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What are
the different
sources of
Finance
(Capital) ?

When you’re looking to start or expand a business,

there is always one major barrier:  MONEY.

But the high business failure rate is partly caused by

either too much ill-planned finance, insufficient or

inappropriate finance. The good news is, there is no

ideal amount of money required to start a business.

So the question is, how do you raise the finance

needed to fund your business?

It is perhaps the toughest part of all the

entrepreneur’s efforts. Choosing the right source and

the right mix of finance is a key challenge for every

entrepreneur. The process of selecting the right

source of finance involves in-depth analysis of each

and every source of fund.



On the basis of a time period ,       
sources are classified as long-term, medium
term, and short term.

(i) Long-term financing means capital requirements

for a period of more than 5 years to 10, 15, 20 years or

maybe more depending on other factors.

For analyzing and comparing the sources, it needs

the understanding of all the characteristics of the

financing sources. There are many characteristics on

the basis of which sources of finance are classified:

(i) Medium term financing means financing for a

period of 3 to 5 years.

(iii) Short term financing means financing for a

period of less than 1 year.



Ownership and
control: 
classify sources of finance
into owned and borrowed
capital.

(ii) An external source of finance is the

capital generated from outside the

business. Apart from the internal

sources of funds, all the sources are

external sources.

(i) The internal source of capital is

the one which is generated internally

by the business. For example: Retained

profits (profits put back),

Reduction or controlling of working

capital, Sale of assets etc. The main

advantage of the internal sourcing of

capital is that the business grows by

itself and does not depend on outside

parties.

Internal sources and external sources

are the two sources of generation of

capital.



All the sources have different characteristics to suit

different types of requirements. The usage of the wrong

source increases the cost of funds which in turn would have

a direct impact on the feasibility of the project under

concern. Also Improper match of the type of capital with

business requirements may go against the smooth

functioning of the business.

It is essential to be knowledgeable about all of the options

and to weigh the pros and cons of each before making a

decision. Listed below are the common eight (8) common

sources of funding, a brief explanation of each:



Grants
this refers to money, equipment, assets, gifts that you are given for use in the

business but you don’t have to pay back.

Supplier’s

Credit

these are goods, items or services given to you to use or sell and you pay later.

Cash is not immediately paid and the delay of payment represents a source of

finance.



Equity

this refers to the initial contribution from the entrepreneur or

owner(s) of the business. It can come from many sources; for

example, personal savings, an entrepreneur's friends and

family, investors, sale of shares.

Re-invested Profits

this refers to profits which the business makes and are

reinvested (put back) to increase the business’ capital. Your

capital will grow organically when you put back profits.



here you sell some of your old household items, personal  or business assets to raise working capital

for business instead of getting a loan.

Disposal of underutilized or non-essential fixed assets

many entrepreneurs think that VC Funding is the key to their success. Venture capitalists are

investors who are willing to put forward a large some of money in exchange for equity (ownership of

the business), but only get their money out once the business either is bought by another company or

goes public. VCs normally look for investments that can give up to 6X return on their investment, so

you better be prepared to go big!

Venture Capital Funding (VC)



Bank Loans

bank loans are the most frequently sough after source of

financing and can be pursued at your nearest lending

institution. Bank financing can be very trick as there are

many different types of financing options and interest rates

to along with them. It is imperative that you first educate

yourself about the the process of getting bank loans and

your options before applying for a loan.

Pre-financed Services and products

Customers give you or pay a deposit for goods or services to

be supplied later. e.g. making doors, windows, beds,

dresses, furniture, etc. You do not have to get working from

expensive sources because customers give enough to buy all

the raw materials you need.go big!



The options and facts have been laid out. Each option
has its advantages and disadvantages which,
depending on your situation, will carry more weight
than others. No matter which route you choose, the key
is to be educated in all areas as you will most likely use
each one option during your journey as an
entrepreneur.
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