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Another Type of Debenture:

BOX D
Inter Corporate Deposits (ICD)

Inter Corporate Deposits are unsecured short-term deposits made by a company
with another company. ICD market is used for short-term cash management of a
large corporate. As per the RBI guidelines, the minimum period of ICDs is 7 days
which can be extended to one year.

The three types of Inter Corporate Deposits are:

(i) Three months deposits;
(i) Six months deposits;
(i11) Call deposits.
Interest rate on ICDs may remain fixed or may be floating. The rate of interest on

these deposits is higher than that of banks. These deposits are usually considered
by the borrower company to solve problems of short-term funds insufficiency.




Commercial Banks

 Banks extend loans to firms of all sizes and in
many ways, like, cash credits, overdrafts, term
loans, purchase/discounting of bills, and issue of
letter of credit.
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« Cash credit is a short-term, revolving credit facility
provided by banks to businesses for managing working
capital needs and covering immediate expenses like raw
materials or inventory. It requires collateral and is
designed for flexibility, offering a "ready line of credit"
for operational fluidity.



- An overdraft is a facility that allows a bank account holder to
withdraw funds beyond the available balance in their account,
up to a pre-approved limit. It functions as a short-term loan

from the bank, with interest charged only on the amount used.
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 Aterm loan is a type of loan where a fixed amount of
money is borrowed from a financial institution for a
specified period, typically ranging from one to ten
years. The borrower repays the loan in regular
installments over the agreed-upon term, which may
include both principal and interest.
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* Purchase and bill discounting are short-term financing
methods where a business sells its unpaid invoices
(bills) to a financial institution for immediate cash,
receiving the amount at a discounted value before the

due date.

- %9 IR e ge srevmfas faaavor Rt §, J@r @
SAGET AU HAAF Tt (ReT) F dchrel AR F
foT s ol geae & J9ar g, 3R 37 /Ay @ gga
Rt Ao W TR gred Far B



Merits:

(i) Banks provide timely assistance to business by providing
funds.

(ii) Secrecy of business can be maintained as the information
supplied to the bank by the borrowers is kept confidential;

(iii) Formalities such as issue of prospectus and underwriting
are not required for raising loans from a bank. This,
therefore, is an easier source of funds;

(iv) Loan from a bank is a flexible source of finance as the loan
amount can be increased according to business needs and
can be repaid in advance when funds are not needed
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Limitations

(i) Funds are generally available for short periods and
its extension or renewal is uncertain and difficult;

(i) Banks make detailed investigation of the
company'’s affairs, financial structure etc., and may
also ask for security of assets and personal sureties.

(iii) In some cases, difficult terms and conditions are

imposed by banks. for the grant of loan. For example,
restrictions may be imposed on the sale of mortgaged
goods, thus making normal business working difficult.
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Financial Institutions/fad YT

* These institutions are established by the central as
well as state governments. They provide both owned
capital and loan capital for long and medium term
requirements and supplement the traditional
flnanual agenmes like commercial banks.
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As these institutions aim at promoting the industrial development of
a country, these are also called ‘development banks’. In addition to
providing financial assistance, these institutions also conduct
market surveys and provide technical assistance and managerial

services to people who run the enterprises.
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« This source of financing is considered suitable when
large funds for longer duration are required for
expansion, reorganisation and modernisation of an
enterprise.
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Merits:

(i) Financial institutions provide long-term finance, which
are not provided by commercial banks;

(if) Besides providing funds, many of these institutions
provide financial, managerial and technical advice and
consultancy to business firms;
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(iii) Obtaining loan from financial institutions increases the
goodwill of the borrowing company in the capital market.

(iv) As repayment of loan can be made in easy instalments,
it does not prove to be much of a burden on the business;

(v) The funds are made available even during periods of
depression, when other sources of finance are not available.
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Limitations
(i) Financial institutions follow rigid criteria for grant of
loans. Too many formalities make the procedure time

consuming and expensive;
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(i) Certain restrictions such as restriction on dividend
payment are imposed on the powers of the borrowing
company by the financial institutions;

(if) Financial institutions may have their nominees on the
Board of Directors of the borrowing company thereby
restricting the powers of the company.
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International Financing:

(i) Commercial Banks:

(ii) International Agencies and Development
Banks

(iii) International Capital Markets:
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