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TRADE CREDIT

Trade credit is a form of short-term finance.
It has few costs and security is not required.

Normally a supplier will allow business customers a period of time after goods have
been delivered before requiring payment.

The period of time and the amount of credit a business gets from its suppliers is
dependent on a number of factors.

These include:
 The 'normal' terms of trade of that industry,
 The credit-worthiness of the business and its importance to the supplier.

In general, trade credit, which is widely used as a source of finance, provides short-
term finance.

 This is normally used to finance, or partially finance, debtors and stock.
 As such, its importance varies from industry to industry.

Industries, where there is greater investment in stock and work in progress, are more
likely to rely on trade credit than are service industries.

Reliance on trade credit, as a source of finance, makes some firms more vulnerable if
that credit is not managed effectively.
 Effective management in a small business setting requires a balance to be struck

between taking advantage of trade credit and not being perceived as a slow payer.
 If too long a period is taken to pay, the supplier may subsequently impose less

favourable terms.
 The temptation to extend the repayment date can lead to the withdrawal of

any period of credit, which means that all supplies have either to be paid
for in advance or on a cash on delivery basis.

 Ultimately, too heavy a reliance on trade credit can leave a business
vulnerable to the supplier petitioning for bankruptcy or liquidation.

Trade credit is often thought of as cost-free credit, which is not strictly true, as quite
often. suppliers allow a small discount for early payment. Therefore, using the full
period to pay has an opportunity cost in the form of the discount toregone.
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FACTORING

Factoring provides short-term finance.
Costs include an interest charge
and a debt management charge.

The finance is secured on the debtors.

If a business makes sales on credit, it will have to collect payment from its
debtors at some stage.
 Until that point, it will have to finance those debtors, either through trade

credit, an overdraft, or its own capital.

In order to release the money tied up in debtors, the business can approach a
factoring company.
 These are finance companies which specialise in providing a

service for the collection of payments from debtors.

Essentially, the factoring organisation assesses the firm's debtors, in terms of
risk and collectability.
 It then agrees to collect the money due on behalf of the business concerned.

Once an agreement has been reached, the factoring company pays the business
in respect of the invoices for the month virtually straight away.
 It is then the factoring organisation's responsibility to collect from the

debtors as soon as possible.

The factoring company charges for the service:

 In the form of interest that is based on the finance provided,
and

 By a fee for managing the collection of the debts.

This form of finance is therefore more expensive than trade credit, but can be
useful as it allows the business to concentrate on production and sales, and it
improves the cash flow.
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FACTORING

Factoring allows a company to raise funds by
selling its accounts receivable to a financier, called
a factor, on a continuing basis, who is then
responsible for managing the sales ledger and
collecting the debts.

A factor is typically a finance company but may also be a bank or bank
subsidiary.

In most cases, only accounts receivable from businesses,
rather than from individuals, are suitable for factoring.

Typically, an account will be sold for a proportion of its face value — say, 75 per
cent — with the remainder (less a fee of, say, 3 per cent) paid by the factor to the
selling company after the account has been paid in full.

Factoring takes two main forms:
The distinction between these two forms lies in the different
consequences that arise if a debtor defaults.

Factoring with Recourse

If a debt is factored with recourse, and the debtor defaults, the factor can
claim reimbursement for the loss from the selling company (the
borrower). Thus the default (or bad debt) risk remains with the selling
company.

Factoring without Recourse.

If a debt is factored without recourse, and the debtor defaults, the factor
bears the loss.

The benefits of factoring include:

Access to finance

Reduction in the costs of sales administration and debt collection.
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ACCOUNTS RECEIVABLE
FINANCING

Accounts receivable financing provides an alternative way in which
accounts receivable can be used to generate short-term funding. In this
case the company uses its accounts receivable as security for a loan.

The company obtains funding, but retains the roles
of sales accounting and debt collection, and bears
the costs of defaults.

INVENTORY LOANS
An inventory loan is another form of finance that is usually provided
by finance companies.

This form of lending is known as floor-plan or wholesale finance and it
makes up a significant proportion of finance company lending.

BRIDGING FINANCE
Bridging finance refers to a short-term loan, usually in the form of a
mortgage over property, used to ‘bridge’ a short period of time.

Often the need for this type of funding arises from the
timing of a series of transactions.

For example, a property investor may wish to sell one building and
use the sale proceeds to buy another building but, unfortunately, the
timing of the transactions is such that the payment for the second
building must be made, say, a month before the sale proceeds from
the first are received.

