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Project Finance and Management 

AIM & OBJECTIVE 

 To understand the Financing, types, financial statements. 

 To understand about the accounting method. 

 To know about the contractors, loans and BOT. 

 To understand about Project management. 

 To understand about Network analysis. 

 

SYLLABUS: PROJECT FINANCE AND MANAGEMENT 

UNIT - I Financing, Financial Statements 

Financing – Need for financial management – Types of financing – Short – term and Long – 
term borrowing – Leasing – Equity financing – Internal generation of funds – External 
commercial borrowings – Assistance from government – International financial corporations – 
Analysis of financial statements – Balance sheet – Profit and loss account – Funds flow 
statement – Ratio analysis – Investment and Financing decision – Financial control – Job 
control – Centralised management. 

UNIT - II Accounting Methods 

Accounting method – General – Cash basis of accounting – Accrual basis of accounting – 
Percentage completion method – Completed contract method – Accounting for tax reporting 
purposes and financial reporting purposes. 

UNIT – III Contractors, Loan 

Lending to contractors – Loans to contractors – Interim construction financing – Security and 
Risk aspects – Principles of BOT – Relevance of BOT in the Indian context. 

UNIT – IV Project management 

Project Management – Bar charts – Milestone charts – Elements of Network – Development 
of network. PERT – Time Estimates – Time Computations – Network Analysis. 

UNIT – V Network Analysis 

CPM – Network Analysis – Cost Model – Updating. 
Resource Allocation – Resource Smoothing – Resource Leveling 

 

 

 



 

INTRODUCTION 

Project finance refers to the funding of long-term projects, such as public 

infrastructure or services, industrial projects, and others through a specific financial structure. 

Finances can consist of a mix of debt and equity. The cash flows from the project enable 

servicing of the debt and repayment of debt and equity. 

Project management course provides an introduction to complex networks and their 

structure and function, with examples from engineering, applied mathematics. Topics include 

bar charts, mile stone chart, CPM and PERT network analysis. It covers resource allocation 

and cost modelling. 

 

 

 



 

APPLICATIONS 

Capital Intensive Financing Scheme:  

 Project Financing is ideal for ventures requiring huge amount of equity and debt, and 
is usually implemented in developing countries as it leads to economic growth of the 
country.  
 

Risk Allocation:  
 

 Under this financial plan, some of the risks associated with the project is shifted 
towards the lender.  
 

Multiple Participants Applicable:  
 

 As Project Financing often concerns a large-scale project, it is possible to allocate 
numerous parties in the project to take care of its various aspects. This helps in the 
seamless operation of the entire process. 
 

Zero or Limited Recourse Financing Solution:  
 

 The financial services company can opt for limited recourse from the sponsors if it 
deduces that the project might not be able to generate enough cash flow to repay the 
loan after completion. 
 

Loan Repayment With Project Cash Flow: 
 

  Project Financing, the excess cash flow received by the project should be used to pay 
off the outstanding debt received by the borrower.  
 

Better Tax Treatment:  
 

 If Project Financing is implemented, the project and/or the sponsors can receive the 
benefit of better tax treatment. Therefore, this structured financing solution is 
preferred by sponsors to receive funds for long-term projects. 
 

Project Management 
 
 The use of project planning and control techniques based on PERT or CPM are now 

common in all types of civil engineering and construction work, as well as for large 
developmental projects such as the manufacture of aircraft, missiles, space vehicles, 
and large mainframe computer systems. 

 

 

 

 

 



CONCLUSION 

Upon completion of this course, Students should be able to 

 Understand the fundamentals of Financing, financial statements. 

 Understand about the accounting methods.  

 Under about contract and about various loans. 

 Exposure to project management, bar charts and mile stone charts. 

 Apply the concept of  network analysis, understand about resource allocation. 
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UNIT - I  

Financing, Financial Statements 

 

What is Finance? 

Finance is defined as the management of money and includes activities such as investing, 

borrowing, lending, budgeting, saving, and forecasting. There are three main types of finance: 

(1) personal, (2) corporate, and (3) public/government. 

 

What is the need of financial management? 

Financial management provides pathways to attain goals and objectives in an organisation. The 

main duty of a financial manager is to measure organisational efficiency through proper 

allocation, acquisition and management. It provides guidance in financial planning. It assists in 

acquiring funds from different sources 

 

A corporation has two different broad types of financing available; short and long-term. Equity 

and debt financing are the most commonly referred to, but both are forms of long-term financing. 

 

Financing that extends for longer than a 18-month period is typically referred to as LONG-

TERM FINANCING, while financing that extends over a period from 30 days to 18 months is 

typically referred to as SHORT-TERM FINANCING. 

 

Short-Term Financing. 

Short term financing means the financing of business from short term sources which are 

for a period of less than one year and the same helps the company in generating cash for working 

of the business and for operating expenses which is usually for a smaller amount and it involves 

generating cash by online loans, lines of credit, invoice financing. 

It is also referred to as working capital financing and is used for inventory, receivables, etc. In 

most cases, this type of financing is required in the business process because of their uneven cash 

flow into the business or due to their seasonal business cycle. 

 



 

Types of Short Term Financing 

Below are the types of Short Term Financing 

#1 – Trade Credit 

This is the floating time allowed the business to pay for the goods or services which they have 

purchased or received. The general floating time allowed to pay is 28 days. This helps the 

businesses in managing their cash flows more efficiently and help in dealing with their 

finances. Trade credit is a good way of financing the inventories which means how many 

numbers of days the vendor will be allowed before its payment is due. The trade-credit is offered 

by the vendor as an inducement in continuing business and that is why it costs nothing. 

#2 – Working Capital Loans 

Banks or other financial institutions extend loans for a shorter period after studying the business 

nature, its working capital cycle, past records, etc. Once the loan is sanctioned and disbursed by 

the bank or other financial institutions it can be repaid in small installments or can be paid in full 

at the end of loan tenure depending on the agreed terms of loans between both the parties. It is 

often advised to finance the permanent working capital needs through these loans 

#3 – Invoice Discounting 

It refers to arranging the funds against the submission of invoices whose payments are to be 

received in the near future. The receivables invoices are discounted with the banks, financial 

institutions or any third party. On submission of bills, they will pay the discounted value of bills 

and on the due date, they on the business behalf will collect the payment. 

 Popular Course in this category 

4 – Factoring 

It is a similar arrangement of finance like invoice discounting. It is debtor finance in which 

business sells their accounts receivable to a third party whom we call factor at a rate which is 

lower than the net realizable value. It can be of any type with recourse or without recourse unlike 

invoice discounting which can only be with recourse. 

#5 – Business Line of Credit 

It is the best way of financing working capital needs. The business can approach the bank for 

approval of a certain amount based on their credit line structure judged through a credit score, a 

model of business, projected inflows. The business can withdraw the amount as and when 



needed subject to the maximum approved amount. They can again deposit the amount as and 

when it gets available. Moreover, the best thing is that interest is charged on the utilized amount 

on daily reducing balance method. In this manner, it becomes a very cost-efficient mode of 

financing. 

