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EURO ISSUES 

The international capital market is a huge source of capital. At a time when the 

Indian economy is gearing up to meet the challenges of being an open economy, 

it assumes of greater significance.  Up to 1991, Indian companies were not 

allowed to raise capital from overseas capital market.  For their foreign 

exchange requirements, they had to depend on government financial institutions, 

foreign banks, international development agencies etc. By the middle of 1991, 

the process of liberalization of Indian economy was set in motion by the 

government and now the Indian Corporate is allowed to issue equity or bonds in 

overseas capital market. 

 

The term ‘Euro Issue’ denotes that the issue is made abroad through foreign 

currency denominated securities and the securities are listed on any overseas 

stock exchange. The Indian companies get their issues listed on LUXEMBOURG 

stock exchange. Subscription for such securities can come from any part of 

world, except India.  Companies making Euro Issue can issue depositary receipts, 

foreign currency convertible bonds or pure debt bonds.  Pure debt is not 

preferred by the investors for two reasons: (i) No Capital appreciation, and (ii) 

low credit rating of India by various international agencies.  Depository receipts 

and foreign currency convertible bonds are more popular among the investors. 

Depository receipts are of two types: (i) Global depository receipt and (ii) 

American depository receipt. 
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Q. No.1 :   Q. No.1 :   Q. No.1 :   Q. No.1 :   Write a note on Global Depository receipts.    (May 1996, May, 2003, (May 1996, May, 2003, (May 1996, May, 2003, (May 1996, May, 2003, 

May 2004 Nov. 2008May 2004 Nov. 2008May 2004 Nov. 2008May 2004 Nov. 2008))))    

    

AnswerAnswerAnswerAnswer     

A GDR is negotiable certificate that represents a company’s one or more 

publicly-traded ( listed in the stock exchange) or to be publicly – traded   (going 

to be listed  on stock exchange soon) equity shares.  A GDR is denominated in 

foreign currency terms; in most of the case; generally the GDRs are denominated 

either in USD or Euro. The equity shares comprising in each GDR are 

denominated in local currency of issuing company. For example, a GDR issued at 

$ 30 may comprise two equity shares with a par value of Rs.10 each. 

 

Issue of GDRs creates equity shares of the issuing company. Equity shares are 

registered in the name of an intermediary abroad called Overseas Depository 

Bank (for example, Bank of England). The share certificates are delivered to 

another intermediary called the Domestic Custodian Bank (for example, State 

Bank of India)who acts as agent of “the Overseas Depository Bank” in India.  The 

GDRs are issued by Overseas Depository Bank to non-resident investors. 

 

GDRs are freely transferable outside India without any reference to the issuing 

company.  The dividends in respect of the shares represented by the GDRs are 

paid in Indian rupees only. 

 

If a GDR holder wants to exchange his GDR into shares, he can surrender his 

GDR with such request to the Overseas Depository Bank.  The Overseas 

Depository Bank will instruct the Domestic Custodian Bank to release the shares. 

Depending upon the nature of the request, the Domestic Custodian Bank will 

either sell the shares through the stock exchange and remit the sale proceeds to 

him or arrange to get his name registered as a member of the company. 

Thereafter, the said shares are subject to the usual conditions applicable to the 

company’s shares. 

 

To the extent, the GDRs are converted into shares, shares can also be converted 

into GDRs.  For example, a company has issued 100000 GDRs, each representing 

2 shares of issuing company. Holders of 1000 GDRs get their GDRs converted 

into 2000 shares. Now the company can convert 2000 shares (held by its 

shareholders) into 1000 GDRs. 

 

Thus GDRs can be converted into shares. Shares can be converted into GDRs.  

This is called “two – way fungibility” 
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Important Features of GDRs 

1. Collection in Foreign Currency:  The issuer enjoys the benefit of 

collection of issue proceeds in foreign currency and may utilize the 

same for meeting the foreign exchange requirements. 

 

2. No Exchange Risk: If the GDR holder surrenders the GDRs for 

conversion into shares and request for the sale of such shares, the 

Domestic Custodian Bank sells the shares. The Domestic Custodian 

Bank converts the net sales proceeds into foreign exchange at the 

market rate.  Hence, no foreign exchange risk for issuing company. 

 

3. Listing: Most of the GDRs of the Indian companies are listed at 

LUXEMBOURG. 

 

4. Lock-in-Period: Lock–in-period is 45 days, i.e. 45days after the 

allotment, the GDR holder can get it converted into shares. 

 

5. Marketing: Marketing of GDRs issue is done by the underwriters by 

organizing the road shows which are presentations made to potential 

investors. 

 

6. No Voting Rights: The GDR does not entitle the holder to any voting 

rights, so there is no fear of loss of management control. 

