored for the development of simple asset pricing models and the calculation of the cost of capital for use in investment evaluation. The consequences of the various funding methods (debt and equity) are discussed, and the theorems of the elementary capital structure are provided to which dividend decisions are evaluated. Business cycles of growth, boom, recession, downturn and regeneration caused by changes in the economy and other external factors are a reality.

			Moreover, no matter how well it performs, the company is bound to bear the consequences and must be prepared to tackle these periods. The financial plans must be foolproof and include provisions for when the company is struck by the economic downturn. This book will help students understand and acquire skills in planning, management and forecasting financing.
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			Chapter - 1	Introduction of Business Finance

			1.1	Introduction

			The money required for carrying out business activities is called business finance. Almost all business activities require some finance. Finance is needed to establish a business, to run it to modernize it to expand or diversify it. It is required for buying a variety of assets, which may be tangible like machinery, furniture, factories, buildings, offices or intangible such as trademarks, patents, technical expertise etc.

			Also, finance is central to run the day to day operations of business like buying materials, paying bills, salaries, collecting cash from customers etc. needed at every stage in the life of a business entity. The availability of adequate finance is very crucial for the survival and growth of a business.

			Business finance the raising and managing of funds by business organizations. Planning, analysis, and control operations are responsibilities of the financial manager, who is usually close to the top of the organizational structure of a firm. In very large firms, major financial decisions are often made by a finance committee. In small firms, the owner-manager usually conducts financial operations. Much of the day-to-day work of business finance is conducted by lower-level staff; their work includes handling cash receipts and disbursements, borrowing from commercial banks on a regular and continuing basis, and formulating cash budgets.

			Financial decisions affect both the profitability and the risk of a firm’s operations. An increase in cash holdings, for instance, reduces risk; but, because cash is not an earning asset, converting other types of assets to cash reduces the firm’s profitability. Similarly, the use of additional debt can raise the profitability of a firm (because it is expanding its business with borrowed money), but more debt means more risk. Striking a balance between risk and profitability that will maintain the long-term value of a firm’s securities is the task of finance.

			1.2	Evolution of Business Finance

			To have a clear understanding of the concept of financial management, it would be worthwhile to study the changing contents of business finance as an academic discipline. Before the turn of the present century, finance was studied as a part of economics. The study of finance as a separate discipline began only in the early part of the 20th century when massive consolidation movement took place. Formation of large-sized undertakings by consolidating the smaller ones brought before the management the problem of financing these giant enterprises.

			Accordingly, the overwhelming emphasis was placed on the study of sources and forms of financing the new industrial giants. Authorities on finance, like Meade, Dewing and Lyon dealt with, in a scholarly fashion, the problems of capitalization, choice of capital structure, promotions, sale of securities, nature and terms of financial contracts and similar other matters related to the source of raising of funds. Thus, the study of business finance remained a descriptive one. Emphasis on the study of the potentiality of different securities as a source of procuring funds from the outside world and the role and functions of institutional agencies including investment bankers continued to exist during 1929’s since this decade witnessed a burst of new industries, like radio, chemical, steel and automobile upon the economic scene of the USA, the emergence of national advertising and improved distribution practices and the euphoria of high-profit margins.

			The 1930s were a period of grave economic recession, which created a formidable problem of liquidity. Businessmen found it difficult to acquire funds from banks and other institutions to meet their day-to-day requirements.

			They had to liquidate their inventory holdings to meet their financial needs. But owing to precipitate fall in the price level, the inventory liquidation did not provide sufficient funds to meet the requirements.

			The impact of these developments upon financial management was manifested by improved methods of planning and control, greater concern for liquidity and greater interest in the sound financial structure of the firm. Writers on business finance opined vehemently that finance managers would have to play a defensive role to protect a firm from dangers of bankruptcy and liquidation.

			Thus, as in the past, during this decade to the literature on business finance placed considerable emphasis on major financial episodes in the life cycle of the firm.

			Accordingly, in the 1940s, financial experts continued to be concerned with the necessity for selecting financial structures that would be able to withstand the stresses and strains of the post-war adjustments.

