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Why finance is needed

start up

finance run day-to-day

accounts
grow / expand
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Sources of finance

sources of finance

internal external

from inside from outside
retained profit, sale of share capital, loans,
assets, owners' savings overdraft, leas-

ing, crowdfunding

bank finance
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Cash flow

-e- closing balance

207 == net cash flow
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cash shortage
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The income statement

100 40
An income statement #5753
runs from revenue Ui )\ down to
0 60 30 .
S| I .. profit.
o
o«
30 m revenue — cost of sales =
””” gross profit =7
m — expenses = net profit %7l
revenue — cost gross — expenses profit for
the year

of sales profit
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The balance sheet

what it owns

current
assets

non-current|
assets

funded by

current
liabilities

non-current|
liabilities

equity
(owners)

The statement of financial
position % = f1{%3< balances:

assets = liabilities + equity

It shows what the business
owns &= & owes fi{&E.
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Ratios

profitability ZFIgEh liquidity FEzhE

gross & net profit mar-
gin FjEZ: profit
as a % of revenue

current ratio Bt & =
current assets / current liabilities
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Worked example — cash flow

A shop expects £12,000 in and £9,000 out

next month, and starts with £2,000 in the
bank.

m Net cash flow = inflows — outflows
= 12,000 — 9,000 = £3,000

m Closing balance = opening balance + net
cash flow

m = 2,000 + 3,000 = £5,000

m This month's closing balance is next
month's opening balance.

Cash flow is not profit:

a profitable firm can still
run out of cash if cus-
tomers pay late. Most
business failures are cash
failures.
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Topic 5 — key takeaways

0 Sources e Cash

internal (retained profit) vs cash # profit; forecast inflows &
external (loans) outflows

o Income o Balance
revenue to gross profit to net assets = liabilities + equity

profit
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Check yourself

o Is retained profit internal or external?

e Can a profitable business run out of
cash?

Revenue minus cost of sales is what?

Answers 1. internal 2.yes 3. gross profit 4. balance (assets = liabilities + equity)

0 What must a balance sheet always do?
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