Example of Short Term Finance 

Marry took a loan of $10,000 for a period of 6 months at the 5% APR. Since the loan is for the 

shorter period i.e. the period of less than one year, it will be treated as the short term finance. 

After the 6 months marry has to repay the loan amount along with the interest due. 

 

Advantages of Short Term Loans 

 Less interest: As these are to be paid off in a very short period within about a year, the 

total amount of interest cost under it will be least as compared to long term loans which 

take many years to be paid off. The long term loan total interest cost might be more than 

the principal amount. 

 Disbursed Quickly: As the risk involved in defaulting of the loan payment is lesser than 

that of the long term loan as they are having a long maturity date. Because of this, it takes 

lesser time to get sanctioned the short term loan as their maturity date will be shorter. 

Thus one can get the loan sanctioned and fund disbursed very quickly. 

 Less Documentation: As it is less risky, the documents required for the same will also be 

not too much making it an option for all to approach for short term loans. 

Disadvantages of Short Term Loans 

The main disadvantage of the short term finance is that one can get a smaller amount of loan 

only and that too with shorter maturity date so that the borrower won’t get burdened with bigger 

installments. It is fixed that the period of loan will be less than 1 year and if a high amount of 

loan is sanctioned, the monthly installment will come very high resulting in an increase in the 

chance of default in repayment of loan which will affect the credit score adversely. 

It can leave the borrower with no other option than to come into the trap of the cycle of 

borrowing in which one continues borrowing to repay the previous unpaid loan. In this cycle, the 

interest rate keeps on increasing and can terribly affect the business and its liquidity. 

 

 



 

Conclusion 

Short term loans are very helpful not only for businesses but also for individuals. For 

business, this resolves the problem of sudden cash flow and in the same line, it resolves the 

problem of an emergency fund for the individual. The consequences of nonpayment of the 

installment of short term loans can be very dangerous as not only it will affect the credit score 

but will increase the financial burden and hurdle in day to day business operation. It is advisable 

to properly go through the projected business and cash flow before opting for finance. 

 

Long term financing 

Long term financing means financing by loan or borrowing for a term of more than one year 

by way of issuing equity shares, by the form of debt financing, by long term loans, leases or 

bonds and it is done for usually big projects financing and expansion of company and such long 

term financing is generally of high amount. 

 The fundamental principle of long term finances is to finance the strategic capital projects 

of the company or to expand the business operations of the company. 

 These funds are normally used for investing in projects that are going to generate 

synergies for the company in the future years. 

 Eg: – A 10-year mortgage or a 20-year lease. 

 

Sources of Long Term Financing 

#1 – Equity Capital 

It represents the interest-free perpetual capital of the company raised by public or private routes. 

Either the company may raise funds from the market via IPO or may opt for a private investor to 

take a substantial amount of stake in the company. 

 In equity financing, there is a dilution in the ownership and the controlling stake rest with 

the largest equity holder. 

 The equity holders have no preferential right in the dividend of the company and carry a 

higher risk across all the buckets. 

 The rate of return expected by the equity shareholders is higher than the debt holders due 

to the excessive risk they bear in terms of repayment of their invested capital. 



#2 – Preference Capital 

Preference shareholders are those who carry preferential rights over equity shareholders in terms 

of receiving dividends at a fixed rate and getting back invested capital in the company in case if 

the same is wound up. 

 It is a part of the Net Worth of the Company thus increasing the creditworthiness and 

improving the leverage as compared to the peers. 

#3 – Debentures 

Leasing is the process by which a firm can obtain the use of certain fixed assets for which it must 

make a series of contractual, periodic, tax-deductible payments. A lease is a contract that enables 

a lessee to secure the use of the tangible property for a specified period by making payments to 

the owner. 

Lease: Definition, Features, Advantages, Disadvantages, Types 

A lease is a contract under which one party, the lessor (owner of the asset), gives another 

party (the lessee) the exclusive right to use the asset usually for a specified time in return for the 

payment of rent. 

Leasing is the process by which a firm can obtain the use of certain fixed assets for which it must 

make a series of contractual, periodic, tax-deductible payments. A lease is a contract that enables 

a lessee to secure the use of the tangible property for a specified period by making payments to 

the owner. 

Major Features of Lease 

The major features or elements of the leasing are the following: 

1. The Contract: There are essentially two parties to a contract of lease financing, namely 

the owner and the user. 

2. Assets: The assets, property to be leased are the subject matter lease financing contract. 

3. Lease Period: The basic lease period during which the lease is non-cancelable. 

4. Rental Payments: The lessee pays to the lessor for the lease transaction is the lease rental. 

5. Maintain: Provision for the payment of the costs of maintenance and repair, taxes, 

insurance, and other expenses appertaining to the asset leased. 

6. Term of Lease: The term of the lease is the period for which the agreement of lease 

remains in operation. 



7. Ownership: During the lease period, ownership of the assets is being kept with the lessor, 

and its use is allowed to the lessee. 

8. Terminating: At the end of the period, the contract may be terminated. 

9. Renew or Purchase: An option to renew the lease or to purchase the assets at the end of 

the basic period. 

10. Default: The lessee may be liable for all future payments at once, receiving title to the 

asset in exchange. 

 

Advantages of Lease Financing 

The advantages from the viewpoint of the lessee 

1. Saving of Capital: Leasing covers the full cost of the equipment used in the business by 

providing 100% finance. The lessee is not to provide or pay any margin money as there is no 

down payment. In this way, the saving in capital or financial resources can be used for other 

productive purposes, e.g., purchase of inventories. 

2. Flexibility and Convenience: The lease agreement can be tailor-made in respect of lease 

period and lease rentals according to the convenience and requirements of all lessees. 

3. Planning Cash Flows: Leasing enables the lessee to plan its cash flows properly. The 

rentals can be paid out of the cash coming into the business from the use of the same assets. 

4. Improvement in Liquidity: Leasing enables the lessee to improve its liquidity position by 

adopting the sale and leaseback technique. 

5. Shifting of Risk of Obsolescence: The lessee can shift the risk upon lessor by acquiring 

the use of assets rather than buying the asset. 

6. Maintenance And Specialized Services: In case of special kind of lease arrangement, the 

lessee can avail specialized services of the lessor for maintenance of asset leased. Although 

lesser charges higher rentals for providing such services, leases see overall administrative, and 

service costs are reduced because of specialized services of the lessor. 

7. Off-the-Balance-Sheet-Financing: Leasing provides “off-balance-sheet” financing for the 

lessee in that the lease is recorded neither as an asset nor as a liability. 

 

 

 



The advantages from the viewpoint of the lesser 

There are several extolled advantages of acquiring capital assets on lease: 

1. Higher profits: The Lessor can get higher profits by leasing the asset. 

2. Tax Benefits: The Lessor being the owner of an asset, can claim various tax benefits such 

as depreciation. 

3. Quick Returns: By leasing the asset, the lessor can get quick returns than investing in 

other projects of the long gestation period. 

