WORKSHEET 3

SHORT-TERM SOURCES OF FINANCE CONTINUED…

TRADE CREDIT - Items are bought from suppliers on a ‘buy now pay later’ basis. 
	ADVANTAGES
	DISADVANTAGES

	
	


MEDIUM-TERM SOURCES OF FINANCE

Medium-term Finance is normally thought of as being for between 3 – 10 years. 
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Purpose of obtaining medium term finance:
· Replace expensive equipment

· To expand

· Convert persistent overdraft into a 

formal medium-term loan
MEDIUM-TERM LOAN - An amount of money is borrowed from the bank, then repaid (with interest) over a set period of time (3 – 10 years).
The rate of interest charged is particularly important!
VARIABLE RATE – interest varies with whatever decisions the Bank of England make with regard to interest rates.

FIXED RATE – interest is fixed for the duration of the loan.
	ADVANTAGES
	DISADVANTAGES

	Fixed:


	Fixed:



	Variable:


	Variable:


HIRE PURCHASE – Pay for an item in instalments, to a hire company, over a set period of time. The item is being hired until the last payment is made.
	ADVANTAGES
	DISADVANTAGES

	
	


LEASING – Pay instalments over a set period of time to rent an item – business never actually owns the item!

	ADVANTAGES
	DISADVANTAGES

	
	


Task:
Read the case study below. You must decide what type of finance the business should go for and why. Of course, there could be more than one appropriate source of finance - you could decide on a combination but again, ensure that you explain why you have decided on this route.
CASE 1

A small newsagent in a rural village centre has decided to purchase a new freezer cabinet and oven/roasting unit to provide hot meals for village workers and for students at the secondary school which serves the surrounding area which is located half a mile from the village centre. The cost of the units is £3,500.
_____________________________________________________________________ 

______________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
LONG-TERM SOURCES OF FINANCE

Long-term finance is usually thought of as being for periods in excess of 10 years.

This Finance is for securing the resources for long-term growth. 
For the long-term, a business essentially has the choice of raising finance by borrowing or through the issue of shares.
Sources of Long-term Finance:

· Long-term loans

 (External)
· Issue of shares


· Sale and leaseback

(Internal)
· Retained profit
LONG-TERM LOAN - An amount of money is borrowed from the bank, then repaid (with interest) over a set period of time (10 years +).

· Used for expensive pieces of machinery

· Loans for buildings – mortgages

· Variable Rate or Fixed Rate

· Fixed Rate – not fixed for whole length of the loan

Advantages and Disadvantages as before!