Although an inventory of any durable item
may be financed by this means, the bulk of

this form of lending has been used to
“finance” the inventory of motor vehicle

retailers.
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BANK OVERDRAFT

Bank overdrafts provide finance only when it is needed.
Costs include interest and often a set-up charge.

In general, some form of security will be required.

Banks provide short-term finance for working capital,
either in the form of short-term loans or, more commonly,

in the form of an overdraft.

 The difference is that a loan is for a fixed period of time and interest is charged on
the full amount of the loan, less any agreed repayments, for that period.

An overdraft, by contrast, is a facility that can be used as and when
required and interest is only charged when it is used.

Thus, if a business knows that it needs money for a fixed period of time then a bank
loan may be appropriate.
 On the other hand. if the finance is only required to meet occasional short-term

cash flow needs, then an overdraft would be more suitable.

A bank overdraft carries with it:

 A charge in the form of interest
 A fee for setting up the facility.
 The bank may also charge an annual fee for the overdraft facility.

The interest rate charged is related to the risk involved and the
market rates of interest for that size of business.

Because they operate in a volatile market, small firms tend to be charged higher rates
of interest than large firms.

In addition, banks normally require security, which can take various forms.
 In the case of a small business the security could be a charge on the assets of the

business.
 In many cases, however, the property is already subject to a charge as it is

mortgaged.
 In these situations the bank may take a second charge on the property,

or on the owner's home or homes if more than one person is involved.
Alternatively, or in addition, the bank may require personal guarantees
from the owner.

 For larger companies, the security may be a fixed charge on certain
assets, or a floating surge on all the assets.
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HIRE PURCHASE

Hire purchase is for a fixed period of time.
Costs are in the form of interest charges.

Ownership of the asset remains with the provider
of the finance until all instalments are paid.

An alternative way of financing the acquisition of an asset is through the
use of hire purchase.

Under a hire purchase agreement a finance company buys the asset
and hires it to the business.

1. The finance company owns the asset during the period of the
hire purchase agreement.

2. The hirer has the right to use the asset and carries all the risks
associated with using that asset.

3. The ownership of the asset is transferred to the hirer at the end
of the period of the hire purchase agreement.

A normal hire purchase agreement consists of a deposit and a set number
of payments over a number of years.

This type of finance can only be used when a specific asset
is purchased.

Hire purchase finance, therefore, cannot be directly used for financing
‘working capital requirements or for any other purpose.

 If repayments are not made in accordance with the hire purchase
agreement, the hire purchase company has the right to repossess its
property.

The rate of interest charged will be dependent upon the market rate of
interest, but is likely to be higher than the interest on a bank loan.

 Thus, a business can acquire the asset and
use it, even though it has not yet paid for
it in full.
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LEASING

Leases are for a fixed period of time
The costs are in the form of interest charges.
Security is related to the asset in question.

A lease is an agreement between

 A lessor, the person who owns the asset,
and

 A lessee, the person who uses the asset.

It conveys the right to use that asset for a stated period of time in
exchange for payment, but does not normally transfer ownership at
the end of the lease period.

This form of finance is tied to a specific asset.
 Thus, its use as a source of finance is limited to the purchase of capital items.

In essence there are two distinct types of leases:

Operating Leases
 A lease where the underlying substance of the transaction is a rental

agreement.

Finance Leases.
 A lease where the underlying substance of the transaction is a financing

arrangement.
 The underlying economic substance of a finance lease is equivalent

to borrowing money from a finance company and using that money
to buy an asset.

Accounting for Leases.

A financial lease is defined as one which effectively transfers from the
lessor to the lessee substantially all the risks and benefits incident
to ownership of leased property.

Criteria to assist in the classification of a lease.

A lease will normally be a finance lease when the lease is non-cancellable and
 The term of the lease is equal to 75% or more of the expected useful life of

the asset being leased; or
 The present value of the minimum lease payments is equal to 90% or more

of the fair value of the lease asset at inception of the lease.
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GENERAL CHARACTERISTICS
OF LONG-TERM DEBT

Secured Debt

The lender has claims against the borrower and against assets of the
borrower.

Unsecured Debt.

The lender has a claim against the borrower, but no additional claim
against any particular property owned by the borrower.

Marketable Debt

Takes the form of securities such as notes, bonds, or debentures which are
issued direct to investors and can then be traded in a secondary market—
that is, the ownership of marketable debt is transferable.

