Business Textbook Readings
Chapter 17 – Financial Management

Finance – is the function in a business that acquires funds for the firm and manages them within the firm. Finance activities include preparing budgets, completing cash flow analysis and planning for the expenditure of funds on assets such as plant, equipment and machinery.

Financial Management – is the job of managing a firm’s resources to meet its goal and objectives. 

3 Most Common reasons a Firm Fails Financially:
1. Undercapitalization (insufficient funds to run a business)
2. Poor control over cash flow
3. Inadequate expense control 

3 Steps to Financial Planning:
1. Forecasting a firm’s short term and long term financial needs
2. Developing budgets to meet those needs 
3. Establishing financial control to see whether the company is achieving its goals

Cash Flow Forecast – predicts the cash inflows and outflows in future periods usually month or quarters.

Types of Budget:
1. Capital Budget – highlights a firm’s spending plans for major asset purchases that often require large sums of money, like property, buildings and equipment
2. Cash Budget – estimates cash inflows and outflows during a particular period, helping managers anticipate borrowing needs, debt repayment, operating expenses and short-term investments 
3. Operating (master) budget – ties together the firm’s other budgets and summarizes the businesses proposed financial activities. 

Financial Control – the process in which a firm periodically compares it actual revenues, costs and expenses with its budget
Capital Expenditures – major investments in either tangible long-term assets such as land, buildings, and equipment, or intangible assets such as patents, trademarks, and copyrights. 
Debt Financing – funds raised through various forms of borrowing that must be repaid 
Equity Financing – is money raised from operations within the firm or through the sale of ownership in the firm (shares). Firms can borrow funds either for the short term or long term
Trade Credit – is the practice of buying goods or services now and paying for them later. It is a widely used source of short term funding, the least expensive and the most convenient. 
Promissory Note – a written contract with a promise to pay
A Secured Loan – backed by collateral, something like property, if the borrower fails to repay the loan the lender may take the possession
Commercial Paper – unsecured promissory notes of $100 000 and up that mature (come due) in 270 days or less
Factoring – the process of selling accounts receivable for cash
Bond – a corporate certificate indicating an investor has lent money to a firm or a government. 
Debenture Bonds (unsecured bonds) – bonds that are unsecured 
Mortgage Bonds (secure bonds) – bonds that are secured 

Sinking Fund – A reserve account in which the issuer of a bond periodically set aside some part of the bond principal prior to maturity so that enough capital will be accumulated by the maturity date to pay off the bond.  They are available to issuing firms and investors because:
· They provide for an orderly retirement (repayment) of a bond issue
· They reduce the risk the bond will not be repaid
· They support the market price of the bond because they reduce the risk the bond will not be repaid

Equity Financing – makes funds available when the owners of the firm sell shares of ownership or when they reinvest earnings.
Stock Certificate – represents stock ownership. It specifies the name of the company, the number of shares owned, and the type of stock it represents
Dividends – are part of a firm’s profits that may be distributed to shareholders as either cash payments or additional shares of stock. 
 
Advantages of Issuing Stock:
· As owners of the business, shareholders never have to be repaid
· There is usually no legal obligation to pay dividends to stockholders; therefore, the firm can reinvest income (retained earnings to finance future needs)
· Selling stock can improve the condition of a firm’s balance sheet since issuing stock creates no debt 
Disadvantages of Issuing Stock:
· As owners, stockholders have the right to vote for the company’s board of directors. Issuing new shares of stock can thus alter the control of the firm
· Dividends are paid from profit after taxes and thus are not tax deductible
· The need to keep stockholders happy can affect managers decisions

Common Stock – the most basic form of ownership in a firm. Holders of common stock have the right to:
1. Elect members of the company’s board of directors and vote on important issues affecting the company
2. Share in the firm’s profits through dividends, if approved by the firm’s board of directors

Venture Capital – is money that is invested in new or emerging companies that some investors – venture capitalists – believe have great profit potential. 
Leverage – raising needed funds through borrowing to increase a firm’s rate of return
[bookmark: _GoBack]Cost of Capital – the rate of return a company must earn in order to meet the demands of its lenders and expectations of its equity holders. 
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