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I . Concept ( Meaning )
→ Refers to services provided by financial-

Industry .

- Covers broad range of organisations - like ,
- Banks - Investment funds
- Insurance Companies - Hedge funds
- Credit Card Companies - Mutual funds
✓ Stock brokers

-
venture capital

- Merchant Bankers financial planners )
-

advisors
-

Concerned with design and delivery offinancial products

2) . Objectives / functions
→ Cc) Mobilization and allocation of Savings

(2) Facilitate buying and selling of
financial services

(3) Provide - efficient and effective payment ,
clearing and management system

147 Provide fair and transparent system
of financial transactions

157 Provide cost efficient and prompt'

financial services

(6) Selection of Project and monitoring
performance of industries{7) Offer portfolio valuation

(8) Provide advisory services

(9) . Promote process of financial deepeningand broadening .
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3) . Characteristics CIIVHI)
→ Cc) Intangibility i - Quality . Innovation ,

Customer oriented Services

(2) Inseparability : - Origination and Supply
-

of fin - services takes place
i '

simultaneously .
(3) Variability Competition , customer oriented

-

service .

(4) . Human element : - Dominance
, Requires

-

competent and Skilled
personnel

CS) . Information based : .
-
- Creation

,
distribution

, and Use
- essential element in financial Service

4) Importance
→ as Provision of liquidity

CD Promotion of Savings
?

(3) Capital formation
)
7

CU ) Creation of employment opportunities

(5) Contribution to GNP .

Gross

-

National Product

(6) Economic wth

( t)
.
Benefit to Government
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5) . Financial Service Market

→ Ci ) . . Banks provide wide range of Services .

Huge Competition amongst different category of
banks such as PSU banks

, private sector banks
and foreign banks

.

• Electronic revolution results in -

- widened the reach to customers
- reduced the cost of marketing
- improved speed of Service

(2) NBFC - Serving unbanked customers
- Focus - Retail asset backed lending

- Microfinance
- Aspiring to be One Stop shop for all
financial services .

(3) In Insurance Sector - launch of Innovative products
- Online application for policy
- Faster settlement of claim

(4) Mutual Funds - Asset under Management (AUM)
increased sharply .

M

- More transparency
- Ease of transactions
- Reduction in transaction cost .

- Effective regulatory control by SEBI

6) . Financial Service Mar
,

Ket constituents :-

I t t
financial Financial financial
Markets Assets Institutions

a- in at
, t, to

x x

Forex Capital Money Debt Equity Bank NBFC

Market Market Market

I
→v

Primary Secondary
Market Market
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(1) . Primary Market :

Deals with those securities which are issued to public
for first - time .

(2) Secondary Market :

After IPO ,
securities are quoted in stock - exchange

and continues 8 regular secondary market for
buying 1 selling available .

(3) forex Market :

Trading of foreign exchange .

(4) Capital Market :

Deals with long -term or equity- backed
securities

(5) Money Market :

Deals with Short -term securities

(6) Financial Assets :

is a tangible liquid asset that gets its value
from a contractual claim -

( No inherent physical
Eg :- Stocks

,
bonds

,
bank deposits .

worth)

Main classes of FA - Equity and debt
.

(7) Financial Institutions :

is an establishment that conducts financial
transactions such as Investments

,
loans $ deposits .

Two main categories - Banks and NBFC's .
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93. Banking and Non - Banking Companies
(1)

.

As per Section 5 of Banking Regulation Act ,

1949 -

a Banking company means the accepting ,

(for the purpose of lending or investment,]
of deposits of money from the public ,

repayable on demand or otherwise and
withdrawn by cheque , draft , order or
otherwise .

(2) RBI has defined NBFC as i

• a financial institution which is a company ;

• a non - banking institution which is a company
and which has as its principal business of
① receiving deposits ,

under any scheme or

arrangement or in any other manner
,
or

② lending in any manner ;

• Such other non- banking institution or class of
such institutions

,
as the RBI may ,

with the

previous approval of central Government and
by notification in the official Gazette

, Specify .