Non-Marketable Debt.

Takes the form of loans arranged privately between two parties where the
lender is usually a bank or other financial intermediary.
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THE INTEREST COST OF DEBT

The interest rate applicable to long-term debt may be fixed or variable
(floating).

Most marketable long-term debt securities have a fixed interest
rate, known as the ‘coupon rate’, which does not vary over the
life of the security.

Where a variable interest rate applies, the rate will generally
consist of a base rate, or indicator lending rate, plus a margin
that depends on the risk of the borrower.

Lenders rank ahead of shareholders in that dividends cannot be paid
unless all accrued interest payments to lenders have been met.

Further, if a company is liquidated, all obligations to lenders have
priority and shareholders have only a residual claim to any cash raised
from the sale of the company’s assets.

The interest rate that a company will have to
pay to borrow funds for a specified period will

depend on the risk characteristics of the
company.

As a consequence,
lenders are subject to

less risk than are
shareholders and they
are therefore prepared

to accept a lower
expected rate of

return.
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Not all lenders rank equally in terms of their claims
when it comes to interest and principal repayments.

However, interest income is taxable in the hands of lenders and this
increases the interest rate that investors would otherwise require.

Therefore, the fact that interest is tax deductible does not
necessarily give debt a cost advantage over equity finance.

Marketability is the ease with which the holder is able to
trade the security.

Investors favour being able to sell securities at short
notice.
 They favour securities that are traded actively in a liquid market.

Therefore, marketable securities tend to be issued at a lower
interest rate than other types of debt, provided that the other
characteristics of the debt are equivalent.

Some debt can be subordinated to other
debt and, as a consequence, the holders of
subordinated debt will demand a higher

interest rate than do the holders of
unsubordinated debt.

Where borrowed funds are used to

generate taxable income, interest
on the debt is tax

deductible.
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EFFECT OF DEBT ON RISK

Increasing the amount of debt also increases the
company’s financial risk.

Borrowing introduces financial risk, which involves two separate but
related effects.

A Leverage Effect

Because the returns to lenders are ‘fixed’, the use of debt rather
than equity increases the variability of returns to shareholders and
increases the rate of return they expect.

Financial Distress

The more a company borrows, the greater the interest and principal
repayments to which it is committed.

In the extreme case, where a company has insufficient cash to
meet its contractual obligations, the consequences can be far
reaching and may even result in the company being placed in
liquidation.

Financial distress is costly and many of the costs fall on lenders.

Lenders will require a margin to compensate for the expected level of
these costs and this will be reflected in higher interest rates on loans to
borrowers that have a higher risk of default.

To limit their exposure to risk, lenders will generally set an upper
limit on the financial leverage of borrowers.

The costs incurred by the liquidator
in arranging the sale of the assets
are, in effect, paid by the lenders.
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EFFECT OF DEBT ON CONTROL

Lenders can exert, either directly or indirectly, significant influence over
the operations of the company.

In this case the lenders, or frequently a trustee acting on their behalf, can
seek to protect their interests.

This may be achieved by:

Taking control of the security for the loan,

Appointing an administrator,

Having the company placed into receivership,

Having the company placed into liquidation.

While lenders usually exert no control over a company, they have a large
degree of potential control, which they can exert if the company
breaches a loan agreement.

Provided the company meets its
obligations, lenders have no control

over the company’s operations.

Unlike shareholders, lenders have no
voting rights.

If a company fails
to meet its
obligations.
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Borrowers are charged an interest rate that is variable at the
bank’s discretion and consists of a base rate plus a credit margin
which varies between borrowers.

 Interest is calculated daily and charged monthly in
arrears.

The term of the loan is at least 1 year and can be up to 10
years.

Repayments can be tailored to meet the cash flow requirements of
borrowers and the agreed repayments can be interest only, with the
principal repaid at the end of the agreed term, or they can comprise
principal and interest.

A variable rate loan can be converted to a fixed rate loan without penalty
fees.

A variable rate loan is flexible in that it
can be repaid early without penalty and

a redraw facility allows borrowers
access to any excess repayments that

have been made.

In addition to interest, borrowers are charged bank
fees and government charges, and may be required

to pay an establishment fee.

Borrowers who wish to be protected
against possible increases in interest rates

can choose a ‘capped option’ which
means that the interest rate can go up, but
will not exceed a specified ceiling rate for

a specified term.