			Thus, the approach to business finance, popularly known as the traditional approach, which was evolved at the beginning of the present century and which analyzed the firm from an outsider’s points of view instead of emphasizing the decision making aspects within the firm, remained popular until the early 1950s.

			In the early ’50s, the U.S. economy witnessed a vigorous spurt of the business activity on the one hand and depressed stock market and tightening money market conditions, on the other. Because of this, the emphasis shifted from profitability analysis to cash flow generation with a resultant de-emphasis of the previously favored financial ratio analysis. The finance manager was assigned the responsibility of managing the cash flow in such a manner that the organization will have the means to carry out its objectives as satisfactorily as possible and, at the same time, its obligations as they become due.

			There was thus observed a marked shift away from the institutional and external financing aspects to the primary emphasis on the day-to-day financial operations of the firm. The cash budget technique occupied a place of pride in writings on business finance. Matters like cash budget forecasting, aging receivable, analysis of purchases and application of inventory controls received greater emphasis. The change in approach to business finance noticed in the early ’50s was reaffirmed in the subsequent yeaRate Limited range of profit opportunities for mature industries and relatively tight money market conditions, which were the characteristic features of these years, urged the necessity for allocation of capital resources to most profitable investment outlets.

			Accordingly, capital budgeting as a tool of efficient allocation of funds within the firm received dramatic premiums. The finance manager had to assume the new responsibility of managing the total funds committed to total assets and allocating funds to individual assets in consonance with the overall objectives of the business enterprise.

			Consequent upon a series of heated debates regarding the cost of capital, optimal capital structure and effects of capital structure upon the cost of capital and the market value of the firm that the profession went through, several sophisticated valuation models were introduced and advanced techniques like portfolio selection, mathematical programming and simulations were developed which improved the practice of financial management.

			The period between the mid-1960s and the early 1970s was marked as a very fruitful and exciting area for several divestitures, reorganizations and bankruptcies and a renewed concern for liquidity and profit margins. The analytical and empirical frontiers of the discipline were also at the same time redefined and redesigned.

			Finance managers started rethinking such important issues as aggregate stock prices, the empirical efficiency of business sales, the profitability of institutional investors and the analytical efficiencies of various portfolio selection criteria on a new line. Thus, the dimension of business finance, which was earlier limited to periodic or episodic financial events, has, in recent years, broadened to include the study of day-to-day operations of the financial management alongside the periodic financial events.

			What is Finance?

			Finance is when we grant or give some funds and manage the funds for some individual, or business and the government. It includes distributing the money and managing the finances for someone or lending the funds.

			It is a widespread term which is defining two activities together at the same time. First is that it is the study of managing money. And secondly, it is the actual process of the funds required by some individuals or businesses to get their work or business grows. Or we can say that finance is a field dealing with capital funds and credit funds invested in the business. It can be defined as planning, raising, managing and controlling all the money used in the business. In simple words, Finance is the management of money, which can include investing, renting, saving, lending, budgeting, etc.

			It is giving its requirements for managing wealth and investing money. It is not just about shifting money. But it is more about the management or control of money, i.e., how well are we managing the funds. Because our main motive is to develop the business with a limited expense possible. In business, the work of a finance team is to ensure that the company has sufficient resources to work in the best way possible and to maximize productivity.

			And also, to check that the fortune which the company has invested is used for the right purpose, and the company’s expenses and wealth are well managed.

			There are mainly three types of finance: 

			•	Corporate (Business)

			•	Personal

			•	Public (Government)

			1.2.1	Meaning of Business Finance

			Business Finance means the funds and credit employed in the business. Finance is the foundation of a business. Finance requirements are to purchase assets, goods, raw materials and for the other flow of economic activities. Let us understand in-depth the Meaning of Business Finance.

			According to B.O. Wheeler Meaning of "Business Finance includes those business activities that are concerned with the acquisition and conservation of capital funds in meeting the financial needs and overall objectives of a business enterprise.”

