

Personal Sources of Finance
Study the list below.  Cut and paste the statement into the correct column.

There’s no cost of using the money in terms of a rate of interest.

There is an opportunity cost of the alternatives you could have used the money for e.g. buy a new car or take a holiday.

Investing is risky, especially in new businesses, so an entrepreneur could lose all their money.

Don’t have to worry about the money being withdrawn, it stays in the business. A lender could ask for it back.

Don’t have to pay out anything from the profits and it can ne reinvested.

No interference in decision making by a lender
There is a limited amount of finance to start with.

Borrowing from family and friends can put a strain on personal relationships.

It is a sign of confidence, as if you risk your own money in, others may do so as well.
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	Disadvantages

	
	

	
	

	
	

	
	

	
	


Overdrafts

Study the list below.  Cut and paste the statement into the correct column
Overdraft can be removed at short notice

Useful for short periods of time and allows you to sell goods to raise finance to pay it back.

It is flexible and only needs to be used when it is needed.

Arrangement fees and fees for going over the overdraft limit can be high

There is no need for any security to be put up in case the money isn’t repaid. 

It is quick and easy to arrange.

It is expensive, if used for long periods of time, with high rates of interest.

The business has to have a bank account with the bank to get an overdraft.

	Advantages
	Disadvantages

	
	

	
	

	
	

	
	


Loans

Study the list below.  Cut and paste the statement into the correct column
The loan may have to be secured against a personal asset such as a house. This is called collateral and can be lost if the business cannot repay the loan.

Interest is fixed for the length of the loan, so it is easier to plan a budget.
The lender does not interfere with the running of the business.

The loan is matched to the length of time need and is repaid in instalments, which spreads the cost and makes it easier to plan.

Loan is guaranteed for the period needed, so the business knows it has got the money.

Interest has to be paid, whether the business is making a profit or not.

The length of the loan can be longed than the life of the asset used to purchase it. 

	Advantages
	Disadvantages

	
	

	
	

	
	


Share Capital

Study the list below.  Cut and paste the statement into the correct column
Companies can raise large amounts of capital because they sell to the public, who will buy because their liability is limited.

It is a permanent source of finance and remains in the business and does not cost them anything.

Shareholders do not have a right to intervene in the daily management of the company.

Shareholders can receive a share of the profits, annually, called a dividend.

It is expensive selling shares as a lot of legal documents have to be produced and an annual report has to be written for the shareholders.

Shareholders have a right to participate in the running of the business by voting at an annual general meeting.

	Advantages
	Disadvantages

	
	

	
	

	
	


Venture Capital
Study the list below.  Cut and paste the statement into the correct column
Capital is committed to your business in the long term and the investors only get a share if the idea is profitable

Raising or finding the capital is very time consuming

The venture capitalist can bring other valuable skills, experience and contacts to the business.

You lose control of the business as the venture capitalist takes a share.

Some investors may get involved in the management decisions; at the very least you will spend time in meetings keeping them up to date with the business
The venture capitalist has a vested interest in the success of the business and will hard to help make it successful

.

	Advantages
	Disadvantages

	
	

	
	

	
	


Leasing

Study the list below.  Cut and paste the statement into the correct column
Don’t need to invest a large amount of capital to buy the asset.
Often easier to get than a loan, because the asset remain the property of the lessor.

Ownership remains with the leasing company and the asset never becomes yours

Paying in regular instalments are good for planning budgets.

A lease agreement cannot be withdrawn  like an overdraft.

More expensive over the long run because you pay more than it would cost to buy the asset outright
Allows a business to use an asset and then swap for a more up to date version at the end of the lease.

Contracts often include maintenance.

Cannot be used as collateral for future loans.

	Advantages
	Disadvantages

	
	

	
	

	
	

	
	

	
	

	
	


Retained profit

Study the list below.  Cut and paste the statement into the correct column
There is no interest cost.

There is an opportunity cost in that the profit could have been used for something else e.g. a bigger dividend for shareholders.

Profits may be low or non existent.

Does not have to be repaid.

Not available to new businesses
	Advantages
	Disadvantages

	
	

	
	

	
	


Sales of Assets

Study the list below.  Cut and paste the statement into the correct column

Some assets may have been idle and doing nothing, so capital is better used.
Doesn’t cost anything - avoids interest charges.

Jeopardise the future of the business, as they may not have enough assets to run the business with.

New businesses won’t have any old assets to sell.

	Advantages
	Disadvantages

	
	

	
	


Trade Credit

Study the list below.  Cut and paste the statement into the correct column
It does not have a cost in terms of interest.

It has an opportunity cost in that discounts are often offered for early payment

Gives you 30 days, and sometimes more, in which to pay.

Failure to pay on time may mean that supplier won’t trade with you in the future.

Allows you time to sell your products before you have to pay for them.
	Advantages
	Disadvantages
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Factoring

Study the list below.  Cut and paste the statement into the correct column
Ensure an early payment of debts.

Reduces uncertainty, because you don’t have to worry about bad debts.

Reduces costs of chasing late payers yourself.

A relatively cost effective way of freeing up working capital in the short term

Factors typically take a 10/20% profit margin on the factor.

Customers may prefer to deal with you personally.

How a factor deals with a customer will affect what the customer thinks so you must use a reputable company if you wish to maintain your reputation.

	Advantages
	Disadvantages

	
	

	
	

	
	

	
	


