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Q. 1.
[Dec 1998] Write short notes on “External Commercial Borrowings”.
Ans.

· The foreign currency borrowings raised by the Indian corporates from outside India is known as “External Commercial Borrowings” (ECB’s).
· These borrowings occupy a very important position as a source of funds for corporate

· This foreign currency borrowing can be raised within ECB policy guidelines of Govt. of India/ Reserve Bank of India issued from time to time.

· Thus, the main Ingredients of ECB are:-

· It is a commercial loan.

· It is a foreign exchange.

· It is availed by a person resident in India.

· It is availed from non-residents lenders.

· The ECB’s route is beneficial to the Indian corporates on account of the following:-

· It provides the foreign currency fund which may not be available in India.

· The cost of fund at times works out to be cheaper as compared to the cost of raising domestic funds.

· The availability of the funds from the international market is huge as compared to domestic market and corporate can raise large amount of funds at competitive price.

· ECB can be accessed under two routes:-
· Automatic Route and

· Approval Route.

Q. 2.
[June 2000] Write notes on Capital account Convertibility.
Ans.
Capital account Convertibility
· Capital account convertibility refers to an economic tool expected to engender more efficient capital flows and catalyse growth impulses and enable the society to strike out a balance between its internal and external prices.

· The objectives of capital account convertibility are:-

· Deepen and integrate the financial market.

· Discipline domestic policy market.

· Allow better decision making.

· Permits accessibility to global savings.

· Indian Government has already permitted the full convertibility of rupees on current account. Full convertibility on capital account is yet to be allowed.
· Government has even appointed a committee on capital account convertibility under the chairmanship of S.S Tarapore.
Q. 3.
[June 2004] List out the benefits of issuing bonus shares. OR


[Dec 2009]
Apart from the retention of profits and capitalizing the accumulated earnings, the bonus shares serve several other objectives. Comment.
Ans.

· The basic idea behind issue of bonus shares is the objective of retention of profits and capitalizing the accumulated earning for financing from internal sources the cost of company’s expansion, modernization or diversification schemes.

· Issue of bonus shares does not affect the liquidity position of the company.

· The company issues bonus shares to serve the following ends:-

a) To enhance the prosperity of the company by conserving the cash inflows.

b) To increase capitalization, lower rate of dividend can be followed by issued of bonus shares by a company. Increase in equity shares through bonus issue reduces the rate of dividend; usually high rate dividend may attract adverse notice of the general public or authorities towards profiteering.

c) To transfer the formal ownership of surplus and reserves to equity holders by issuing bonus shares;

d) Financing the growth programmed of the company by expansion, modernization or diversification;

e) With broad based equity structure, a company can better bargain the debt to balance its capital structure and increase earnings on equity shares through financing leverage.
· The bonus shares entail and increase in the capitalization of the corporate unit which should be justified by a proportionate increase in the earning capacity of the company.

· Bonus issue suit to such companies who have regularity in profits.
· To maintain suitability and regulating bonus issue. Government brings out guidelines from time to time for the issue of bonus shares.

Q. 4.
[Dec 2003] “Bonus shares represent simply a division of corporate pie into a large number of pieces” Discuss?
Ans.
· Most of the shareholders, considered that the bonus shares are valuable. But they fail to realize that the bonus shares do not affect their wealth and therefore, in itself they have no value for them.

· It merely divides the ownership of the company into a large number of pieces.

· Infact, the bonus issue does not give any extra or special benefit to a shareholder.

· His proportionate ownership in the company does not change.

· Further, from the company’s point of view the issue of bonus shares is more costly to administer than cash dividend.

· The company has to print certificates and send them to lakhs of shareholders.

Q. 5.
[Dec 2004] Write short note on “Bonus Debentures”. 
Ans.
A co. which has issued debenture can only issue bonus debenture.

