ﬁ FINANCIAL HORIZONS

Financial
alternatives

Reputable organizations that operate parallel
to the banking system are flourishing

& By JUAM DE LA ROCA

he banking svsiem is the

main supplier of finance

im countries that have an

organized financial sys-

tem, Buot parallel w the
banking system there are other instit-
tions that eater 10 the financial needs of
companics amd individoals, Some of
these are grey or even shady organiza-
tons that cater (o the necds of those
individuals and eorporations that can-
noL receive credit from the banks

But miles apart from loan sharks and
other disreputable set -Ups are corporale
linaneial organizations that operate
parallel to the banking system that are
a respected and important element in
the financial industry of any
country, These are
INEUNNCee compa-
nies, laectoring
companies and
eredit card compa-
mies,

In lsrael, such
institutions hove been
flourishing in the pasi
two years, and with

poel reason

The stringent regula-
Lions of the Bank of
lsrael which have been
in foree for more than o
vear do net allow clients
W overdraw their current
accounts beyond thar which
bad heen agreed beforehand, In the
past the banks had very flexible rules,
and corporate and private clients were
mllowed to overdrow their accounts,
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This is no longer possible, thus many
o those elients are meeting their finan-
cial needs through alternative finance
companies. Insuramce companies are an
important source of finance primarily
for the business sector, Insurance com-
punies extend credil to the private sec-
tor but only in the form of mortgages.

Extra bank credit cards

Another source of alternative finance
is credit card companies, Two vears
ago when the Bank of lsrael decided
implement its current account palicy,
the three main credit eard companies
initiated what they called non-bank
credit cards,
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Hitherto credit cards
hid heen [ssued only when guaranieed
by the banks. The clienis would request
a credit card through the bank in which
they conducted business. [f the bank
agreed, the credit cord company issucd

MICHAEL AVMNI
General Manager of Peninsula

the card and payment wus guaranteed
by the bank, This meant that the bunk
wai el include the credil card ceiling in
the: client's overall debit account.

The new system is completely differ-
enl. Sinee the banks do not guarantes
the credit card, it s not included in o
client's overall commitments 1o the

bank. This is an extra hank
credit which supersedes the
agreed credit arrangements
with the bank. Clients can
now avail themselves of
extra credit arrangements,
The three credin card
groups = lsraCard, Vian
ind Leumi Card = intro-
duced their new non-hank
eredit cards under difTer-
ent brand names. Leumi
Cord group called its
new card Muli;
LsraCard group called
its card More; und the
Visa growp called i1
Cal
Ihe terms and conditions of the
three companies are similar, Their
intarest rates differ for cach client or
group of clients, but they rodiate
arcund 10% per annum, The monthly
repayiment 15 about 5% of the outstand-
ing credit but mol less han NIS 200 1o
MNIS 300
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The credit grrangements are at the
discretion of the credit card companies
but they are determined by the monthly
income af the prospective client, as
well us hisd her standing with the banks
because one of the criteria 15 the
authorized overdraft and the authorized
credit ceiling of the bank credin card.
And, of course, the credin history of the
client.

Cal and More huve a credit ceiling of
IS 45,000, The credit ceiling of the
Multi is adapted 1o the client.

The credit arrangements of the Cal,
More and Multi cards nre oriented
more towhrd the private user, although
in soime cases they are also used by
small businesses. Buot the other alterma-
tive source of finance, the fucioring
companics, are onented (o the busingss
SECLOT,

Financing invoices

The factoring Hnancial companies
hove existed for n long time, but it is
only lately that they are really wmking
ofl, The reusons are similar 1o those of
(hi exirn bunking credit cards, They
constitute o ready source of credit for
business organizations thal may be

tempararily strapped for cash because

of the new overdraft repgulations.
Michael Avai, the general manager of
Peninsula, one of the four major factor-
ing companies in Israel, says that in the
past wo years demand for their servic-
5 has inereased sharply, “In 2006 the
overall twrnover of the cloring com-
panies amounted to some NIS 4 hil-

lion. This year we will probably have a
turnover af more than N1S 5 billion.”

A sharply growing industry indeed.

At present there are four large factor
ing companies in lsragl: Clal Factoring;
Peninsula Financial, Psagot Factoring;
and Global,

The fncworing financial institutions
extend short-term credil because in
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strength of moneys they have 1o receive
and are documented in invoices. If, say,
o manufacturer of jeans delivers a con-
signment o a store worth NS 50,000
for which he will receive payment in
180} days, the factoring compuny will
advance the seller agninst the suituble
documentation a sum of money that
will amount o up 1o 60% of the value
ol the invoiee, The borrower will then
agree to instruet his client o make the
payment directly to the fuctoring com-
pany. The factoring company will then
reimburse them un amount egqual (o the
amount of the invoice minus the loan,
plus interest and lees.

Despite the fact that the cost of the
vredic From the facloring companies is
mure expensive than loans from the
banking system, Avni explains that
working through a factoring financial
company has many advantages.

“We do not increase the client’s lia-
hilities (o the bunks and thereby ol low
the company full use of his credit facil-
itics, We also take upon ourselves the
risk element because IF for uny reason
the buyer defaults, it would be the
responsihility of the faeloring compa-

ny. The moment the factoring company
dErees e accept payment for o cenain
invoice, which is also the collateral Tor
(e loum, then the responsibility fo
ensuring that the paymen! is made is
transferred from the manufaciurer to
the finaneial company.”

Ancther benefit is the level of finance
apainst the invoices submitted, As
experts in their held, factoring compa-
nies can analy#e the credit value of
invoices more efficiently than banks.
Consequently, they are willing 1o
extend larger eredits for those same
inviieas than the banks.,

Factoring companies can alse Mmance
l.‘_1|_\l."-._'ll|_'-.| payment TFONT OVETHEAS CUB-
tomers, as well as advance pavment
overscus suppliers, For example, o sup-
plier in the UK may be in a tight
money situation and is willing o give a
20% discount if the puyment is made
in cush, The factonng companies wall
also be willing to advance payment fo
the supplier provicled the bill of lading
for the goods 15 in their name beciuse
the equipment or goods will be sent to
them and will serve a5 collateral for the
[zan

The (ectoring indusiry in Israel is
expanding rapldly, but it sll has 4 big
Wity 1 g,

In the Western warld, the turnover of
factoring companies amounts to 2,5%
of GDP, In Israel it is barely (L20%,
This means that in principle the indus-
iry can grose threefold. W

Card-carrying convenience

I important stams symbol among the afflu-

ent is the World Signia Credit Card. This

cards allows the holder o make purchases of
up 1o MIS 250,060 in lsracl and $28 000 abroad,

Card holders enjoy a eredit line of NIS 100,000,
They cun receive instant loans of up o NIS 50,000
bearing an interest rate of prime + 0.5, Card holders are
autematically insured for the sum of $10 million.

They also receive additional services as befitting those
who can afford the luxury and enjoy that money can buy.

- JdIR
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