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Internal sources of Finance 
 

Finance is available to a business from a variety of sources both internal and 

external. It is crucial for businesses to choose the most appropriate source of 

finance for its needs, as different sources have its own benefits and costs. 

Internal sources of finance are funds readily available within the firm. They 

include Personal savings, Retained profits, Working capital and Sale of fixed 

assets. 

 
Source Advantages Disadvantages 

Personal savings/ equity 

capital  

This is the amount of 

money the owner, partner 

or shareholder of a 

business has at his disposal 

to do whatever he wants.  

* No collateral needed to 

lend money to the 

business.6 

* No documents 

required. 

* The money need not 

necessarily be paid back 

to the owner on time. 

* Can be interest free or 

carry a lower rate of 

interest since the owner 

provides the loan. 

* Personal savings is not 

an option where very 

large amounts of funds 

are required. 

* Since it is an informal 

agreement, if the owner 

demands the money 

back in a short notice it 

might cause cash flow 

problems for the 

business. 

Retained profit 

This is generated by the 

business when it trades 

profitably. The retained 

profit is saved as a back-

up for times of financial 

need and may be used 

later for a company’s 

development or 

expansion. Retained profits 

are a very valuable no-

cost source of finance for 

any business, large or small.  

* There are no interest 

payments to be made on 

the usage of retained 

profits 

 

* There may be 

opportunity costs 

involved. 

* Retained profits are not 

available for starting up 

businesses or for those 

businesses that have 

been making losses for a 

long period. 
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Working capital 

Working capital refers to 

the sum of money that a 

business uses for its daily 

activities. Proper working 

capital management can 

be a source of finance for 

a business. 

* Since it is an internal 

source of finance there 

are no costs involved in 

acquiring it. 

 

* Opportunity costs are 

involved. 

* Is not suitable for long 

term investments. 

* Working capital cannot 

raise large amounts of 

funds. 

* Total risk is undertaken 

by the company 

Sale of fixed assets 

 

Sometimes where the fixed 

asset is a surplus and is 

abandoned, it can be sold 

to raise finance in 

demanding times for the 

business. Some examples 

of fixed assets are land and 

building, machinery, 

vehicles, fixtures and 

fittings and equipment. 

* No interest payments 

are required. 

* Large amounts of 

finance can be raised 

depending on the fixed 

asset sold. 

* It is an ideal source of 

finance if it is for an asset 

replacement. 

 

* If the asset is sold then 

the business would lose 

opportunities to 

generate income from it. 

* If the business wants to 

buy a similar asset later 

on it may cost more than 

it was sold for. 

* If the asset is sold and 

the money is spent 

without return then the 

business is broke. 

* The asset may be able 

to generate more 

income than the purpose 

it was sold for. 

 

For more details, see also http://www.aa-academy.org/resource/financial-

engineering-assessing-various-sources-finance-agribusiness-enterprises-tanzania  
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