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1. lntrodunetion

Business funance refery to- the money requived for carryung owt

Need for Business Funance

1. To stourt and establisiv o business
2. To ruwn day-to—day activities
3. To modernize, expand and dinversify the business

4. To purchase assetsy

Lassification of Fi Ll Needs of o Busi

Fixed copifal Reguirements
[Money invested in Fixed assets]

It shouwdd always be financed
thurough long term sounces ano
never from short term sources:

Working Coapitol Requirements
[Money unvested in Current assets]

These are financed thawouglh botiv
short and  long term  sowrces
However furmys  prefer short term
sources to- funance Working Copital
Reqguivrement

7.3

2. Classification of Sources of Funds
Period Basis Ownersivip Basis Sowrces of
‘ . Generation Basisy
| oo Vol !
Long Mediwm  Short | Owner’'s Borrowed | Infernal Extfernal
Term Term Term Funds Funds Sowrces  Sowrces
Ownery Fundy
|
v v v v v v
Egquity Preference Refouned GDRy ADRy IDRy
Shares Shares Earningy
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3. Equity Shares

These shaves do- not carry any special or preferential rightsy un
respect of payment of avvnal dinidend and repayment of copital.

3.1 Feotwres of Equity Shares
MT: Ruk Retwrn V0L City

& A Wbh R

Ruk bearer capitol

Refurn

Voting righty

Limited Liablity

Cloaw over restonol uncome
Motuwrity

3.2 Merity of Equity Shares
MT: C C

1.

2.

ldeal for adienturows wwestors
[Rusk]

Sowwce of fixed capitol
[Maturity]

No- ohligation as to- dinioend
[Claim over residunal income]
Demotratic Management
[Voting rigiits]

Provides credit stonoing

No- charrge on assets

3.3 Lumiutntions of Equity Shares
MT: DeaF

1.

2.

Ruk of Fluctuating returng
[Risk]

Higlh cost of capital
[Refurn]

Dilution of Control

[Voting rights]
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4. Danger of over caputolization
5. Legal formalities
4. Preference Shares

Preference shares are those shares, wiric enjoy certoin priovifies
regavding He payment of dinvidend at a fixed rate and refuarn of

the capitol.
Preference Shavesy = Equity Shares  + Debentures
Durtdend Fixed rote of retwrn
4.1 Types of Preference Shares

|
! ! ! ! ! !

Cuwmunlative Non~ Participoting Non~ Covwertible Nown~
Preference Cwmdative Preference Participoting Preference Cownwertible
Shares Preference Shaores Preference Shores Preference
Shavres Shavres Shares

4.2 Featwres of Preference Shares

MT: Defunition No- No-

1. Fixed rate of dinvidend
2. Repayment of capital
3. No voting rightsy
4. Nocharge on assets

4.3 Merits of Preference Sharesy

1. Reasonable safety of refurng
[Fixed rate of dintoend]

2. Repayment of principal amouwnt
[Repaygment of capital]

3. No intferference un management
[No- voting rights]

4. No charge on assets
[No- chharge on assets]

5. Trading ow equity
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4.4 Luwnitations of Preference Sharesy
1. Lumifed appeal
2. Dltesy claim of equity shaveholoers
3. Unreliable and low refurng
4. No toy benefits

5. Refained Earnings
It refery to- ivat part of profuty wirvichv s kept as reserve for use L
the future.

lmportont Pounts

1. Ao known as ‘Internal Funancing', Self Financing' or
Ploughing back of profits’.

2. Shareholdery funds and there i no external Uablity.

3. Not for newly established company.

4. Amount depends on many factory Uke net profuty dintdend
policy, age of e organisation efe.

5.1 Merity of Retoined Earnings
MT: DAD free C M
Dependent Sowrce
AbUlity to- absorb shhotks i business
Stability of diridend
More freedom
Economical
Enhances market valune of shares

& L AuWd R

5.2 Luntotiony of Refauned Earnings
1. Dusatufaction among shareoloers.
2. Uncertoun
3. Ignores opportunity cost
4. Danger of over caputalization
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6. Global Depository Receipts [GDRs]
It & o nstrument Usued abroad by a company to- raise funoy n
some foreign cnrrency anol Uy Listed and traded ot o foreign stock
exchange.

