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Merchant banking is an institution that covers a broad ran
services, corpora.tt‘i governance, portfolio management, credit
insurance etc.

ge of activities like management of customer
syndication, acceptance credit, counselling,

Functions/Services of Merchant Banks

Following are the functions and activities of a merchant banker in India.
1.  Corparate Counselling

Broadly spe_alsiflg, corporate counselling covers all the financial activities of a merchant baﬁker.
It refers to the activities undertaken to ensure effectiveness and efficiency in a clients performance. A
merchant bank'er offers suggestions and opinions on various aspects like organizational size, locational
factors, financial reporting, working capital management obtaining soft loans etc. A merchant banker
acts like a managerial economist and a financial and investment expert, while performing basic corporate

functions hke reorganization, financial rearrangement, monitoring and rehabilitation services and exploring
the possibilities for takeover of sick units etc.

2. Project Counselling

Project counselling is corporate counselling related to project finance. It includes preparing project
reports, decisions related to financial structure of the project, project appraisal, suggesting on the feasibility
and implementation of the projects, arranging foreign collaborations etc. (Merchant help clients in identifying
a potential project and getting it approved by the Indian government). The projects can be appraised based
on its location, technical, commercial ability.

3. Credit Syndication or Loan Syndication

— Credit syndication function covers loan procurement and project financing through syndicates or

consortium. Merchant bankers helps in estimating the total cost of a project by considering the location, size
hisc and promoter’s interest in the project and advise on the financial institution to be approached. They prepare
loan applications, and submit the same to the selected financial institutions. They also arrange .for bridge
finance and monitor the project to ensure that due diligence is exercised in the company’s obligations under

Various regulations. .
()  Loan syndication refers to the assistance to get term loans provided by the merchant banks for the projects.

]

’ x . . : :
/(i) Suchloans can be obtained either by a single financial institution or by group (syndicates or consortium).
| _
]

i) Merchant banks assists clients to approach a particular ﬁnancial institution (for term loans) on the basis

. oftype of industry, location of unit and project cost. iy ’
Y i ct to ensure that due diligence is exercised in company’s

(W) 2 They arrange bridge finance and monitor the proje
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4.  Issue Management
Issue management concerns all th
related to the management of the publi
the clients corporate securities i.e., €qU
preference shares, debentures, bonds etc-
pre-issue management and post-issue manage
As issue managers, merchant bankers prepare 2
plan and budget for the issue, Pre-issue management
covers issue through prospectus, offer for Sfi!e an
private placement, marketing and underwriting 0
issues and pricing of issues. Merchant bankers arrange
for stock exchange clearances and listing of securities
and ensure that the activities are in compli
SEBI guidelines and regulations. -
5. Underwriting of Public Issue :
Merchant bankers also function as underwriters
and aid in raising capital through external resources-
Issues underwritten by reputed underwriters are easily
subscribed and service high premium. Merchant banker
can underwrite upto 15% of an issue. The lead managers
should underwrite a minimum of 5% of a issue or < 2.5
lakh whichever is less. ’
6.  Portfolio Management
Portfolio management refers to the management
of investment in different kinds of securities of different
companies. Merchant bankers function as portfolio
managers and advise clients on closing investment
mix, based on the client’s objectives and tax bracket.
They analyze market and economic surveys and plan
accordingly for profitable investment strategies.
7. Financing Working Capital
Merchant bankers also provide working capital
finance to their clients. They also accept credit and
discount bills for their clients to ensure that funds are
not blocked. ,
8. . Negotiate in Merger and Acquisition
Merchant bankers also perform specialized
functions like advising on mergers and acquisitions.
‘They play the role of middlemen and help in
negotiations between their client and other parts of the
merger. They conduct auditing and SWOT analysis
before advising on the mergers and acquisitions.
They explore global companies and examines pros
- and cons of acquisition proposals. After appraising
merger/acquisition proposals for financial - liability,
they negotiate and monitor implementation of the
merger. Merchant bankers ensure legal compliance
in mergers and acquisitions.
9.  Venture Financing and Lease Financing
- Merchant bankers also offer venture financing
and lease financing services to their special clients,
‘hey advise on the liability of lease deal and help in
ase deed and other documents.

e activities
¢ issue 0
ity shares;
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ction

ment.