→ Difference between a Bank and NBFC :-

CD . Demand Deposits cannot be accepted by NBFC

(2) Unlike banks
,
NBFC is not a part of payment and

settlements system regulated by RBI -

(3) NBFC Cannot issue cheques on its name

(4) For the depositors in NBFC the deposit insurance
facility

.

and credit guarantee is not available .



objectives of financial regulators are usually :  
Market confidence : To maintain confidence in the . 
financial system.  
Financial Stability : Contributing to the protection and 
enhancement of stability of  the financial system.
Consumer Protection : Securing the appropriate degree 
of protection for consumers. 
Reduction of financial crime : Reducing the extent to 
which it is possible for a  regulated business to be used 
for a purpose connected with financial crime. 
Regulating Foreign Participation in the financial markets.
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103 . Regulatory framework

(1)

(2)

(3)

(4)

(5)

Read
x
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7) Growth of financial Service in India : .
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8) Problems in financial Service Sector
→ a) lack of qualified personnel

(2) Lack of Investor awareness

(3) Lack of transparency in disclosure

requirements and accounting practices

(4) Lack of specialisation in different financial
service

(5) . Lack of adequate data to take financial
Service related decisions

( 67 . Lack of efficient risk management system

173. Inadequate Security of data

( 87 . Strong competition

- x-
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2
. Factoring and forfeiting

X

X X

FACTORING FORFAKING .

I do

i) . Introduction & Meaning
7) Working of

2) . Types of factoring forfeiting

3) Theoretical framework 8) Benefits 8
+ Functions of a factor

Drawbacks
4) Factoring cost

5) Advantages & Disadvantages

6) Factoring in India

÷
9) . Factoring Ys . forfeiting

④ 10) Practical Problems

for TYBMS .
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D .
Introduction 8 Meaning E-

→ Ci) .
Two different types of financing of
receivables . Both are fund based FS

.

(2) . Def : - Factoring
- An agreement in which receivables arising
out of Sale of goods / services

- are sold by a firm / Client
- to the

'
factor

'

( a financial intermediary)
- as a result of which the title to goods / Services
represented by the said receivables passed on to
the factor .

Henceforth ,
the factors becomes responsible for -

. All credit control

- Sales accounting
- Debt collection

(3) Def :- Forfailingf forfeiting
- A mechanism by which the right for export receivables
of an exporter (client) is purchased by a

'forfeiter
'

(a financial intermediary)

withoutrecoorse-tohim.SI
. Theoretical framework : -

①
<

Credit Sale of Goods

Original Invoice
c-

CUSTOMER ( Buyer SELLER ( CLIENTagreement
(4) (e) Submit n n

InvoicePay copy
×

the y
L

Amount (B) Payment 807
> initially y

y
FACTOR 151 Pay Balance

amount
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A Function of a factor . :

4) . Administration of Saiesrgster
427 Provision of collection facility

H) financing Trade bills

(4) Credit control -

e5 ) Advisory services -

2) . Types of factoring : -

=/
x ti + (3) (5)

Recourse Non - full v u

1- Recourse Factoring Domestic Cross -
credit Risk I' Bordley
is with Client creditRisk (4) Inter -

is with factor (2) national
V V

dotlmimsihssionx x Disclosed Undisclosed
Advance Maturity

4) . Factoring cost : -

→ Ii )
. Charge for collection and sales ledger admin .

-

is in the form of a Commission expressed
as a 7. of value of debt purchased .

It is collected up -front / in advance .

(2) Charge for short - term financing ( Advance part -
payment ) in the form of Interest charge /
Discount charge for the period between the
date of advance payment and date of collection )
guaranteed payment date .
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5) CA) Advantages of factoring or

→ cc)
.

Immediate cash inflow

(2)
.

Focus on business operations and growth
(3) . Evasion of bad - debts

143
. quicker arrangement of finance

(5) . No requirement of collateral

(6)
.

Sale not loan

(7) . Customer Analysts
(8)

. Competitive pricing

(9)
. Useful to small business

( co) . Reduced current liability

(B) Disadvantages : -

→ le)
. Expensive

( 23
. Possible harm to customer relationship

133 . Company's image distortion

(4)
.
Constraints on business

( s ) . Enhanced administrative burden

(6) . Purchase of accounts receivables of reputed
companies only

177 . No funding for capital expenditure
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6) Factoring in India

JE

-

/

I-
- -

⑦
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=
-

- - -

←

②

-

③

(Vii ) Import /
Expofattening

(Vi ) Risk Management
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7) . CA) Forfeiting - Meaning :

→ Originated from french word
'

Forfait
"

,
which

means to surrender one's right on something
to someone else .

