(a). Discuss the major factors that should be taken into account when deciding on the appropriate mix of long-term and short-term borrowing necessary to finance an expansion programme.

·  Risk of not having sufficient funds available at maturity date to pay the amount owing if the business has borrowed long-term, and cannot find replacement borrowing. May be even more pronounced for short-term borrowings as the maturity date arrives sooner.
·  Matching. The life of assets may be matched to the maturity date of the borrowing (long-term assets purchased with long-term borrowings and short-term assets with short-term borrowings). This approach generally helps with reducing risk to the business.
·  Cost. Interest rates for long-term borrowings tend to be higher than short-term borrowings, as lenders may require greater returns on long-term loans. 
·  Flexibility. Short-term borrowings may offer greater flexibility. It may be difficult to repay long-term loans by the maturity period.

(b). Discuss the major factors that a lender should take into account when deciding whether to grant a long-term loan to the business:
·  Security against the loan
·  Purpose of the loan
·  Ability of borrower to repay the loan
·  The length of the loan period
·  Availability of funds for lending
·  Character and integrity of business’ senior managers