Disadvantages of Lease Financing 

The disadvantages from the viewpoint lessee 

1. Higher Cost: The lease rental includes a margin for the lessor as also the cost of risk of 

obsolescence; it is, thus, regarded as a form of financing at a higher cost. 

2. Risk: Risk of being deprived of the use of assets in case the leasing company winds up. 

3. No Alteration in Asset: Lessee cannot make changes in assets as per his requirement. 

4. Penalties On Termination of Lease: The lessee has to pay penalties in case he has to 

terminate the lease before the expiry lease period. 

 

The disadvantages from the viewpoint lessor 

1. High Risk of Obsolescence: The Lessor has to bear the risk of obsolescence as there are 

rapid technological changes. 

2. Price Level Changes: In the case of inflation, the prices of an asset rises, but the lease 

rentals remain fixed. 

3. Long term Investment: Leasing requires the long term investment in the purchase of an 

asset, and takes a long time to cover the cost of that asset 

 

Types of the Lease 

Leasing takes different types which are given below; 

 Based on Nature. 

1. Operating lease. 

2. Financial lease. 

 Based on the Method of Lease. 

1. Direct lease. 



2. Sale & Leaseback. 

3. Leverage lease. 

 

 

 

1. Operating Lease: An operating lease is a cancelable contractual agreement whereby the 

lessee agrees to make periodic payments to the lessor, often for 5 or fewer years, to obtain an 

asset set’s services. According to the International Accounting Standards (IAS-17), an operating 

lease is one that is not a finance lease. 

2. Financial Lease: A financial (or capital) lease is a longer-term lease than an operating 

lease that is non-cancelable and obligates the lessee to make payments for the use of an asset 

over a predetermined .period of time. According to the International Accounting Standard (IAS-

17), in a financial lease, the lessor transfer to the lessee substantially all the risks and rewards 

identical to the ownerships of the asset whether or not the title is eventually transferred. 

3. Direct Lease: Under direct leasing, a firm acquires the right to use an asset from the 

manufacture directly. The ownership of the asset leased out remains with the manufacture itself. 

4. Sale & Leaseback: Under the sale & leaseback arrangement, the firm sells an asset that it 

owns and then leases to the same asset back from the buyer. This way, the lessee gets the assets 

for use, and at the same time, it gets cash. 

5. Leveraged Lease: Leveraged lease is the same as the direct lease, except that a third 

party, the lender, is involved in addition to the lessee & lessor. The lender partly finances the 

purchase of the asset to be leased; the lessor turns to be a borrower. 



Distinguish between the Operating and Financial Lease 

Topics Operating Lease Financial Lease 

Definition 

Operating lease is short term lease 

used to finance assets & is not fully 

amortized over the life of the asset. 

A financial lease is the lease used in 

connection with long term assets & 

amortizes the entire cost of the asset over 

the life of the lease. 

Duration Short term leasing Long term leasing 

Cost 
The lessor pays the maintenance 

cost. 
Lessee pays the maintenance cost. 

Cancel & 

Changeable 

Cancelable lease & It is a 

changeable lease contract. 

Non-cancelable lease & It is not a 

changeable lease contract. 

Risk lessor bears the risk of the asset. The lessee bears the risk of the asset. 

Purchase 
At the end of the asset is hot 

purchasable. 

At the end of the contract, the asset is 

purchasable. 

Renew It is a renewable contract. It is not a renewable contract. 

Also called 
Service lease, short term lease, 

cancelable lease. 

A capital lease, long term lease, non-

cancelable lease. 

So, from the above discussion, we can say that lease is a contract under which one party the 

lessor (owner) of an asset agrees agreed to grant the use of that asset to another, the lessee in 

exchange for periodic rental payments. The rent is a tax-deductible expense 

 

 

 

 



Equity financing  

Equity financing is the process of raising capital through the sale of shares. Companies raise 

money because they might have a short-term need to pay bills or they might have a long-

term goal and require funds to invest in their growth 

What Are Examples of Equity Financing? 

 Shares. When a company sells shares to other investors, it gives up a piece of itself as a 

way to raise money to finance growth. ... 

 Venture Capital. Young companies often need money for growth or for research and 

development, but they're not far enough along to sell stock. ... 

 Taking on a Partner. ... 

 Convertible Debt. 

 

Internal funding sources include your retained profits, start-up and additional tranches of 

investor funding, your stock and fixed assets on hand, and your collection of debt or money 

owed to you. In contrast to internal funding sources are external avenues. Debt and 

equity financing are probably the most familiar. 

Internally Generated Funds means funds not generated from the proceeds of any Loan, Debt 

Issuance, Equity Issuance, Asset Sale, insurance recovery or Indebtedness (in each case without 

regard to the exclusions from the definition thereof (other than transactions in the ordinary 

course of business)). 

Internal sources of finance refer to money that comes from within a business. There are several 

internal methods a business can use, including owners capital , retained profit and selling assets . 

Owners capital refers to money invested by the owner of a business. This often comes from their 

personal savings 

Advantages 

 By using internal sources of finance, the financial manager helps the company maintain 

ownership and control. ... 

 The use of internal financing means no legal obligations to the company and lower costs. 

External Commercial Borrowing (ECB), as the expression hints, is the loan/ 

debt/ borrowings taken by an eligible entity in India for commercial purpose, externally i.e. from 



any recognized entity outside India. However, these borrowings taken must confirm with norms 

of the Reserve Bank of India (RBI).27-Jan-202 

External Commercial Borrowings (ECBs) includes commercial bank loans, buyers' credit, 

suppliers' credit, securitized instruments such as Floating Rate Notes and Fixed Rate Bonds etc., 

credit from official export credit agencies and commercial borrowings from Multilateral 

Financial Institutions 

ECBs provide opportunity to borrow large volume of funds. The funds are available for 

relatively long term. Interest rate are also lower compared to domestic funds. ... Corporate can 

raise ECBs from internationally recognized sources such as banks, export credit agencies, 

international capital markets etc 

The International Finance Corporation is an international financial institution that offers 

investment, advisory, and asset-management services to encourage private-sector development in 

less developed countries. The IFC is a member of the World Bank Group and is headquartered in 

Washington, D.C. in the United States 

IFC is the largest global development institution focused on the private sector in developing 

countries. IFC, a member of the World Bank Group, advances economic development and 

improves the lives of people by encouraging the growth of the private sector in developing 

countries 

 

What is the IFC program? 

IFC offers innovative financial products to private sector projects in developing countries. These 

include loans for IFC's own account (also called A-loans), equity financing, quasi-equity 

financing, syndicated loans (or B-loans), risk management products, and partial credit guarantees 

 

Some of the benefits of international finance are: 

 Access to capital markets across the world enables a country to borrow during tough 

times and lend during good times. 

 It promotes domestic investment and growth through capital import. 

 Worldwide cash flows can exert a corrective force against bad government policies. 

 

  



Financial statements  

 Introduction. The analysis of financial statements involves gaining an understanding of 

the financial situation of an organization by reviewing the organization's financial statements. 