→ Forfeiting is the discounting of international
trade receivables such as promissory notes and
Bills of exchange for cash .

→ All risks and collection problems are fully
the responsibility of the forfeiter .

(B) for fatter - working : -

② CUSA)(India)

③
⑤

⑨
⑦ ④

① ⑧
⑥

⑨

83. Benefits of forfeiting:*
→ ta) To Exporter :

( i) 1001. financing ev) Tools to expand sale

( ill Improved cashflows (vis Protective tool

-

Economic
( iii) Risk reduction political ( Vii) Reduced admin .↳

currency Risk cost
Civ ) Reduction in Bad - debts
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JR
.

→#B) To Banks :

④ Banks can offer new product range to clients

Banks gain fee based income

C Lower credit admin . and credit follow up .

A Drawbacks of forfeiting :

→ Ci) Forfeiting is not available for deferred payments
( while exporting capital goods )

( i:) No international credit agency guarantee for
forfeiting companies .

Ciii) Only selected currencies are taken for
forfeiting .
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9)

( not fixed )
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HI x NIV

* .
Practical Problems : -

sales 807.
"

credit , 20
-leash

option -
-

cost
-

c
-

goings- I

option
I .

WN 8- Credit Sales = Godacskfo 1 . = 48 Lac's
°
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Monthly Sales = 48 Lacs) 12=400,000
=

sohu.tn : - CA ) Option I i - factoring
cost of factoring i - ft )

.

Fees [(48,0%-000)×90%+21] =
7200

Commission ( ( 48.0%000) x 4% ] = 16,000

o
less g. Savings in cost :-

Management cost ( 216001,2 ) 1800

Bad - debts ( (481-0,02000)×1%7 (5800)

¥Net cost of factoring →
.

=

CB) Option I i - Bank Advance .

East : - Interest = 5400 u

( ( 481%0001×907×181 . afg]

Processing fees ( 400,000×2 's.) = 8000
✓

Bad - debts ( 400,000×11 . ) = 4000
-✓

Final ¥700
Ans : - Since the costs in both the options are equal ,

F Ltd . Can choose either of two - factoring or

bank advance .

*
Note : - It is assumed that F Ltd . will Continue

to incur management costs .

- a -

To be continued . - .
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3
.

Been Discounting
tr & I - I

Introduction framework Bill Market Factoring
4 CFI Schemes vis

D Meaning de Bill
2) Need

(g)
Intro Discounting

3) Conditions features 1103 .

4) Types (9) Advantages
5) Advantages
6) Disadvantages

F) . Framework [ Process ) :-

①
<

Credit Sale of Goods

②
+ Invoice

Buyer accepts the Invoice-
$ to pay on due date

Buyer / Drawee sewer ( Drawer

(H n n

C ③ Approach Bank
and discount it ×Iff µ

,

'
em

Amount verify tegitimacy of Bill
'

~
\

On + Buyer CreditworthinessDue-date
x

Bank / ( 5) Bank provides funds to sellerfinance Co
. after discount 1 fees .
(6) Seller gets the funds

and use if for business .
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D .
Introduction : -

→ Meaning ( Bill discounting aka
'

Bill of Exchange
'

]

4) .
It is an arrangement whereby the seller recovers
an amount of Sales bill from the bank IFI before
due - date ( for a feel discount) .

123 This bill is presented to seller's customer on due-

date and full amount is collected .

(3) Bills / Invoices - technically
'

Bills of Exchange
'

BOE is a negotiable instrument ( can be endorsed)
(4) Source of Capital for the seller

500
(5) (Bill Amount - Amount paid)= tee of the bank IFI .

(0,000 - 9500 t,

Depends - Period Y Risk

16 ) Eg . Drawer has a bill for 710,000
Discount with bank 3 months before due
date @ 10 of p -a .