To issue bonus debentures, the company capitalizes its retained earnings into debentures. Bonus debentures are like Bonus Shares. There are a number of benefits to the issuing company, namely:-

· The floating stock of shares in the market does not increase.
· Company gets tax advantage on interest payments on debentures.
· These are issued when the issuing company anticipates that in the coming years, the company will have cash balances and the same would not be needed for financing. The expected return on internal retention would be lower than market return. In such circumstances cash outflows in redeeming the debentures would not affect the company’s liquidity position.
· The Cost of debt Capital (Kd) would be lower than Cost of equity (Ke).
· The practice of issuing bonus debentures, however, is not popular in India.

Q. 6.
[Dec 2005]  Differentiate between ‘Bonus issue of shares’ and ‘stock split’

Ans.
	S No.
	Bonus Issue
	Stock Split

	1
	The par value of the share is unchanged.
	The par value of the share is reduced.

	2
	A part of reserves is capitalized.
	There is no capitalization of reserves.

	3
	The shareholders’ proportional ownership remains unchanged.
	The shareholders’ proportional ownership remains unchanged.

	4
	Total paid up capital increases. 
	Total paid up capital remains same.

	5
	To book value per share, the earnings per share, and the market price per share decline.
	The book value per share, the earnings per share, and the market price per share decline.

	6
	The market price per share is brought within a more popular trading range. 
	The market price per share is brought within a more popular trading range.


Q. 7.
[Dec 2007] Write notes on the following:-

a) Re-financing

b) Bridge Finance
Ans.
a)
Re-financing
· Re-financing is a process by which a large financial institution provides funds to reimburse funds to another institution to help development, relief or other similar causes identified as the purpose of the formal, e.g.
· National bank for Agriculture and Rural Development (NABARD) is a government organization established with the primary objective of financing the farm sector; it is an arm through which government extends certain concessions / privileges to the farming community. NABARD does not deal with farmers directly but deals with manly banks such as scheduled and nationalized banks providing re-financing for quite a few schemes intended for the benefit of the agriculture sector. This is one example.
· Small industries Development Bank of India (SIDBI) is another governmental organization whose objective is to assist the development of small industries. It is another institution which is engaged in refinancing activities; it funds a few schemes intended for SSIs through scheduled / nationalized banks.

b)
Bridge Finance

· It refers to the loan taken by a company normally from commercial bank for short period, pending disbursement of loan sanctioned by financial institutions.
· Normally, it takes time for financial institutions to disburse loan to companies due to non-compliance of terms and stipulated conditions and hence it becomes necessary to obtain short term loan for intermediated period.
· These loans are adjusted out of the main term loan.
The rate of interest charged on bridge finance is much higher as compared to the rate of interest on term loan.

Q. 8.
[June 2004] Write notes on (Hi) Methods of Venture Capital Financing.
Ans.

· Venture capital is the capital contributed in new, highly risky projects promoted by qualified entrepreneurs with high reward expectations. It is either in the form of equity or combination of equity and debt, generally through equity alone.

· This type of capital is provided by risk-oriented people to such a group of entrepreneurs who have talent & skill but lack funds.

· These projects are risky but have high return prospect.

· There are four types of venture capital investing:-

1) Equity financing

In this method the venture capitalist purchases the equity shares of the company to the extent of 49%
2) Conditional loan
In this the venture capitalists provide funds to the company Instead of interest royalty are charged against such loan.
3) Income Note
It is a mixture of conventional loan and conditional loan. The company has to pay both interest and royalty but both at substantially lower rates.
4) Participating debenture
Under this venture capitalist purchases debentures of the company which are participating in nature. Thus if there are no profits then no interest is charged. If the profits are low interest is charged and if the profits are high then high interest is charged.
Some of the venture capitalists in India are IDBI, ICICI, State Finance Corporation etc.
Q. 9.
[Dec 2004] Write notes on Green Shoe Option.
Ans.
Green Shoe Option
· Green shoe option means an option of issuing securities in excess of the securities issued included in public issue.

· The name comes from the fact that green shoe company was the first entity to use this option.

