Raising Finance 

Internal sources – from within the business:

1. Retained profit 

2. Owners savings 

External sources – from outside the business:

1. Overdraft

2. Trade credit

3. Factoring debt

4. Bank loan 

5. Mortgage 

6. Share capital

7. Venture capital 

Short-term sources – used/repaid in 1 year or less:

1. Overdraft

2. Trade credit 

3. Factoring 

Long-term sources – used/repaid over a long period of time, normally over 3 years: 

1. Bank loan 

2. Mortgage

3. Share capital 

4. Venture capital 

5. Retained profit 

6. Owners savings 

Overdraft 

· Arrangement with bank to allow business to withdraw money from its account which doesn’t actually have

· Have to pay interest 

· Bank can ask for repayment at any time 

Trade Credit 

· The business buys goods from other businesses but pays for them at a later date

· Interest free 

· Not always given 

· Delayed payment means increased price & poor relations with suppliers

Factoring

· Selling business debts (owed to them) to another company

· The factoring company takes the risk of the debt not being paid and the business gets cash immediately 

· However, the business does not receive all of the value of the debt 

Bank loan

· Agree an amount of money to borrow from the bank

· Lower rate of interest than other external sources

· Money has to be repaid with interest

· Bank will not lend money if high level of risk 

· Failure to pay means losing property, equipment, etc 

Mortgage 

· A mortgage is a long-term loan from the bank, used to buy property 

· Allows the business to borrow a large amount of money 

· Have to pay back amount with interest 

Share capital 

· Ltds and PLCs can raise finance by selling shares  

· Can gain huge amounts of finance 

· No re-payments 

· Less ownership & control

· Shareholders have say over running of the firm

· Have to pay dividends to shareholders  

Owners’ Savings 

· The existing owner(s) of the business invest money

· No repayments or interest 

· Limited amount of finance available 

Retained profit 

· Profit which is made by the business but which is kept back to be re-used

· No repayments or interest 

· Can’t pay dividends to shareholders 

· No safety net once this money is used 

Venture Capital 

· Investors (venture capitalists) put money into a new business 

· They will then hope to sell the share of the business for a profit at a later date 

· Reduced ownership 

· Often used if fail to gain bank loan, if high level of risk involved in business 