			Business is identified with the generation and circulation of products and services for fulfilling of needs of society. For successfully doing any operation, business requires money, which is known as business finance. Therefore, funds are known as the lifeblood of any business. A business would not function unless there is adequate money accessible for use. The capital contributed by the businessman to establish the business is not adequate to meet the financial needs of the business. Consequently, the businessman needs to search for an option to generate funds. A research of the financial needs and options to fulfill those needs must be done with a specific end goal to arrive at effective financial management to maintain the business.

			

			The fundamental necessities of business would be to buy a plant or apparatus, or it could be to buy raw materials, development of a business that prompts more enrollments, paying wages and so on. The money related necessities of a business can be classified as follows:

			•	Fixed Capital Requirement: To begin a business, money is required to buy fixed assets like land, building, plant and machinery. This is called the Fixed Capital Requirement.

			•	Working Capital Requirement: A business needs funds for its day to day activities. This is known as Working Capital Requirements. Working capital is required for the purchase of raw materials, paid salaries, wages, rent, and taxes.

			•	Diversification: A company needs more funds to diversify its activities to become a multi-product company, e.g., ITC.

			•	Technology upgrading: Finances are needed to adopt the latest technology, for example, the use of particular software and the latest computers in business.

			Business finance includes the information contained in financial documents such as profit and loss statements, balance sheets and cash flow statements. It also covers strategies that businesses typically use to manage their money, such as leveraging future rather than present value. Armed with this knowledge about how money flows and grows, you will have the tools to make strategic decisions for managing your business’s finances and take advantage of opportunities.

			For example, you may have a choice between two loan products, one of which has a higher interest rate and flexible terms, while the other has a lower interest rate but rigid terms. Understanding business finance gives you the know-how to evaluate how much you will likely spend repaying either of these loans in longer or shorter repayment times. You will need to review your circumstances in-depth and all the costs associated with the product you’re planning to develop. If you are reasonably certain of your product’s success and believe you can take it to market quickly, the lower interest loan with rigid terms is probably your best bet. If the development process will be slow and there are multiple wildcards, you may be better off with the higher interest loan. Its more flexible terms will allow you extra leeway for a research and development process to perfect the product, even if you end up paying extra for financing.

			1.2.2	Scope of Finance

			Finance, as a resource, refers to monetary means of financing assets of an entity. Finance, as a discipline or subject of study, describes how individuals, governments and corporate organizations manage the flows of money through an organization. In other words, finance tells how people make decisions about the collection and allocation of resources in organizations like corporations, schools, and banks or government agencies. Therefore, all individuals, businesses, governments and non-government organizations need to appreciate the significance of finance in their day-to-day businesses. Finance was a branch of economics till the closure of the nineteenth century. Finance, as a separate academic discipline, is still evolving. Practicing managers and academicians have been contributing to its expansion and enrichment.

			At the present state, the academic discipline of finance includes the following specialized areas in its scope.

			•	Public Finance: Like business organizations, governments (local, state or federal) raise and spend large sum of money, but unlike business organizations, they pursue non-profit goals. To deal with governmental financial matters, a separate and specialized field of finance has emerged as public finance.

			•	Securities and Investment Analysis: This area is of interest to individuals and institutional investoRate It covers mainly the measurement of risk and returns on investment in securities.

			•	Institutional Finance: Institutional finance deals with issues of capital formation and the organizations that perform the financing function of the economy. Therefore, it mainly studies saving and capital formation and institutions involved in this process, such as banks, insurance companies, provident and pension funds, etc.

			•	International Finance: International finance studies economic transactions among nations, corporations and individuals internationally. It is concerned with flows of money across international boundaries.

			•	Financial Management: Business firms face problems dealing with the acquisition of funds and optimum methods of employing the funds. Thus, financial management studies financial problems in individual firms, seeks low-cost funds and seeks profitable business activities.

			The popularity of finance is increasing day by day. It is because the study of finance offers rewarding career opportunities, mainly in the above areas.

			1.2.3	Finance Functions

			There are three ways of defining the finance function. Firstly, the finance function can simply be taken as the task of providing funds needed by an enterprise on favorable terms, keeping in view the objectives of the firm.

