
PAGE  

2


The Sources of business funds

While reading this text you will learn how business obtains the funds it needs to finance its operations. You will also see how some large corporations raise capital through the sale of stocks  and bonds to the public. Finally, you will learn why some people follow the day-to-day activities of the securities markets and how they invest in stocks and bonds.

In many ways, money is to business what water is to plants. Plants need water to begin life, to survive and grow. Similarly, firms need money to begin operations, to meet their day-to-day expenses and to expand. Most of the money used by business comes from the sale of its products and service. Since these funds come from within the firm they are described as internal funds. The rest must come from outside, or external, sources.

Internal funds. As a firm sells its products or service, it receives money, which it uses to meet its expenses. One of these expenses, depreciation, represents the cost of replacing assets (like tools, machinery, and buildings) that wear out. Typically, businesses use internal funds to cover the cost of depreciation.

The funds that remain after paying expenses are a firm’s profits of earning. Although the owners or stockholders could take it all for themselves, in most instances some portion of the profits will be retained by the business. Since its “retained” earning, “along with the sum it sets aside for depreciation came from within the firm, they are known as internal funds. About 60 to 70 percent of a business firm’s financing comes from its internal sources.

External Funds. Sales do not remain constant from one season, or month or week or to the next. There are times when more money comes in to a business than it is needed  to pay its bills. Similarly, at other times there is not enough money coming in to cover operating costs. When this happens, there are only four things that the firm can do:


Dip into saving,


Borrow,


Sell shares of stock (if it is a corporations) or seek additional capital from the owners (if it is a partnership or proprietorship),

· Reduce costs.
Management means the members of administration of a business or an organization.

They may be or may be the owners of the business. But they are always selected by the owners to be responsible for different functions of the organization.

A typical organization has tree layers of management: the senior management, the middle management and junior management.

A good definition of a manager is given by W. Brown and E. Jaques. A manager is "an individual who is accountable for more work then he/she can do himself and who gets some of it done through other people". This definition is related to managers who function at all levels.

The main functions of a manager are:

1. to forecast and plan (seeing into the future and drawing up plans of action).

2. to organize (to put plans into operation).

3. to command (to get the best performance from the staff).

4. to co-ordinate (to make it sure that each departments).

5. to control (to see that everything works according to plan).

Traditionally, there are the two styles of management - autocratic and democratic. Let us consider them.

Autocratic manager set objective for the group demonstrating their power and authority. They give orders and expect group members to obey them without any question. It is clear that in such situations group members do not make their own decisions. 

Democratic manager, on the contrary, let group members set their own objectives. If they give orders, they explain why and give reasons for their orders. Group members take part in decision-making; they express different points of view. What is more, democratic managers take into consideration all their opinions before making a final decision. They also demonstrate the fact that the opinions of group members influence a final decision.

