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Chapter preview

The purpose of this chapter is that of providing a general background to the fi nancing 
of business operations. All managers need to have, at least, a basic level of fi nancial 
literacy. They need to understand the importance of fi nancial markets, the basic 
sources of funds available to their businesses and the costs of such fi nance. The whole 
of fi nancial theory is predicated on the fact that management and investors are able 
to raise funds and buy and sell securities by transactions in effi cient fi nancial markets. 
We discuss the importance and role of stock exchanges and whether stock exchanges 
are indeed effi cient. In discussing effi ciency we consider to what degree market specula-
tors are able to beat the market and whether management are able to overstate their 
fi rm’s fi nancial performance by means of creative accounting. Whilst this chapter is 
mainly concerned with the fi nancing of long-term operations it is also necessary to 
recognise that short to medium sources of funds are also important to the fi rm and we 
briefl y review the main sources of these funds and their advantages and disadvantages.

 

Introduction

Up until this point in the text, we have said little about the long-term fi nancing of 
fi rms other than to indicate, in broad terms, that their funding is composed of two 
elements – equity and debt. In addition to being able to interpret fi nancial reports 
(whether prepared for management or external users of fi nancial statements) all man-
agers need to be broadly fi nancially literate. That is, they need to have a broad under-
standing of the importance and functioning of the various sources of funds available 
to them, and how to determine their individual costs. This background is important 
in order for managers to determine how to meet their overall needs for capital and 
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