ance w1th :
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MerCh'tIl'nht bar'l(li(ei:-lseil;onﬁ.nance forei
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foreign currency o;mshiazl. Mgy g
syndicaton O e Sl
of credit, pridge loansetc... .., . »
4. .Other Functions .
Merchant bankers also prdy;i' dg'vaﬁ
services acting as managers, corisultans o, ausv.o"‘h
They offer investment advisory, Services ot ls%
investors and NRI'S, even provides it s,

el

etc.,). NN
'Q10. What are the featurm
L]

banking?§\% VTN

Answer :
The features of merchant banking

bankers are as follows,

1. Issue management husi!l§§8.is one of
business in which merchpm bankers e }
engaged. dit'in » y

2. . Merchant bankers provide various Service
issue management by making ATangemgy,
such as selling, buying and subscribin
securities. R

3.  Merchant bankers acts as a Manage
consultant, advisor and portfolio manag
relation to issue management,

Inercham

4.  Specialist services are provided by merchy
bankers which usually involves acceptat
of bills of exchange, portfolio managemen
corporate finance and underwriting,

5. Large number of decision makers are emploj!
by merchant banks.

6. © Merchant banks concentrate on fe¢ af
commission income.

7. Merchant banking focus mainly on shot!
medium term engagements.

8. Merchant bankers provide special ul

sophisticated services at nations! ¥
international level.

9. Merchant banking possess quick ¢
- process. .
10 Merchant banker’s organization struc Mm
+ India is established on any one 7,
- the four forms i.e., institutional basé-
- base, private base and broker bas¢- -

ecisit®
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Merchant Banks
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1. Explain In detail about th -
@ merchant bankers. ® problems of
An,wcr H

The problems of me
giscussed berl)ow. ‘ ‘fchum bankers are
Restrictions on Net Worth
SEBI has laid restrictions on
the merchant bankers. The minimunl\lenle‘te tw\z(r)trlthfof
merchant bankers should be ¥ I crore. The merclh Ol‘
cers whose riet worth is below 2 1 crore havea:1 t
shut down their busiiess. Due to this reason, most oof
the young people :apgi_specialized Professic;nals are
restricted to enfer.into merchant banking business
2. Restrictions on Scope of Activities |
The regulations of SEBI has approved merchant
hankers 0 deal only with issue related activities which
restricted the activities and scope of merchant bankers,
The ggidc}ifn_es specifies that the merchant
pankers should undertake only issue related activities
excluding portfolio'management. This regulates ami-
Jimits the scope of activities of the merchant banks. -
3. Negligence of the Issuing Company
The issuing'coipanies are creating a problem

> o gt

allotment of securities and not providing or refunding

the application money on time. : .

4. Lack of Expertise

The scope of merchant banking is very broad, still
it lacks expertise. In order to provide adequate merchant
banking services, it should expand its expertise and help
in the growth of merchant banking business.

5. Fraudulent Issue of Share Capital

The companies are creating problems to the
merchant bankers by fake issue of share capital. This
will damage the trust of the share holders on the
merchant bankers, who deal with such issues.

6. Risky Competition 4,

There are so many merchant banks due
to which heavy competition is occuring among
themselves. This will have bad effect on the profit.
margins and commissions of the merchant bankers.

1. Lack of Regulatory Framework

The merchant banks in India does not have
any specific regulatory frameworks inorder to guide,
regulate and control its activities. As this is 8 major
;problem, therefore specific regulatory framework |
should be formulated for the development of the |

merchant banks. - : i
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Q12. Explain the scope of merchant hanking
In India,
Answer 1

The scope or role of merchant banking in India

is discussed below,
1. New Issuo Market's Steady Growth

The new issuc market’s growth has been
outstanding since 1990-91, The capital issues by non-
government public companies amounted to only 99
crores in the 1970s, it was increased to Z 1000 crores
in 1980s and further increased to ¥ 12,700 crores in
the first four years of 1990s. It was estimated that the
figure ¥ 12,700 would raise upto ¥ 40,000 by the end
of 1994-95, Even there is an increase in the capital
issues from 363 to 900 from 1990-91 to 1993-94.