			This means that the finance function is solely concerned with the acquisition (or procurement) of short- term and long-term funds.

			However, in recent years, the coverage of the term ‘finance function’ has been widened to include the instruments, institutions and practices through which funds are obtained. So, the finance function covers the legal and accounting relationship between a company and its source and uses of funds.

			For example, in financial management, we discuss the debt-equity ratio (determined by the government), as also various accounting and legal aspects of dividend policy.

			No doubt, the basic function of the finance manager is one of determining how funds can best be raised (i.e., at the minimum possible cost). In other words, the essence of the finance function is keeping the business supplied with enough funds to fulfill its objectives.

			But such a definition is too narrow and is not of much practical use. No doubt, the finance function is much broader than mere procurement of short-term and long-term funds so that a firm’s working capital and fixed capital needs can be met. Another extreme view is that finance is concerned with cash. This definition is much too broad, and thus, is not meaningful.

			The third view, based on a compromise between the two, is more useful for practical purposes. This definition treats the finance function as the procurement of funds and their effective utilization in business. The finance manager takes all decisions that relate to funds, which can be obtained as also the best way of financing an investment such as the installation of new machinery inside the factory-or office building.

			

			The cost of the machinery may be financed by making a public issue of 8% cumulative preference shares. At the same time, he has to consider whether the additional return (cash flow) expected from the new machinery is sufficient to cover the cost of capital in terms of interest to be paid over a while.

			In this case, the finance decision is based on an analysis of the alternative sources and uses of funds. To start with, the finance manager has to draw a plan outlining the company’s need for funds. Such a financial plan is based on forecasts of the financial needs of the company. Such forecasts are based on sales forecasts.

			1.2.4	Importance of Business Finance

			Business finance gives companies, including small businesses, the money that is needed to begin operations, expand and hire new personnel. All of these benefits tied to providing capital to companies underscore the importance of business finance because regional economic growth often begins with small business. The pace at which businesses can invest in operations has the potential to influence an economy’s gross domestic product (GDP), which is a measure of economic activity. Governments and the private sector devote large sums of money to the proliferation of business activity in a country.

			Perhaps a relevant way to examine the importance of business finance is to consider what the business sector might resemble without it. New technologies — including advancements that shape industries and introduce different options to consumers — that require some financier to provide seed capital might never be developed. Businesses with one physical location might never be able to grow into another space without real estate financing. Drug trials that are costly and lengthy might never be completed without some lender or investor who can extend business financing to propel medical advancements.

			When a business owner has an idea for a product or service that fills a need in a community, this individual might turn to business financing to bring the concept to reality. Certain loans are designed to promote the expansion of small businesses, for instance, by providing long-term loans at interest rates that are locked. Subsequently, the business owner can focus on operations and hiring personnel while increasing profits and possibly the number of locations for the business. These specialized loans might ultimately lead to reduced operational costs and future fuel growth in jobs and profits, which is an indication of the role of business finance.

			When businesses expand and employ a greater number of individuals, it benefits a community and contributes to the economy. An increase in the size or number of businesses also leads to greater revenue for a federal government. This is because of the greater amount of taxes that are paid, and this revenue stream also contributes to the importance of business finance.

			The pace at which financing and investments are applied to business is another indication of the health of an economy. Policymakers, including central banks, establish monetary policy in a region in part based on the state of the consumer, investments and other business financing activities. Subsequently, the importance of business finance can be evidenced in the fact that economic policymakers in a region consider this activity when making decisions that affect the entire region.

			1.2.5	Relationship between Business Finance and Accounting

			Business finance and accounting are two closely related activities in a company. Business finance, also called corporate finance, includes activities that help a company fund its activities and operations. Accounting is the process of recording and reporting financial records from business transactions. The relationship between business finance and accounting exists because the former activity often uses records from the latter. In other cases, business finance analysts review accounting information to determine the efficiency and effectiveness of operations.