You can use three key financial statements - Income statement, Balance sheet and statement of 

cash flows. 

 

 What are the objectives of analysis of financial statement? 

 The primary objective of financial statement analysis is to understand and diagnose the 

information contained in financial statement with a view to judge the profitability and 

financial soundness of the firm, and to make forecast about future prospects of the firm. 

 

 Financial statement analysis is the process of analyzing a company's financial 

statements for decision-making purposes. External stakeholders use it to understand the overall 

health of an organization as well as to evaluate financial performance and business value 

 Those five types of financial statements including income statement, statement of 

financial position, statement of change in equity, statement of cash flow, and the Noted 

(disclosure) to financial statements. 

Types of Financial Statement Analysis 

 Internal Analysis. 

 External Analysis. 

 Short Term Analysis. 

 Long Term Analysis. 

 Horizontal Analysis. 

 Vertical Analysis. 

 Balance sheet is a snapshot of a company's financial condition at a specific moment in 

time, usually at the close of an accounting period. The balance sheet is the core of the 

financial statements (the other major financial statements are the income statement 

(statement of comprehensive income), statement of changes in equity and statement of 

cash flows). Unlike the other financial statements, balance sheet is accurate only at one 

moment in time, not a period of time. 



 The balance sheet comprises assets (e.g. cash, inventory, etc.), liabilities (e.g. debt, 

accounts payable, etc.) and equity (e.g. share capital, retained earnings, reserves, etc.). 

 The balance sheet is also referred to as the statement of financial position (new IFRS 

name of the statement). For more information about structure and composition of the 

balance sheet see "Statement of financial position".  

Balance sheet analysis can be defined as an analysis of the assets, liabilities, and equity of a 

company. This analysis is conducted generally at set intervals of time, like annually or quarterly. 

The process of balance sheet analysis is used for deriving actual figures about the revenue, 

assets, and liabilities of the company. 

Goal of Balance Sheet Analysis 

The balance sheet analysis is helpful for the investors, investment bankers, share brokers, and 

financial institutions, for verifying the profitability of investment for a specific company. 

How to perform a Balance Sheet Analysis 

It is not a difficult task to perform a Balance Sheet Analysis. The main steps include: 

 The primary step involves adding up liabilities and the paid up equity share capital. The 

sum must tally with the sum of total assets. After the process of tallying is done, contrast the 

total assets with total liabilities. However, this evaluation does not include the issued 

shares’ amount in the liabilities. If the total assets are exceeding the total liabilities, the 

financial standing and performance of the company is considered to be good. 

 The next step involves looking at the current assets and liabilities. Sometimes, it is 

considered as a good sign to have more unsecured liabilities. 

 Another important step is calculating the ROA by dividing the net income by assets. 

Producer companies feature a high ROA unlike the real estate and leasing companies which 

feature a low ROA. 

 The fourth step involves special concern for copyrights and patents. It is important to 

consider the ratio between invested amount for research and the consequent returns. 

 Next step involves calculating the debt asset ratio by dividing total liabilities by total 

assets. A lower liability dimension reflects a better performance by the company. 

 Another step includes estimating the receivables turnover ratio which signifies the 

relation between investment in sales and money receivable. A better financial status is 

reflected in high amount of money receivables. 



 Another important ratio is the inventory turnover ratio which indicates the company’s 

capability of producing goods with available assets. 

 The final step includes analyzing other features of company including goodwill, credit 

ratings, and current projects. This analysis is helpful in evaluating the company activities in 

near future.  

 

Profit and loss account 

What is profit or loss account? 

The profit and loss (P&L) statement is a financial statement that summarizes the revenues, costs, 

and expenses incurred during a specified period, usually a fiscal quarter or year. ... These records 

provide information about a company's ability or inability to generate profit by increasing 

revenue, reducing costs, or both 

How do you prepare a profit and loss account? 

Let's have a look at the basic tips to build a profit and loss statement: 

1. Choose a time frame. ... 

2. List your business revenue for the time period, breaking the totals down by month. ... 

3. Calculate your expenses. ... 

4. Determine your gross profit by subtracting your direct costs from your revenue. 

5. Figure out if you're making money. 

What are the three types of profit? 

6. The three major types of profit are gross profit, operating profit, and net profit--all of 

which can be found on the income statement. Each profit type gives analysts more 

information about a company's performance, especially when it's compared to other 

competitors and time periods 

 

What is the formula for calculating profit and loss? 

To calculate accounting profit and see whether your company made money or lost money, you 

will use a special formula: Total Revenues–Total Expenses = Accounting Profit/Loss. 

To calculate the accounting profit or loss you will: 

1. add up all your income for the month. 

2. add up all your expenses for the month. 



3. calculate the difference by subtracting total expenses away from total income. 

4. and the result is your profit or loss 

 

Funds flow statement 

Funds Flow Statement is a statement prepared to analyse the reasons for changes in the 

Financial Position of a Company between 2 Balance Sheets. It shows the inflow and outflow 

of funds i.e. Sources and Applications of funds for a particular period. 

Definition of fund flow statement 

A fund flow statement is a statement prepared to analyse the reasons for changes in the financial 

position of a company between two balance sheets. It portrays the inflow and outflow of funds 

i.e. sources of funds and applications of funds for a particular period. 

It is also righteous to say that a fund flow statement is prepared to explain the changes in 

the working capital position of a company. 

Objectives of fund flow statement 

A question arises as to why prepare fund flow Statement when we already prepare profit and 

loss and balance sheet. The need here arises because the profit and loss and balance sheet will 

not explain the reasons for a change in the financial position. 

Profit and loss a/c and balance sheet will give two years figures i.e., current years and previous 

years. But it will not explain as to why the movement has happened, let’s say, the extent of use 

of long-term funds for a long-term needs and the use of short-term funds for a long term and 

short term. Here is why fund flow statement is prepared. 

Broadly, a fund flow statement will give us the following two information: 

 Sources of funds - From where the funds have come in 

 Application of funds - Where these funds have been used 

Components of a fund flow statement 

A fund flow statement comprises of : 

 Sources of funds: It talks about the extent of funds availed from 

o Owners 

o Outsiders 

 

o  



 Application of funds: It talks about how the funds have been utilized 

o Funds deployed in Fixed assets 

o Funds deployed in Current assets 

Fund flow statement explained with examples 

National Enterprises raised its funds from the following equation listed below: 

 Long term funds for its noncurrent assets. 

Explanation: Noncurrent assets are a company's long-term investments for which the full value 

will not be realized within the accounting year. Examples of noncurrent assets include 

investments in other companies, intellectual property (e.g. patents), and property, plant and 

equipment. 

So, going by the accounting parlance, long term funds are generally raised by a company to meet 

its long-term requirements. So National Enterprises using its long-term funds for its non-current 

assets are the right utilization of funds and these details are explained by fund flow statement. 

 What if National Enterprises uses its short-term funds to finance its long-term assets? 

Here the fund flow statement when prepared conveys the users of financial information that the 

usage of the fund has not been made properly by the company as it is living dangerously by 

utilizing its short-term funds for financing long term assets. 