Variable
Rate

Loans
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At the end of each fixed interest rate period, the rate may be reset for
a further fixed term or the loan may continue on a variable rate.

Interest is charged monthly and principal repayments are made
separately on a monthly, quarterly, half-yearly or yearly basis
but, if required, the loan can be on an interest-only basis.

Security is required and the interest rate includes an
individual credit margin.

The security required by banks may take the form of a charge over
property or other assets, or the guarantee of an overseas bank or
parent company.

Fixed
Rate

Loans.

Instalments, once set, cannot be changed during the
fixed rate period, but can be renegotiated at the end

of the fixed rate period.

Borrowers can choose to make special prepayments or
to repay the loan in full, but they will incur an

administration fee and an early repayment adjustment.
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Bank loans have traditionally been divided into categories:

Fully Drawn Advances

 Indicating that the full amount of the loan was borrowed initially.

Term loans

 Indicating that the loan was entered into for a fixed period

A mortgage requires a borrower to pledge property as security for a loan.

Mortgage finance is used largely by borrowers who wish to finance their own offices,
shops and factories, and by property developers who wish to undertake activities such
as the construction of buildings and the subdivision of land.

Lenders will usually lend from 65 to 85 per cent of the
valuation of the property.

Mortgage loans are made on a credit foncier basis, which means
that the principal is repaid over the term of the loan.

However, if funds are borrowed to finance the development of a property, the
initial repayment of principal is often delayed for some. time until the project
generates a cash flow from which repayments can be made.

MORTGAGE
LOANS

LONG-TERM
LOANS

Frequently, the periodic repayments will be insufficient
to repay the principal during the term of the loan, so that

a ‘balloon’ payment will be necessary at maturity.
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NEGATIVE PLEDGE LENDING

Institutions may be prepared to lend on an unsecured basis where a
negative pledge provision is included in the loan agreement.

Apart from agreeing not to borrow additional funds on a secured
basis, the loan agreement usually places other restrictions on the
company.

The company may be restricted from increasing its borrowing
and total external liabilities beyond a specified proportion of total
tangible assets, including overseas assets.

Restrict the payment of dividends to a specified percentage of
each period’s profit,

Require the company to maintain various financial ratios (such as
the current ratio) at specified levels, and so on.

The principle of a negative pledge is that
the borrower undertakes not to pledge

existing or future assets of the company or
group to anyone else without the consent of

the lender.

A company is not permitted to undertake any
additional secured borrowing without the lender
invoking the negative pledge, unless the lender

agrees to waive this requirement.

The aim of such covenants is to
provide protection for lenders, while

also allowing the company to be
managed in ways that maximise

profits for shareholders.
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MARKETABLE LONG-TERM DEBT

Debentures are normally secured, long-term, fixed interest
securities that are issued for fixed periods but can be sold by
the investor if required.

Debenture holders are secured creditors and the security
will be one of two types.

A Fixed Charge over specified assets,

 A fixed charge impedes the company’s freedom to deal in its own
assets.

 In the event that the sale fails to realise an amount sufficient to repay
the debenture holders, they rank as unsecured creditors for the unpaid
balance.

A floating charge over all of the
company’s assets that have not been
pledged to other lenders.

In the case of a floating-charge debenture, the debenture holders have no
claim to the cash generated by selling assets pledged to other lenders,
although they rank ahead of unsecured creditors for cash generated
by the sale of unpledged assets.

DEBENTURES

If a company fails to meet its financial
obligations on a fixed-charge debenture, the
debenture holders may obtain payment by

forcing the sale of the pledged assets.

The interest rates attached to a debenture issue will
depend mainly on the general level of interest rates at the

time, and on the riskiness of the company
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The trust deed sets out:

The nature of the security for the issue

Specifies where the security ranks in terms of any claim against the
company’s assets.
Specifies restrictions on the company’s total borrowings, which
are usually expressed in terms of some proportion of the

company’s total tangible assets.

In the event of any breach, the trustee has to act to protect the debenture
holders.

Possible actions include making application to the Court for the
appointment of a receiver.

A company that issues debentures is
required to draw up a trust deed for the

issue and appoint a trustee for the
holders.

The role of the trustee is to hold the security
on behalf of the debenture holders and to

ensure that the borrower does not breach any
of the covenants in the trust deed.

