	Chap…8                                Household & Business Finance


#Short-term sources finance (0-1 years)

	1. Bank overdraft
	The firm or household applies to the bank for permission to overdraw on their current a/c. there is usually an overdraft ‘limit’. This means that the firm or household cannot overdraw past this point.

The overdraft is usually granted on the banks knowledge of the applicant. Overdrafts are usually granted on the banks knowledge of the applicant. Overdrafts are used when the business/household or individual are encountering temporary cash flow difficulties.
	Examples

Family going on a summer holiday

	2. Trade creditors
	This is a person or firm to whom a business owes money. As a result this money that they owe can be

 Used for the financial gain of the business. Trade credit is a free source of finance, since creditors will not charge the firm interest. The only loss they will receive is that of cash discounts, for early payments.

A firm’s credit rating may be affected if they are continually late paying their debts. 
	A firm purchasing goods on credit

	l3. Accrued expenses
	Refers to the sum of money owed by a firm (e.g.) ESB bill, Telephone bill, and PAYE receipts.

Payments of these bills are delayed as long as possible and the money is used as short-term finance. There

 Is a risk involved in this as the service may be withdrawn if the payment is delayed for too long.
	Firm not paying ESB bill on time

	4. Factoring
	A debtor is a person or business who owes the firm money. Factoring therefore involves a firm selling its trade debtors to a finance company who specialise in debt collecting. The firm receives immediate cash less interest. 

The debtors may or may not be informed about the factoring arrangement.
	A firm who pass on their debt collecting to a specialist debt collector

	5.credit card


	Is a very convenient and easy way to pay for goods. When buying goods, the credit card is given to the retailer who checks that the card is valid. The cardholder the signs for the goods and receives a receipt. The credit card company then pays the retailer. At the end of the month a statement is sent to the card - holder. If the bill is not paid on time, a high rate of interest is added to the amount outstanding.
	MasterCard and Visa are well known


#Medium Term Sources of Finance (1-5 years)

	1.Term loans 
	Are from financial institutions. Repayment of loans and loan interest is on regular basis, (e.g. monthly). Applicants of a term loan should prepare a statement of expected cash flow over the time period of the loan. 

All applicant must provide security for the amount of money they wish to borrow, (e.g. premises, machinery)
	(E.g.) Banks, Building societies, credit unions

	2. Hire Purchase
	The HP agreement involves 3 parties. The buyer, the seller and the finance company.

The finance company pays the seller in full for the asset and then collects instalments from the buyer over a specified period of time. Ownership of the asset remains with the finance company until the final instalment is paid. Sometimes a deposit is required before the first instalment is paid.

HP is expensive as each instalment includes capital (money), a high rate of interest and the finance company’s fee.
	Corrib finance, Galway city

	3. Leasing
	This form of finance allows a business to use an asset without having to raise the full price. In essence, the business rents the asset from a financial institution. The advantage to the business is that it allows the business claim a tax deduction for the full leasing payments over the life of the lease. The downside is that the asset is not owned unless the business decides to buy out the lease. 


	Leasing is appropriate for IT equipment, which may have to be changed every two to three years.


	1.ordinary shares


	May be issued to finance a major expansion such as the building of a factory overseas. The board of directors must convince the existing shareholders or attract investors to subscribe to the new issue. The shareholders will expect a dividend and a capital gain on their investment. The proposed expansion must therefore be profitable or else the investors will be disappointed.
	Shareholders money

	2. Retained earnings


	Are profits, which are ploughed back into the business to create growth? This form of finance is suitable for organic growth as the pace of the expansion can be matched to the funds available. The shareholders have to give up some or all of their dividends but, if growth is a success, the value of their shares will
	Tesco stores

	3. Long term loan


	Are borrowed from financial institutions and must be repaid with interest within five to twenty years. If repayments can be met, borrowing allows the business to grow without introducing any new owners who would have a share of all future profits. Dunne’s Stores, one of Ireland's leading retail chains, remains a private company and does not look for shareholder funds when expanding. Instead it uses borrowings and retained earnings. This means that a small family group retain absolute control of the business.
	Dunne’s Stores

	4.Mortgage
	Is a loan to enable a person or business to purchase property? The lender holds the deeds of the property until the loan is repaid. The financial institution can reclaim & sell the property if the borrower fails to repay the loan. The amount the household can borrow is related to the earnings of the household. This is to ensure that the household can afford to meet the repayments.
	Household mortgage

	5. Government & EU grants
	Is a non-repayable source of finance? Both the govt. and European Union provide grants to Irish business for a variety of reasons, including set up, purchase of plant and equipment, training of employees.

Grants may be given on condition that the firm carries out certain promises certain targets either in the area of performance or job creation. 
	IDA Ireland providing advanced factories, equipment & training.


#Long term finance (5years +)

Households and businesses have similar sources of income & expenditure

#Cash flow forecast

Records the flow of money in and out of a household or business. Careful attention must be given to cash flow: if bills cannot be paid, finance has to be arranged.

Purpose of cash flow forecast

To identify when a household or a business might find itself facing a cash flow problem.

Ways of overcoming cash-flow problems

Household: reduce expenditure, raise additional finance, and increase earnings.

Business: increase sales, reduce costs, delay payments to creditors, arrange additional finance, and collect money from debtors, selling a fixed asset, issuing shares

Importance of a cash flow forecast for a Business:

· A cash flow forecast predicts the movements of cash into and out of the business.

·  It shows inflows, outflows, their sources & timing this assists the business in decision-making.

· It draws attention to possible shortages in the future. 

· Comparing budgeted figures against actual figures over a period helps control the cash of the firm

#Current account - this is an active account in a financial institution. Money can be lodged personally or by credit transfer, and withdrawals are made by cheque, ATM, Laser card. Wages can be paid directly into a current a/c through pay path. The financial institution supplies regular statements listing all transactions that took place over a certain period of time. If a customer wishes to withdraw more money than is in the account, an overdraft is created, on which interest is paid, calculated daily on the overdraft amount.

Also important 

1. Comparison of an application for a current account for a household and a business

2. What information the bank will require on a loan application for a household or business