			A company often separates its finance and accounting functions among several workeRate This ensures that the company has the proper segregation of duties to prevent employees from manipulating information. The company also needs to create specific job responsibilities to define roles further. Large companies may also need to have two separate departments to process their financial data. In many cases, the finance department will have fewer employees than in the accounting department.

			Financial statements are typically the final output from a company’s accounting department. These statements present a record for a specific period in a company’s life. Business finance and accounting personnel work together to present the financial statements to upper management. For example, business finance personnel may review and make suggestions on correcting the financial statements. Business finance personnel may also create ratios in addition to statements to provide additional insight into the data.

			Another relationship between business finance and accounting is the creation of a company’s budget or working capital analysis. Finance personnel often create budgets to present the expected financial outlays in the future. Accountants prepare information at the end of each month that affects current budgets. Finance personnel ensure that the company maintains its budget, and all records are in proper accounts. Creating new budgets also requires the use of current accounting information.

			Working capital analysis and other uses of accounting information also extend the relationship between business finance and accounting. Finance personnel must ensure the company has enough cash to operate. A mix of debt or equity financing is often necessary to overcome any cash shortfalls as computed by a working capital or cash budget. Without accounting information, these budgets and related shortfalls are nearly impossible to determine. Finance personnel can also make other recommendations for working capital adjustments.

			Other possible decisions that result from corporate finance include business valuation, investment decisions, and dividend planning. These decisions are all a working part of the relationship between business finance and accounting. Companies can also create other relationships based on their need for financial data.

			1.3	The Role of Financial Managers

			Financial managers perform data analysis and advise senior managers on profit-maximizing ideas. Financial managers are responsible for the financial health of an organization. They produce financial reports, direct investment activities, and develop strategies and plans for the long-term financial goals of their organization. Financial managers typically:

			•	Prepare financial statements, business activity reports, and forecasts,

			•	Monitor financial details to ensure that legal requirements are met,

			•	Supervise employees who do financial reporting and budgeting,

			

			•	Review company financial reports and seek ways to reduce costs,

			•	Analyze market trends to find opportunities for expansion or for acquiring other companies,

			•	Help management makes financial decisions.

			The role of the financial manager, particularly in business, is changing in response to technological advances that have significantly reduced the amount of time it takes to produce financial reports. Financial managers’ main responsibility used to be monitoring a company’s finances, but they now do more data analysis and advise senior managers on ideas to maximize profits. They often work on teams, acting as business advisors to top executives.

			Financial managers also do tasks that are specific to their organization or industry. For example, government financial managers must be experts on government appropriations and budgeting processes, and healthcare financial managers must know about issues in healthcare finance. Moreover, financial managers must be aware of special tax laws and regulations that affect their industry.

			1.3.1	Capital Investment Decisions

			Capital investment decisions are long-term corporate finance decisions relating to fixed assets and capital structure. Decisions are based on several inter-related criteria. Corporate management seeks to maximize the value of the firm by investing in projects which yield a positive net present value when valued using an appropriate discount rate in consideration of risk. These projects must also be financed appropriately. If no such opportunities exist, maximizing shareholder value dictates that management must return excess cash to shareholders (i.e., distribution via dividends). Capital investment decisions thus comprise an investment decision, a financing decision, and a dividend decision.

			Management must allocate limited resources between competing opportunities (projects) in a process known as capital budgeting. Making this investment decision requires estimating the value of each opportunity or project, which is a function of the size, timing and predictability of future cash flows.

			Achieving the goals of corporate finance requires that any corporate investment be financed appropriately. The sources of financing are, generically, capital self-generated by the firm and capital from external funders, obtained by issuing new debt or equity.

			1.3.2	Types of Financial Managers

			There are distinct types of financial managers, each focusing on a particular area of management.

			Controllers direct the preparation of financial reports that summarize and forecast the organization’s financial position, such as income statements, balance sheets, and analyses of future earnings or expenses. Controllers also are in charge of preparing special reports required by governmental agencies that regulate businesses. Often, controllers oversee the accounting, audit, and budget departments. Treasurers and finance officers direct their organization’s budgets to meet its financial goals and oversee the investment of funds. They carry out strategies to raise capital and also develop financial plans for mergers and acquisitions.

