Resources for the TEKLA curriculum at Junior Secondary
Strategies and Management – Extension Learning Element
Module E4 Resources Management

Topic 7

Sources of Financing

Topic Overview
Topic

Strategies and Management
E4: Resources Management – Sources of Financing

Level

S3

Duration

3 lessons (40 minutes per lesson)

Learning Objectives:
1. To identify the main forms of financing,
2. To understand the characteristics of different forms of financing, and
3. To understand the benefits and drawbacks of different forms of financing.

Overview of Contents:
Lesson 1

Short-term Finance

Lesson 2

Long-term Finance (Debts)

Lesson 3

Capital Finance

Resources:
 Topic Overview and Teaching Plan
 PowerPoint Presentation

Suggested Activities:
 Class Discussion
 In-class exercise


After-class exercise
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Lesson 1
Theme

Short-term Finance

Duration

40 minutes

Expected Learning Outcomes:
Upon completion of this lesson, students will be able to:
1.
2.
3.

identify the main forms of short-term borrowing,
describe the characteristics of term loan, trade credit and government assistance, and
describe the benefits and drawbacks of short-term financing.

Teaching Sequence and Time Allocation:
Activities

Reference

Time
Allocation

Part I: Introduction


Teacher starts the lesson by a discussion with students of PPT #2 – 3
how to obtain funds for business expansion.

8 minutes



Teacher explains the concept and definition of
short-term and long-term financing.

PPT #4 – 5

6 minutes

Teacher introduces the major types of short-term
PPT #6 – 7
financing and their characteristics.
Teacher further explains the following types of
short-term financing:
 Banking facilities – term loans and loans with line of PPT #8 – 9
credit (e.g. overdraft and credit card)

5 minutes

Part II: Content






10 minutes

 trade credit
 government assistance programme
Teacher explains the benefits and drawbacks of
short-term financing.

PPT #10
PPT #11
PPT #12 – 13

6 minutes

Activity 1: After-class exercise
 Teacher explains the activity to students, asking
them to perform a research on different kinds of
loan facilities for discussion in the next lesson.

PPT #14

3 minutes

Part III: Conclusion


Teacher concludes the lesson by reviewing the key points
covered.

2 minutes
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Lesson 2
Theme

Long-term Finance (Debts)

Duration

40 minutes

Expected Learning Outcomes:
Upon completion of this lesson, students will be able to:
1.
2.
3.

name the main forms of long-term debts,
explain the characteristics of the main types of long-term loans, and
select appropriate types of long-term loans in cases.

Teaching Sequence and Time Allocation:
Activities

Reference

Time
Allocation

Part I: Introduction


Teacher recaps the purpose and sources of short-term
finance and introduces the concept of long-term loan.

2 minutes

Part II: Content


Teacher describes major types of long-term financing
and their characteristics, including:
 banking facilities – term loan and mortgage as
well as the concepts of floating and fixed interest
rate.
 leasing including operating and finance lease
 the characteristics and functions of debenture
 government assistance programme

PPT #2 – 3

5 minutes

PPT # 4 – 6

6 minutes

PPT #7
PPT #8
PPT #9

4 minutes
4 minutes
3 minutes



Teacher explains the benefits and drawbacks of
long-term debt.

PPT #10 –
11

6 minutes



Activity 1: Class discussion
 Compare the research results of students.
Teacher discusses the findings from students and
makes conclusion.

PPT #12

5 minutes



3 minutes

Part III: Conclusion


Teacher concludes the lesson by reviewing the key
points covered.

2 minutes
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Lesson 3
Theme

Capital Finance

Duration

40 minutes

Expected Learning Outcomes:
Upon completion of this lesson, students will be able to:
1.
2.
3.

explain the common sources of capital finance: introducing new partners and issuing
shares,
explain the two major forms of share issuing: private offering and public issue (IPO), and
describe the difference between Main Board and GEM.

Teaching Sequence and Time Allocation:
Activities

Reference

Time
Allocation

Part I: Introduction


Teacher recaps both short-term and long-term loan
financing and introduces capital finance

2 minutes

Part II: Content





Teacher describes major types of capital finance.
Teacher explains the advantages and disadvantages of
introducing new partners to source fund.
Teacher explains the characteristics of two share
issuing methods: private offering and public issue.

PPT #2
PPT #3 – 5

2 minutes
8 minutes

PPT #6 – 12

18 minutes

Activity 1: Class discussion

PPT #13

5 minutes





Students are required to consider the best
solution for financing the expansion of online
trading business.
Teacher discusses the suggestions provided by students
and makes conclusion.
(Note: there is no absolute answer but the purpose is
to stimulate students’ thinking and understanding of
capital finance.)

3 minutes

Part III: Conclusion


Teacher concludes the lesson by reviewing the key
points covered.

2 minutes

Students are free to suggest any ideas. Teacher encourages them not just simply say
‘borrowing’ because it is too general.
Split the discussion into two parts: the financing of goods for sale and financing of
computer server and development of website.

1

2

Teacher asks students to apply their suggestions to fit the purpose of purchasing of
goods and development of website by completing the table.
Discuss with students whether their suggestions are appropriate or not. E.g. if students
say using credit card to buy computer hardware, it may not be appropriate because
short‐term loan does not fit for purchase of non‐current assets.
Teacher then discusses the concept of short‐term finance and long‐term finance.

3

Teacher highlights the importance of the matching principle of source of finance.
For example, it is not appropriate to arrange a mortgage loan to pay to creditor because
the interest expense is high.
Similarly, if a business uses short‐term loan to purchase non‐current assets, it is not easy
to have the money back in near future to repay the loan.

