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(i) Commercial Banks: Commercial banks all over the world
extend foreign currency Toans for business purposes. [hey
are an im_go%En source of financing non-trade internationa
operations. The types of loans and services provided %i[
banks vag from country to country. For example, Standard
Chartered emerged as a major source of'f‘ré'l‘g'n‘curréﬁﬁ_
loans to the Indian industry.
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L\l) International Agencies and Development Banks:

A number of international agencies and development banks

have emerged over the years to finance international trade _

and business. These bodies Erovude long and medium term
loans and grants to promote the development of
economically backward areas | e world.
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 These bodies were set up by the Governments of
developed countries of the world at national, regional
and international levels for funding various projects. The
more notable among them include International Finance
Corporatio EXIM Bank pnd Asian Development
Bank. as¢ “—198L
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A%
;) International Capital Markets:/Modern organisations

4 including multinational companies depend upon sizeable
\/\N—-——

borrowings in rupees as well as in foreign currency.

Prominent financial instruments used for this purpose are:
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(a) (Global Depository Receipts (GDR'ST>

The local curre shares of a company are delivered
to the deéogiiéﬁ E The depository bank issues
degosito% receipts against these shares. Sut ch

deposi enominated in US dollars are
known as Global Depository Receipts (GDR).
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GDR is a negotiable instrument and can be traded freely
like any other security. In the Indian context, a GDR is an
instrument issued_abroad by an Indian company fo raise
funds in some foreign currency and is Iiste?%’t_réﬂe?_
on a foreign stock exchange.
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A holder of GDR can at any time convert it into the

number of shares it represents. The holders of GDRs do
not carry any voting rights but only dividends and capital
appreciation. Many Indian companies such as Infosys,
Reliance, Wipro and | have raised money through
issue of GDRs.
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(b) American Depository Receipts (ADRS):
The depository receipts issued by a company in the USA are
known as American Depository Receipts. ADRs are bought and

sold in American markets, like regular stocks. It is similar to a

R —
GDR except that it can be issued only to American citizens and
can be listed and traded on a stock exchange of USA.
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(c) Indian Depository Receipt (IDRs):
An Indian Depository Receipt is a financial instrument

denominated in Indian Rupees in the form of a Depository

Receipt. It is created by an Indian Depository to enable a foreign
company to raise funds from the Indian securities market. The

IDR is a specific Indian version of the similar global depository
receipts.
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» The foreign company issuing IDR deposits shares to an

Indian Depository (custodian of securities registered with
the Securities and Exchange Board of India). In turn, the

depository issues receipts to investors in India against
these shares.
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* According to SEBI guidelines, IDRs are issued to Indian
residents in the same way as domestic shares are issued.
The issuer company makes a public offer in India, and
residents can bid in exactly the same format and method
as they bid for Indian shares. ‘Standard Chartered PLC’
was the first company that issued Indian Depository
Receipt in Indian securities market in June 2010.
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(d) Foreign Currency Convertlble Bonds (FCCBs):/ fageit #er
IREqAT a8 ( : -

Foreign currency convertible bonds @@

6 hat are to be converted into equity or depository
receipts after a specific period. Thus, a holder of FCCB has the
option of either converting them into equity shares at a

predetermined price or exchange rate, or retaining the bonds.
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The FCCB’s are |ssued in a foreign currency and carry a fixed

lower than the rate of any other similar
non-convertible debt instrumgnt. FCCB’s are listed and traded

in foreign stock exchanges. FCCB’s are very similar to the

convertible debentures issued in In |a
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« Financial needs of a business are of different types — long term,

short term, fixed and fluctuating. Therefore, business firms resort

to different types of sources for raising funds. ShortaTIT
borrowings offer the benefit of reduced cost due to reduction of

idle capital, but Tong — term borrowings are considered a
necessity on many grourmnds.
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ffecting the Choice of the Source of Funds

‘)

* Financial strength and stability:

* Form of organisation & legal
status:

* Purpose and time period:

* Risk profile:

* Control:

* Effect on credit worthiness:
* Flexibility and ease:

* Tax benefits:
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'/' here are two types of cost viz., the cost of

srocurement of funds and cost of utilising the
funds.

(///Financial strength and stability of operations: _In
the choice of source of funds business should be
in a sound financial position so as to be able to

repay the principal amount and interest on the
borrowed amount.



* Form of organisation and legal status: A

partnership firm, for example, cannot raise
money by issue of equity shares as these can

be issued only by a joint stock company.

* Purpose and time period : For long term

finance, sources such as issue of shares and
debentures are more appropriate.



3) For example, there is a least risk

in equity as the share capital has to be repaid

only at the time of winding up and dividends

need not be paid if no profits are available.

Control: For example, as equity share holders
enjoy voting rights, financial institutions may
take control of the assets or impose
conditions as part of the loan agreement.




* Effect on credit worthiness: For example, issue of

secured debentures may affect the interest of
unsecured creditors of the company and may
adversely affect their willingness to extend further

loans as credit to the company.

* Flexibility and ease: Another aspect affecting the
choice of a source of finance is the flexibility and ease

of obtaining funds



* Jax benefits: Various sources may also be

weighed in terms of their tax benefits. For
example, while the dividend on preference
shares is not tax deductible, interest paid on
debentures and loan is tax deductible and
may, therefore, be preferred by organisations
seeking tax advantage.