It means that when the company is in need for funds for repaying it to the short-term obligation, 

it will be in cash crunch situation since once an investment is made into long term assets by the 

company it, it will not be in a position to convert it into liquid cash at a later stage due to the 

nature of the investment. 

This is how the fund flow statement explains the source of funds and its utilization or 

application, allowing the users of financial information interpret and know the impact on the 

business. 

Benefits of preparing a fund flow Statement 

 It helps to explain the managers of funds as to why the company is sitting in liquidity 

strain despite making profits as reflected in profit and loss statement. 

 

 A fund flow statement helps us to analyze whether any short-term funds are being used 

for long term purposes. The grey area which can only be highlighted by preparation of 

fund flow Statement. 



Users of funds flow Statement 

The most interested users of fund flow statements are the lenders of capital. They pay more 

attention to the fund Flow Statements than the Profit and Loss and Balance sheet. 

For Example, Bankers who lend money to the company as Overdraft or Cash Credit in return for 

interest. The bankers use the information provided by the company in its profit and loss 

statement and balance sheet in preparing fund flow statements, which then enables them to take 

decisions as whether to provide its overdraft or cash credit facilities to its clients or not.  

 Increase in working capital 

Possibilities may arise when long term sources are in abundance of uses or application resulting 

in a gap. Which we call in fund flow statement as ‘Increase in working capital’. As it is a free 

flexible source which can now be used by the company for funding its working capital 

requirements. Say short term loans outstanding (if any) can be paid from the long-term sources 

slot or dividends be paid etc., 

 Decrease in working capital 

Possibilities that the company has more uses of funds, but it has very limited long-term source 

available. At that time, the company will go for funds which are available in the nature of 

working capital. 

As a result, the company will reduce the funds available for working capital and divert it for long 

term uses. So, by decreasing the working capital, we get the funds which are available for long 

term uses which form part of the source of funds. 

The increase or decrease in working capital can be known by preparing a statement of changes in 

working capital. This statement compares the values of two years of the difference between 

Current asset and Current Liabilities and tells as to whether there is an increase or decrease in 

working capital. 

 

 

 

 

 

 

 



Ratio analysis  

Ratio analysis is a quantitative procedure of obtaining a look into a firm's functional 

efficiency, liquidity, revenues, and profitability by analysing its financial records and 

statements. Ratio analysis is a very important factor that will help in doing an analysis of the 

fundamentals of equity 

Introduction to Ratio Analysis 

 

Ratio analysis can be defined as the process of ascertaining the financial ratios that are 

used for indicating the ongoing financial performance of a company using few types of ratios 

such as liquidity, profitability, activity, debt, market, solvency, efficiency, and coverage ratios 

and few examples of such ratios are return on equity, current ratio, quick ratio, dividend payout 

ratio, debt-equity ratio, and so on. 

Ratio analysis is a process used for the calculation of financial ratios or in other words, for the 

purpose of evaluating the financial wellbeing of a company. The values used for the calculation 

of financial ratios of a company are extracted from the financial statements of that same 

company. 

Types of Ratio Analysis 

Types of ratios are given below: 

1. Liquidity Ratios 

This type of ratio helps in measuring the ability of a company to take care of its short-term debt 

obligations. A higher liquidity ratio represents that the company is highly rich in cash. 

The types of liquidity ratios are: – 

1. Current Ratio: The current ratio is the ratio between the current assets and current liabilities of 

a company. The current ratio is used to indicate the liquidity of an organization in being able to 

meet its debt obligations in the upcoming twelve months. A higher current ratio will indicate that 

the organization is highly capable of repaying its short-term debt obligations. 

Current Ratio = Current Assets / Current Liabilities 

2. Quick Ratio: The quick ratio is used to ascertain information pertaining to the capability of a 

company in paying off its current liabilities on an immediate basis. 

The formula used for the calculation of a quick ratio is- 

  



Quick Ratio = (Cash and Cash Equivalents + Marketable Securities + Accounts Receivables) / 

Current Liabilities 

2. Profitability Ratios 

This type of ratio helps in measuring the ability of a company in earning sufficient profits. 

The types of profitability ratios are: – 

1. Gross Profit Ratios: Gross profit ratios are calculated in order to represent the operating profits 

of an organization after making necessary adjustments pertaining to the COGS or cost of goods 

sold. 

The formula used for the calculation of gross profit ratio is- 

Gross Profit Ratio = (Gross Profit / Net Sales) * 100 

2. Net Profit Ratio: Net profit ratios are calculated in order to determine the overall profitability 

of an organization after reducing both cash and non-cash expenditures. 

The formula used for the calculation of net profit ratio is- 

Net Profit Ratio = (Net Profit / Net Sales) * 100 

3. Operating Profit Ratio: Operating profit ratio is used to determine the soundness of an 

organization and its financial ability to repay all the short term and long term debt obligations. 

The formula used for the calculation of operating profit ratio is- 

Operating Profit Ratio = (Earnings Before Interest and Taxes / Net Sales) * 100 

4. Return on Capital Employed (ROCE): Return on capital employed is used to determine the 

profitability of an organization with respect to the capital that is invested in the business. 

The formula used for the calculation of ROCE is: 

ROCE = Earnings Before Interest and Taxes / Capital Employed 

3. Solvency Ratios 

Solvency ratios can be defined as a type of ratio that is used to evaluate whether a company is 

solvent and well capable of paying off its debt obligations or not. 

The types of solvency ratios are: – 

1. Debt Equity Ratio: The debt-equity ratio can be defined as a ratio between total debt and 

shareholders fund. The debt-equity ratio is used to calculate the leverage of an organization. An 

ideal debt-equity ratio for an organization is 2:1. 

The formula for debt-equity ratio is- 

Debt Equity Ratio = Total Debts / Shareholders Fund 



2. Interest Coverage Ratio: The interest coverage ratio is used to determine the solvency of an 

organization in the nearing time as well as how many times the profits earned by that very 

organization were capable of absorbing its interest-related expenses. 

The formula used for the calculation of interest coverage ratio is- 

Interest Coverage Ratio = Earnings Before Interest and Taxes / Interest Expense 

4. Turnover Ratios 

Turnover ratios are used to determine how efficiently the financial assets and liabilities of an 

organization have been used for the purpose of generating revenues. 

The types of turnover ratios are: – 

1. Fixed Assets Turnover Ratios: Fixed assets turnover ratio is used to determine the efficiency 

of an organization in utilizing its fixed assets for the purpose of generating revenues. 

The formula used for the determination of fixed assets turnover ratio is- 

Fixed Assets Turnover Ratio = Net Sales / Average Fixed Assets 

2. Inventory Turnover Ratio: Inventory turnover ratio is used to determine the speed of a 

company in converting its inventories into sales. 

The formula used for calculating inventory turnover ratio is- 

Inventory Turnover Ratio = Cost of Goods Sold / Average Inventories 

3. Receivable Turnover Ratio: Receivable turnover ratio is used to determine the efficiency of an 

organization in collecting or realizing its account receivables. 

