	
	
	

















Retained Profit


Sale of assets


Working capital





INTERNAL





EXTERNAL





SOURCES OF FINANCE








EQUITY FINANCE	





DEBT FINANCE	





The borrowing of a lump sum of money that must be paid back with interest.





The sale of a share in the ownership, future profits and decision making of a business.





Time span





Time span





Permanent





Long Term





Short Term





Medium Term





Long Term





10 Years >





<3 years





3-10 years





10 Years >





Ordinary shares – the dividend varies depending on the profits.  Hold voting rights.  Higher risk.





Preference shares – dividend paid to these first.  Fixed return on investment.  Cumul-ative return – If not enough money to pay one year the return is carried over into the next.  Lower risk – no voting rights.














Venture capital – money invested in return for a share of a business by a company or wealthy individual.  High risk – high return.  Often done as a tax dodge!














Overdraft – flexible, unsecured and renewable.  Variable interest rate but cheaper than loan.





Trade Credit – delayed payment for materials.  Provided by suppliers not financial institutions.





Factoring – if customers delay payments then the debts can be sold onto a finance company.














Medium term loans – flexible with early repayment option.





Hire purchase – payment by installment.  Do not legally own goods until last penny is paid.  Involves a finance company.





Leasing – involves the gaining of the use of an asset – not its ownership.





Government – Grants and loans especially for small  or new businesses.











Debentures – an IOU with a fixed interest rate, which can be bought and sold in its own right.





Mortgage – issued to buy property.  From banks and building societies. Normally for 25 – 30 years.





Long term loan – must be secured.  Company must have high level of liquidity














Uses – to fund major expansion of the business such as taking over another company or investing in large-scale property development/relocation.





Uses – the purchase of machinery or to convert an overdraft into a loan





Uses – Providing working capital





Uses – major expansion of a business
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