Why Do Firms Need Finance?

® There are a number of reasons why finance may

be needed, including:
To Expand the
Business
To Start a New To Buy New
Business Equipment

To Pay To Buy
Workers <: E> Premises

To Cover A Fall To Buy
In Demand To Pay Stocks
Bills
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of Finance

Different Types

® There are 2 different types of finance:

Types of Finance

Internal
. Money that is obtained
from within the business,
e.g. last year’s profits

« Using this type of finance
is cheaper, but means
that the money cannot be
used for anything else.
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External
Money obtained from
outside the business.
E.g. a bank loan

This usually requires
interest to be paid on the
money obtained
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Finance and Time

@ The type of finance a business will use often
depends upon how long they need the money for:

Short-Term Medium-Term Long-Term
This refers to finance This refers to finance This refers to finance
that is only required for that is required for that is required for
a Maximum of 12 more than 1 year, but more than 5 years
Months less than 5 years
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Sources of Finance

@ There are a number of possible forms of finance
available for a business:

External Sources of Finance
Internal Sources of Finance

Government

Grants \

Sale of

/Shares

11
Owners’ Funds
Trade Credit
Venture Sale of Assets Leasing and

Capital Retained Profit Hiring
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