Topic 7. Sources of Financing.

Outside sources of financing.

Financial management consist of all those activities that are concerned with obtaining money and using it effectively. Effective financial management involves careful planning. It begins with a determination of the firm’s financial needs.

1. Short-term financing is a money that will be used for one year or less and then repaid. First, certain necessary business practices may affect a firm’s cash flow and create a need for short-term financing. Cash flow is the movement of money into and out of an organization. A second major need for short-term financing that is related to a firm’s cash flow problem is inventory. Inventory requires considerable investment for most manufactures, wholesalers, and retailers. 

2. Long-term financing is a money that will be used for longer period than one year. Long-term financing is needed to start a new business.

Sources of Unsecured Financing.

Sources of unsecured short-term financing include trade credits, promissory notes, bank loans, commercial papers, and commercial drafts. Trade credit or the open account is a payment delay that a supplier grants to its customers. A promissory note is a written pledge by a  borrower to pay a certain sum of money to a creditor at a specified future date. Commercial banks offer unsecured short-term loans to their customers at interest rates that vary with each borrower’s credit rating. A commercial paper is a short-term promissory note issued by a large corporation. It is usually issued in large denominations, ranging from $5,000 to $100,000. A commercial draft is a written order requiring a customer to pay a specified sum of money to a supplier for goods or services. It is often used when the supplier is insure about the customer’s credit standing.

