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This paper has been divided into three parts Viz.
1 Money

2. Financing of Business

3. Current Business and Finance.

Partl: MONEY

Introduction:- Finance means management of money and it
is the most important factor for every business. Money is a
basic requirement of every business activity irrespective of
its size hence the study of finance is most important for all
types of business. The object of every business is to earn
profit and wealth accumulation and all it works through
money. Therefore study of money and finance is not only
important to business but it is the main object of every
business.

Before studying Finance it is necessary to study money.
Every economy in the world uses money for their day to day
transactions. Money may be called and named differently
butin all types of economy money is used for exchange of
goods and services.

Meaning :

Exchange of goods and services are measured in terms of
money. Money is a unit for calculating the value of
particular goods and services. Every business has carried
through either selling goods or services and such exchange
is measured in terms of money.Money is unit of measure as
well as used for every economic activity.

Human activities are divided into economic and non
economic activities. Every person has to work for day to
day life and has to do some economic activity without that it
is impossible to surview. Economic activities are counted
in terms of money whether it is Salary for service
provided,profit earned from business and specialized
professions services like doctors, lawyers or any other
independent economic activity.

It means every human being is working for money. As all
human economic activities are to be paid or received in
terms of money.Human needs are endless and every
rational person is trying to satisfy his own needs throughout
life one after another. It means every human being is trying
to earn money to satisfy their own needs in terms of money.

History of Money :

1.

(1)

Barter Money System : In the primitive stage of
civilization human beings use different goods and
things are used as money for example Grain for Grain,
Animals for Animals etc.

Commodity Money System : After the barter system
different commodities and metals were used as money
for day to day transactions. As the difficulty of
counting and measurement and storage of barter
system commodities are used like metals are used as
money for measurement of transactions.

Metal Money System : Due to different commodities
and its problems of valuation one single metal system
started to be used as money. The precious metals like
silver and gold coins are used as money.

Paper Money: Due to scarcity of gold and an increase
in the volume of transactions Gold is used as standard
for paper money and papers like bills, receipts and
printed cheques as well as notes are used as money.

Representative Money System: In the 20th century
Banking system developed its own monetary system
as representative money in terms of Bills of exchange,
Cheques etc. and in many countries the Government
has given authority to its central bank to print notes on
behalf ofthe Government.

Plastic Money System: By the end of 20th century
and beginning of 21st century technology has taken
tremendous change in human life and with the help of
electronic mode of transactions plastic money like
debit and credit cards are used as money without
carrying hard cash or notes.

Electronic Money System: Due to vast use of
computers and mobile as a new way of
communication electronic money is used as money for
day today transactions. Online payment and electronic
transactions has taken a huge volume of transactions
as well as fast mode of transaction electronic money is
used worldwide.
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FUNCTIONS OFMONEY:

Money is generally accepted as a medium of exchange that
is payment of goods and services , payments of debts such
as taxes in a particular country & socio- economic contest.
The primary functions of money which distinguish money
are medium of exchange, a unit of accounts, a store of value
and something a standard of deferred payment.

Definitions:-
1. Money,Acommodity accepted by general consentas a
medium of exchange

2.  “Money is what money Does” Functions of money can
be divided into two parts viz. Primary Functions and
Secondary Functions.

A.Primary Functions of Money:-

1. Medium of Exchange:- The most important and
primary function of money is it used as medium of
exchange.Any commodity or service is purchased or
sold in terms of money.

2. Measure of Value:- Every service and commodity is
expressed in terms of money. The price and value of
each and every service and goods are expressed in
terms of money in all over the economic systems.
Whether it is Dollars, Pounds, Euro or Rupees.

B. Secondary Functions of Money:

1. Standard of Deferred Payment :- Payment in future is
called deferred payment. It was very difficult in the
barter system to make payments in the future as
animals, grains become old and not usable in the
future.

2. Store of Value:- In barter system it was very difficult to
store the money in the form of Animals, grains, metals
etc. this difficulty is overcome by money. as it needs a
very small place and can also be stored in a bank too.

3. Transfer of Value:-Money can be easily transferred
from one place to another as it can be easily converted
in small to big denomination and it can carry or it can
be transferred through banks. The immovable
property also can be transferred through money from
one place to another place by selling and purchasing in
the form of money.

