IGCSE BUSINESS STUDIES « EXERCISE SHEET

5.1 Business finance: needs and sources
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Objective

Build the skills to answer exam questions on business finance: needs and sources 1
A4 553Kk 53k F — why businesses need finance, and the internal and external
NP5 #MiB, short- and long-term 431 5 sources.

You must be able to:

« state why a business needs finance (start-up, expansion, working capital)
o classify sources as internal/external and short/long-term
o analyse and recommend a source of finance

1 Worked examples

B Where finance comes from

[sources of finance]

internal external
(from inside) (from outside)

retained profit share capital, loans
sale of assets overdraft, leasing
owners' savings trade credit, crowdfunding

The best source depends on the amount, the time, the cost and the risk

o Needs: start-up capital J33)% 4, expansion § 5K, working capital 1z %
4, surviving a cash-flow ¥4} problem.

o Internal N: retained profit [E17Fi[H, sale of assets %%, owners’ savings.

« External #if: bank loan %7K, overdraft i% 37 (short-term), new shares {/y
(companies only), leasing 5%, trade credit ¥ 5 {5 ¥, grants.

Answer shapes: K + App + An + Ev (a justified judgement, for “do you think”
questions).
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2 Practice

2.1 State two reasons why a business needs finance. 2]
2.2 Identify two internal sources of finance. 2]
2.3 State the difference between a bank loan and an overdraft. 2]

3 Exam-style questions

3.1 Identify two external sources of finance. 2]

3.2 Explain two factors a business should consider when choosing a source of finance. [6]
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3.3 A sole trader needs a large amount of money to buy a new machine. Do you think a
bank loan is the best source of finance for this? Justify your answer. 6]
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