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Use your mouse to move 

around the software. You 

can either click anywhere 

on the screen to get the 

next animation or click on 

a button if you see one on 

the screen. 

Always move the mouse 

before you click it.
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Sources of finance

Budgets and cash flow forecasts

Costs and break even analysis

Final accounts

Ratios and performance
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Sources of finance

In order to set up and run a business, finance is essential.

It is not usually feasible to provide goods or a service without first 

purchasing óthe tools of the tradeô.

The sources of finance fall broadly into two categories:

and
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Sources of finance

Internal                                          External

Raised from within the 

business

Supplied by a source outside 

the business

Remember that the business is a separate entity from the people 

that run and own it. Even Jim, the self employed window cleaner, 

is separate from his own business. If Jim sets himself up by 

buying a van, ladder, bucket and some cloths, out of his savings, 

he has provided the capital for the business. The business now 

has:

ÅThe assets ïvan, ladder, bucket and cloths

ÅA debt to Jim
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Sources of finance - External

Examples of 

external sources 

of finance 

include:
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Sources of finance - External

Savings could be personal savings 

or those of a friend or relative.

Advantages:

ÅLess formal

ÅMore flexible

ÅFast to arrange

ÅCould use a variety of sources
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Sources of finance - External

Savings could be personal savings 

or those of a friend or relative.

Disadvantages:

ÅLack of formality could lead 

to disputes

ÅYou are less likely to be able to 

rely on promised finance

ÅCould óleave you shortô in 

your everyday life
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Sources of finance - External

Grants are frequently available to 

start up and expand businesses. 

Advantages:

ÅOnce agreed, finance is 

guaranteed

ÅTerms are often inexpensive if 

the grant is in the form of a 

loan

ÅYou can also use other sources
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Sources of finance - External

Grants are frequently available to 

start up and expand businesses. 

Disadvantages:

ÅThe business will be locked 

into certain conditions

ÅType and place of trade may 

be restrictive

ÅBureaucracy and paperwork 

might be onerous
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Sources of finance - External

Grants are frequently available to 

start up and expand businesses. 

Sources include:

ÅLocal government

ÅCentral government

ÅEuropean Union

ÅCharities, welfare 

organisations etc.
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Sources of finance - External

Grants are frequently available to 

start up and expand businesses. 

Grants are usually available in 

areas of high unemployment and 

in threatened skill areas. 

IT and manufacturing enterprises 

frequently attract grants.
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Sources of finance - External

Loans are frequently provided by 

banks, as well as central and local 

governments in the form of grants.

Loans can be secured or 

unsecured. A secured loan or 

mortgage is guaranteed by an asset 

e.g. a property. If the business 

defaults on the loan, the lender 

seizes the asset to regain his 

investment. These loans are less 

risky to the lender so cost less.
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Sources of finance - External

Loans are frequently provided by 

banks, as well as central and local 

governments in the form of grants.

Disadvantage of secured loans: 

ÅSecured loans are impossible to 

get if you have no security

ÅLender has some control over 

secured asset ïyou cannot keep 

the loan and dispose of the asset
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Sources of finance - External

Loans are frequently provided by 

banks, as well as central and local 

governments in the form of grants.

Advantage of secured loans: 

ÅSecured loans are less expensive

ÅThey tend to be available for 

longer periods of time
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Sources of finance - External

Loans are frequently provided by 

banks, as well as central and local 

governments in the form of grants.

Unsecured loans are more risky to 

the lender, as it is possible that 

there will be no assets to seize if 

the business defaults. As a 

consequence, unsecured loans tend 

to be more expensive.
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Sources of finance - External

Loans are frequently provided by 

banks, as well as central and local 

governments in the form of grants.

Advantage of unsecured loans:

ÅThey are available if you have no 

assets for security

Disadvantage of unsecured loans:

ÅThey are more expensive
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Sources of finance - External

Overdrafts can be arranged with a 

bank and their value can vary on a 

daily basis.