7. Awmerican Depository Receipts [ADRy]
The depository receipty Bsuned by a company n tie USA are
kinown as Americon Depository Receipts:

lmportont Pounty about GDRy and ADRy

1. The sharesy of on [ndian company are delivered. to- the overseas
depository. The depository B generally o bank located v Hre
country i wirieh GDRy shall be treated.

2. Thay deposifory appounty another wutfermediory, kinown as
cwstodiow for keeping tie physical possession of suci shares.
The custodion s generally selected: by the depository rativer
than the suner compoany.

3. Depository usumesy GDRSY/ADRy to- foreign cifizens, which
certifles that shares of Indian company are held by custodian

4. Dwudends on sl shares, wnotiees and reporty abouwt Hre
lndian company are received by Hre depository.

5. Divvdend s recewved un X [or home currency of the Gsuming

company] while depository paysy He dividend un pounds or $
to-the GDR or ADR holdery

8. Indian Depository Receipts [IDRs]
IDR & a funancial wstrument denominated, un ndian Rupees v
the form of a Depository Receipt created by o IDR to- enable a
foreign company to- raise funds from the [ndian secunrities market:
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Bwrom|rwb Fundy
! ' ' ' ! '
Debentures Loans from Loony from Public  Trade Inter
& Bonds Funancial Commerciol Depositsy Credit  Corporate
Institwtions Bonks Deposits

q9.  Debentures and Bonds
Ay per section 2(30) of The Companies Act, 2013, “Debenture
wncludes debpenture stock, bonds or any other wutrument of o
company evidencing a debt, wiether constituting a charge on
the assety of the company or not:’’
A debenture s o document or certificate wiriee s Bsueod wnder
the common seal of tive company.

q9.1 Tgm/yof] Debentures

' ! oo Voo 4oy

Securred Unsecured Registered Bearer Conwvertible Non- First Second Zero
Covnwvertible Interest

Debentures

9.2 Features of Debentures

MT: BCD No Intferest Interest
Borrowed fund
Ciharge against assets
Redemption of Debenturres
No- voting rights
Perlodic untferest poyment
Compulsory payment of unferest

& AWd R

4.3 Meruy of Debentures
1. ldeal for safe unwestory
[Compulsory & Periodic interest payment]
2. Noloss of control
[No- voting rights]
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Flexihbility

[Redemption of Debentures]

Economical

[Less risk less refurn]

Switable during stoble earnings
[Compulsory & periodic interest payment]
Tax benefits

Trading on equity

9.4 Luwitations of Debentures

1.

2.
3.

4.

Permanent burden of interest
[Compulsory payment of nterest]
Adwerse umpact o borrowing capacity
Repayment opligation

[Redemption of Debentures]

Civarge on assets

[Chharge against assets]

10. Loan from Finoencial Instibntions
The CG and SG have established variows funancial institutions in
tHhe country to- provide finance to- business.

10.1 Merity of Loan from Financiol lnstitutions

1.

oW

10.2 Limifotions of Loan from Financial lnstibuntions

1.
2.
3.