The formula used for calculating the receivable turnover ratio is- 

Receivables Turnover Ratio = Net Credit Sales / Average Receivables 

5. Earnings Ratios 

Earnings ratio is used for the purpose of determining the returns that an organization generates 

for its investors. 

The types of earnings ratios are: – 

1. Profit Earnings Ratio: P/E ratio indicates the profit earning capacity of the company. 

The formula used for the calculation of profit earnings ratio is: 

Profit Earnings Ratio = Market Price per Share / Earnings per Share 

2. Earnings per Share (EPS): EPS signifies the earnings of an equity holder based on each share. 

The formula used for EPS is: 

EPS = (Net Income – Preferred Dividends) / (Weighted Average of Outstanding Shares) 



Conclusion – Ratio Analysis Types 

Ratio analysis lays the framework for financial analysis. Ratio analysis is also used by the 

readers of the financial statements for gaining a better understanding of the wellbeing of a 

company. A few basic types of ratios used in ratio analysis are profitability ratios, debt or 

leverage ratios, activity ratios or efficiency ratios, liquidity ratios, solvency ratios, earnings 

ratios, turnover ratios, and market ratios. 

 

Investment and Financing decision 

What is investment decision in finance? 

Investment Decision: Investment decisions are the financial decisions taken by management 

to invest funds in different assets with an aim to earn the highest possible returns for 

the investors. It involves evaluating various possible investment opportunities and selecting the 

best options 

What is investment decision rules? 

Companies and investors will use these 3 common decision rules to decide if an investment is 

worth pursuing or not: Net Present Value (NPV) Internal Rate of Return (IRR) Payback Period 

What are 4 types of investments? 

There are four main investment types, or asset classes, that you can choose from, each with 

distinct characteristics, risks and benefits. 

 Growth investments. ... 

 Shares. ... 

 Property. ... 

 Defensive investments. ... 

 Cash. ... 

 Fixed interest 

 

Financial controls   

Financial controls are the procedures, policies, and means by which an organization. 

monitors and controls the direction, allocation, and usage of its financial resources. Financial 

controls are at the very core of resource management and operational efficiency in any 

organization 



What is the purpose of financial controls? 

Financial controls play an important role in ensuring the accuracy of reporting, eliminating fraud 

and protecting the organization's resources, both physical and intangible. These internal 

control procedures reduce process variation, leading to more predictable outcomes 

What are the types of financial control? 

The three most important financial controls are: (1) the balance sheet, (2) the income statement 

(sometimes called a profit and loss statement), and (3) the cash flow statement. Each gives the 

manager a different perspective on and insight into how well the business is operating toward its 

goals. 

Job control 

A controller oversees an organization's daily accounting operations, including the 

accounting, payroll, accounts payable and accounts receivable departments. The controller also 

helps guide a company's strategic financial decisions — and is therefore integral to the financial 

health of the firm. 

Centralised management. 

Financial centralized management is a new financial organization and management mode 

which is based upon centralizing financial accounting and financial management works of the 

enterprise group in a unified way under the network environment. 

Centralized management is the organizational structure where a small handful of individuals 

make most of the decisions in a company. ... As a company with centralized management grows, 

they add new levels of mid and lower level managers, each of whom answers to a superior, with 

very strictly defined roles in the company. 

Features of Centralization 

 #1. Top management: ... 

 #2. Authority to make a decision is in the hand of top management only: ... 

 #3. Information flows from the upper level to lower levels: ... 

 #4. Longer time to make decisions: ... 

 #5. Centralization is suitable for a small organization: ... 

 #6. Inflexible in nature 

 



UNIT II 

Accounting method 

What Is an Accounting Method? 

An accounting method refers to the rules a company follows in reporting revenues and 

expenses. The two primary methods of accounting are accrual accounting (generally used by 

companies) and cash accounting (generally used by individuals). 

Cash accounting reports revenues and expenses as they are received and paid through cash 

inflows and outflows; accrual accounting reports them as they are earned and incurred through 

sales and purchases on credit and by using accounts receivable & accounts payable. Generally 

accepted accounting principles (GAAP) requires accrual accounting. 

KEY TAKEAWAYS 

 An accounting method consists of the rules and procedures a company follows in 

reporting its revenues and expenses. 

 The two main accounting methods are cash accounting and accrual accounting. 

 Cash accounting records revenues and expenses when they are received and paid. 

 Accrual accounting records revenues and expenses when they occur. Generally accepted 

accounting principles (GAAP) requires accrual accounting. 

 The Internal Revenue Services (IRS) requires accrual accounting for businesses making 

an average of $25 million or more in sales for the preceding three years. 

 Once a company chooses an accounting method, it has to stick to that method per rules 

set by the IRS and requires approval if it wants to change its accounting method. 

Understanding an Accounting Method 

All businesses need to keep accounting records. Public companies are required to do so. 

Accounting allows a business to monitor every aspect of its finances, from revenues to costs to 

taxes and more. Without accurate accounting, a business would not know where it stood 

financially, most likely resulting in its demise. 

Accounting is also needed to pay accurate taxes to the Internal Revenue Service (IRS). If the IRS 

ever conducts an audit on a company, it looks at a company's accounting records and methods. 

Furthermore, the IRS requires taxpayers to choose an accounting method that accurately reflects 

their income and to be consistent in their choice of accounting method from year to year. 



This is because switching between methods would potentially allow a company to manipulate 

revenue to minimize their tax burdens. As such, IRS approval is required to change methods. 

Companies may use a hybrid of the two methods, which is allowable under IRS rules if specified 

requirements are met. 

Types of Accounting Methods 

Cash Accounting 

Cash accounting is an accounting method that is relatively simple and is commonly used 

by small businesses. In cash accounting, transactions are only recorded when cash is spent or 

received. 

In cash accounting, a sale is recorded when the payment is received and an expense is recorded 

only when a bill is paid. The cash accounting method is, of course, the method most people use 

in managing their personal finances and it is appropriate for businesses up to a certain size. 

If a business generates more than $25 million in average annual gross receipts for the preceding 

three years, however, it must use the accrual method, according to Internal Revenue Service 

rules. 

Accrual Accounting 

Accrual accounting is based on the matching principle, which is intended to match the 

timing of revenue and expense recognition. By matching revenues with expenses, the accrual 

method gives a more accurate picture of a company's true financial condition. 

Under the accrual method, transactions are recorded when they are incurred rather than awaiting 

payment. This means a purchase order is recorded as revenue even though the funds are not 

received immediately. The same goes for expenses in that they are recorded even though no 

payment has been made. 

Example of an Accounting Method 

The value of accrual accounting becomes more evident for large, complex businesses. A 

construction company, for example, may undertake a long-term project and may not receive 

complete cash payments until the project is complete. 

Under cash accounting rules, the company would incur many expenses but would not recognize 

revenue until cash was received from the customer. So, the accounting book of the company 

would look weak until the revenue actually came in. If this company was looking for debt 



financing from a bank, for example, the cash accounting method makes it look like a poor bet 

because it is incurring expenses but no revenue. 

