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WEEK 8 

Topic: Sources of Fund for Business 

Sources of fund to business are broadly divided into; internal sources and 

external sources. 

Internal sources are ways by which capital is raised within a business enterprise  

External sources are ways by which firms raise capital from outside the 

enterprises. 

 

Internal Sources of Fund to Small Firms 

1) Personal savings: Individual’s savings usually form the base capital for 

setting up sole proprietorship business. 

2) Plough back profit/ retained earnings.  Business expansion could be 

financed by re-investing part of profits made in the business. 

 

External Sources of Fund to Small Firms 

1) Borrowing from friends and family members in order to begin or expand 

the business. 

2) Loans from banks provided they have the necessary collateral security. 

3) Government loans to small scale firms, for instance; establishment of 

Agricultural Credit Bank, the Industrial Development Bank etc. 

4) Trade credit which involves giving out goods to customer without 

immediate cash payment 

 

Internal Sources of Fund for Large Business Units 

1) Contributions by the founding members: They are called founder’s 

shares. Special dividend may be paid to them. 

2)  Retained profits: This can be called plough back profit or self-financing. 

Some of the accumulated profits are reinvested for expansion of the 

business. 

 

External Sources of Fund to Large Business Units 

1) Selling of shares: It is the major source of capital for large firms. 

2) Buying on credit: They could purchase goods on credit and make 

payment later. 

3) Taking loans from banks: Large firms are in a position to offer collateral 

security required for borrowing money. 

4) Debenture: They issue debenture thereby collecting loans from the public. 

A debenture-holder receives a fixed rate of interest whether the company 

is making profit or not. 
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5) Loans from non-banking institutions like insurance company. 

6) Sales of excess/ unwanted assets such as land, machinery etc. 

 

 

 

 

 

 

 

WEEK 9 

Topic: Instruments for Business Financing 

 The instrument for business financing includes; share, debenture and bond. 

 

Share 

 A share is a unit of capital of a limited liability company. This is the major 

source of capital to limited liability companies. Shares are issued to the 

members of the public for subscription. A share-holder is one of the owners of 

the company. 

 

Types of Shares 

a) Ordinary Shares-Ordinary share is a type of share in which the holders 

exercise more control in the business. 

b) Preference shares- The holders of preference shares are not active  and 

bears less risk in the business 

 

Debenture 

Debenture is an acknowledgement of debt issued by a company and has a fixed 

rate of interest which would be paid yearly or semi-annually. Debenture-holders 

are known as creditors of a company. In case of liquidation, debenture-holders 

are paid before share-holders. Debenture is redeemable after a specified period 

of time. 

 

Differences between Shares and Debenture 

 

1) A share is a unit of capital of public company while a debenture is a 

certificate showing how much money has been borrowed by firms from 

an individual or organization as loan. 

2) The reward for share is dividend while reward for debenture is interest. 

3) A share-holder is a risk bearer and owner while a debenture-holder is a 

creditor and bears no risk. 

4) A share-holder receives dividend when the company make profit while 

debenture-holder receives a fixed rate of interest whether the company 

makes profit or not. 



BUBENDORFF MEMORIAL GRAMMAR SCHOOL, ADAZI- NNUKWU 

BMGS – Greatness through Hard work 

 

 

Bond 

A bond is a loan in the form of a security. In other words, it is a long-term 

security issued by company and government used to borrow money at a fixed 

rate of interest. It is paid back at the maturity date. 

 

Problems of Business Financing 

1. Low savings and investment. It is difficult for low income earner to save 

for investment 

2. Difficulty in borrowing-Most times small businesses can not present 

collateral security required for obtaining loans from financial institutions. 

3. Low Patronage-Some small business establishments may have low sales 

thereby receive low income. Their expenditure may be greater than their 

income. 

4. Lack of knowledge on financial management- Business owners may mix 

personal purchase with business expenses which leads to inaccurate 

calculations and consequently business failure. 

5. Unexpected Expenditure-these include breakdown of important 

equipment, accidents etc. They adversely affect businesses. 

6. Unnecessary Expenditure-These include oversized office, fancy company 

vehicle, waiting room etc. create debt. 
 

 

 