C. Other Functions:

1. Basis of credit : Commercial banks create credit
money on the basis of money deposited in the banks by
their customers.Money provides the liquid base for
credit money.

2.  Measurement of National Income:- National income is
also counted in thers of money all the four factors of
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production are paid in form of money as Rent, Wages,
Interest and Profit.

3. Liquidity to wealth:- Money is called the most liquid
asset as money can be easily converted into an asset
and vice-versa.

4. Macro Economic Variables:- Gross National Product,
National Income, Total saving, Total Investments also
estimated in terms of money as well as Government
taxes are also counted and expressed in terms of
money.

Qualities of Good Money:-

1. General Acceptability:- The money must be generally
accepted by the public in large as it should be
cognizable, portable, countable etc.

2. Durability:- The life of money should be long as it is
handled many times as well as many peoples.

3. Divisibility:- Money should be easily divisible in
small as well as big denominations as and when it is
required.

4. Portable:- Money should be easily transferred from
one place to another.

5. Cognizable:-Money should be easily recognized by all
categories of people as small, Big, Old aged , educated

aswell as non educated too

Partll: FINANCING OF BUSINESS

FINANCE = Management of Money (Sources &
Application)

Introduction:-

Every business aims at maximization of profit &
accumulation of wealth through its activities. All business
activities are measured in terms of money and money’s
worth. It is the most important factor of production as well
as services provided in auxiliary to business. Every
business needs money as and when required money is the
bloodline of business. Without money business cannot
work successfully.

The role of finance has been increased nowadays as every
business has to work in competitive and dynamic
situations. Only financial accounting is not enough to
control and manage the business but cost accounting and
management accounting techniques also emerged to
increase the efficiency and internal controls. Finance is the
most important and effective process for all types of
business.

Meaning:-
Finance means management of money that is a source of
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money and application of money. Every business needs
timely money in such a way that shortage of money should
be arranged in time and excess money should be properly
invested in such a way that will give maximum return.

It should be noted that not only shortage of money will
downfall the business activities but excess circulation of
money in business also causes adverse affect on business.
Hence proper management of money in all types of
business is most important for smooth working of business
activities.

The need and requirement of finance depends on the size of
the business as well as its growth and expansion plans.
Modern businesses are working in a dynamic situation
where the world becomes a market and to survive in sucha
cut throat competition one needs to keep very uptodate and
focused to minimize the financial risk.The need of
finance,its sources and management of money is totally
different to every business according to the size of business.

Different Forms of Business and Finance :-

After independence, The Government of India has
accepted a mixed pattern of economy hence the Public and
Private sector co-exist and work hand in hand. The scope of
private sectors has been increased after the new economic
policy in 1991.

1. Proprietary Concerns : This is a basic form of
business and it works in local areas. The capacity of
business is small and its capital requirement is also
limited.Following are the ways that such businesses
can source their funds.
1.Savings
2.Bowrrowed from Friends and Relatives
3.Bank Loans

2. Undivided Family Business: This type of business is
only working in India only the sources of funds are in
the same of proprietary concern or most of the
proprietary concerns are the extended forms of Family
business.

3. Partnership Business: This type of business is an
extended form of proprietary concern and family
business. No of members in partnership has been
increased by 2013 Companies Act 2013 from 20 to 50.
It will help to increase the size of capital as well as
business capacity.

4. Private Companies: This type of business are
working under corporate sector and enjoying different
finance facilities as well as extended form of business
over partnership.A per Companies Act 2013 the no of
maximum members has been increased from 50 to
200.

5. Limited Companies : This is the highest form of
business which can carry its business activities all over
the world.This form of business has huge capital
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capacity and can raise capital from the open market
with different market derivatives like Shares,
Debentures, Public Deposits, Loans etc.