· It is an option that allows the underwriting of an IPO to sell additional shares if the demand is high.

· Under this option, the company can allocate shares in excess of the public issue and operating a post- listing.

· Price stabilising mechanism through a stabilising agent.

· It is thus a means of retaining over subscription to a certain extent.

· SEBI guidelines deal with the provision governing the limit on the exercise of green shoe option.

Q.10.
[June 2004] Discuss the foreign sources of finance available to the corporate sector. OR 


[Dec 2002] Write a short note on ‘International financial markets’.
Ans.
· In International financial market the borrower from one country may seek lenders in other countries in specific currency.

· The availability of foreign currency is assured under four main systems:-

· Euro currency markets;

· Export credit facilities;

· Bond issues; and

· Financial institutions.

· Eurocurrency market

· Here funds are made available as loans through syndicated Euro credits/instruments known as Floating Rate Notes FRNS.

· Interest rates vary every 3 to 6 months based on London — Interbank offered — Rate.

· Export Credit Facilities are made available by several countries through an institutional frame work in which EXIM Banks play a prominent role. EXIM Bank of India is playing a significant role in financing exports and other offshore deals.

· International Bond Market provides facilities to raise long term funds by using different types of instruments. The bond market is generally known as Euro bond market.
· UN Agency financial institutions viz. IMF of World Bank and its allied agencies, IFC (W),

ADB, etc. provide finance in foreign currency.
Q.11.
[June 2005] Write a short note on ‘Syndicated Eurocurrency loans’. OR

[June 2005] Describe the main objectives of syndication of Euro currency loans.
Ans.

· The Eurocurrency market refers to the availability of a particular currency in the international financial market outside the ‘home country’ of that currency.

· For example, the Eurodollar market refers to the financial market for US dollars in England, France, West Germany, Hong Kong and other financial centres outside the US. 

Main Objective of Syndication (Borrowers’ point of view)

a) Large sum is arranged without delay and at least cost.

b) Gets better introduction to enter into international loan market without much difficulty.

c) Funds are made available easily for meeting balance of payment deficit and for financing large industrial projects.

d) The borrower is allowed to select the length of the roll over period and in choosing different currencies to repay or cancel agreements after a short notice period without penalty.
Lenders’ point of view
a) It helps the bank to share large credit with other banks, to fiancé many borrowers.

b) Different size banks can participate.

c) It provides more profitability to banks as costs are relatively low.

d) Syndicated loan is under-written by a small group banks which resell portions of the commitment to other banks.

Q.12.
[June 2010] Write a short note on ‘Disaster Bonds’.
Ans.

· These are issued by companies and institutions to share the risk and expand the capital to link investors return with the size of insurer losses.

· The bigger the losses, the smaller the return and vice-versa.

· The coupon rate and the principal of the bonds are decided by the occurrence of the casualty of disaster and by the possibility of borrower’s defaults.

Q.13.
[June 2010] Write a short note on ‘Deep Discount Bond’.
Ans.

· IDBI and SIDBI had issued this instrument.

· For a deep discount price of Rs. 2,700/- in IDBI the investor got a bond with the face value of Rs. 1,00,000.

· The bond appreciates to its face value over the maturity period of 25 years.

· Alternatively, the investor can withdraw from the investment periodically after 5 years.

· The capital appreciation is charged to tax at capital gains rate which is lower than normal income tax rate.

· The deep discount bond is considered a safe, solid and liquid instrument an assigned the best rating by CRISIL.
Q.14.
[June 2009] Write a short note on ‘Participating Preference Shares’
Ans.
· These are quasi equities and can be issued by companies to bolster the net worth without dilution of management control.

· They are similar in all respects to nonvoting equity shares except for preference over equity in the event of winding up.

· The face value of the share may be Rs. 10 or Rs. 100.

· The coupon rate may be linked into equity dividend.
· These shares will have the right to fully participate in the profits of the company and also be eligible for bonus shares.

