Mark Reed Finance Exam
Q2) The main sources of finance to a company can be divided into several categories, short medium or long term. Short term finances include trade credit, factoring bank overdrafts and bills of exchange. Medium term sources of finance include credit sales, bank loans, leasing or hire purchases. Long term sources of finance include debentures and shares, as well as longer term loans.	Comment by Graham Orr: Three.
Trade credit is when a company agrees with a supply company to pay for supplied goods after delivery, usually by a set number of weeks after arrival. This allows a margin for the company to earn profit to over this purchase, in order to maintain a healthy cash flow. As the timescale of this usually takes place in under a month, it is considered short term finance. The problem with this method, however, is it allows creditors to pressure the company for payment, and given the small time in which the company can offset the credit with profit, it is only suitable temporarily, as a short term method of financing.
Bank overdrafts allow a company to spend more money than they currently have, this amount of money being decided by the bank. This money is usually secured by the bank by a floating charge, which allows the bank to claim the assets of the company if the debt cannot be repaid. The advantage of this financing method is that it is flexible, as the company can enter this overdraft or leave this overdraft at any time during the period this overdraft is active for. However, the disadvantages are the high interest rates and that the bank is free to reclaim this overdraft at any given time. This means it is only viable as a temporary method of financing.
Factoring in principle is moving debt to other parties. The first way to do this is taking out a bank loan to pay a third party creditor. This would be done if the bank loan had, for example, a lower interest rate than a loan from the debtor, or the bank had a more favourable repayment timescale. The second method is outsourcing debt collection to a third party company. This company would retrieve the debt from debtor sooner but would take a portion of the credit as payment. The advantage to this is that the credit is available sooner, but the disadvantage is the cost of the retrieval company. Factoring is therefore good for manipulation the times at which debtors pay the company, and the company pays creditors. This allows the company to have more control over the flow of cash, as there is more control of the money going in and out.
Credit sale is when the company agrees to buy goods but pay at a later date. This is similar to trade credit, but in this case once the agreement is made between the company and the creditor, the creditor does not have legal ownership of the goods and therefor cannot retrieve the items sold. The creditor can only pursue payment for the goods. This agreement usually has a timescale in months, not weeks. This allows the company to make larger credit sales than trade credit purchases as there is more time to make profit before payment. There for, for a medium scale company, that produces a higher volume of goods, this is a more viable method than trade credit as this allows more material or equipment purchases and a larger production scale. The disadvantage of this method, however, is that the goods often cost more, to compensate for the longer period of time the creditor will wait for payment.
Hire purchase is similar to Credit sale, however the difference is that the goods purchased remain the property of the creditor. This means that if the company defaults on payment, the creditor has the right to retrieve their goods from the company. A deposit is payed to ensure that if the goods are damaged during the hire period, the creditor is compensated for these damages. Due to the repeat cost of hire purchases, this is only viable for short to medium term projects, where there would not be enough profit made to offset the price of purchasing the equipment permanently.
Debentures are a long term, formal loan. This is often used to start a company, as the high setup costs of the company can be payed back over the course of a number of years. This allows companies to have enough time to set up and make profits, without being crippled by the debt of a shorter term loan, as the shorter term loan would not allow enough time for profit from the company to offset the debt. Interest is charged on this loan, and the large timescale of the loan means the interest will amount to a significant amount of money. However, this interest sum is offset as the interest is allowable against corporation tax.
Shares are another long term source of financing. Investors pay to take a percentage of the stock of the company. The shares can increase or decrease in value, as the company makes more or less profit. This means investors usually buy shares when the price is low and sell these shares when the value is high. This means this source of financing comes with the pressure of meeting the shareholders expectations for increased value shares. However, the immediate finance this provides to a company can be valuable. Therefore, this method of financing could be valuable to larger scale companies that expect a tangible growth long term.. this growth, in turn, will increase the profits from share purchases. The disadvantage is that this method of financing can be unstable, as the value of shares can be influenced by many internal and external factors that devalue or inflate the reputation of the company.
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Q3)
a) 6950/4500 = 1:1.54, 54% return on capital   140.4%     0/5
b) 8200/12500 = 1:0.656   4/5
c) 6950/12500 = 1:0.556   4/5
d) Creditors at start – Creditors at end 1500-1250=250
	250/360= 0.69 (paying credit of £0.69 per day)
	Av. Creditors 250/2= 125 125+1250=1375
	1375/0.69= 1.992                                                  Collection Period – 40 days    0/5
e)     0/5
f) 4300/4000= 1:1.075      0/5
g) 12500/6000= 1:2.08    0/5
h) 51332/45340= 1:1.13     0/5
i) 51332-2300= 28332
	28332/45340= 1:0.62    0/5
J)
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