Assistance v Business
Sowwrce of gooodm UL

DUfflendt Procedumre
Restrictive clavses
Intferference un Management
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11. Looany from Commerciol Banks
Commertial banks are an mportant sowrce of raising funds for

11.1 Merity of Loany from Commercial Banks
1. Economical
2. Maintainys business secrecy
3. Less formalities
4. Flexible souarce

11.2 Lumitationy of Loany from Commercial Banks
1. Diffiendt procedure
2. Restrictive Procedunres
3. Interference un Management

12. Public Deposits
These are Hre deposity raised by ovganisations directHy from tHre
public.

12.1 Merity of Public Deposity
1. Sumple Procedure
2. Economical
3. No charge over assets
4. No- losy of control

12.2 Lumitotiony of Public Deposity
1. Unsnitable for new companies
2. Unreliable Sowrce
3. Not suitable for long term funancing
4. Lumitfed Funos

13. Trade Creditf
I+ & the credit extended by one trader to- anotiver for the purchase
of goods and services. It facilitates the purchase of supplies
It b also- kinoww as ‘Mercantile Credit
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13.1 Meruty of Trade Credit
1. Covwendent Sownrce
2. Ready availabpility
3. Promotes sales
4. Helps in raising wwentory level
5. No charge ovw assets
13.2 Lunitetions of Trade Credit
1. Risk of overtrading
2. Limited funds
3. Costly

14. Inter Corpovrate Deposity [ICD]
It & an wngecunrred borrowing by companies from otiher covpovate
entuiies regustered. under Thhe Companies Act:

14.1 Types of | C D’y
v v v
Caoll Deposit Thyee montiv Six montr
Deposits Depositsy

14.2 Merity of ICD’sy
1. Free from bureauncratic and. legal proplems
2. Secrecy B maintodined
3. Meeting working capital requivrements

14.3 Demerity of ICD’s

1. Not suitable for long term financing
2. Ungecwred
3. Higlh intferest rotes
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15 Factoring
It & a funancial service wnder wivch a factor rendersy the

Ducownting of billy and Providing information
collection of tie client debty oot credit worthiness of
prospective clients
Metiody of Factoring
|
Recowrse Factoring Non~-recourse Factoring
Meruty of Factoring
1. Economical
2. Facllitates funancial commitments on tme
3. Flexible source
4. Safety of debty
5. No charge over assets
6. More atftention to- core ssmnes
Lumitations of Factoring

1. I+ B an expersive sowrce when there are nuumerons Wwolces,
wiehv ave smaller U amouint

2. Hyglhhv commuission charged by foctor

3. Cwstomer may not be comfortable un dealing witiv factor.

16. Lease Financing
I+ & contractual agreement v wirich the owner of the asset gronts
the othver party the right to- wse Hhe asset;, v retwrw for a periodice
poyment;, bt refoing tve ttle over tihe property.

Owner > Lessor
The porty wiro uses tie asset > Lessee
Fixed peritodic amouwnt > [ ease Rent
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Merity of Lease Financing
Prevents hunge waestments

Less Formalitfies

Tax benefits

No- Loss of control

No- effect on borrowing capacity
No- risk of change un techunology

Limitations of Lease Financing

1. Cerfain restriction on use of asset

2. Problems due to- non-renewal of lease on time

3. Premature termination of the lease agreement leads to- hunge
poyment to- lessor

4. Lessee never becomes the owner of the asset

I R A

17. Comwmercial Paper

It & an wsecnred. promissory note sued by a furm to- raise funos
for a shhort periodh varying from 90 days to- 364 dayy

Merits of Commerciol Paper

1. No chharge on assets

High Uguidity

Cost of suning commercial paper gy generally Low-
Contunumons sounrce of funol

cowv earn goodk refurng ovw the soume.

oA Wb

Limitations of Commercial Paper

1. Can be Usuned ovdy by funanclally souwnd and highly credit
worthy furms

2. Limitfed fundy can be roised

3. sy maturity connot be extended, f the fum o wunable to-
redeenw Uty paper.
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18. Factors affecting choice of Source of Funds

Cost

Financial Strengtiv and Stability of operations
Form of organisation and Legal Status
Purpose of ftme period

Ruk Profue

Control

Effect on Credit Worthvuness

Flexib ity and Ease

Tax Benefits

D% NSO RNUWDdR
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