SOURCES OF FINANCE WORKSHEET
INTRODUCTION TO SOURCES OF FINANCE
Lesson Objectives:

· Define finance and sources of finance

· Develop an understanding of why businesses need finance

· Explain how different sources of finance can be classified 

· Explain what is meant by short-term finance

· Demonstrate understanding of the concept of cash flow
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What do we mean by Sources of Finance?

_____________________________________________ 

_____________________________________________

So why do businesses need finance???
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WORKING CAPITAL - _____________________________________

___________________________________________________________
___________________________________________________________ 
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Finding money to finance all these activities is not easy. How do businesses afford it all?
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If you go into a shop and see something that 
you really like and want to buy but can’t afford 
it then what do you do?
___________________________________________________________ 

___________________________________________________________ 

___________________________________________________________ 
Sources of Finance can be: 

	Classification
	Definition
	Examples

	Internal
	
	

	External


	
	


Finance generally is considered to be:

Short-term Finance = _____________________

Medium-term Finance = ___________________

Long-term Finance = ______________________

Sources of Finance can be classified according to ___________ or ___________ and _____________.

SHORT-TERM FINANCE
Short-term Finance is needed for ________________________________ 

___________________________________________________________ 

___________________________________________________________

In order to understand short-term finance it is necessary to understand the concept of CASH FLOW!!!
CASH FLOW - _____________________________________________ 

___________________________________________________________
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One of O’Brien Textiles Ltds’ largest customers has failed to pay on time causing the company to experience some cash flow problems. Explain to the company’s owner, Martin O’Brien, why cash flow is so important to running a successful business.
__________________________________________________________ 

___________________________________________________________ 

___________________________________________________________ 

___________________________________________________________ 

___________________________________________________________  

Businesses use short-term finance to over come cash flow problems!!!
SOURCES OF SHORT TERM FINANCE

	INTERNAL 
	EXTERNAL
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What is an overdraft?

Have you ever wanted more money in your bank account with out actually having to earn more money?
Well an OVERDRAFT allows you/business to draw more money from your/their bank account than you/they actually have in it – hence the term overdrawn. GREAT!!! 
OK, having an overdraft does have its advantages such as:
1. ______________________________________________________ 

2. ______________________________________________________ 

3. ______________________________________________________ 

But it is not all great. Disadvantages of an overdraft include:

1. ______________________________________________________ 

2. ______________________________________________________ 

3. ______________________________________________________ 

It is usual for a bank to permit a certain level of __________ when a ______________ is opened. If a business wants a _________ overdraft, it has to negotiate one, for which it may be charged an ________________ fee. If it fails to do this and tries to __________ more than allowed, the bank may refuse to release the money and any __________ written will _________. The business will then ________ be able to make its ______________, which could lead it to have a ________ reputation as a customer. 
Interest on an overdraft is _______ paid on the amount _________ overdrawn. An overdraft is therefore a ______________ for a business; it should not be used for the purchase of ___________ items such as computers or photocopier. 

poor

overdraw

current account 

cheques

only 

overdraft

arrangement 
capital 
larger 

bounce
not 

actually 
payments safety net

[image: image7.wmf]What about a short-term bank loan?
If a business can not afford to buy an item from its 

own internal sources of finance then it might go to 
a bank and ask to borrow some money and agree to 

them back later on. 
SHORT-TERM LOAN - _____________________ 

_________________________________________________________ 

_________________________________________________________

Businesses tend to use short-term loans to buy _____________________ 

___________________________________________________________ 

___________________________________________________________ 

REMEMBER: A loan is not a safety net in the way that an overdraft is. There is little point in a business borrowing money in the form of a loan and keeping it in its current account “just in case anything happens”, because this would mean paying interest on funds that it was not using. 
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Easy and quick to set up 




Interest payable
Large or small amounts can be borrowed


Risk of bankruptcy if Structured repayment term 



not paid back
Businesses need money for…





EXAMPLES:


Purchases


Rent & Rates


Wages & Salaries








OUTFLOWS refers to money paid out by the business





EXAMPLES:


Sales revenue


Capital


Loans


Grants





INFLOWS refers to money received by the business





BUSINESS 
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