
Fund Raising 
through 

Banks/NBFCs



Every business needs capital to operate successfully. Capital is the pool of funds that every business—whether it's a small business or a large 
corporation—needs and uses to run its day-to-day operations. There are two main sources of capital companies rely on—debt and equity. 
Both provide the necessary funding needed to keep a business afloat. Debt capital or debt funds refers to borrowed funds that must be 
repaid at a later date and is raised by a company through loans and borrowings. These loans may be long-term or short-term. 

A company should use debt to finance a large portion of its business. 

The government encourages businesses to use debt by allowing them to deduct the interest on the debt from corporate income taxes 
and the deduction is quite enticing.

Debt is a much cheaper form of financing than equity. It starts with the fact that equity is riskier than debt. Because a company typically 
has no legal obligation to pay dividends to common shareholder but those shareholders want a certain rate of return. Debt is much less risky 
for the investor because the firm is legally obligated to pay it. In addition, shareholders (those that provided the equity funding) are the first 
to lose their investments when a firm goes bankrupt. Finally, much of the return on equity is tied up in stock appreciation, which requires a 
company to grow revenue, profit and cash flow. An investor typically wants at least a 10% return due to these risks, while debt can usually be 
found at a lower rate.

These facts make debt a bargain. It would not be rational for any company to be funded only by equity. It’s too inefficient. Debt is a lower cost 
source of funds and allows a higher return to the equity investors by leveraging their money.

Tutorials

Significance of Debt Funds



These are generally classified under 2 broad heads:

Fund based and Non-Fund Based

Fund Based:
Term Loan (TL): A term loan is a loan from a bank for a specific amount that has a specified repayment schedule and either a fixed or floating 
interest rate. A term loan is often appropriate for an established small business with sound financial statements. Also, a term loan may require a 
substantial down payment to reduce the payment amounts and the total cost of the loan.Companies often use a term loan proceeds to purchase 
fixed assets, such as equipment or a new building for its production process.

Cash Credit (CC)/ Overdraft (OD): A cash credit loan is a cash loan given to a company to meet its working capital requirements. It is a short-term 
source of finance with a tenure of up to 12 months. A cash credit loan allows a company to withdraw money from a bank account as many times as 
required, but up to its withdrawal limit. The borrowing limit is decided on the basis of the applicant’s credit history or creditworthiness, which is 
based on the company’s structure of the current assets and liability. Additionally, the interest is only charged on the amount borrowed and not on 
the entire borrowing limit.

Non-Fund Based:
Letter of Credit (LC): A letter of credit, or "credit letter" is a letter from a bank guaranteeing that a buyer's payment to a seller will be received on time 
and for the correct amount. In the event that the buyer is unable to make a payment on the purchase, the bank will be required to cover the full or 
remaining amount of the purchase. It may be offered as a facility. Due to the nature of international dealings, including factors such as distance, 
differing laws in each country, and difficulty in knowing each party personally, the use of letters of credit has become a very important aspect of 
international trade.

Bank Guarantee (BG): A bank guarantee is a type of financial backstop offered by a lending institution.If the debtor fails to settle a debt, the bank 
will cover it. A bank guarantee enables the customer, or debtor, to acquire goods, buy equipment or draw down a loan.

Tutorials

Forms of Debt Fund/Loan



● Ideally, business should be operating (though not mandatory)
● Descent Historical Financial Track record (if available)
● Clarity on the amount & purpose of fund requirement
● Projected Financials / CMA Data
● Collaterals (security), at times

● Financing the deficit required for running / growth of the business
● Relatively easier and faster than getting VC / PE funding
● Fixed cost to pay in terms of interest
● A healthy Debt - Equity mix ensures less dilution of Promoters’ Equity
● Saves significant time and is an opportunity cost of the Entrepreneur

Benefits

          Requirements 

Tutorials

 Benefits and Requirements



   1  Detailed introductory discussion with the entrepreneur about the business and his future 
plans.

2 Information Checklist to be sent to entrepreneur – requesting information / documents 
and entrepreneur to arrange for the information / documents as per the Checklist

3 Detailed study of each element of the business and 1-2 rounds of 
interaction with the entrepreneur before finalising the submision of 
documents to bank

4
Meeting between Lender and entrepreneur and resolving the queries of 
the Lender/Credit team. After this, review of Sanction Letter, suggesting 
appropriate modifications (wherever needed) before
finalising and accepting it

Credit team

       5 Compliance of all pre-disbursement conditions and
receipt of Funds (may be in phases, at times)D
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Let’s 
Start a
Project
Together! 
Project

Why 
SeedUp?

info@seedup.in

● Completely online

● Time bound closure

● Round the clock customer 

support

● Complete confidentiality

● Cost effective

● Customised packages 