 

Benefits to the Investors : 

• Investors gain the benefits of diversification, buying a GDR immediately 

turns an investor’s portfolio into a global one. 

• Trade, clear and settle in accordance with requirements of the market in 

which they trade. 

• Easily transferability as these are bearer instruments 

• GDR investors are able to reap the benefits of these usually higher-return 

equities, without adding risks of going directly into foreign markets.   

 

Q. No. 2 :Q. No. 2 :Q. No. 2 :Q. No. 2 :Write a short note on the application of Double taxation agreements on 

Global depository receipts. (Nov. 2007)(Nov. 2007)(Nov. 2007)(Nov. 2007) 

 

Answer:Answer:Answer:Answer:    

• During the period of fiduciary ownership of shares in the hands of the 

Overseas Depositary Bank, the provisions of Avoidance of Double 

Taxation Agreement entered into by the Government of India with the 

country of residence of the Overseas Depositary Bank will be applicable in 

the matter of taxation of income from dividends from underlying shares.  

 

• During the period, when the redeemed underlying shares are held by the 

non-resident investor on transfer from fiduciary ownership of the 
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Overseas Depositary Bank, before they are sold to resident purchasers, 

the Avoidance of Double Taxation Agreement entered into by the 

Government of India with the Country of residence of the non-resident 

investor will be applicable in the matter of taxation of income form the 

dividends from the said underlying shares, or any capital gain arising out 

of transfer of underlying shares. 

 

Q.Q.Q.Q.    No. 3No. 3No. 3No. 3 : What is the impact of GDRs on Indian capital markets. (Nov. 2009)(Nov. 2009)(Nov. 2009)(Nov. 2009) 

    

AnswerAnswerAnswerAnswer: 

 Impact of GDR issues on Indian capital market: 

(i) GDRs provide arbitrage opportunities. 

(ii) Indian capital market becomes more sensitive to international capital 

market i.e. the developments in the international capital markets affect 

the Indian capital markets. 

(iii) Indian retail investors have lost their place in the capital market.  

(iv) GDRs issuing companies have to follow international transparency 

norms. Financial reporting of these companies has improved. 

(v) Indian companies have been able to raise large amount of funds 

without loosing the management control. 

(vi) Indian companies have got recognition in the global markets. This has 

helped in increase in share prices of these companies in Indian market. 

 

    

Q. No. Q. No. Q. No. Q. No. 4444: : : : Write a note on American Depository receipt.    ( Nov. 1996, Nov. 2002)( Nov. 1996, Nov. 2002)( Nov. 1996, Nov. 2002)( Nov. 1996, Nov. 2002)    

    

Answer: Answer: Answer: Answer:     

Depository receipts issued by a company in the United States are known as 

ADRs.  The ADRs must be listed in some US stock exchanges.  Such receipts 

have to issued in accordance with the provisions stipulated by the Securities and 

Exchange Commission of USA.  These provisions are very strict.  Not many 

Indian companies have gone for ADRs issue because: (i) they are not fully geared 

to meet the strict requirement of Securities and Exchange Commission of USA, 

(ii) the cost of issuing ADRs is quite high the listing fee is quite hefty, and (iii) 

the US is most litigious market in the world.   

 

� Currently ADRs of 13 Indian companies are listed on two US Stock Exchanges 

(i) National Association of Securities Dealers Automatic Quotes (NASDAQ) 

and (ii) New York Stock Exchange (NYSE EuroNext) , both have their head 

offices at New York. (The New York Stock Exchange is situated at Wall 

Street, New York. The stock exchange is also referred as Wall Street)1.  

 

                                                 
1
 Bombay Stock Exchange is situated at Dalal Street Mumbai. It is also referred as Dalal  Street. 
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� The companies listed on NASDAQ are : (i) Infosys Technologies (The first 

Indian company to be listed on US stock Exchange), (ii) Satyam Infoway (Sify) 

and (iii) Rediff.com. Infosys is a constituent of NASDAQ-100, the most 

important index number of the NASQAQ. 

 

� The companies listed on the New York Stock Exchange are (i) Dr. Reddy (ii) 

HDFC Bank (iii) ICICI Bank (iv) MTNL (v) Patni Computers (vi) Mahindra 

Satyam (vii) Sterlite Industries (viii) Tata Communications (ix) Tata Motors, 

and (x) Wipro. The case of Tata Motors is different from the other companies. 

The GDR of Tata Motors was originally listed at Luxemburg; later on it was 

converted as ADR on its listing on NYSE Euronext. 

 

� Besides these 13 companies, three companies – Genpact, WNS and Yatra 

Capital – are traded in the form of ordinary shares on New York Stock 

Exchange. 