· These are irredeemable in nature and hence an amendment to Section 80 of the Companies Act is necessary to enable the issue of such shares.

· They are issued to risk averse investors interested in a study return.

Q.15.
[June 2002] Write short note on” Sweat Equity Shares”. 
Ans.
· The section that deals with sweat equity share is section 79 A of Companies Act., 1956

· Sweat equity shares are those shares which are issued by the company to employees or directors at a discount or for consideration other than cash, for providing know how or making available rights in the nature of intellectual property rights or value additions, by whatever name called.

· These shares are specially issued to the employees or director only.

· Sweat equity shares are issued if the following conditions are satisfied:-

1) Special resolution is passed.

2) Resolution specifies the number of shares, current market price, consideration if any, and the class or classes of directors or employees to whom such equity shares are to be issued.

3) Atleast one year has passed since commencement of business.

4) Issued in accordance with regulation made by SEBI.

Q.16.
[Dec 2010] Write a short note on ‘Secured Premium Note’.
Ans.
· These instruments are issued with detachable warrants and are redeemable after a notified period say 4 to 7 years.

· The warrants enable the holder to get equity shares allotted provided the secured premium notes are fully paid.

· During the lock in period no interest is paid.

· The holder has an option to sell back the SPN to the company at par value after the lock in period. If the holder exercises this option, no interest/premium is paid on redemption.

· In case the holder keeps it further, he is repaid the principal amount along with the additional interest/premium on redemption in installments as per the terms of the issue.

· The terms of the SPN were so formulated that the return on investment was treated as capital gain and not regular income. Consequently, the rate of tax applicable was lower.

Q.17.
[June 1999] Discuss the impact of corporate taxation on corporate financing. OR

[June 2007] Corporate financing decision without consideration of corporate taxation is meaningless. OR

[Dec 2007] Taxation provisions have a significant effect on financial planning of a company.
Ans.
· Financing decision is greatly influenced by the corporate taxation.

· The external sources are tax deductible i.e. the interest paid on loans, debentures are tax deductible.

· The deductibility of interest greatly influences the company to go in for the loan or debt as a source of finance.

· There is also a consequent increase in EPS (Earning per share) due to the gearing effect.

· Corporate taxation creates incentives for advancement to the company by utilizing borrowed funds for financing its growth schemes.

· The government has offered various tax incentives of the following expenditure or payment:-

· Development of undertaking in Special Economic Zone.

· Depreciation allowance

· Amortization of preliminary expense

· Capital expenditure.

· Interest on loan borrowed.

· Thus, we can conclude that the corporate financing is directly or indirectly influenced by corporate taxation.

Q.18.
[Dec 2003] Depreciation is a part of cost of production and is at the same time an important source of internal finance. Discuss this statement. OR

[June 2004] Depreciation is a non-cash item of an expense and it is said that it is a source of finance. Explain the statement.
Ans.

· While calculating cost of production of an item, prime costs and factory overheads are considered.

· Under factory overheads depreciation on plants and machinery and other assets are included.

· Thus depreciation forms part of cost of production.

· Depreciation indicates the decrease in the value of assets due to wear and tear, lapse of time and accident and hence some funds are desired to be kept apart for replacement of worn-out assets.

· “It’s a deduction out of profits of the company calculated as per accounting rules on the basis of estimated life of each asset each year over the life of the assets to an amount equal to original value of the assets”.

· The pool of funds generated due to accumulation of depreciation provides an opportunity to a firm to use it in the funding of its working capital requirements, acquisition of new assets or replacement of worn out plant and machinery.

· Those who consider dep. as a source of funds argue that dep. does not result into any cash outlay since it is a non-cash expense.

· Those who oppose considering it as a source of funds argue that funds are generated by operating profits and not by making provision for dep.

· Dep. is considered as a special amount set aside out of the revenue generated by the firm.

· If it would have been really a source of funds, any firm could have improved its position at its will, just by increasing the periodical depreciation charge.