Public issues of debentures are expensive because of
the costs involved in preparing a prospectus and

many companies found their debenture trust deed
unduly restrictive.
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MARKETABLE LONG-TERM DEBT

Unsecured notes are normally unsecured, long-term, fixed
interest securities that are issued for fixed periods but can be
sold by the investor if required.

Unsecured notes holders are unsecured creditors who rank below any
secured creditors for repayment of debt.

The trust deed for unsecured notes will usually contain very few
restrictive provisions.

A company that issues unsecured notes
is required to draw up a trust deed for

the issue.

UNSECURED
NOTES

Unsecured notes are a risky investment and
consequently holders are compensated with a
higher rate of interest for the risk they take.
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Convertible securities basically provide a holder with the right to convert
them into ordinary shares at some future date or dates.

If the security holder chooses not to exercise the right to’
convert, the security will be redeemed at maturity.

Convertible securities have usually taken the form of:

Convertible Unsecured Notes

A convertible note is usually unsecured debt that is issued for a fixed
term at a fixed rate of interest, with the additional feature that the
holder has the right to convert the note to an ordinary share at certain
specified dates.

As a result, note holders gain from an increase in
the company’s share -price.

It is usual for convertible note holders to be able to
participate in new issues, such as rights issues and
bonus issues, in the same ratio as if the notes had
already been converted.

It is also usual for the holders to be given the
opportunity by the issuer to convert the notes into
shares immediately, if there is a takeover offer for
the issuing company.

CONVERTIBLE DEBT
SECURITIES
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Convertible Preference Shares

The holder can exercise a choice in converting to ordinary shares.

Converting Preference Shares.

A converting preference share offers a guaranteed dividend prior to a
specified conversion date at which time the preference shares
automatically convert to ordinary shares in the company.

The conversion to ordinary shares is automatic.

This means that the holder is effectively protected against a fall in the
price of the ordinary shares prior to conversion.

EXAMPLE

In October 1995, ABC Ltd issues converting preference shares with a face value of
$20 which convert to ordinary shares on 30 October 1999 (Price $8.23).
At the date of the issue, the market price of ABC ordinary shares was $7.50. The
terms of the issue provide that the conversion ratio will be determined by dividing $20
by:

An amount equal to the price of ABC’s ordinary shares at 30 October 1999, less 10
per cent;
or
$20,( which will always yield a ratio of 1).

Whichever yields the greater number of shares.

The number of ordinary shares received by the holder of
each converting preference share is known as the

conversion ratio, which is usually expressed in terms of
some discount applied to the price of the ordinary shares

at the time of the conversion.
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MONEY MARKETS

Because the sums are large, in practice nearly all participants are large
and well-known entities.
 Consequently, it is extremely rare for transactions to be secured.

Most banks act as dealers in the market.

A loan to (deposit with) a dealer may be:

Overnight

An overnight loan, also called 11 a.m. money, is a loan made on the
understanding that either party may terminate the loan by giving notice
by 11 a.m. on the following day.

The interest rate paid on these loans is called the 11 a.m. call rate.
Alternatively, the loan may continue, but the interest rate is
renegotiated each day.

At 24-hour call,

Is so named because after the first 7 days these loans may be terminated
or renegotiated on 24 hours’ notice by either party.

A fixed period.

Fixed-term loans are rarely made for terms of more than 3 months.

Interest rates in the money market are determined by market forces.

There is an active market in which
large sums of money may be lent
and borrowed for short periods.
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PROMISSORY NOTES

The stated sum of money is referred to as the note’s face value.

The issuer of the note (that is, the borrower) is the only party with
an obligation to pay the face value at maturity, so promissory notes

are sometimes called one-name paper.

They are also known as commercial paper.

In practice only ‘blue chip’ companies—that is, large, reputable
companies with a high credit rating—and government entities are able to
raise funds by issuing promissory notes.

The issuer of a promissory note is able to select a maturity date that
suits its needs. After the note is drawn up it can be sold to any party
with funds to lend.

The purchaser is known as the discounter.

The amount that the seller of a promissory note receives from the
discounter depends on market forces.

A promissory note is simply a promise to pay a
stated sum of money (such as $100 000) on a

stated future date (such as a date 90 days
hence).

Promissory notes usually have short-
term maturities within the range 30 days

to 180 days, although other maturities
are possible.
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The use of simple interest to calculate the price of a promissory note,
given the yield, is illustrated below

A 90-day promissory note with a face value of $100 000 is
issued at a yield of 8.277 per cent.

Calculate the price.