The previous examples of sources 

of finance were more suited to long 

term investment as they were for 

fixed sums, repayable over longer 

periods of time. An overdraft 

would be more appropriate to 

provide working capital than 

capital assets.
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Sources of finance - External

Overdrafts can be arranged with a 

bank and their value can vary on a 

daily basis.

Advantages of an overdraft:

ÅThey can be arranged quickly to 

overcome cash flow problems

ÅThey can be agreed beforehand 

without a specific purchase being 

identified
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Sources of finance - External

Overdrafts can be arranged with a 

bank and their value can vary on a 

daily basis.

Disadvantages of an overdraft:

ÅThey can be expensive as they are 

more risky to the bank

ÅThere is no long term guarantee 

that the bank will not foreclose on 

an overdraft ïit is difficult to plan 

ahead in the business
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Sources of finance - External

Factoring is the selling on of debts 

that are owed to the company.

It is common in business to deliver 

goods to your customer but then 

not receive the cash for some time. 

This is frequently 30 days but can 

be many months. Your customer is 

effectively using you as a bank 

overdraft. 
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Sources of finance - External

Factoring is the selling on of debts 

that are owed to the company.

Companies exist that will purchase 

these debts from you. They will 

pay you a percentage of the 

outstanding debt but keep all the 

cash that the debtor finally pays. 

Note that some companies never 

pay and these are called óbad 

debtorsô.
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Sources of finance - External

Factoring is the selling on of debts 

that are owed to the company.

Advantages:

ÅCash is liberated quickly to help 

cash flow

ÅBad debts can become the 

responsibility of the factoring 

company

ÅSaves time chasing debtors
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Sources of finance - External

Factoring is the selling on of debts 

that are owed to the company.

Disadvantages:

ÅFactoring companies will often 

only take on good creditworthy 

customers who pay on time

ÅIt is expensive
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Sources of finance - External

Finance Houses

Private companies will provide 

short, medium and long term loans 

against the purchase of specific 

assets.

Additionally, they will lease plant 

and equipment to businesses.
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Sources of finance - External

Finance Houses

Advantages:

ÅSimple to set up 

ÅFlexible

ÅLeases are available for short 

periods on short life assets

ÅDoes not require the use of capital 

to purchase capital assets
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Sources of finance - External

Finance Houses

Disadvantages:

ÅLeases can be difficult to get out 

of

ÅThe business can be left paying 

for an obsolete asset  
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Sources of finance - External

Finance Houses

Examples of assets that are 

frequently financed this way 

include:

ÅCars on a 2 or 3 year lease

ÅComputers on a 6 to 24 month 

renewable contract

ÅPhotocopiers and other 

machinery on short term leases



28

Sources of finance - External

Finance Houses

The legal agreements differ. 

Under some schemes, the title of 

the asset eventually passes to the 

business.

Under others, the asset is returned 

after the rental period. Full 

maintenance may well have been 

included in such an agreement.
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Sources of finance - External

Finance Houses

Some lease agreements for 

company cars include full service 

and repairs and a guaranteed buy 

back price for the vehicle at the 

end of the agreement. Penalties 

would be included for mileage 

above an agreed annual amount.



30

Sources of finance - External

Finance Houses

Although these sorts of schemes 

can be expensive, they allow a 

business to plan its cash flow more 

accurately which could be much 

more useful than tying up cash in 

capital.
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Sources of finance - External

Finance Houses

You will notice that this method of 

finance is useful for short life 

assets with high depreciation.
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Sources of finance - External

The types of finance mentioned so 

far are available to any type of 

business so long as it is able to 

persuade the lender to make the 

investment.

There are other types of finance 

that are only available to 

companies that are limited by 

guarantee. These include private 

and public limited companies.
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Sources of finance - External

We shall look at shares and 

debentures in more detail. They 

are made available to private and 

public limited companies, as the 

companies have to be run under 

much stricter control than other 

enterprises.

Depending on their size, they must 

make detailed accounts available 

to holders of shares and 

debentures.














































































































































































































































































