

Sources of Finance
Advantages, disadvantages and suitability of internal and external sources  |  AQA 7138 spec 3.1.4
Name ______________________     Class ________     Date ____________
	Judging suitability: the questions to ask about the business and its context
How much is needed? Overdrafts and trade credit suit small sums; share capital and private equity suit large ones.   How long for? Match short-term needs to short-term finance.   Control: do the owners want to keep it?
Cost and risk: interest rates, existing gearing and how stable cash flow is.   Form of business: a sole trader cannot sell shares; only a plc can sell shares to the public.   Track record: new businesses struggle to get loans or trade credit.



	Source of finance
	What it is
	Advantages
	Disadvantages
	Most suitable when…

	INTERNAL SOURCES OF FINANCE

	Owners' investment
	Money the owner(s) put into the business from personal savings or by selling personal assets.
	
	
	

	Retained profits
	Profit kept in the business after tax and dividends have been paid, used to reinvest.
	
	
	

	Sale of assets
	Selling non-current assets the business no longer needs, such as surplus equipment, vehicles or property.
	
	
	

	Sale and leaseback
	Selling an asset (usually property) to another firm, then leasing it back so the business can keep using it.
	
	
	

	Working capital
	Releasing cash by managing current assets and liabilities better, for example holding less inventory or collecting receivables faster.
	
	
	

	EXTERNAL SOURCES OF FINANCE

	Trade credit
	Suppliers let the business buy now and pay later, typically within 30 to 90 days.
	
	
	

	Share capital
	Raising finance by selling shares: privately for a Ltd, or publicly on a stock exchange for a plc.
	
	
	

	Overdraft
	The bank allows the business to take its current account below zero, up to an agreed limit.
	
	
	

	Loans
	A fixed sum borrowed from a bank, repaid with interest in instalments over an agreed period.
	
	
	

	Business angels
	Wealthy individuals who invest their own money in small or start-up businesses in return for a share of the equity.
	
	
	

	Private equity
	Investment firms buy a large stake in a private business (or take a public one private), usually aiming to sell at a profit within a few years.
	
	
	

	Crowdfunding
	Raising small amounts from a large number of people through an online platform, in return for rewards, equity or interest.
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