4. [bookmark: _Hlk112052329]Finance
Worksheet 9: Sources of finance (tutor)
[bookmark: _Hlk100741107][bookmark: _Hlk100744988]Describe one benefit of using owner’s capital to start up a business.
Any one of the following potential benefits:
There is no loss of ownership/equity in the business, the owner keeps 100% ownership.
The owners can keep 100% of the profits made and not have to share with anyone else.
There are no interest charges to pay as you would have to for other types of finance.
No time is wasted on applying for loans or other types of finance, you can get started immediately.
Accept any reasonable, developed response that demonstrates knowledge and understanding of the benefits of using owner’s capital to start up a business.

[bookmark: _Hlk100915744]Explain one difficulty a sole trader business could get into if it takes out a business loan.
Any one of the following:
The payment must be made every month regardless of the sales revenues made by the business, which could cause cash flow issues.
The loan may be secured against a sole trader’s personal assets such as their home or car, which could be seized to pay the loan.
Accept any reasonable, developed response that demonstrates knowledge and understanding of potential difficulties for sole traders taking out a business loan.

Describe what is meant by a ‘bank overdraft’.
A bank overdraft is an agreed amount in a current account that can be used even when there is no money in the account.
Accept any reasonable, response that demonstrates knowledge and understanding of the meaning of a bank overdraft.

[bookmark: _Hlk100741670]Explain how using a business credit card could make administration easier.
By paying all business expenses by credit card it would mean everything is on one bill, making it easier to track everything and have more time to pay the bills.
Accept any reasonable, developed response that demonstrates knowledge and understanding of how use of a business credit card could make administration easier.


[bookmark: _Hlk101444303][bookmark: _Hlk100741992]Describe what is meant by ‘trade credit’ from suppliers.
Trade credit is when suppliers allow a business to buy stock on credit in advance but don’t take payment until after the goods have been used.
Accept any reasonable, developed response that demonstrates knowledge and understanding of what is meant by trade credit.
[bookmark: _Hlk100916530]Explain why a business might use a hire purchase agreement.
A business might use hire purchase to buy an expensive piece of equipment it doesn’t have the money to pay for immediately, so the equipment can be used to help the business make more sales or be more efficient.

Accept any reasonable, developed response that demonstrates knowledge and understanding of the reason a business might use hire purchase.

Explain the main difference between a hire purchase and a lease agreement.
When a business uses a hire purchase agreement it will own the equipment when the last payment is made, but it will never own it on a lease option as the equipment is only rented.
Accept any reasonable, developed response that demonstrates knowledge and understanding of the difference between hire purchase and lease agreements.

Explain what a business may have to do to access grant funding.
Grant funding does not have to be paid back but the business will have to be eligible to apply and will have to write a bid for it.
Accept any reasonable, developed response that demonstrates knowledge and understanding of how businesses can access grant funding.

Describe the type of business that may attract venture capital funding.
Venture capitalists are looking for new or emerging business with high growth potential, so they can get a good return on their investment.
Accept any reasonable, developed response that demonstrates knowledge and understanding of the type of business that might attract venture capital funding.

[bookmark: _Hlk100743050]Explain what is meant by the term ‘rewards-based crowdfunding’.
Rewards-based crowdfunding is when an individual gives money to help a business for a non-financial reward such as sample products/merchandise/services.
Accept any reasonable, developed response that demonstrates knowledge and understanding of the term rewards-based crowdfunding.
[bookmark: _Hlk100919409]
Explain one advantage of invoice factoring to a business. 
Invoice factoring means the business can sell its debts/unpaid invoices to a broker who will pay 80% of the invoice value immediately; this helps keep the business cash flow steady/gives quick access to cash. (Also reduces risk of bad debt/aids financial planning.)
Accept any reasonable, developed response that demonstrates knowledge and understanding of invoice factoring. 
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Explain one disadvantage to a public limited company of selling shares to the general public.
Selling shares to the general public on a stock exchange mean the PLC has no control over who buys them, which means a competitor could buy enough for a hostile takeover. 

Accept any reasonable, developed response that demonstrates knowledge and understanding of a disadvantage to a PLC of selling shares to the general public.
(Note: response cannot also apply to a private limited company such as dilute ownership.)
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