42. Financing Growth
1. Missing Words.

When a firm’s sales rise, it has to find the extra cash needed for extra production. If its cash ________ is strong enough, it may be able to find the finance from inside the business. This is known as _______________ finance. If it cannot generate enough cash, it will have to find an ________________ source of capital such as a bank.    Choose from:  external, internal, flow
2. Match up.

2.1 Match the definition on the left with the correct term on the right. Select the definition and then the term. There is only one correct term for each definition. Show your answers by drawing a line from the definition on the left, to the matching term on the right. 
	Definition

	Shares are offered for sale to the public on the stock exchange
	i

	Where money from customers is used to buy new things
	ii

	Where money is borrowed from an external source e.g. bank loan or mortgage
	iii

	A limited company can sell part of its company to others.  The money does not have to be repaid.
	iv

	Where business owners uses their own savings to put into the business
	v

	When shareholders give their dividends
	vi

	Money that the firm has made that it puts back into the business.
	vii

	Where a business sells something it owns e.g. buildings or equipment, in order to raise cash
	viii


	Term

	a
	Retained Profit

	b
	Share capital

	c
	Personal Funds

	d
	Flotation on the stock exchange

	e
	Sale of Assets

	f
	Debt


2.2 From the list on the right, circle to show whether the sources of finance are from internal or external sources.

a) 
Retained Profit 


Internal

External

b) 
Share capital



Internal 

External
c)
Personal Funds


Internal

External

d)
Flotation on the stock exchange
Internal

External

e) 
Sale of assets



Internal

External

f)  
Debt



Internal

External

3. Multiple Choice

3.1 Alexa runs a furniture company called Furnesse Ltd.; there are currently two shops but Alexa wants to open a third. She thinks this will provide the growth needed to buy more cheaply from suppliers. To finance the new shop, Alexa needs access to £30.000.  From the list below, circle the two most likely sources of finance for the business.

a)
Retained Profit


b)  Share capital 


c)  Personal Funds

d)
Flotation on the stock exchange
e)  Sale of assets


f)   Debt

3.2 Consider the options you have chosen for Alexa.  Which one of these sources of finance would you recommend to Alexa? Explain why.
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42. ANSWERS – Financing Growth

1. flow … internal … external
2.1
a – vii
b – iv

c – v

d – i

e – viii

f – iii

2.2 

a) 
Internal 

b) 
External

c)
Internal 

d)
External

e) 
Internal

f)  
External

3.1 b and f

3.2 
Share capital – Alexa could sell more shares to raise finance for the growth – the drawback is she may lose control of the business.  
Debt – Alexa could approach the bank but will they lend the business the money but at what cost?  Share capital could be the way for Alexa to proceed as long as the level of investment does not require her to lose control of her share.  A mortgage could be considered less risky and Alexa still has full control of the company.  A good answer should consider the level of risk involved as a cost.
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