6. OPC ( One Person Company ) : This form of
business has been coined in new Company Act 2013 to
develop and increase the scope of entrepreneurship.
Limited liability is the most important feature of this
form of business so one can work without the burden
ofunlimited liabilities

Finance of Corporate Sector:

Sources of Finance
Long Term
1. Share Capital
2. Debentures
3.Public Deposits
4.Saving From NRI
5.Lease Financing

Short Term

1. Trade Credit

2.Bank Credit

3.Bank Financing of
Accounts Receivable

4. Factoring

5. Bank Financing of Inventory

6. Working Capital Financing

FIXED AND WORKING CAPITALS:

Every business organization needs money as per its size of
business. Proprietary concern needs less capital compared
to Partnership Firm, Private Companies as well as Public
limited companies. As the business grows the format of
business also changes. It will be a wise decision to change
the format of business when the business grows. Every
business organization needs funds for its day to day
business as well as to run the business for a long life.

The funds required to run the business for a long life are
called fixed capital. Such as purchase of Building, Plant and
Machinery, Furniture are called capital expenditure as well
as fixed capital and where as funds required for running the
day to day business is called working capital such as
purchase of Material, Payment of Salary and Wages, Rent,
Electricity Bills etc. is called working capital.

Factors affecting Capital Requirement

Working Capital

1.Nature of Business :
Mfg/Trading /Service
2.Size:

Small/ Medium/Large
3.Business Cycles
(Machine/Labour)
4.Seasonal Fluctuations
5.Operational Efficiency
6.Credit Allowed
7.Credit Avail

(9)

Fixed Capital

1.Nature of Business:
Mfg./ Trading/ Service
2.Size:

Small/ Medium/Large
3.Technique of Production

4.Technology
5.Growth/Diversification
6.Availability of Finance
7.Collaboration/

Joint Venture
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Financial Budgets and Techniques:-
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5) Marginal Cost Statement

Every business organization nowadays prepares its Sales Amount (Rs.)
financial budgets and uses different techniques for capital Less: Variable Cost
budgeting. Some of the common such statements and Contribution
techniques are given below. Less: Fixed Cost
Profit
1) Determination of Working Capital: Contribution Per Unit

Particular Amount (Rs.)
1. Estimation of Current Assets:
a. Cashand Bank Balance
b. Inventories
(i) Raw Material
(i1) Work in Process
(ii1) Finish Goods
c. Debtors
Total Current Assets

2. Estimation of Liabilities
a. Creditors
b. Wages
¢. Overheads
Total Current Liabilities
Working Capital Requirement (1-2)

2) Capital Budgeting Techniques

Traditional / Time adjusted or
Non-Discounting Discounted Cash Flow
a. Payback Period a.Net Present Value
b. Accounting Rate b.Profitability Index
of Return c.Terminal Value
d.Discounted Payback

e.Internal Rate of Return

3) Ratio Analysis

Earning Ratios Balance Ratios
Gross ProfitRatio 1. Current Ratio
Net Profit Ratio 2.Liquidity Ratio
ReturnonAssets  3.Debt Equity Ratio
Return on Equity 4. Debtors Turnover
Earning 5. Fixed Assets Turnover

6. Total Assets Turnover

2> D=

WHY BUSINESS WENT INTO FINANCIAL

CRISES:

1. Competition:- Competition is part and parcel of every
business and organization but the way of competition
is cut- throat . Then one has to be alert not to involve
such Competition but to compete ourselves to better
performance otherwise it will affect our own business.

2. Comparison :- Comparing one's own performance
with others is one of the ways for self devaluation as it
creates unnecessary fear in the minds of the self
conscious.

3. Lack of Conservatism :- It is always best to have
provisions for the future but not carelessness as in
good days it is a wise decision to invest for the future
and not to spend in view of more money will come in
future.

4. Consolidation:- some of the businesses try to
consolidate with similar types of business for a better
future but this leads to dismissing selfidentity.

5. Coalition:- Some businesses try to make syndicates to
destroy the rivals but it leads to their own identity as
well as ethical grounds of business policies.

6. Comfort Zone:- After some sort of success it is normal
to have a comfort zone which leads to synchronization
of business activities which again leads to financial
crises.

7. Formatting :- As business grows the format of business
needs to change otherwise over capitalization leads to
financial crisis.

8. IQ V/s EQ V/s SQ :- Only having intelligence is not
enough to have success as an entrepreneur but it should
maintain emotional as well as social awareness too.

9. Innovation :- Change is the rule of nature and
innovation is the need of business hence every
business has to innovate for products and services
accordingly. Nokia V/s Samsung case.

