
Understanding Charge Creation in Finance 

 

Charge creation in finance is an important idea that helps keep loans safe and 

ensures they get paid back. This process involves using a borrower’s assets as a 

guarantee for a loan. Let's explore what charge creation in finance is, the different 

types, and why it is important for both borrowers and lenders. 

 

 What is Charge Creation in Finance? 

Charge creation in finance means using assets, like property or equipment, as 

collateral when taking a loan. If the borrower cannot repay the loan, the lender 

can take the assets. This helps lenders feel secure about lending money. 

 

 Types of Charges 

There are two main types of charges: fixed charge and floating charge. 

 

Fixed Charge 

A fixed charge is placed on specific assets, like a piece of land or a building. The 

borrower cannot sell or dispose of these assets without the lender's permission. 

 

 Floating Charge 

A floating charge is placed on a group of changing assets, like inventory or 

accounts receivable. The borrower can use and sell these assets until the charge 

becomes fixed, usually if the borrower fails to repay the loan. 

 

 Why is Charge Creation in Finance Important? 

 

https://www.ghlindia.com/charge-generation


For Lenders 

 

1. Security: It gives lenders security, making them feel safer about lending money. 

2. Priority in Repayment: If the borrower cannot repay the loan, the lender with a 

charge on the asset gets paid before others. 

3. Legal Right to Seize Assets: Lenders have the legal right to take and sell the 

assets to get their money back. 

 

 For Borrowers 

 

1. Access to Credit: Borrowers can get loans more easily because lenders feel 

secure. 

2. Lower Interest Rates: Loans with a charge often have lower interest rates than 

unsecured loans. 

3. Maintaining Business Operations: With a floating charge, borrowers can keep 

using their assets for business. 

 

 Conclusion 

Charge creation in finance is a crucial process that helps keep loans secure and 

builds trust between borrowers and lenders. By understanding fixed and floating 

charges, and the importance of proper registration and documentation, both 

parties can benefit from reduced risk and better financial stability.  

 

 

 


