SOURCES OF FINANCE

Any business setting up needs funds.

And, in its early trading, CASH IS KING.  

· Capital e.g. machinery, equipment, ‘up front’ costs.

· Working Capital i.e. money to use day to day in the running of the business – buying supplies, paying wages etc.

Money for ‘capital’ is tied up LONG TERM

Money for ‘working capital’ is SHORT or MEDIUM TERM

What’s available? Source can be:

· INTERNAL 

· EXTERNAL

Internal

· Savings

· Retained trading profit put back into the business

· Sales of assets

External

· Private share capital (put into a Private Limited Company)

· Loans from banks (short, medium or long term)

· Venture capital

· Credit from suppliers

Which is best?

Benefits of internal finance

Don’t pay direct interest on money used (but there is an OPPORTUNITY COST)

Retain full control over the business

BUT

Risking your own money

Limited amounts available

Benefits of external finance

Not risking your own money

Access to larger amounts

BUT 

May lose some control 

Have to pay interest in some form

Exercise & Scenarios

Hair Care

Guildford based Tim O’Tay and his partner Albert O’Balsam have set up in partnership and have opened a hairdressing salon with a range of extra services such as tanning beds, nail bar and beauty treatments. The business has grown very quickly and they want to open another two outlets in similar towns in the next six months.

Profits for 2014 are high at £37,500 after they’ve taken out all their costs and the new salons are expected to do just as well. Capital needed ‘up front’ for the lease and conversion of each property for the new salons will be in the region of £285,000 and launch costs including stock will be around £15,000.

The two men have £40,000 of their own money which they could add to the £75,000 they’ve already put in to the existing business.

Advise them on what their options are for raising the finance and evaluate which might be best for them.