2.  Foreign Investors Entry

The foreign institutional investors Were
allowed to invest both in primary and secondary
markets and also the Indian companies were allowed
10 tap the foreign capital through euro issues, this
was a remarkable development in the history of the
‘TIndian capital markets in the year 1992. Foreign direct
investment have also shown fairly increment due to
various incentives offered to them. Merchant bankers
advise the NRI’s on foréign direct investment in India
and also the merchant bankers provides the services
to the joint ventures in other countries by the Indian
companies. , . -

3. Fluctuations in the Financial Institutions

Policies ‘

The leading policies of the financial institutions
laid emphasis on security orientation rather than on
project orientation, but this scenario has been changed.
Merchant bankers are required for providing expert
services to corporate enterprises on project appraisal,
financial management etc. Due to the policy of
decentralization and encouragement to small and
medium industries, the demand for technical and

financial services provid\ed by the 'merchant‘bankers '

will be at a peak. s
4. Debt Market Development :

The debt market has been functioning through
the National Stock Exchange (NSE) and over the
counter Exchange of India. As per the estimations

of experts of ¥ 40,000 crores worth capital issues

" in the year 1994-95, a major portion of it will be

contributed by the debt market. Many. opportunities
“are be by bt market development

are being provided:by the de

“| to the r.nerchant:.bankers: s Erdien
I DIIRKISHERS AND DISTRIBUTORS PVT.LTD. . |
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BANKING AND FINANCIAL SERVICES

5. i i ;
Financia| lnstrument’s Innovations

Due the innovations i the financial instruments,

the Tole of merchant banker hay peon extended
a5 markeF makers, The innovations that has been
observed in the introduction of financial instruments
are the non-convertible debentures with detachable

6. Restructuring of Corporates

' With the introduction of LPG i.e., liberalization
privatisation and globalization, the competition in
the corporate world is soaring to great heights. The
corporates need to be strong enough to withstand
the competition, Some corporates in order to survive
the competition, reviews their way of functioning,
structure and their strategies. This has given way
to corporate restricting  which includes mergers,

acquisitions, splits, disinvestment and financial
restructuring,

7. Disinvestment

The government released Z 2000 crores
from disinvesting the public sector undertaking
equity shares in the year 1993-94, The method of
periodic sale of public sector shares was proposed
to be shifted to round the year off loading of
shares directly on the stock exchange from the
year 1995-96. The shares of the identified public
sector would be sold by the government at any
time during the year when they get a good price
above minimum stipulated level.

5.1.2 Evolution, Functions and

Types
m—_z—\—%*-\
Q13. Discuss about the evolution and growth

of merchant banking in India.

Answer :
Evolution of Merchant Banking

The concept was developed in London when
the merchants started floating bonds in London
Money Markets to aid government of underdeveloped
countries. The funds were raised for the long-term
needs of the developing economics. Later, merchants

- moved to domestic business through syndication of
- short-term and long-term finance. With time, the
. scope of merchant bankers extended to underwriting
- ofnew issues, serving as registrars and share transfer

ﬂgmtﬂ!dcbennuc trustees, portfolio managers etc.

1A PUBLISHERS AND DISTRIBUTORS PVT. LTD,

They also undertook specific functions like negotiatjy

agents for mergers and takeover. The growip & concepy
of merchant banking gained prominence in Americ, and
other countries also. Euro dollar and other innovative
instruments were introduced and new financia] Centerg
were established in Singapore, Hong Kong, Dyy; ete,

Growth of Merchant Banking in India

Specialized merchant banking Services
originated in India in 1969, when the ANZ Grindlays
bank set-up the merchant banking division. It starteq
with the management of public issues and selecteq
consultancy services for corporate enterprises, SB]
became the first Indian commercial bank in 1973 to
offer merchant banking services. ICICI was the first
development financial institution to offer Merchant
Banking services in 1974. Thus, the early Seventieg
mark the growth of merchant banking in Indja, In
addition to the traditional services commercia| banks,
broker firms and financial institutions started offering
merchant banking services.

In the mid-eighties, amendments in Banking
Regulation Act, were made to encourage commercig]
banks to offer wider variety of financial Services
through their subsidiaries. By late eighties 33
merchant banks were operating including, Bank of
India, Bank of Boroda, Canara Bank, Punjab National
Bank and UCO Bank. Initially these players dealt with
new capital issues management only.

In 1992, reforms were made in the capital
markets and Indian economy was deregulated,
SEBI was conferred statutory powers, Capital
Issues Control Act was enacted and office of the
controller of Capital Issues was abolished. All
these reforms contributed to the improvement
in efficiency and regulation of capital markets
resulting in greater need for merchant banking.
Merchant bankers assumed greater responsibility
towards the investors in both legal and moral
aspects. Considering the growing needs of the
markets, nationalized banks opened up subsidiaries
companies to operate as merchant banks.