A short-term debt instrument that promises to pay a stated sum
(known as the face value) on a stated future date and can be
traded in active secondary markets and are sold at prices that

reflect the current level of interest rates.

In a promissory note, only the issuer promises to pay the face value
on the maturity date.

In practice, market participants will agree on a
yield and the price will then be determined using

the agreed formula.
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BILLS OF EXCHANGE

The usual way bills of exchange are created and
traded

For a company that is unable, or for some reason is unwilling, to borrow
by issuing promissory notes, an alternative is to issue a bill of exchange.

A short-term debt instrument that promises to pay a stated sum
(known as the face value) on a stated future date and can be
traded in active secondary markets and are sold at prices that

reflect the current level of interest rates.

Most often, this role is filled by a bank.

The borrower pays a fee to the bank for this service and agrees to
reimburse the acceptor for paying the face value on the maturity
date.

In a bill of exchange there is another party, known as
the acceptor, so named because this party accepts the
responsibility to pay the face value on the maturity date.

Because the acceptor is a well-known institution with a
high credit rating, there will be lenders willing to

purchase the bill even if the borrower is not so well
known.

The parties involved in the creation of a bill of
exchange are:
 The drawer,
 The acceptor (or drawee),
 The discounter.
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The discounter has the choice of either holding the bill until
maturity, when payment will be received from the acceptor, or
selling (rediscounting) the bill.

However, if the bill is sold, the seller normally endorses the bill at the
time of sale.

Endorsement means that if the acceptor is unable to pay the
face value on the maturity date, an endorser may be obliged
to pay a subsequent holder of the bill.

Consequently, when a seller endorses a bill the seller has a
contingent liability until the bill matures and is paid.

If the drawer is also unable to pay, each endorser becomes liable to pay
subsequent endorsers; thus there is a ‘chain of protection’ consisting of
all those entities that have endorsed the bill.

In the unlikely event that the acceptor is unable
to pay the face value, liability for payment falls

next on the drawer.
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Bank Bills and Non-Bank Bills

When a bank accepts a bill it is obliged to repay the bill at
maturity and for this reason, such a bill is usually referred to as a
bank bill.

When an investor buys a bill in the secondary market, and subsequently
sells that bill, it is normal procedure for the seller to endorse the bill.

Suppose that a bank buys a non-bank bill and subsequently sells the bill
with its endorsement.

Bank endorsement can increase the creditworthiness of a bill that has not
previously been accepted or endorsed by a bank or other party with a high
credit rating.

Consequently, the term ‘bank bill’ normally includes both bank-

accepted and bank-endorsed bills.

In this case, the bank takes on an obligation to
repay the bill if the acceptor, and in turn the
drawer, do not repay the holder of the bill at

maturity.

A non-bank bill may be more difficult to
discount in the bills market than a bank bill
because it is generally regarded as a lower

quality bill.
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Many companies do not restrict their use of bill financing to those
occasions when they require funds to meet their immediate needs,
but maintain a continuing bill facility with a bank.13

A bill facility may be either:

A Discount Facility

The bank undertakes to discount (buy) bills of exchange drawn by the
borrower up to a specified total amount

That is, the bank promises to lend up to the specified total
amount.

From the bank’s viewpoint the advantage of this method of lending is that
it holds a marketable security in the form of the bill, which it can later
sell if it wishes.

Thus, while the bank is committed to providing the funds initially, it is
not committed to providing the funds for the full term of the bill.

An Acceptance Facility.

The bank agrees to accept bills drawn by the borrower up to a specified
total amount.

The client is then able to borrow elsewhere in the capital market
by selling bills.

Bill Facilities
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Bill facilities are of two basic
types.

A Fully Drawn Bill facility provides a company with a

specified amount for a specified period.

New bills are issued as the existing bills mature, until the agreed period of
the facility expires.

The interest rate is recalculated each time a new bill is
issued.

For example, a 3-year facility may be covered by six 180-day bills.

TERM:

A company issues a bill to obtain a short-term loan.
Usually the term of a bill is 90 days, 120 days or 180-days.

COSTS:
Fees for establishing and maintaining the facility,
The interest cost
The acceptance fee.

In this case the company has to
borrow the full amount, which is
provided by issuing a series of

bills.

A Revolving Credit
Bill facility differs from a fully drawn

facility, in that the company is permitted
to draw on the facility as the funds are

required, provided that it does not borrow
more than the agreed total amount.