4

5

6

7

8

9

10

11

12

Teacher refers students to think about the question in slide 2 and ask them to search for
appropriate sources that fit for the purposes as stated in the question.

13

14

15

16

17

18

19

20

Teacher may tell students the current prime rate and HIBOR and explain how it operates
in the mortgage loan arrangement.
E.g. Compare P‐2% with HIBOR + 1% and see which one is good for the borrower and
explain the risk of changes of P or HIBOR.

21

22

Students are required to search different kind of loan finance last lesson. Therefore,
teacher can introduce another government resource: Youth e‐start (www.e‐start.gov.hk)
during the activity session if students cannot find this source.

23

24

Higher interest rate is incurred because long‐term financing includes a greater span of
time for default. A shorter term is less risky to the lender, as it is easier to forecast a
borrower’s financial status in the short‐term than long‐term.

25

26

Teacher discusses the findings from students and make conclusions. There are some
suggestions for reference as listed below.
For purchase of goods, it is better to finance by short‐term loan because the goods are
held for sale and be able to converted into cash shortly. For example, overdraft or
asking for a trade credit.
For purchase of computer server, it is better to finance by long‐term loan because the
server is held for use to earn incomes for several years. For example, mortgage loan,
government assistance programme such as SME fund and Microfinance Schemes.

27

28

29

30

31

32

33

34

Teacher can give examples of recent IPO and ask students to give examples of listed
company to ensure they understand what it is.

35

36

Explain to students:
Pt 2: because shareholders can sell part of their holdings to outsiders/new investors.
Pt 3: listed company may give a positive image to the public as being large, profitable,
powerful etc.

37

38

The removal of record of profitability enables growth enterprises to capitalize on the
growth opportunities of the region by raising expansion capital under a well‐established
market and regulatory infrastructure.

39

40

Teacher discusses the suggestions provided by students and makes conclusion.
(Note: there is no absolute answers but the purpose of the discussion is to stimulate
students to think and understand more about capital finance.)

41

42
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Section A: Multiple Choice Questions (@1, total 10 marks)
1. Which of the following is not a source of short-term financing?
A.
B.
C.
D.

Bond.
Overdraft.
Credit card.
Government assistance.

Level of difficulty: *
2. Companies selling goods or services to other businesses ‘on credit’ is called:
A.
B.
C.
D.

bad debt.
trade credit.
overdraft.
loan.

Level of difficulty: *
3. What is the benefit of using short-term bank loan?
A.
B.
C.
D.

There is no interest charge.
Borrowers do not require good credit.
Borrowers can borrow a large amount.
Borrowers can borrow at an amount at any time so long as the amount borrowed does
not exceed the agreed limit.

Level of difficulty: **
4. An interest rate which fluctuates from time to time with the financial market is called:
A.
B.
C.

bank prime rate.
fixed interest rate.
floating interest rate.

D.

HIBOR.

Level of difficulty: *
Classwork/Home Assignment
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5. A lease that allows lessee to keep the asset after the lease period is called:
A.
B.
C.
D.

finance lease.
operating lease.
mortgage lease.
instalment.

Level of difficulty: **
6. The payment of interest on debentures is __________.
A.

unconditional.

B.
C.
D.

at discretion of the borrower.
at discretion of the lender.
necessary when the borrower makes profit for the year.

Level of difficulty: *
7. Which of the following is not a benefit of borrowing long-term debt?
A.
B.
C.
D.

Stable.
Flexible.
Can borrow a larger amount.
Lenders cannot affect business decisions.

Level of difficulty: *
8. What is the benefit of introducing new partners?
A.
B.
C.
D.

New partners can control the business.
New partners can provide additional skills.
Partners has unlimited liabilities regarding the business obligation.
Shares can be traded in the stock market.

Level of difficulty: *

Classwork/Home Assignment
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9. A company offers its shares to be sold on a stock exchange for the first time is called:
A.
B.
C.
D.

Private offering.
Initial public offering.
Introduction.
Right issue.

Level of difficulty: **
10. The expected market capitalisation of a new applicant at the time of listing must be at
least $____ million.
A.
B.
C.
D.

20.
30.
50.
200.

Level of difficulty: *

Classwork/Home Assignment
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Section B: Short Questions (20 marks)
*

1.

Briefly describe the characteristics of short-term financing.

(10 marks)

*** 2.

As compared with the other sources, what are the benefits and
drawbacks of using trade credit as short-term finance?

(6 marks)

**

What is secured loan? Give one example of secured loan.

(4 marks)

3.

Classwork/Home Assignment
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Suggested Solutions
Section A: MCQs
1.

A

2.

B

3.

B

4.

C

5.

A

6.

A

7.

B

8.

B

9.

B

10. D

Section B: Short Questions.
Question 1

(@2, total 10 marks)

There is no credit check and assessment and therefore the approval
for the loan is quick and easy to obtain.
Generally unsecured because the loans are for short periods of time.
There is no collateral required against the loan amount.
No restriction for the use of fund i.e. it can be used for any purposes.
Flexible repayment period e.g. from 1 day to 1 year.
Question 2

(@3, total 6 marks)

Benefit:
There is no cost for the borrower until the due date.
Drawback:
If the borrower are unable to pay to the supplier, it will affect their
relationship and stability of goods supplied.

Question 3

(4 marks)

A loan is secured when lender has claims against the borrower and
against assets of the borrower when the payment of interest or
repayment of principal is in default.
Mortgage loan is an example of secured loan.

Classwork/Home Assignment
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