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Retrieval quiz
Identify if these statements about business plans are true or false:
1. A business plan can reduce the risk to a bank or other investors allowing the business to access to a wider range of source of finance  TRUE / FALSE
2. A business plan can mean that the business could negotiate a lower rate of interest on a loan  TRUE / FALSE
3. A business plan can help the business to make a profit  TRUE / FALSE
4. A business plan can allow the owner to negotiate a reduced percentage of equity being given away  if a venture capitalist is investing  TRUE / FALSE
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Reasons for raising finance
There are lots of reasons a business would need to raise finance, these are the main ones:

A
B
C
D
E
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Definition: Finance
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
Internal finance: Owners capital
· [image: ]This is also sometimes called owner’s equity
· It shows the stake the owner has in the business
· This represents the net assets of the company – if all the debts of the business were paid off how much would be owed to the owner


________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________







When are personal savings appropriate?
· Sole traders and partnerships would be the two business forms which would mostly use personal savings / owner’s capital start-up, and to trade and to grow
· The amount of finance that can be raised will depend on the savings that the owner has
Why might the owner have significant savings?








[image: ]Internal finance: Retained profits





· After a year or more of _______________________ a business may have some profits that they are able to reinvest into the business to help it grow.
· The advantage of ___________________________ profits is there is no interest to pay
· The disadvantage is once retained profit is used it has gone and cannot be used __________________________ in the business
When is retained profit appropriate?
· If a business is in its first year of trading it will NOT have any retained profits, as it will not have made any to retain
· If a business has not been profitable then there will not be any retained profit for the business to spend
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
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Internal finance: Sale of assets
· A business can raise finance by selling items that they already own, these could be:
A
B
C
D

· The business that sells the asset will no longer have the benefit of that asset and it will not appear on the balance sheet of the company, meaning the business will look less attractive to investors


When is the sale of assets appropriate?
· [image: ]All types of business can sell their assets, except those that have just started up 
· This may not raise enough money for growth or expansion
· When a business is growing it may need to raise cash fast to be able to continue to trade
· Assets (like a van) can be sold quickly (same day) for cash
A business is selling its assets. Why would this be a red flag to a potential investor in the business? 







Plenary Quiz
Identify which of these is an internal method of finance:
1. Personal savings of the owner
2. Retained profit if the business is a start-up
3. Sale of machinery
4. Retained profit if the business is established
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From the specification

a) Owner’s capital: personal savings
b) Retained profit
c) Sale of assets
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Starter

* What do you own? Do you have any savings? Are you good with
money? If | gave you money right now would you save it or spend it?

\: Spender?
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Evidence A - Cebu Home

Maria Rogers has worked hard to establish her business,
Cebu Home, ‘to bring original, beautiful and unique
furniture to homes in Islington, London’ Cebu Home is
in Arlington Way with a number of luxury independent
boutiques and, importantly, the Sadlers Wells Theatre.
Visitors to the Theatre form a significant core of Maria’s
customers and help to explain the business’ unusual
opening times of 3pm to 7pm, Monday to Friday.

Cebu Home is named after a stunning island in the Philippines, renowned for its

idyllic beaches and chilly mountains. Cebu is a place of impeccable craftsmanship and
innovative design. The production of mahogany furniture is the focus of industry on the
island, which exports worldwide. Maria imports this high quality designer furniture at
affordable prices.

Cebu Home’s furniture collection contains both classic and contemporary pieces made
with local materials and fabrics from Philippine markets. The furniture and homewares
are unlike those often found in the UK, due to both innovative design and the use of
traditional materials such as walnut, mahogany and pearl.

Maria’s business also has utmost respect for the environment, recycling where possible
and only providing packaging by customer request. Furniture is hand-made with
mahogany from sustainable forests in the Philippines. Cebu Home abides by the CITES
(Convention on International Trade in Endangered Species) agreement which ensures
that the survival of wild plants and animals is not threatened by trade.

- Maria’s business thrives because of her natural

1 entrepreneurial characteristics and motivation to
succeed. Family and social values are central to all design,
manufacture and supply processes. Furthermore, Cebu
Home ensures that its products are manufactured without
child labour and that fair wages are paid to workers.
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 Maria is a sole trader and is thinking of using retained profits to expand her
business.

Assess the suitability of this method of financing for Maria and Cebu Home.
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Extract C

Beach in the summer, Bali in the winter

Soul Boul is a small business selling smoothie bowis from a beachside cafe in New
Zealand. The smoothie bowls are made with yogurt, fresh fruit and topped with berries,
seeds and more fresh fruit. The colourful bowls look amazing, are fun to eat and taste
delicious.

Co-founders, Stacey Horton and Alexandra Bell, met at university and became friends
through a shared interest in nutritious food and healthy lifestyles. The idea for Soul Boul
came from a holiday Alexandra took to Bali, Indonesia.

“I was amazed at all the incredible, healthy foods available there, which included
numerous smoothie bowis. | spent a considerable amount of time taste-testing different
recipes in Bali. | began to think of business names and logo concepts and came back to
New Zealand to ask Stacey if she would set up a lifestyle business with me; Alexandra
explained.

Stacey and Alexandra had previously worked in the hospitality industry for six years and
saved a lot of their wages during that time. However, Stacey lost her job when her former
employer's business failed to break-even and closed down. Therefore, she was initially
reluctant to risk her savings.

“I worked for a busy tourist hotel? said Stacey. It had a lot of guests but also a lot of
‘competition, with three other hotels competing for business within 1 km. Atfirst | was
worried Soul Boul may end up s a failing business too but then | realised the reasons the
hotel failed were things we could make sure did not happen to us”

“The quality of our ingredients is always high; said Stacey.“The hotel manager was not
interested in maintaining quality. He said foreign guests were unlikely to return anyway
but there would always be other tourists to replace them! This led to negative reviews on
social media and the poor reputation spread”’

Stacey took the positives from her experience in hospitality and learned from the
negatives. Stacey and Alexandra have a positive attitude, plenty of energy for their ideas
and are prepared to work hard. It does help that they earn enough during the summers
working to be able to spend winters relaxing on a low budget in Bali, whilst sampling
new ideas for ingredients.

In 2018, Soul Bouf's revenue totalled NZ$104 625 from selling smoothie bowls at
NZ$12.50 each. By keeping costs to a minimum, operating profit was NZ$32 175.
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Stacey and Alexandra used their personal savings to set up Soul Boul.

(d) Discuss whether the use of personal savings is a suitable source of finance for a
business such as Soul Boul.
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