Under accrual accounting, the construction company would recognize a percentage of revenue 

and expenses corresponding to the portion of the project that was complete. This is known as 

the percentage of completion method. How much actual cash coming into the company, 

however, would be evident in the cash flow statement. This method would show a prospective 

lender a much more complete and accurate picture of the company's revenue pipeline. 

 

What Does Cash Basis Mean? 

Cash basis refers to a major accounting method that recognizes revenues and expenses at 

the time cash is received or paid out. This contrasts accrual accounting, which recognizes income 

at the time the revenue is earned and records expenses when liabilities are incurred regardless of 

when cash is received or paid. 

 

Cash Basis Explained 

When transactions are recorded on a cash basis, they affect a company's books upon 

exchange of consideration; therefore, cash basis accounting is less accurate than accrual 

accounting in the short term. The Tax Reform Act of 1986 prohibits the cash basis accounting 

method from being used for C corporations, tax shelters, certain types of trusts, and partnerships 

that have C Corporation partners.  

 

Example of Cash Basis Accounting 

A construction company secures a major contract but will only receive compensation 

upon completion of the project. Using cash-basis accounting, the company is only able to 

recognize the revenue upon project completion, which is when cash is received. However, during 

the project, it records the project's expenses as they are being paid. If the project's time span is 

greater than one year, the company's income statements will appear misleading as they show the 

company incurring large losses one year followed by great gains the next. 

 

 

 



Benefits of Cash Basis Accounting 

Cash basis accounting is advantageous because it is simpler and less expensive than 

accrual accounting. For some small business owners and independent contractors who carry no 

inventory, it is a suitable accounting practice. Many small businesses avoid employing 

accountants and using complex accounting systems when using this method because of its ease 

of use. It also gives an accurate picture of how much cash is on hand. 

 

Disadvantages of Cash Basis Accounting 

The cash-basis method is not without disadvantages. It can paint an inaccurate picture of 

a business's health and growth. For example, a business can experience a decline in sales one 

month but if a large number of clients pay their invoices with the same period, cash-basis 

accounting can be misleading by showing an influx of cash. For business owners, comparative 

analysis (to project future earnings and identify trends) can be difficult with cash-basis 

accounting because of scenarios like this.  

In contrast, with the accrual method, payments are recorded when earned, giving the business a 

better sense of the company's actual sales and profits. Additionally, cash-basis accounting can 

make obtaining financing more difficult due to its high probability of inaccuracies. 

Choosing Between Cash-Basis and Accrual-Method Accounting 

The Internal Revenue Service (IRS) allows most small businesses to choose between the cash 

and accrual method of accounting, but the IRS requires businesses with over $25 million in 

average annual gross receipts from sales for the 3 preceding tax years to use the accrual method.1  

Businesses must use the same method for tax reporting as they do for their own accounting 

records.  

 Accrual Accounting Working procedure 

The general concept of accrual accounting is that economic events are recognized by 

matching revenues to expenses (the matching principle) at the time when the transaction occurs 

rather than when payment is made or received. This method allows the current cash inflows or 

outflows to be combined with future expected cash inflows or outflows to give a more accurate 

picture of a company's current financial position. 

Accrual accounting is considered the standard accounting practice for most companies except for 

very small businesses and individuals. The Internal Revenue Service (IRS) allows qualifying 



small businesses (less than $25 million in annual revenues) to choose their preferred method.1  

The accrual method does provide a more accurate picture of the company's current condition, but 

its relative complexity makes it more expensive to implement. 

This method arose from the increasing complexity of business transactions and a desire for more 

accurate financial information. Selling on credit, and projects that provide revenue streams over 

a long period, affect a company's financial condition at the time of a transaction. Therefore, it 

makes sense that such events should also be reflected in the financial statements during the same 

reporting period that these transactions occur. 

Percentage completion method 

The percentage of completion method is an accounting method in which the revenues and 

expenses of long-term contracts are recognized as a percentage of the work completed during the 

period. 

 

What is the Percentage of Completion Method? 

The percentage of completion method is a revenue recognition accounting concept that evaluates 

how to realize revenue periodically over a long-term project or contract. Revenue, expenses, 

and gross profit are recognized each period based on the percentage of work completed or costs 

incurred. 

 

Understanding the Percentage of Completion Method 

The percentage of completion method falls in-line with IFRS 15, which indicates that revenue 

from performance obligations recognized over a period of time should be based on the 

percentage of completion. The method recognizes revenues and expenses in proportion to the 

completeness of the contracted project. It is commonly measured through the cost-to-cost 

method. 

  

There are two conditions to use the percentage of completion method: 

1. Collections by the company must be reasonably assured. 

2. Costs and project completion must be reasonably estimated. 

  

  



Cost-To-Cost Approach 

In the cost-to-cost approach, the percentage of completion is based on the costs incurred 

to the estimated total cost to complete the project. Therefore, the equation for the cost-to-cost 

estimate of percentage completion is: 

  

Percentage complete:  

Revenue recognized: 

An example is provided below to clarify the cost-to-cost approach.  

Example of the Cost-To-Cost Approach 

Strong Bridges Ltd. was awarded a $20 million contract to build a bridge. The estimated time to 

complete the project is three (3) years, with an estimated cost of $15 million. Assuming that the 

cost estimates do not change, the project is expected to generate $5 million in profit. The 

following is a schedule on the project: 

Notes: 

 Costs Incurred is the costs incurred to build the bridge as estimated by the company’s 

engineer. 

 Billings are the amount of money StrongBridges Ltd. billed for the construction of the 

bridge. Billings amount is set by the contract. 

 Cash Collected is the amount of money StrongBridges Ltd. received for the construction 

of the bridge. The variation in billings and cash collected is due to timing differences. 

 % Completed is determined by the percentage completion formula. 

 Completed contract method 

What Is the Completed Contract Method (CCM) The completed contract method is an 

accounting technique that lets taxpayers and businesses postpone the reporting of income and 

expenses, until after a contract is completed, even if cash payments were issued or received 

during a contract period 

What is the difference between percentage of completion method and completed contract 

method? 

The Percentage Complete method states that the contractor recognizes revenue over the life of 

the construction contract based on its completion percentage. ... The Completed Contract 



method states that all revenues, costs and income are only recognized upon the completion of the 

construction project. 

 

Completed contract method 

Except for home construction contracts, CCM can only be used by small contractors for 

contracts with an estimated life that does not exceed 2 years 

What is the Completed Contract Method?  

The completed contract method is used to recognize all of the revenue and profit associated with 

a project only after the project has been completed. This method is used when there is 

uncertainty about the collection of funds due from a customer under the terms of a contract 

Accounting for tax reporting purposes and financial reporting purposes. 

One of the most important uses of your financial records is to help you comply with 

federal and state tax laws and prepare your annual tax returns. If you keep good records and 

operate your business in a professional manner, you should find tax compliance pretty easy. 

