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In a financial plan, the entrepreneur should clearly 

answer the following three questions:--



How much money is needed?



Where will money come from?



When does the money need to be available?
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While estimating the money needed, the entrepreneur should 

take the following three things into consideration:-



There should be adequate money to pay the purchase 

considerations



There should be sufficient capital to support the 

business operations.



Lastly, enough provision should be made to meet 

unexpected business expenses.


Microsoft_Office_PowerPoint_Slide5.sldx
While estimating the money needed, the entrepreneur should take the following three things into consideration:-

There should be adequate money to pay the purchase considerations

There should be sufficient capital to support the business operations.

Lastly, enough provision should be made to meet unexpected business expenses.
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Classification of financial needs of 

an enterprise



On the basis of permanence

a.

Fixed Capital

b.

Working Capital



On the basis of period of use

a.

Long term Finance

b.

Short term Finance
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Classification of financial needs of an enterprise

On the basis of permanence

Fixed Capital

Working Capital

On the basis of period of use

Long term Finance

Short term Finance
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Fixed Capital

The money invested in some fixed assets like land, 

building, machinery, equipment, furniture etc. is 

known as Fixed Capital. These assets are required for 

permanent use, that is, for a long period of time. 
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Fixed Capital

The money invested in some fixed assets like land, building, machinery, equipment, furniture etc. is known as Fixed Capital. These assets are required for permanent use, that is, for a long period of time. 













Working Capital

The money invested in current assets like raw material, finished goods, debtors etc. is known as Working Capital. The money required for day-to-day operations of business is called Working Capital













Long term Capital

The money whose repayment is arranged for more than five years in future. The sources of long-term finance could be owner’s equity, term-loans from financial institutions, credit facilities from the commercial banks, hire-purchase etc.













Short term Capital

This is a borrowed capital that is to be repaid within one year. The sources of short-term finance include bank borrowings for working capital, deposits or borrowing from friends and relatives etc.













Sources of Finance

Internal Sources

External Sources













Internal Sources of Finance

Under this source, funds are raised from within the enterprise itself. The internal sources of financing could be owner’s capital known as equity, deposits and loans given by the owner, the partner, the directors to the enterprise. Personal loans taken by the entrepreneur is also the internal source of finance.













External Sources of Finance

Funds raised from other than internal sources are from External Sources. It includes:-

Deposits or borrowings from relatives and friends.

Borrowings from the banks

Credit facilities from the commercial banks

Term-loans from financial institutions

Hire purchase and Leasing facility













Capital Structure

It is the ratio between debt and equity capital. Hence, it is also known as Debt-Equity ratio. Capital structure means permanent financing of the enterprise represented by long-term sources of funds. 

A business enterprise needs to maintain a proper ratio between debt and equity in order to function smoothly and efficiently. This ratio is known as Optimum Capital Structure.













An Optimum capital structure is a financing mix incurring the least cost but yielding the maximum returns. It has following features:

It should involve minimum cost and maximum returns.

It should be flexible to fulfill the future requirements of the capital.

The use of the debts should be within the repaying capacity of the enterprise.

It should ensure the proper control over the affairs of the enterprise.













Factors determining Capital Structure

Nature of Business

Size of the Enterprise

Trading on Equity

Cash flows

Purpose of Financing

Provision for Future













Term-Loans

Loans taken for a definite period of time are called “Term-Loans.” It has two types:

Long-term Loans

Short-term Loans













Long-term Loans

These are the loans taken for a long duration of time from 5 years to 15 years. Long-term loans are raised to meet the financial requirements of enterprise for acquiring the fixed assets like Land, Building, Machinery, Furniture etc.













Short-term Loans

Short term loans are obtained for a period up to one year. These are required to meet the day-to-day business requirements. It is obtained to meet the working capital requirements of the enterprise.