Discount = 10,000 X 10% X ,3z = Rs . 250

→ Drawer will receive cash of 2- 9750

Toss a F 250

( t) On Due date
.
Bank

,
present the bill to acceptor

t. I
Honoured Dishonoured
4 I

--

Bank receive No payment from Acceptor
cash 4

Drawer who discounted

( will pay to bank .

ti
i! Contingent liability
for the drawer
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2) Need for Bill Discounting :

→ Ci) Immediate cash to seller - (Easy finance)

(2) Long - credit period to Buyer . Banke
FeelDiscount

3) Conditions :. change
Time Maturity

→ CD A Bill must be Ufa.nfe. - III .

(2) Must be accepted and bears atleast two

signatures '

business related

(3) Bank normally discount trade -Ites only .

(4) Where a Usance bill drawn at a fixed period -
* after sight ,

the bill must be accepted to=
establish the maturity .

(5) Discount period = from date of discount $

expires at date of maturity .
Usance
- 81.2121

41. Types of Bill Discounting : -

(after sight) has
-

→ i) . Purchase bill discounting - purchaser

2) Sales bill discounting - seller

5] . Advantages of Bill Discounting : -

- Cl ) for seller - immediate cash for day - to day
activities → ( Instant liquidity )

(2) - n - - No collateral → No burden of
mortgaging the asset with

Bank .

(3) For Banks - commission → Extra Income for
a bank .

Less RiskyI
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63 . Disadvantages :-

→ ( t ) .
Bank Discount → Extra cost for the holder of bill .

(2) . Not honouring of bill → additional burden on the
bank

→ additional admintrain've

expense

(3) Short - term source of finance → Not advisable

for business .

101. Factoring Us . Bill Discounting g-

① Adv .

② Rem .
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All pts :- Cl )
. Def h (6) Funding Arrangement

(2) Parties
(7) Control of sales Ledger

(3) Type
(4) Charges ( compensation .

187 Company Involvement

(5) Size of Business (9) -Governing statute .

-

(Bills of Exchange]

E-=
-

-

R .
Bill Market schemes :

8) .
Introduction -

→
.
RBI introduced in November 1970

.

• Object : Developing genuine bill market in India .

• As per the scheme
,
bills must be genuine

trade bills ; bills which evidence sale / dispatch of
---

- -

goods .
• Redi'scounting of these bills by RBI called
T "

Bills Redi'scounting scheme
'

.

Discounting Rediscount .

i÷÷¥¥Ban¥⇒R-
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→

features eo.

- -
I

-

-

-

-aEtGTEdTdIEgq
-

-

•

Imam
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① ②

=

-

- ---

-

-

④
C

J

EES
'

III.wer-6
.

I

#

- x-
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3
. Issue Management and

Intermediaries

1
.

I r t, r ti
y .w Ite .w

Merchant Banker / Underwriters Bankers Brokers
lead Manager .

-

to an Issue to an Issue

t, te t,
- Definition . Definition - Definition
- Categories . Importance - Registration
- Services provided - classification - code of
- Obligation and - Obligation and conduct

Responsibilities ResponsibilitiesI
similar
ans . F-

one Kompany
t,

#Bl⑦
< Itt -
BUnderwrite
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O
,
-
-
--
-
-
-
-

Integration-Loan ←
- =

x -QQQ → - Securities
888 \
N \

.
Special '

I ⇐ SBI ppuipose-y.IT/↳ Bank . vehicle - - -

-

EMI x Originator - ri
t, i t
NPA . If i securitization get ¥i

Non - performing i § Restructuring
→

( asset IBIS . l co . Investors r
Liab - Assets 1 It
-I

/ ME cos
,
Ins . Cos ,If ?q ( loans Adv . xxx

" 't
Big:& n'

'

fiationIs

-N

=

Illiquid
Asset
- liquid

Asset

* Hedgers , Speculators g Arbitragers
- wheatMumbai µop¥t

- CMP 't

pane Yseult
030 2888 < Contract ¥7 • Existing Exposure

£88
. f ESO o To Reduce Risk

farmers
- contract

contract to sell
to Buy v Hedger .

I.

Contract
£50 contract to buy

- . No Existing
> O exposure

%
. To Earn profit

speculator on the basis ofContract
to
buy

@
to price expectation

• Loss pbe✓

Jo Arbitragers .

£
• To Existing

Contract exposure
p to

@Seeff ↳ . To earn

profit onD 8Qqq§6opeukg# the basis

-
& GE Tf of price

expectationFarmers

(Rs - Go)
• Loss NOT

possible