Tax accounting is a structure of accounting methods focused on taxes rather than the appearance 

of public financial statements. Tax accounting is governed by the Internal Revenue Code, which 

dictates the specific rules that companies and individuals must follow when preparing their tax 

returns 

 

What is accounting and financial reporting? 

Financial accounting, financial reporting, and financial statements are related but separate 

concepts that accountants use in the day-to-day function of their jobs. ... The transactions are 

recorded, summarized, and presented in a financial report or a financial statement such as a 

balance sheet or income statement 

 

Financial accounting is a specialized branch of accounting that keeps track of a 

company's financial transactions. Using standardized guidelines, the transactions are recorded, 

summarized, and presented in a financial report or financial statement such as an 

income statement or a balance sheet. 



The primary difference between the methods is that under GAAP, all financial transactions must 

be recorded and accounted for whereas tax accounting focuses on the transactions which have an 

impact on the tax situation of the company, with other transactions being omitted 

What is the difference between accounting and financial reporting? 

It's often said that accounting looks back to a company's past financial transactions, 

whereas finance looks forward to plan future acquisition of assets. Accounting is more about 

accurate reporting of what has already happened and compliance with laws and standards. 



UNIT – III 

Contractors, Loan 

Lending to contractors 

What is contract lending? 

Contract financing is a way for your business to receive a cash advance on work you have yet to 

perform. It is collateralized by a contract between your company and your customer. 

The contract specifies milestones and payments based upon your progress toward completing the 

project. 

 

What lender means? 

A lender is an individual, a public or private group, or a financial institution that makes funds 

available to a person or business with the expectation that the funds will be repaid. Repayment 

will include the payment of any interest or fees 

 

What is a construction lender? 

Construction Lender means any person, including a bank, trust company, savings bank, industrial 

bank, land bank, safe deposit company, private banker, savings and loan association, credit 

union, cooperative bank, small loan company, sales finance company, investment company, or 

any other financial institution. 

 

What does a lender do for you? 

A mortgage lender is a financial institution or mortgage bank that offers and underwrites home 

loans. Lenders have specific borrowing guidelines to verify your creditworthiness and ability to 

repay a loan. They set the terms, interest rate, repayment schedule and other key aspects of your 

mortgage 

 

Loans to contractors 

A construction loan (also known as a “self-build loan") is a short-term loan used to finance the 

building of a home or another real estate project. The builder or home buyer takes out 

a construction loan to cover the costs of the project before obtaining long-term funding 



 

What is a construction loan? Construction loans are shorter term, higher interest rate mortgages 

that cover the cost of building or rehabilitating a house. The lender pays a construction loan to 

the contractor — not the borrower — in installments as building milestones are achieved 

 

Home construction loans are short-term agreements that generally last for a year. 

Mortgages charge borrowers interest on the entire amount of the loan. Construction loans can 

provide you with upfront funds to purchase land you wish to build on. 

 

Interim construction financing 

Interim construction loan is a short term loan for the actual construction of a project which 

ordinarily matures upon completion of the project. Loan repayments by the lender are usually 

made to the contractor in installments as the project progresses. 

 

What does interim financing mean? 

Interim Financing is the process of obtaining temporary, short term financing to close a real 

estate transaction. ... Interim financing is used to cover the remaining purchase price of the 

second home until the proceeds of the first sale are received. 

 

How does an interim construction loan work? 

Traditionally, consumers obtain interim construction financing from a bank or credit union to 

fund the construction of their new home. Once the home is completed, the consumer then pays 

the construction loan off with a second loan that is their permanent 30 year financing (take-out), 

usually from a mortgage company. 

 

What is meant by interim interest? 

Prepaid or interim interest represents the cost of borrowing money over the period of time 

between your mortgage closing date and the date of your first payment. ... You can find the exact 

cost of prepaid interest for your mortgage in the documents that lenders are legally required to 

provide prior to the closing date. 

 



Security  

A security is a financial instrument, typically any financial asset that can be traded. ... In the 

United States, the term broadly covers all traded financial assets and breaks such assets down 

into three primary categories: Equity securities – which includes stocks. Debt securities – which 

includes bonds and banknotes 

 

What defines a security? 

A security is a tradable financial asset. ... In the United States, a security is a tradable financial 

asset of any kind. Securities are broadly categorized into: debt securities (e.g., banknotes, bonds, 

and debentures) equity securities (e.g., common stocks) 

 

What is security and types of security? 

Security is a financial instrument that can be traded between parties in the open market. The 

four types of security are debt, equity, derivative, and hybrid securities. Holders of 

equity securities (e.g., shares) can benefit from capital gains by selling stocks 

 

What are the securities of a company? 

Securities are financial contracts, such as shares or bonds, that grant the owner a stake in an 

asset. They have two key features: they give certain rights to the owner; and they can be traded 

in the financial markets 

 

What are the three types of security? 

There are three primary areas or classifications of security controls. These include 

management security, operational security, and physical security controls 

 

Risk aspects 

Definition: In the world of finance, risk management refers to the practice of identifying 

potential risks in advance, analyzing them and taking precautionary steps to reduce/curb the risk. 

Description: When an entity makes an investment decision, it exposes itself to a number 

of financial risks 

 



 

What is risk in financial management? 

In finance, risk refers to the degree of uncertainty and/or potential financial loss inherent in an 

investment decision. In general, as investment risks rise, investors seek higher returns to 

compensate themselves for taking such risks. Every saving and investment product has 

different risks and returns 

 

What are the 4 types of risk? 

One approach for this is provided by separating financial risk into four broad categories: market 

risk, credit risk, liquidity risk, and operational risk 

 

5 Ways to Classify Risk 

1. Magnitude. A common way to classify risk is by magnitude. ... 

2. Timescale. When is the risk going to hit? ... 

3. Originating team. Where did the risk come from? ... 

4. Nature of impact. What sort of impact is this risk going to have? ... 

5. Group affected. Finally, it's worth thinking about who is going to be affected by the 

impact should it happen 

 

BOT 

A build-operate-transfer (BOT) contract is a model used to finance large projects, typically 

infrastructure projects developed through public-private partnerships. BOT projects are normally 

large-scale, greenfield infrastructure projects that would otherwise be financed, built and 

operated solely by the government 

KEY TAKEAWAYS 

 A build-operate-transfer (BOT) contract is a model used to finance large projects, 

typically infrastructure projects developed through public-private partnerships.  

 BOT projects are normally large-scale, greenfield infrastructure projects that would 

otherwise be financed, built and operated solely by the government. 



 Under a build-operate-transfer (BOT) contract, an entity—usually a government—grants 

a concession to a private company to finance, build and operate a project for a period of 

20-30 years, hoping to earn a profit. 

 After that period, the project is returned to the public entity that originally granted the 

concession 

Build–operate–transfer (BOT) or build–own–operate–transfer (BOOT) is a form of project 

delivery method, usually for large-scale infrastructure projects, wherein a private entity receives 

a concession from the public sector (or the private sector on rare occasions) to finance, design, 

construct, own, and operate  
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