			Credit managers oversee the firm’s credit business. They set credit-rating criteria, determine credit ceilings, and monitor the collections of past-due accounts. Cash managers monitor and control the flow of cash that comes in and goes out of the company to meet the company’s business and investment needs. Risk managers control financial risk by using hedging and other strategies to limit or offset the probability of a financial loss or a company’s exposure to financial uncertainty. Insurance managers decide how best to limit a company’s losses by obtaining insurance against risks such as the need to make disability payments for an employee who gets hurt on the job or costs imposed by a lawsuit against the company.

			1.3.3	Important Skills for Financial Managers

			There are some important skills for financial managers, such as:

			•	Analytical skills: Financial managers increasingly assist executives in making decisions that affect the organization, a task for which they need analytical ability.

			•	Communication: Excellent communication skills are essential because financial managers must explain and justify complex financial transactions.

			•	Attention to detail: In preparing and analyzing reports such as balance sheets and income statements, financial managers must pay attention to detail.

			•	Math skills: Financial managers must be skilled in math, including algebra. An understanding of international finance and complex financial documents also is important.

			•	Organizational skills: Financial managers deal with a range of information and documents. They must stay organized to do their jobs effectively.

			1.4	Financial Goal

			Financial goals are the personal, big-picture objectives you set for how you will save and spend money. They can be things you hope to achieve in the short term or further down the road. Either way, it is often easier to reach your goals if you identify them in advance.

			These are goals you set that revolve around finances or money. Financial goals are targets, usually driven by specific future financial needs. Some financial goals you might set as an individual include saving for a comfortable retirement, saving to send your children to college, or managing your finances to enable a home purchase.

			1.4.1	Profit Versus Wealth

			Every firm has a predefined goal or an objective. Therefore the most important goal of a financial manager is to increase the owner’s economic welfare. Here economic welfare may refer to maximization of profit or maximization of shareholders’ wealth. Therefore Shareholders’ wealth maximization (SWM) plays a very crucial role as far as financial goals of a firm are concerned.

			Profit is the remuneration paid to the entrepreneur after the deduction of all expenses. Maximization of profit can be defined as maximizing the income of the firm and minimizing the expenditure. The main responsibility of a firm is to carry out business by manufacturing goods and services and selling them in the open market. The mechanism of demand and supply in an open market determines the price of a commodity or a service. A firm can only make a profit if it produces a good or delivers a service at a lower cost than what is prevailing in the market. The margin between these two prices would only increase if the firm strives to produce these goods more efficiently and at a lower price without compromising on the quality.

			The demand and supply mechanism plays a very important role in determining the price of a commodity. A commodity that has a greater demand commands a higher price and hence may result in greater profits. Competition, among other suppliers, also affect profits. Manufacturers tend to move towards the production of those goods which guarantee higher profits. Hence there comes a time when equilibrium is reached, and profits are saturated.

			According to Adam Smith - businessmen to fulfill their profit motive, in turn, benefits society as well. It is seen that when a firm tends to increase profit, it eventually makes use of its resources in a more effective manner. Profit is regarded as a parameter to measure a firm’s productivity and efficiency. Firms that tend to earn continuous profit eventually improvise their products according to the demand of the consumeRate Bulk production due to massive demand leads to economies of scale, which eventually reduces the cost of production. Lower cost of production directly impacts the profit margins. There are two ways to increase the profit margin due to the lower cost. Firstly a firm can produce at lower sot but continue to sell at the original price, thereby increasing the revenue. Secondly, a firm can reduce the final price offered to the consumer and increase its market, thereby superseding its competitoRate

			Both ways the firm will benefit. The second way would increase its sale and market share, while the first way only tends to increase its revenue. Profit is an important component of any business. Without profit earning capability, it is very difficult to survive in the market. If a firm continues to earn a large number of profits, then only it can manage to serve the society in the long run. Therefore profit-earning capacity by a firm and public motive in some way goes hand in hand. This eventually also leads to the growth of an economy and an increase in National Income due to the increasing purchasing power of the consumer.

