Corporate Finance

We know that the financial requirements of the industry are of two types. One is long-term requirement for financing the fixed assets and permanent working capital and the other is short term for financing the fluctuating part of working capital. There are usually two types of sources viz., 

Direct source: - where the firm directly offers the financial claims to the public for subscription and indirect source where the concern approaches an intermediary for financial assistance; e.g. shares, debentures, deposits.  

Indirect sources: - loans, credits, etc.  

In that context, we would like to discuss the role of Commercial Banks:

It can be said that banks role is in controversy with regard to financing of fixed assets and current assets. Since banks accept deposits from the public, the activities of the bank should ensure the safety any liquidity. 

Role of Banks in Direct & Indirect Financial participation: -

Commercial banks render financial support to industrial units

· By investing directly in their shares and debentures,

· By underwriting,

· By providing bridge loans/interim finance,

· By providing finance for market makers,

· By providing loans for the purchase of shares.

Underwriting: -

Banks have been permitted to directly subscribe, including private placements, to shares and debentures of companies up to 5% of incremental deposits of the previous year. Obligations to invest in share arising out of underwriting facility provided to the corporate bodies are included in the above ceiling.  

Bridge loans/interim finance: -

Commercial banks extend bridge loan/interim finance subject to the satisfaction of the following conditions. 

a. The public issue in India should have the approval of the relevant authority. In the case of public abroad, banks should obtain approval of the RBI to grant bridge loans.

b. Public issue includes Rights issue but private place is not eligible.

c. Extent to loan should not exceed 50% of the amount called upon each time. Banks and financial institutions put together may sanction loan up to 75% of the amount called upon. 

d. Interim finance must be sanctioned with reference to the amount actually called up each time and not with reference to the total quantity of issue.

e. Period of loan should not exceed the time taken for completion of formalities related to the issue, as the loan should be extinguished out of the public issue.

f. The bridge loan should be utilized for the purpose for which the public issue is intended.

g. Bridge loans/interim finance should not be granted to all categories of non-banking financial companies like equipment leasing, hire purchase finance, loan and investment companies.                                                                                                                                                                                                          

Finance for Market Makers: -

Market makers specialize in buying and selling securities by offering two-way quotations. They impart liquidity to9 scrips and reduce volatility in price moments. 

This kind of credit is expected to reduce market concentration, widen and deepen trading in the secondary market, thus facilitating emergence of a healthy and stable secondary market. The RBI has    


LOAN SYNDICATION FOR DOMESTIC BORROWING AND PROJECT FINANCING

Loan syndication or credit syndication is also known as credit procurement or project finance service. By this service, the merchant bankers arrange and procure credit from financial institutions, banks and other lending and investment sources in India and abroad. Locating the sources of finance and procuring it from those sources require efficiency, and knowledge in complying with all the formalities involved in the availing of loan. The service includes estimation of costs and the framing of a financing plan. The selection of institution, approach and follow-up and the completion of formalities are also involved. The service also provides arrangement of bridge finance, assessing and procuring working capital requirements. Among the services provided by us, the credit syndication comes as a sequence to the corporate and project counselling. In case where counselling was not availed, will have discussion with the client to assess the project and estimate the cost under different heads. Then, with his connections he will be able to locate the sources and assist the client in submitting the loan application etc. if more than one financial source is involved, negotiations will be made with proposals for different limits from the different sources. The merchant banker will also decide the source by considering the nature of the project and the requirement of project cost. 

Depending upon the nature of the project and cost requirement, our consultants may advise for short-term fund or long-term fund. They do credit syndication services by facilitating borrowal from International institutions like International Finance Corporation at Washington. USA, and the Asian Development Bank also. Working capital loans and overdraft in the form of cash credit facilities, bill finance, consortium arrangements, letters of credit and guarantee and increase of large requirements are syndicated. Credit syndicated may be combined with project counselling or project finance.           