 

An emerging development in the field is that some Indian companies are planning 

to get their GDRs converted into ADRs. For this purpose, they have to get their 

depository receipts (already issued as GDRs) listed in some US stock exchange. 

The lead has been taken by Tata Motors. (Now Tata Motors shares are listed on 

NYSE; this step has shown positive results, dealing volumes have gone up, 

higher prices have been prevailing).  

 

Sponsored ADRs : To the extent, the ADRs/GDRs have been converted into shares, 

the issuer company can issue fresh ADRs/GDRs. For example, one ADR of ICICI Bank 

Ltd. represents two equity shares of ICICI Bank. Suppose, 1,00,000 ADRs of ICICI 

Bank get converted into 200000 equity shares. Now ICICI Bank can convert its 

2,00,000 existing equity shares into ADRs. These ADRs are sold in the US stock 

exchange (where the ADRs are already listed) and the proceeds are distributed among 

those shareholders who got their shares converted into ADRs. The country gets 

foreign exchange in the process.  

 

This process is beneficial for the shareholders when ADRs/GDRs are quoted at 

premium (over prices in India) in overseas market. In March, 2005, the ICICI 

Bank took this step. The Indian shareholders realized a price of about Rs.450 per 

share through this process against the price of about Rs.400 prevailing in the 

Indian market at that time, 

 

Q. No. Q. No. Q. No. Q. No. 5555: : : : Write a brief note on External Commercial Borrowings. (Nov. 2005)(Nov. 2005)(Nov. 2005)(Nov. 2005)    

    

Answer : Answer : Answer : Answer :     

The foreign currency borrowings raised by the Indian corporates2 from outside 

India are called "External Commercial Borrowings"(ECBs). ECBs occupy a very 

                                                 
2
 In some cases, NGOs and co-operative societies are also permitted to raise funds through ECBs. 
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important position as a source of funds for Corporates. These Foreign Currency 

borrowings can be raised within ECB Policy guidelines of Govt. of India/ Reserve 

Bank of India applicable from time to time. The intention of GOI/RBI is to 

maintain prudent limits for total external borrowings and to provide flexibility to 

Corporates in external borrowings. The main emphasis of guidelines is: 

 

• to keep borrowing maturities long, 

• to keep borrowing costs low, 

• to encourage infrastructure, and to increase export sector financing. 

 

The ECBs route is beneficial to the Indian corporate on account of following:                                                                                                     

(1) It provides the foreign currency funds which may not be available India.                                                                                                             

(2) The cost of funds at times works out to be cheaper as compared to the cost 

of rupee funds. .                                                                                                                      

(3) The availability of the funds form the International market is huge as 

compared to domestic market and corporate can raise large amount of funds at 

competitive prices depending on the risk perception of the International market.                                                                     

 

ECB GUIDELINES :                                                                                      

External Commercial Borrowing (ECB) refers to commercial loans [in the form of 

bank loans, buyers’ credit, suppliers’ credit, securitized instruments (e.g. floating 

rate notes and fixed rate bonds)] availed from non-resident lenders with 

minimum average maturity of 3 years. The ECG Guidelines are also applicable to 

Foreign Currency Convertible Bonds.  

 

All-in-cost ceilings                                                                                              

 

All-in-cost includes rate of interest, other fees and expenses in foreign currency 

except commitment fee, pre-payment fee, and fees payable in Indian Rupees. 

The all-in-cost ceilings for ECB are indicated from time to time. The current 

ceilings are as below: 

Average maturity period All-in-cost Ceilings  

Three years and up to five years LIBOR + 300 bp 

More than five years  LIBOR + 500 bp 

 

ECB can be accessed under two routes, (i) Automatic Route and (ii) Approval 

Route. 

 

AUTOMATIC ROUTE : ECB under Automatic Route do not require approval of 

Government of India / RBI. 

 

Eligible borrowers     

• Corporates [registered under the Companies Act except financial 

intermediaries (such as banks, financial institutions (FIs), housing finance 

companies and NBFCs)] are eligible to raise ECB.  
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• Non-Government Organisations (NGOs) subject to satisfaction of certain 

conditions laid by RBI. 

• Units in Special Economic Zones (SEZ) are allowed to raise ECB for their 

own requirement.  

 

Amount and Maturity 

The maximum amount of ECB which can be raised by a corporate is USD 500 

million or equivalent during a financial year. The minimum maturity period is 3 

years. 

 

APPROVAL ROUTE 

The following types of proposals for ECB are covered under the Approval Route. 

 

Eligible borrowers 

• Financial institutions dealing exclusively with infrastructure or export 

finance are considered on a case by case basis. 