			1.4.2	Management Versus Owners

			The management of an enterprise is supposed to pursue the objective set for the firm. Although they may not act in the best interests of the owners and pursue its goal to fulfill their ambitions of perpetuating their control over the enterprise, the possibility of pursuing its personal goal exclusively is remote and limited because of the constant evaluation of the managerial performance in the light of the overall goal.

			The management acting against this goal will not be allowed to continue. Furthermore, in a competitive world, a company must undertake actions that are reasonably consistent with wealth maximization objectives.

			However, on certain occasions, the interest of the management may clash with that of the owneRate Thus, entrenched management plays the role of a ‘satisfier’ rather than of a ‘maximize.’ The term satisfier here means a person willing to settle for something less. Entrenched management desirous of perpetuating its existence for years to come may like to play safe and seek an acceptable level of growth rather than take the risk to maximize the wealth of stockholdeRate

			It is, however, a cumbersome task to determine when particular management is playing the role of a satisfier and when it is acting as maximize. For instance, when a risky venture is rejected because its potential benefits fall short of its potential costs, how it can be ascertained that decision to reject the venture was motivated by the satisficing factor.

			In sum, it can be observed that the management may have other goals, but the goal of ‘maximizing owners’ interest is the dominant goal which the management has to pursue because more and more firms nowadays are tying their compensation to the firm’s performance. Even the existence of the management is linked to the maximization goal.

			1.5	Sources of Finance

			Finance is significant for business because it cannot carry out its operations even for a single day without finance. It is, therefore, important to search the sources from where funds can be collected. The selection of sources depends upon the number of funds required, nature of business, repayment period, debt-equity mix, etc. The selection of sources also depends upon the purposes for which funds are needed.

			Sources of finance for the business are equity, debt, debentures, retained earnings, term loans, working capital loans, letter of credit, euro issue, venture funding etc. These sources of funds are used in different situations. They are classified based on time, ownership and control, and their source of generation. It is ideal to evaluate each source of capital before opting for it.

			

			Sources of capital are the most explorable area, especially for entrepreneurs who are about to start a new business. It is perhaps the toughest part of all the efforts. There are various capital sources; we can classify based on different parameteRate

			Having known that there are many alternatives to finance or capital, a company can choose from. Choosing the right source and the right mix of finance is a key challenge for every finance manager. The process of selecting the right source of finance involves an in-depth analysis of every source of funds. For analyzing and comparing the sources, it needs the understanding of all the characteristics of the financing sources. There are many characteristics based on which sources of finance are classified.

			Based on a period, sources are classified as long-term, medium-term, and short term. Ownership and control classify sources of finance into owned and borrowed capital. Internal sources and external sources are the two sources of generation of capital. All the sources have different characteristics to suit different types of requirements. Let us understand them in a little depth.

			1.5.1	Long-term Sources of Finance

			Long term financing means financing by loan or borrowing for a term of more than one year by way of issuing equity shares, by the form of debt financing, by long term loans, leases or bonds and it is done for usually big projects financing and expansion of the company and such long term financing is generally of high amount:

			Equity Shares

			Equity shares, also known as ordinary shares, represent the ownership capital in a company. The holders of these shares are the legal owners of the company. They have an unrestricted claim on the income and assets of the company and possess all the voting power in the company.

			The foremost objective of a company is to maximize the value of its equity shares. Being the owners of the company, they bear the risk of ownership also. They are entitled to dividends after paying the preference dividends. The rate of dividend on these shares is not fixed and depends upon the availability of divisible profits and the intention of the directoRate

			They may be paid a higher rate of dividends in times of prosperity and also run the risk of no dividends in the period of adversity. Similarly, when the company is wound up, they can exercise their claim on those assets which are left after the payment of all other claims, including that of preference shareholdeRate

			Advantages of Equity

			Equity shares offer the following advantages to the company:

			•	Permanent Source of Funds – Equity capital is permanent capital, and is available for use as long as the company continues. The management is free to utilize such capital and is not bound to refund it.
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