Sources of Finance
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Which of the following two businesses has the largest amount of retained profit; A or B?


Company a) Sales revenue of £3m, costs of production of £1.5m. Dividends of £750,000 paid to shareholders.

Company b) Sales revenue of £900,000, costs of production of £125,000. Dividends of £10,000 paid.

Which one do you think will be more likely to secure a bank loan and why?
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Why is interest a drawback for businesses? (5 marks)
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When can interest be a good thing? (However, think about the negatives associated with your answer) (3 marks)
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What types of assets could businesses sell? (3 marks)
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The points below will help you justify your answers in evaluation questions on this topic. 

How do the factors below help you choose the relevant sources of finance? Give examples of businesses that could use them.

· Profitability of the business
· Assets owned by the business
· Past history and future prospects
· Legal structure of the business
· Amount of finance that needs to be raised
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Domina's Pizza, famous for its take-away menu, has announced that its profits for 2008
were £350.8 million. This is a rise of 18.4% of its profit figure for 2007. The company, which
has 553 branches in the UK and Ireland, said it believed that consumers were choosing
to buy cheaper take-away meals, rather than dining in a restaurant. Domino's Pizza has a
target of having 1,000 branches by 2015.

How might Domino's shareholders react if the company decided to keep

propartion of its profits for reinvesting in the

Selling assets
Selling assets can provide a business with large sums of money, depending on what

is sold. Assets can be sold in two ways:
* Selling assets such as buildings for cash.
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