SOURCES OF FINANCE WORKSHEET 4

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.
Debt financing - The act of a business raising operating capital or other capital by borrowing e.g. loans, debentures, leasing.

Equity financing - a way of raising share capital from external investors in return for handing over a share of the business. Equity finance investors don't normally have the legal right to charge interest or to be repaid by a particular date. Instead their return is usually paid in dividend payments and depends on the growth and profitability of the business.
Sources of Long-term Finance:

· Long-term loans

 (External)
· Issue of shares


· Sale and leaseback

(Internal)
· Retained profit
Join the source of finance up with the correct definition. 
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Issue of shares


Long-term loan  

Sale and leaseback                   

Retained profit

SELLING SHARES - TRUE OR FALSE?
Only a company (LTD or PLC) can issue shares

A plc company’s shares are sold on the stock market

The business has to pay the money invested from the sale of shares back

Selling shares is more expensive than a loan

Selling shares can cause the business to lose control of its running

Investors get their money back if the business fails

Selling shares only raises small amounts of capital

Shareholders have to be paid a percentage of future profits

ADVANTAGE OR DISADVANTAGE OF SALE AND LEASE BACK?

	ADVANTAGE
	DISADVANTAGE

	
	


a) Large sum of money is created
b) Item doesn’t belong to the business anymore

c) No guarantee that lease will be renewed
d) Leasing company is responsible for maintenance of item
e) Business can operate as normal after the sale
f) High interest is often charged
RETAINED PROFIT – FILL THE BLANKS
As retained profit is an _________ source of finance and the business does not need to pay __________ on the money. The business is faced with the choice to either _________ profit for _________ use or use it else where now -  possibly earning _________ profits. Retained profit might not be __________ to cover the cost of the businesses __________ so the business will need to borrow as well. Also, shareholders may become _________ if they do not receive large ___________ payments. 
HINTS: retain 
higher 
enough 
unhappy 
interest 


future 
internal 
dividend 
needs
OTHER SOURCES OF FINANCE

GOVERNMENT GRANTS – The government gives money to a business if they satisfy certain conditions. 

Government Assistants falls into two categories – assistance with obtaining a loan and regional aid. 
THE SMALL FIRMS LOAN GUARANTEE SCHEME (SFLG) – Government provided security scheme which began in 2003, to enable small firms with little security to get finance. 
· Targeted at smaller businesses

· Not a loan from the government but from a bank

· Bank will want to see the usual documents

· Decision to lend lies with the bank!

· Government provides 75% of the security via the Department for Business, Enterprise and Regulatory Reform
REGIONAL DEVELOPMENT ASSISTNACE (RDA) – Government financial assistance available if the business is located, or is prepared to locate, in certain areas of the UK. 
VENTURE CAPITAL – Individuals or firms who lend money, known as venture capital. 
BUSINESS ANGELS – Individuals or firms who offer management advice as well. 

CHOICE OF FINANCE

The business’s choice of source of finance depends on several factors!
Join the factor up with the reason why it affects a businesses choice of source of finance. 


The type of business 

The amount of control desired 

Security 

Existing levels of debt 


Internal Funds
Length of time
Current methods of finance 
being used 
A business can borrow an agreed amount from a bank and repay the loan, usually by instalments over an agreed time. (10+ years)





Profits made by the business can be kept by the business rather than being paid out to the owners/shareholders





A shareholder buys shares in the business. The shareholder becomes an owner and can receive a share of the profits





Allows a company to raise money from the sale of assets, while retaining use of them





Sole traders and partnerships cannot issue shares








Becoming a partnership or company can weaken control





A lack of security may mean that banks are unwilling to grant a loan








If high banks will think twice about lending 








How long will it take to generate the funds to pay back investment








If the business uses them for finance there will be no interest to pay; but once used the firm has no cushion to fall back on








Inappropriate financial management will discourage the bank from lending











