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Which one of the following is

included in the category of
whner's Funds

(a) Debentures

(b) Loans from Banks

\_{eyEquity Shares

d) Public Deposits
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Long-term sources (>5 Years ) Telegram

Shares and debentures, long-term borrowings
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and loans from financial institutions

* required for the acquisition of fixed assets

such as equipment, plant, etc.
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Medium-term sources/HEIH I9™ & T@d

 Where the funds are required for a period of more than
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one year but less than five years, medium-term

sources of finance are used. These sources include

borrowings from commercial banksy public deposits,
and loans from financial institutions




hort-term funds/3reura™ @A

Those which are required for a period not exceedlng one

year. Trade credit(loans from commercial banks>and
mer

are some of the examples of the sources
that provide funds for short duration.

Short-term financing is most common for financing of current
assets such as accounts recelvaBle and inventories.
‘_ﬁzﬁlﬂ%‘ m‘% ol ﬁ“ﬂﬁiﬁz,‘%ﬁl

mmﬁmm*mm
HeUdlialsd AdU9INUT, Uy mmm
mm*mma:m qaq HTH g




Ownership Basis

 On the basis of ownership, the sources can be classified into
<owner’s funds’ and ‘borrowed funds’.
 Owner’s funds meanded by the owners
of_ag_m}ggmse which may be ¢ Or partners or
shareholders of a company. |ssue of equity shares an
retained earnings are the two important sources from where

owner’s funds can be obtained. N rrg
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QBorrowed funds’on the other hand, refer to the
funds raised through loans or borrowm s. The
sources for raising borrowed funds inciuﬂe loans
from commercial banks, loans from financial

institutions, issue of debentures public deposits
and trade credit.
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Source of Generation Basis/d1a! & I &T ITUR
* Sources of funds can be whether the funds are

generated from(within the organisation
B

* Internal sources of funds are those that are generated
from within the business.

* A business, for example, can generate funds internall
by accelerating collection of receivables, disposing of
surplus inventories and




External sources of funds include those sources that

lie outside an organisation, such as suppliers, lenders,
2 —~___\
and investors.

When large amount of money is required to be raised,
it is generally done through the use of external

Sources.
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//Retained Earnings/9fatTRa FHAT:

4 « A portion_of the net earnings may be retained in the
business for use in the future. This is known as retained

earnings. It is a source of internal financing or self-
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(i) Retained earnings is a permanent source of funds available to an
S gidiiauie to

organisation;
(ii) It does not involve any(exg the form of interest,

dividend or floatation cost;

(iii) As the funds are generated internally, there is a greater degree of
operational freedom and flexibility;

(iv) It enhances the capacity of the business to absorb unexpected

losses;

(v) It may lead to increase in the market price of the equity shares of

-_—
a company
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Limitations

(i) Excessive ploughing back may cause dissatisfaction

amongst the shareholders as they would get lower
dividends;

(ii) It is an uncertain source of funds as the profits of

business are fluctuating;
(iii)The opportunity cost associated with these funds is not

recognised by many firms. This may lead to sub-optimal

use of the funds.