Sources of Long-term Finance

Issue of Shares

Issue of Debentures

Loans from Financial Institutions and Banks

Public Deposits

Retention of Profits















Sources of Short-term Finance

Loans from Commercial Banks

Public Deposits

Trade credit

Bank Overdraft

Discounting Bills of Exchange

Advances from Customers















Shares and Debentures

Share is unit into which the total capital of a company is divided. There are mainly two types of shares: 

Preference Shares

Equity Shares 













Preference Shares

These are the shares which carry a preferential right over equity shares with reference to dividend. They also carry a preferential right over equity shares with reference to the payment of capital at the time of winding up or repayment of capital. 













Equity Shares

What is not preference share is equity share. These shares are entitled to dividend and capital after the payment of dividend and capital on preference shares.













Debentures

It is another method of raising term-loans from public. A debenture is an instrument acknowledging a debt by a company to a person. Debenture includes bonds of the company whether constituting a charge on the company’s assets or not. 













QUESTIONS

Discuss the need for finance in a business enterprise. What are the various sources available to a small scale enterprise to raise funds?

Define Capital Structure. What factors do determine the optimum capital structure? Explain.

Discuss various sources used for raising term-loans for an enterprise.

Differentiate between Shares and Debentures.
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Working Capital

The money invested in current assets like raw material, 

finished goods, debtors etc. is known as Working 

Capital. The money required for day-to-day operations 

of business is called Working Capital
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Working Capital

The money invested in current assets like raw material, finished goods, debtors etc. is known as Working Capital. The money required for day-to-day operations of business is called Working Capital
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Long term Capital

The money whose repayment is arranged for more than 

five years in future. The sources of long-term finance 

could be owner’s equity, term-loans from financial 

institutions, credit facilities from the commercial 

banks, hire-purchase etc.
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Long term Capital

The money whose repayment is arranged for more than five years in future. The sources of long-term finance could be owner’s equity, term-loans from financial institutions, credit facilities from the commercial banks, hire-purchase etc.















P S

Long term Capital

Themoney whose st s s for e s
ey s, Th s a4 fme
could beowvers i, e Jown o il
iesions. i it o the commecial
ok i e .





image10.emf
External Sources of Finance

Funds raised from other than internal sources are from 

External Sources. It includes:-

a.

Deposits or borrowings from relatives and friends.

b.

Borrowings from the banks

c.

Credit facilities from the commercial banks

d.

Term-loans from financial institutions

e.

Hire purchase and Leasing facility
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External Sources of Finance

Funds raised from other than internal sources are from External Sources. It includes:-

Deposits or borrowings from relatives and friends.

Borrowings from the banks

Credit facilities from the commercial banks

Term-loans from financial institutions

Hire purchase and Leasing facility
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NEED FOR FINANCIAL PLANNING

Finance is one of the important components to start an enterprise. It is the availability of finance that facilitates an entrepreneur to bring together land, labour, machinery and raw material to combine them to produce goods. The significance of finance in production is just like a lubricant to the process of production. So, Finance is known as life-blood of the enterprise.













Financing an enterprise is a critical element for success in business. The decisions taken by the entrepreneur well in advance regarding the future financial aspects of his enterprise is called Financial planning. It is also known as “Financial Forecasting”.

Thus, Financial planning deals with futurity of present decision in terms of financial aspects of an enterprise.













In a financial plan, the entrepreneur should clearly answer the following three questions:--

How much money is needed?

Where will money come from?

When does the money need to be available?













While estimating the money needed, the entrepreneur should take the following three things into consideration:-

There should be adequate money to pay the purchase considerations

There should be sufficient capital to support the business operations.

Lastly, enough provision should be made to meet unexpected business expenses.













Classification of financial needs of an enterprise

On the basis of permanence

Fixed Capital

Working Capital

On the basis of period of use

Long term Finance

Short term Finance













Fixed Capital

The money invested in some fixed assets like land, building, machinery, equipment, furniture etc. is known as Fixed Capital. These assets are required for permanent use, that is, for a long period of time. 













Working Capital

The money invested in current assets like raw material, finished goods, debtors etc. is known as Working Capital. The money required for day-to-day operations of business is called Working Capital













Long term Capital

The money whose repayment is arranged for more than five years in future. The sources of long-term finance could be owner’s equity, term-loans from financial institutions, credit facilities from the commercial banks, hire-purchase etc.