· Hence in a strict sense, dep. should not be considered as a source of funds.

Q.19.
[June 2007] “Internal funds are the important sources of finance.” Discuss.
Ans.
· The various internal sources of funds are:-

· Bonus share

· Reserve and surplus

· Provisions including provisions for depreciation.

· Internal financing is also known as ploughing back of profit.
· Benefits of internal source of finance are as follows:-

· Helps in financing of project without resorting to debt financing.

· Helps in achieving a suitable dividend policy and receiving the support of public.

· Deficiency in liability and reserve and liability are fulfilled out of the retained income.
· It helps in redemption of bonds or debenture of building of sinking funds.
Q.20.
Write a short note on ‘Clip and Strip bonds’.
Ans.
· Clip and strip bonds also referred to as coupon notes, split the principal and coupon portions of a bond issue and two separate coupon instruments are sold to the investors.

· In structuring a coupon note issue, a conventional currency coupon bond is sold to the investor.

· The streams of coupon payments are stripped away and the principal amount of bond is sold as a deep discount bond.

· The gain to the investor is difference between the purchase price and the par value.

· The coupon streams are sold like zero coupon bonds where the investor pays discount for it and receives the payment at a lower rate.

Q.21.
Write a short note on ‘Commodity bonds’.
Ans.
· Commodity bonds are bonds issued to share the risk and profitability of future commodity prices with the investor.

· For example, petro bonds, silver bonds, gold bonds and coal bonds.

· A petro bond may carry a fixed rate of interest with part of the face value of the bonds denominated in barrels of oil.

· There would be a floor in the face value of the bond.

· In view of the upside profit potential in oil prices, the interest rate could be lower than the market rate of interest.

· These bonds may be issued for decontrolled items.

Q.22.
Write a short note on ‘Participating Debentures’.
Ans.
· These debentures are profit sharing debentures which are unsecured with a right to participate in the profits of companies.

· These debentures can be issued upto a maximum of 50% of the voting equity shares.

· They shall have a maturity period of 3-10 years, and shall be listed separately on the stock exchanges.

· These instruments are suited for high growth oriented existing dividend paying companies and may be issued by companies with a track record of dividend payment in the last two years and in 4 out of 5 or in 5 out 7 previous years.

· These debentures may be offered to all classes of investors including NRIs and foreigners.

· The investors in these instruments may also be given entitlement in right and bonus issues.

Q.23.
Write a short note on ‘Deferred Payment Arrangements’.
Ans.
· Deferred payments arrangements are one of the sources of finance to industry.

· Machinery suppliers in India or overseas where machinery is proposed to be imported may agree to accept payment in a scheduled manner in installments in the period ahead of delivery. This is known as deferred payment arrangement with the machinery suppliers.

· The machinery suppliers in India or abroad may agree to above arrangement on security which is produced in the form of guarantee from financial institutions and banks of repute relied upon by the machinery suppliers.

· Guarantee for deferred payments is offered by All India institution viz, IFCI, IDBI, ICICI to foreign machinery supplier and also to indigenous machinery supplier against the request of the company for financing project cost of the company.

Q.24.
Write a short note on ‘Asian Development Bank’.
Ans.
· The Asian Development Bank (ADB) an international partnership of 67 member countries was established in 1966 with its headquarters in Manila, Philippines.

· India is its founder member.

· The Bank is engaged in promoting economic and social progress of its developing member countries in the Asia and the Pacific region with principle functions as follows:-

· To make loans and equity investments for the economic and social advancement of its developing member countries;

· To provide technical assistance for the preparation and execution of development projects and programmes and advisory services;

· To respond to the requests for assistance in coordinating development policies and plans of developing member countries; and

· To promote investment of public and private capital for development purposes.

· India and the Asian Development Bank have a sociable relationship.

· The Asian Development Bank has provided India with loans of huge amounts over the years.

· The Asian Development bank has helped India to reduce its level of poverty, improve infrastructure, and has also given boost to its economy.
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