Business Finance
[image: ]In this chapter, we will examine:
· Types of Finance
· Why a business needs Finance
· Debtors v Creditors
· What a business needs in applying for a loan
· Sources of Finance
Types of Finance
(Recap from the Borrowing Money Chapter)
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Why does a business need finance?
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Debtors v Creditors
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What does a business need to apply for a loan?
Before a business can get a loan, the bank will look at some of the following:
· Credit Rating
· Amount and Duration of loan
· Purpose of the loan
· Ability to meet repayments
· Business Plan
· Collateral
Sources of Finance
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Long Term Sources Explained
Shares: The firm sells shares to the public and uses the cash to pay for things. 
Long-Term Loans: This would be like a mortgage over a period of over 20 years.  Repayments would need to be paid. 
Retained Profits: This is placing profits back into the company.
Debentures:  A certificate issued that is secured against a long term debt. Interest is also paid.
[bookmark: _GoBack]Sale and Leaseback: This is the selling of an asset and leasing back over time. The firm receives a large injection of cash and rents back the property.
Grant: This comes from the government. It is used to set up or expand the business. It does not have to be repaid as long as strict terms and conditions set out in the grant are met. 
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A creditor is an individual or business that has lent funds to a business and is owed
money. A debtor is an individual or business who has borrowed funds from a
business and so owes it money.

There is a cost in borrowing funds. Money borrowed from creditors is paid back over
time, usually with an additional payment of interest. Interest is the cost of borrowing
and the reward for lending.

Creditors often ask for security before lending
funds. This means sole traders and partners
may have to offer their own house as a
guarantee that monies will be repaid. A
company can offer assets, eg offices as
collateral.

A business owner's house could be
used as collateral





image6.png
Firms Own Cash
IntFrnaI

~—————BankOverdraft
External

Creditors —
External

Factoring of Debtors
External




image7.png
Leasing — Medium-Term Finance -~ MediumTerm
External Loan
External

Hire Purchase
External




image8.png
Debentures

Shares External
Internal
~
Long-Term Loan Sale aEnc: Leasleback
External xternal
Retained Profits \\
Internal Grants

External




image1.png
BELIEVE IT OR NOT....SOME OF THIS STUFF WILL BE REVISION OF
WHAT WE LOOKED AT IN PREVIOUS CHAPTERS

WOOHOO!!!
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Why business needs finance

Finance refers to sources of money for a bu
Firms need finance to:

Start up 2 business, eg pay for premises,
new equipment and advertising.

Run the business, eg having enough cash to
pay staff wages and supy
Expand the business, eg having funds to
pay for a new branch in a
country.

New businesses find it difficult to
because they usually have just a few customers
and many competitors. Lenders are put off by the
risk that the start-up may fail. If that happens, the owners may be unable to repay
borrowed money.





