
Sources of Finance for small businesses 

Using the information provided below titled ‘sources of finance’ you are to put the 
correct numbers within the correct box identifying the key term, benefits, 
drawbacks and information for each source of finance. 

Source of 
Finance 

Definition  Benefits Disadvantages Information 
and evidence 
needed to 
obtain it 

Bank Loan  

 

 

 

   

Loan from 
friends and 
family 

 

 

 

 

   

Overdrafts  

 

 

 

   

Mortgage  

 

 

 

   

Trade credit  

 

 

 

   

Grants  

 

 

 

   

 

 



Definitions 

1. A flexible arrangement that allows a business to spend more money than it 
has in its bank account, as and when it needs the finance. 

2. Suppliers who allow debts for goods and services to be paid one or two 
months after delivery 

3. Long term loan for purchasing a building 
4. Finance provided by the bank that will be paid back over a set period 
5. Money given to a business by a government organisation or charity 
6. Finance provided by friends or family where the interest rate and 

repayment periods are agreed with them. 

Benefits 

1. They will be flexible about when you have to pay it back and might not 
charge interest 

2. Often with a fixed rate of interest, repayments every month 
3. The money does not have to be paid back 
4. Once it has been set up the business can use its overdraft arrangement as 

many times as it wants without having to ask the banks permission 
5. Large amounts can be borrowed that don’t have to be paid back all at once 
6. ‘Free’ finance is available for the period of trade credit 

 
Disadvantages 
 

1. Discounts for immediate or quick payment may be lost 
2. Overdrafts normally have high interest rates attached to them and the bank 

can ask it to be paid back in full at any time 
3. Interest has to be paid, increasing costs. Repayment terms must be met 
4. Many businesses do not qualify for them 
5. They might not be able to afford to lend the entrepreneur very much 
6. It may have a variable interest rate which can become expensive if rates 

rise 
 
Information and evidence needed to obtain it 
 

1. The legal deeds of the property must be shown to the lender and may be 
kept by lender until the mortgage is paid off 

2. The bank is likely to want to see a cash flow forecast and possibly a 
business plan 

3. Cash flow forecasts will need to be shown each time the overdraft 
arrangement is rearranged – perhaps every year 

4. Many forms have to be filled out to prove the business is eligible for the 
grant 

5. Family and friends will depend on their trust in the business owner 
6. References from the bank and possible other suppliers, and possibly a 

cash flow forecast 


