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or ‘accounts payable’
v?. Trade Credit :
2. Retained earning — \/;/
3. Bank Credit — 3.

1. Only 1

2. Only 3

3. Only 2

4. More than one

5. None of the above
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Trade credit is the credit extended by one trader to another for the purchase of
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goods and services. Trade credit facilitates the purchase of supplies without

immediate payment. Such credit appears in the records of the buyer of goods as
‘sundry creditors’ or ‘accounts payable’. Trade credit is commonly used by business
organisations as a source of short term financing. It is granted to those customers

who have reasonable amount of financial standing and goodwill.
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(i) Trade credit is a@nd ontinuous source of funds;
Jit worthiness of the

(ii) Trade credit may be readily available in case the Cre
customers Is known to the seller;,

(iii) Trade credit needs fo promote the sales of an organisation;
(iv)If an organisation wants to increase its inventory level, it may use trade
inance the same;

credit to,

(v) It does not create any charge on the assets of the firm while providing fund.
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(i) Availabili nd flexible trade credit facilities may induce a firm

to indulge in overtrading, which may add to the risks of the firm;

(ii) Only limited amount of funds can be generated through trade credit;
(iii) It is generally a costly source of funds as compared to most other

sources of raising money.
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the owner of an asset grants the other
party the right to use the asset in_retur

for a periodic payment is called:
1. Trade credit
Factoring

1. Only 1
2. Only 3

% Only2 __
4. More than one

5. None of the above



Lease Financing:

« Alease is a contractual agreement whereby one party i.e., the owner of an asset

grants the other party the ng}to\use the asset in return for a periodic payment.
In other words it is a renting of an asset for some specified period.(The owner of the
is called thwhlle the party that uses the assets is known as the
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(i) It enables the lessee to acquire the asset with a lower
_————— \- _—

“

investment;

(i) Simple documentation makes it easier to finance assets;

(iii) Lease rentals paid by the lessee are deductible for

computing taxable profits;
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(iv) It provides finance without diluting the ownership or

-~
control of business;



Limitations:
(i) A lease arrangement may impose certain restrictions on the use of
assets. For examgle, it may not allow the lessee to make any |

altération or modification in the asset;
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éimitations: )

iii) It may result in higher payout obligation in case the equipment is not found

seful and the lessee opts for premature termination of the lease agreement;

iv) The lessee never becomes the owner of the asset. It deprives him of the
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residual value of the asset.
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. a type of finance where a . T "SR &1 ﬁHM

business sells business sells its outstanding AT T THE A & AT
invoices to a third party, called a HYA THET_ AT

factor, at a discount to receive by FEad &,

immediate cash. 1. 1

1. Accounts receivable 2. oIS BIEATHT

2. Lease Financing 3. theefler

\_23 Factoring
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Factoring is a financial service under which the ‘factor’
renders various services which includes:/

*( Discounting of bills and collection of the client’s debts:
Receivables on account of sale of goods or services are
sold to the factor at a certain discount.
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There are two methods o @ lrecourse )andA

(m" Under recourse factoring, the client is not protected

against the risk of bad debts.

On the other hand, the factor assumes the entire credit risk
under nonrecourse factoring i.e., full amount of invoice is paid

to the client in the event of the debt becoming bad.
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Providing information about credit worthiness of prospective client’s
e,  — —_—0—_,_—_—,m—m—— e
etc.,

Factors hold large amounts of information about the trading histories
of the firms. This can be valuable to those who are using factoring
services and can thereby avoid doing business with customers
having poor payment record. Factors may also offer relevant

consultancy services in the areas of finance, marketing, etc.

mmﬁﬁmmmﬁmﬁmﬂmml

w & ‘TI'H & SRS F Iﬂ' H e PR
I & ﬁv TALC) J_IKI )

mmﬂwmt M

wm?mmmw




« The organisations that provides such services include SBI Factors and
ﬁ—-——'-\—-_—_—_—-——-\—‘

Commercial Services Ltd., Canbank Factors Ltd., Foremost Factors Ltd.,
— - — ‘_‘

State Bank of India, Canara Bank, Punjab National Bank, Allahabad Bank. In

addition, many nonbanking finance companies and other agencies provide

factoring service.
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(1) This_source is expensive when the invoices are numerous and
smaller in amount; -

(ii) The advance finance provided by the factor firm is gener
availaBie at a higher interest cost than the usual rate of interest;

(iii) The factor is a third party to the customer who may not feel
comfortable while dealing with it.
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The deposits that are raised by organisations for the medium term is:
1. Public deposits

2. T-Bills

3. G-Sec

4. Trade Credit
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2. Only 3

3. Only 4

4. More than one

5. None of the above




« Public Deposits: The deposits that are raised by organisations

directly from the public are known as public deposits. Rates of

interest offered on public deposits are usually higher than that

offered on bank deposits.
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Merits:

(i) The procedure of obtaining deposits if aand does not contain restrictive

conditions as are generally there in a loan agreement;

(ii) Cost of public deposits is generally lower than the cost of borrowings from

M

banks and financial institutions;
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(iii) Public deposits do not usually create any charge on the assets of the company.

The assets can be used as security for raising loans from other sources;

(iv) As the depositors do not have voting rights, the control of the company is not
M
diluted.




(i) New companies generally find it difficult to raise funds

through public deposits;

(ii) It is an unreliable source of finance as the public may not
respond when the company needs money;

(iii) Collection of public deposits may prove difficult,

particularly when the size-of deposits required is large.
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