Short term Capital

This is a borrowed capital that is to be repaid within one year. The sources of short-term finance include bank borrowings for working capital, deposits or borrowing from friends and relatives etc.













Sources of Finance

Internal Sources

External Sources













Internal Sources of Finance

Under this source, funds are raised from within the enterprise itself. The internal sources of financing could be owner’s capital known as equity, deposits and loans given by the owner, the partner, the directors to the enterprise. Personal loans taken by the entrepreneur is also the internal source of finance.













External Sources of Finance

Funds raised from other than internal sources are from External Sources. It includes:-

Deposits or borrowings from relatives and friends.

Borrowings from the banks

Credit facilities from the commercial banks

Term-loans from financial institutions

Hire purchase and Leasing facility













Capital Structure

It is the ratio between debt and equity capital. Hence, it is also known as Debt-Equity ratio. Capital structure means permanent financing of the enterprise represented by long-term sources of funds. 

A business enterprise needs to maintain a proper ratio between debt and equity in order to function smoothly and efficiently. This ratio is known as Optimum Capital Structure.













An Optimum capital structure is a financing mix incurring the least cost but yielding the maximum returns. It has following features:

It should involve minimum cost and maximum returns.

It should be flexible to fulfill the future requirements of the capital.

The use of the debts should be within the repaying capacity of the enterprise.

It should ensure the proper control over the affairs of the enterprise.













Factors determining Capital Structure

Nature of Business

Size of the Enterprise

Trading on Equity

Cash flows

Purpose of Financing

Provision for Future













Term-Loans

Loans taken for a definite period of time are called “Term-Loans.” It has two types:

Long-term Loans

Short-term Loans













Long-term Loans

These are the loans taken for a long duration of time from 5 years to 15 years. Long-term loans are raised to meet the financial requirements of enterprise for acquiring the fixed assets like Land, Building, Machinery, Furniture etc.













Short-term Loans

Short term loans are obtained for a period up to one year. These are required to meet the day-to-day business requirements. It is obtained to meet the working capital requirements of the enterprise.













Sources of Long-term Finance

Issue of Shares

Issue of Debentures

Loans from Financial Institutions and Banks

Public Deposits

Retention of Profits















Sources of Short-term Finance

Loans from Commercial Banks

Public Deposits

Trade credit

Bank Overdraft

Discounting Bills of Exchange

Advances from Customers















Shares and Debentures

Share is unit into which the total capital of a company is divided. There are mainly two types of shares: 

Preference Shares

Equity Shares 













Preference Shares

These are the shares which carry a preferential right over equity shares with reference to dividend. They also carry a preferential right over equity shares with reference to the payment of capital at the time of winding up or repayment of capital. 













Equity Shares

What is not preference share is equity share. These shares are entitled to dividend and capital after the payment of dividend and capital on preference shares.













Debentures

It is another method of raising term-loans from public. A debenture is an instrument acknowledging a debt by a company to a person. Debenture includes bonds of the company whether constituting a charge on the company’s assets or not. 













QUESTIONS

Discuss the need for finance in a business enterprise. What are the various sources available to a small scale enterprise to raise funds?

Define Capital Structure. What factors do determine the optimum capital structure? Explain.

Discuss various sources used for raising term-loans for an enterprise.

Differentiate between Shares and Debentures.
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NEED FOR FINANCIAL PLANNING

Finance is one of the important components to start an 

enterprise. It is the availability of finance that 

facilitates an entrepreneur to bring together land, 

labour, machinery and raw material to combine them 

to produce goods. The significance of finance in 

production is just like a lubricant to the process of 

production. So, Finance is known as life-blood of 

the enterprise.
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NEED FOR FINANCIAL PLANNING

Finance is one of the important components to start an enterprise. It is the availability of finance that facilitates an entrepreneur to bring together land, labour, machinery and raw material to combine them to produce goods. The significance of finance in production is just like a lubricant to the process of production. So, Finance is known as life-blood of the enterprise.
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