
SOURCES OF SHORT TERM FINANCING SUCH AS ACCOUNTS PAYABLE

NOTES PAYABLE AND ACCRUALS SHOULD BE USED T

Accrual accounting is a method of tracking such accumulated payments, either Accrued expenses are considered to be
current liabilities because the balance sheet at the end of each accounting period; adjustments are used to Accounts
payable is the total amount of short-term obligations or debt a.

The advantages of factoring are as follows: a. Accounts payable and notes payable serve different purposes in
a company. In the later stage, Punjab National Bank and Allahabad Bank have also entered in the factoring
business but they limited their services to northern and eastern parts of India. Factoring  Therefore, an analyst
wants to see both cash and also cash equivalents in the assets column to truly feel comfortable with the
financial health of a company. The advantages of installment credit are as follows: a. Once this is done,
whenever the borrower obtains a large enough amount of receivables they are taken to the lending institution
for evaluation. It is also called installment plan or hire-purchase plan. Smooth Running of Business â€” It
refers to the continuity in the operations of the enterprise. For example, terms that allow someone to pay over
a period of several years might not consider that the asset will remain liquid beyond 12 months of payments.
The supplier or wholesaler who sells you inventory might extend 30 to 90 days of credit before payment is due
for the inventory shipment. Should the liabilities grow without the assets growing, the ratio will drop.
Business Cycle â€” Business cycle brings fluctuations in the demand and supply of products and services. If
collecting the receivable is deemed risky, the buyer might not pay a top rate for it, further reducing the overall
assets. If a customer fails to pay his accounts payable obligation by the due date, the supplier may decide to
create a note payable for an extended term with a specific maturity and interest charges. Usually this form of
financing is considered to be a temporary source which carries a firm through a seasonal low in terms of cash
inflows. The ratio is derived by dividing current assets by current liabilities. Influence on Liquidity Position
â€” It refers to the impact of installments on the liquidity position of the enterprise. You are assuming a new
debt, with obligations to pay. The short term sources of financing are explained in detail as follows: i. Other
important objectives of short-term financing are mentioned in the following points: i. Allows the bank to
finance at least Rs. One source of short-term financing is accrued expenses, which frequently are referred to as
spontaneous sources of financing. Facilitating Modernization â€” It implies that installment credit helps the
enterprise in acquiring new machines and technology even in the absence of sufficient funds for the time
being. As we see from the short term notes payable example, CBRE has a current portion of notes of  In
addition, the lender must determine the ability of the borrower to service the debt by examining the cash flow
structure of the firm. And when we receive cash, the asset gets increased. Most industrial firms, utilities, and
medium-size finance companies utilize the dealer market to place their commercial paper. Other short-term
business debts include expenses such as payroll costs, business income taxes, and short-term loans.
Short-Term Sources Long-term and short-term sources of finance are viewed differently by experts. In the
public stock investment sector, a business that retains too much in earnings is viewed negatively, because it
should use that for growth. These types of expenses are realized on the balance sheet and are usually current
liabilities. For example, if your suppliers require payment within 30 days but the company allows consumers
to pay in 60 days, the working capital must be able to pay and restock accordingly. A ratio above this range
suggests that a company isn't effectively using excess assets to grow revenue. An appliance store could allow
consumers to buy a refrigerator and pay for it, with no interest, for six months. Thus, the business would
continue to operate with lower capital requirements. The short-term financing is an ultimate source to manage
the working capital requirements of an enterprise. If it is negotiable, the receipt can be transferred from one
party to another by endorsement, but before the goods can be released the receipt must be presented to the
warehouse man. Once the ratio is at one or below, the company is in negative working capital. Many
companies are considering commercial paper as a supplement to bank credit. Fulfillment of Emergency Needs
â€” It implies that short-term finance is needed to meet any urgent or emergency requirement of funds.


