Finance for the Business and the Household
Sources of Finance for Households/Businesses

	· Short-Term

Bank Overdraft (both businesses and households)

Trade Creditors (business only)

Accrued expenses (delaying paying expenses e.g ESB/Gas bills – both)

Credit Cards (both)

Factoring Debts (business only – selling debts of the business at a discount)


	· Medium-Term

Term loans (both)

Leasing (both)

Hire Purchase (both)


	· Long-Term

House Mortgage (household only)

Debenture (business only)

Savings for Household or Retained Earnings for a Business

Equity or Share Capital (businesses only)

Government Grants (businesses only)

Venture Capital (businesses only)



	· Timescale - 12 months
	· Timescale 12mths – 3 years
	· Timescale 3yrs +


Factors to be considered when choosing a source of finance
Match Purpose: the source of finance must fit the purpose for which it is intended i.e a medium term loan used to purchase a delivery van for the business.

Risk: the risk involved must be considered. The borrower must be happy that repayments can be met with confidence.

Security: the borrower may be required to provide security for finance.

Cost: the cost of the finance must be considered. For any type of loan - interest is the cost charged and the borrower should shop around for the best interest rate from the banks.

Control: what effect will the source of finance have on the control of the business, will the business lose control of its business by using this source.

Tax Deductible: are interest and charges tax-deductible.

Capital Structure: additional debt to the firm may not be desirable and this must be looked at carefully.

Cash-flow: the business must look at its income and cash-flow forecast. The cash-flow forecast will show if the source of finance can be repaid or if it leads to shortfalls/deficits. 
· Getting a Loan/Securing Finance

· Information you need to give if looking for a loan

· How banks decide whether to give a loan or not

· Banking terms

Criteria for Loan Decisions – the banks will look at the following:

· Purpose of the Loan:


· Financial Position and ability to repay:


· Employment or Type of Business:


· Banking Record:


· Credit Rating:


· Business Plan:


· Own Investment:


· Security:

Banking Terms that businesses will come across frequently
Cheque Book:
Laser Card:
Standing Order:
Direct Debit:
Credit Transfer:
PayPath:
ATM:
Overdraft:
Interest and Bank Charges:
Bank Statement:
Financial Management
· Budget/Cash Flow Forecast
Households and businesses both budget their finances for the future and prepare cash-flow forecasts which show incomings (income) and outgoings (expenses). The cash-flow forecast will also show the following:

· Net Cash – this is the difference between income and expenditure.  A Surplus is where Income > Expenditure.  A Deficit is where Expenditure > Income.

· Closing Cash – this is the position at the end of the month taking into account any money left over from the previous month.

· Opening Cash – this is the money carried forward from the previous month.

Households and Businesses cannot spend more money than they have. If it looks like a possibility that the business/household will have a deficit then they can:

· Increase income e.g find additional sources of income
· Reduce expenditure e.g cut back on spending 

In a Business a cash-flow forecast is essential to:

· Plan for the future and estimate likely income and expenditure

· Highlight cash-flow problems before they occur, so that appropriate action can be taken

· Persuade financial institutions and/or creditors of the business’s ability to repay 

· Manage finances on a regular basis  

· Similarities and Differences between Households/Businesses

Similarities

· Need to plan their finances, so as to ensure that they make the best use of them, e.g budget.

· Keep records of their financial affairs, e.g receipts and statements.
· Avail of a variety of banking services, e.g current account.
· Raise additional finance when needed by using a suitable source e.g households – work overtime or part-time job; businesses – can raise equity capital by selling shares.
· Review their financial situation on an on-going basis especially if circumstances change.

Differences

· Businesses need to manage finances on a much larger scale.
· Businesses must keep detailed financial records, e.g cash books, ledgers.
· The motivation for a business is to make a profit while the motivation for a household is to improve their standard of living.
· There are more tax implications for a business when choosing a source of finance.
· Business have more legal requirements regarding the recording and managing of their financial affairs.  