By the end of 1992, there were 115 merchant
banks. The number increased to 501 in just two years.
Besides, we now have global merchant bankers like

Merrill Lynch, Morgan Stanley, Goldman Sachs,
Jardie Fleming etc. i :
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Answer :

The mechanism/ :
\ fl}nctlons of a merchant banker in Indj
1. Corporate Counselling ndia are as follows,

Corpor_ate pounselliflg covers all the financial activiti
undertaken to ensure effectiveness and e Hiciency ina client leSrfOf a merchant banker. It refers to the activities

ini i : : S performance. A .
and opinions on various aspects | ) ) . A merchant banker offers suggestions
management obtaining o ﬁI\’1OanSlléfcor:amzatlonal size, locational factors, financial reporting workifgeca;ital
investment expert, while performi . b merchant banker acts like a managerial economist an’d a financial and

? Ing basic corporate functi i .
P ahilitati ) ons like reorganization, financial
. rearran

momtormg.and rehabilitation services and exploring the possibilities for takeover o f’sick it ol angement,
9. Project Counselling '

P:io.le_Ct. Counslelth?jg lsﬁcorpc?rate counselling related to project finance. It includes preparing project
repo}'tS, 30151013: re afeh to I.lanCIal struc.ture of the project, project appraisal, suggesting on the feasibility
and 1mp1e1r.lenta . the projects, arranging foreign collaborations etc. The projects can be appraised based
on its location, technical and commercial ability.

3.  Credit Syndication or Loan Syndication

Credit syndication function covers loan procurement and project financing through syndicates or

consortium. Merchant bankers helps in estimating the total cost of a project by considering the location, size
and promoter’s interest in the project and advise on the financial institution to be approached. They prepare

ubmit the same to the selected financial institutions. They also arrange for bridge

Joan applications, and s
finance and monitor the project to ensure that due diligence is exercised in the company’s obligations under

various regulations.

4. lssue Management : ’
[ssue management concerns all the activities related to the management of the public issue of the

clients corporate securities i.€. equity shares, preference shares, debentures, bonds etc. It involves pre-issue
management and post-issue management. As issue managers, merchant bankers prepare action plan and budget

for the issue. Pre-issue management COVELS issue through prospectus, offer for sale and private placement,

. o . ici i P hant bankers arrange for stock exchange
marketing and underwrting of issues and pricing of issues. Merc oL guidelines and

and ensure that the activities are in compliance with SE
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6. Portfolio Management
of i . ine 1 S
Portfolio management refers to the mfmagcment d advise clients on closing investmen; miy ot
companies. Merchant bankers function as portfolio managers 2 d economic surveys and plan aceqpy. * "
o8 erchant bankers func lyze market and €¢ lnglyf
on the client’s objectives and tax bracket. They analy ; Op

profitable investment strategies.

pere = d

7. Financing Working Capital l finance to their clients. They also accépt Creq

Merchant bankers also provide working capita =
discount bills for their clients to ensure that funds are n

. Negotiats in TR and AcquiSiﬁO" ike advising on mergers and acquisitiong

. : Tired functions like adv - The

Merchant bankers also perform specialized ; ir client and other parts of the mer, Y

Play the role of middlemen and help in negotiations betwesn th::,rg:rls and acquisitions. They explogr:r‘ 1 i)
conduct auditing and SWOT analysis before advising on the mA fier appraising merger/acquisitiop prog e

companies and examines pros and cons ofacquisitim.l proposals. ion of the merger. Merchant bankerg o

for financial liability, they negotiate and monitor implementatio Chsyy,

itan

blocked.

legal compliance in mergers and acquisitions.

9.  Venture Financing and Lease Financing e
) ing services to their specia ¢Jj
Merchant bankers also offer venture financing a.nd lease fz]m:jc;nniso iher document Sp tents, They
advise on the liability of lease deal and help in preparing lease dee '

10. Foreign Currency Financing
Merchant bankers aiso finance foreign trade transactions. They aid in export-import trade financ

compliance with law obtaining different types of foreign currency loans and managing exchange rigk, This
function also includes arranging for the syndication of different forms of guarantees, letters of credit, bridge

loans etc.
11.  Other Functions

Merchant bankers also provide various other services acting as managers, consultants or advisers, They
offer investment advisory services to the foreign investors and NRI’s, even provides assistance in off-shore
financies (joint venture, foreign collaborations etc.,).

Q15. Explain about the different types of merchant banking. S\Q/
Answer :

As per the 1992 guidelines of Securities Exchange Board of India (SEBI), merchant bankers are classified
into four categories. They are depicted in the following figure,

Merchant Bankers
¥

| '

Y
Category I Category II Category I11 Category IV
b Figm: Categories of Merchant Banhirs
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