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Unit 4.1 — Sources of finance

finance

The key to answering any questions about forms of finance is its appropriateness. Sole fraders will not be selling shares and ple’s will
not use friends and families or rafles. Think about the type of ownership, the size of the firm, the context and the purpose of the

Bank loans

are long to medium term loans that can be used to buy producer goods. The goods
become the property of the business immediately but failure to repay the lean to the
bank could lead to the business being closed down.

Business angels

are wealthy individuals who invest their private capital into start-up businesses in
refurn for a share in the business (a bit like Dragons Den).

Friends and family

you could ask fiends and family to lend you some money to help start or run the
business. They wil probably want repaying but might not want any interest payment
from you.

Government grants

are non-repayable sums of money given by the to help start
i . They are not 1 everywhere in the UK and have strict criteria that
you have to meet to get the money.

Hire purchase

is a system of credit whereby the borrower pays a deposit to be able to use a good for
a set peried of ime. During this ime instalments are paid to cover the cost of the good

Overdrafts

are a form of short term loan provided by banks
to cover cash-flow difficulties of businesses. The
business is allowed to take more from its ac-
count than is in the account. When cash is paid
into the account, the overdraft will be cleared.

Tier 3 language

Contribution

is the amount taken from the cost of selling
every good used towards paying the fixed costs
of producing that good. Contribution per good is
selling price minus the cost of the good

Revenue

is the amount of money taken in by a business
when selling a product. Also called turnover or
receipts.

Unit 4.2 — Revenue and costs

plus interest. The good becomes the property of the buyer when the final pay is
made. Mon-payment means that the geod can be taken back by the lender.

Issue (more) shares

If you are a sole trader or parinership you could convert to an LTD and invite other
i 1 h shares in your busi [f you are already an LTD or plc you
could sell more shares to new investors to raise funds

Leasing

is @ system of renting an asset to a business. The asset remains the property of the
company renting cut the good.

Cost is the amount of money used to buy a good of serice

Profit is the difference between the total revenue of a business and the total costs of a
business, when revenue is greater than cost

R is the amount of money taken in by a business when selling a product Also called

turnover or receipis.

New business partners

in a partnership you can have up to 20 partners. You could invite new partners into the
business who would contribute funds for a stake in the business; they will share profit
and loss with you and the other partners.

Total revenue

is the full amount of money taken in by a business when selling all its goods ina

Overdrafts

are a form of short term loan provided by banks to cover cash-flow difficulties of
businesses The business is allowed to take more from its account than is in the
account. When cash is paid into the account, the overdraft will be cleared.

Owners capital/savings

fou use your own savings to start and run the business. Normally a bank will not lcan
a firm money if you do not invest any of your own money.

pernd I is by iplying the selling price by the number of goods
sold.
Fixed cost always stays the same no matter how many goods are produced. A good example is
the rent on a shop unit or the hire cost of a piece of machinery.
Total cost is the full ameunt of money spent by a business when producing the goods sold in a

particular period It is calculated by adding its fixed costs to ils variable cosis.

Retained profit

is what is left at the end of a financial year after all payments are made. It represents
the income for a sole trader or partnership. You can choose to spend it or reinvest it
into the business.

Variable cost

is the cost which varies with the number of goods produced. The best example for this
is raw material costs; the more you produce, the more raw materials you need to
purchase.

Sale of assets

Is wihere you sell off umwanied assets that you no longer have a need for. This could
be land, buildi ar inery. By selling the asset you free up money but
do loose the use of the asset.

Break-even

eccurs where the total amount of money taken in by a business is the same as the
amount of money paid out. The firm doesn't make a profit or a loss as total revenue
equals fotal cost

Trade credit

is a system of inferest free shori-term credit for the purchase of non-durable goods.
These will need to be paid for usually within one month.

Contribution

is the amount taken from the cost of selling every good used towards paying the fixed
costs of producing that good. Contribution per good is selling price minus the cost of
the good.

Venture capital

involves private investors providing capital to new or small businesses which have the
potenfial for growth.

Unit 4.3 - Profit & loss acco

unts (Income statements)

Average rate of return
(ARR)

is used in helping to decide whether an investment has been successful. It is
measured by the formula:

ABB = Average Annual Retum x 100
Initial Outlay

If the answer is greater than expected or greater than could have been eamed in
a building society account then the investment has been a success.

Cost of sales (COGS) Is the amount of money that a firm directly spends on buying raw materials,
components or products fo sell. n
Unit 4.4 - Cash flow
Expenses Are costs invelved in running the firm. These include staff wages, utility bills,
& advertising costs, insurance etc. Cash is money held by the business or in its bank accounts.
Gross profit is the profit mads before expenses have been paid It is calculated by: Cash flow the flow of money into and out of a business and the differences belween the income

Gross profit = sales revenue — costs of sales(COGS)

and expenditure.

Gross profit margin

is the gross profit expi d as a p
formula:

tage of sales_ It is using the

Gross profit margin = gross profit / Turnover x 100

Cash-flow forecast

In a cash-flow forecast businesses predict what they expect to happen to their cash-
flow in the future.

Net profit

Closing balance

is the amount of money a business has in its bank account at the end of a month or at
the start of the financial year

is the final profit made by a business after all costs have been paid It is by
Met profit = gross profit - expenses

Net profit margin

is the net profit exp asap of sales Itis
MNet Profit Margin = Met Profit / Tumover x 100

using the formula:

Net cash-flow

is the difference between the total revenue entering the firm and the tofal expenses
being paid ot This can be posifive or negative.

Opening balance

is the amount of money a business has in its bank account at the start of 3 month or at
the start of the financial year

Revenue

is the amount of money taken in by a business when seling a product Also called
tumover or receipis.
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