10. Dynamism :- Business is a dynamic process internal

1. Sales Budget 1.Capital Expenditure Budget and external changes are inevitable and according to

4) Budgets
Functional Budget  Financial Budget
2. Production Budget 2. Researchand
Development Budget

3. ProductionCost  3.Cash Budget
Budget

4. Administrative 4. Working Capital Budget
Expense Budget

5. Budgeted Income
Statement

such changes business needs to accept and adopt it.

PartIII :- Current Business and Finance

Finance is always a challenging job to its manager whether
it is individual capacity or manager of any organizations it
may be profit making or non profit making organization.
Unlimited wants and limited means and its choices make it
a complicated job. As an individual capacity every person
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has to look after its dependents needs whereas in
organizational capacity it has to manage it within four
corners of'its working area.

As an entrepreneur or working in the corporate world
knowledge of finance is a basic need for everyone. Current
world of finance is dynamic as well as supported by
technology. Due to modern technology business has been
changed in tremendous ways with new ideas of business
and new platforms for business such as online business and
globalization given a new dimension to business.

Need of finance and financial institutions also increased as
well. Government role is not a laissez- faire but as a driving
seat for the business world. Business needs for finance can
be fulfilled by private financial institutions as well as public
financial institutions. In the private sector no of commercial
banks and non banking financial institutions are fulfilling
the financial needs of business.Quick loan facility is one of
the best deals in finance today with in 24 houses online
loans are provided nowadays. The online checking of
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documentation and linking of Aadhar cards with Pan makes
it easy to check the credibility of the borrower and provides
quick finance to businesses.

LPG-1991:- Opens the economy of India to the world as
well as Indian business have new platforms of business and
increased business new opportunities. The need for finance
also changed accordingly. The way of quick online
business has been supported by new technology in a quick
manner.

Make in India:- This new concept has been introduced in
2014 due to globalization and to cope with world
competition as well as to make the world familiar with
Indian products.

Startup:- Start up India is an initiative of the government of
India. The action plan of this initiative is focussing on three
areas Simplification, Handholding, Funding support and
incentives.

Financing of Business

|

Government of India Loan Schemes
1. MSME
Business loan in 59 minutes
(Sep-2018 up to Rs.lcrs in 8 to 12 days)

2. MUDRA Loan
Shishu Loan-uptoRs.50,000
Kishor Loans-Rs.50,000 to Rs.5,00,000
Tarun Loans-Rs.5,00,000 to Rs.10,00,000

3. Stand-up India
Rs.10 lacs to Rs.1 crores (For Sc/St/Women)

4. CGMFSE

(Credit Guarantee Fund Scheme for Micro and Small
Enterprises) Up to Rs.200 lacs for working capital,

Preference to Women entrepreneurs

5. NSIC:- (for womens self

Corporation Subsidies) Marketing Support scheme and

Finance Support Scheme

6. CLCSS SCHEME:
Credit link Capital Subsidy Scheme
for Technology Upgradation up to Rs.15 lacs

7. Udyogini:
(for women Empowerment up to Rs.15 lacs)

}

Private/Public Banks
Financial Institutions
1. Short / Medium/ Long
Loans (up to 1/5/10 year)
(As per eligibility and on Securities)

2. Cash Credit Facility
(As per eligibility and on
stock and Debtors security)

3. Overdraft Facility
(Short term credit)

4. Non Banking Finance
(For quick loans)
(for members self help)

5. Co-Operative Banks
(for members self help)

6. Bachat Guts
For womens self help group

@)
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Practical use of the Study:- This study paper is a little
overview of money and its development over the time as
well as use of different modes of money for human
transactions. The history of Money shows that whatever the
time and means of exchanging, money is the most
important part of our life as a medium of exchange.

The scarcity increases its importance as well as
implications and use. The person who uses it wisely in
personal capacity, Proprietorship, medium type of business
and corporate life as well as all types of non- commercial
organization proves that the best use of finance is the
indicator of success.

Conclusion:- Financial Management is most important for
every business irrespective of its size. There are no
opportunities for trial and error methods for financial
decisions. It is a deliberate thinking process for every
organization. The business is said to be successful only
when it follows an ethical way of business as well as
assuming the social responsibilities.
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