• Banks and financial institutions which had participated in the textile or 

steel sector restructuring package as approved by the Government. 

• ECB with minimum average maturity of 5 years by Non-Banking Financial 

Companies (NBFCs) . 

• Foreign Currency Convertible Bonds (FCCB) by housing finance 

companies. 

• Multi-State Co-operative Societies engaged in manufacturing activity.  

• Cases falling outside the purview of the automatic route limits and 

maturity period. 

    

Q No.Q No.Q No.Q No.6666::::  Write short note on debt route for foreign currency funds.   ( May, 2000)May, 2000)May, 2000)May, 2000)    

    

Answer : Answer : Answer : Answer :     

A company can raise foreign currency from one or more of the following 

methods of debt financing: 

 

DEBT FINANCING : 

 

(A) Euro Loans : A company may raise foreign currency loans from  (i) 

international banks, (ii) multilateral financial institutions (such as International 

Finance Bank, Asian Development Bank, Commonwealth Development  

Corporation etc.,), (iii) export credit agencies, (iv) foreign collaborators and (v) 

foreign equity holders. Generally such loans are available for a period up to 7 

years. 

 

(B) Euro Bond, issued a foreign country, is denominated in a currency other 

than the currency of the country in which it is issued.  An example of a Eurobond 

is a Eurodollar bond, which is denominated in U.S. dollars and issued in Japan by 

an Australian company. 
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• Eurobonds are named after the currency they are denominated in. For 

example, Euroyen bonds are Japanese yen, and Eurodollar denominated in 

American dollars.  

 

(c) Foreign Bonds are issued by borrowers in a foreign country; such bonds are 

denominated in the currency of that country in which the bonds are issued. 

Foreign bonds are nicknamed for the country of issuance – for example the 

foreign bonds issued in USA are referred as Yankee Bonds, issued in Japan are 

referred as Samurai Bonds, issued in Britain are referred as Bulldog bonds etc. 

The bonds issued in Japan on private placement basis are referred as Shibosai 

Bonds. Reliance Industries Ltd. has been the most successful Indian company to 

issue the Yankee bonds of 50 years maturity. 

 

QUASI-DEBT FINANCING 

Foreign Currency Convertible Bonds: A convertible bond is a debt instrument 

with gives the holder of the bond an option to convert the bond into a pre-

determined number of equity shares of the company.  The bonds carry a fixed 

rate of interest. The bonds are listed and traded in one or more stock exchanges 

abroad. Till conversion, the company has to pay interest on the bonds in foreign 

currency and if the conversion option is not exercised, the redemption also has 

to be done in foreign currency. The bonds are unsecured. These bonds are 

issued to non-residents against foreign currency. 

 

If the issuing company so desires, the issue of such bonds may carry two 

options. 

 

1.Call Option: Where the terms of issue of the bonds contain a provision for call 

option, the issuer company has the option of calling (buying) the bonds for 

redemption before the date of maturity of the bonds.   

 

2. Put Option :A provision of put option gives the holders of the bonds a right to 

sell his bonds back to the issuer company at a predetermined price and date. 

 

Q. No.  Q. No.  Q. No.  Q. No.  7777:::: Discuss the major sources available to an Indian Corporate for raising 

foreign currency finances. (May, 2007)(May, 2007)(May, 2007)(May, 2007) 

 

Outlines of Outlines of Outlines of Outlines of Answer:Answer:Answer:Answer:  

A company can raise foreign currency from one or more of the following 

methods of financing: 

 

DEBT FINANCING : 

 

(A) Euro Loans (A) Euro Loans (A) Euro Loans (A) Euro Loans     

(B) Euro Bond(B) Euro Bond(B) Euro Bond(B) Euro Bond    
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(C) Foreign Bonds are issued by borrowers in a foreign country; such bonds are 

denominated in the currency of that country in which the bonds are issued. 

Foreign bonds are nicknamed for the country of issuance – for example the 

foreign bonds issued in USA are referred as Yankee Bonds, issued in Japan are 

referred as Samurai Bonds, issued in Britain are referred as Bulldog bonds etc. 

The bonds issued in Japan on private placement basis are referred as Shibosai 

Bonds. Reliance Industries Ltd. has been the most successful Indian company to 

issue the Yankee bonds of 50 years maturity. 

 

QUAQUAQUAQUASISISISI----DEBT FINANCINGDEBT FINANCINGDEBT FINANCINGDEBT FINANCING    

Foreign Currency Convertible Bonds:    Refer to Answer to Q. No.6.                                                                  

 

EquityEquityEquityEquity :  

Foreign currency finances can be raised by issuing depository receipts.A Deposit 

Receipt is a negotiable certificate that represents a company’s one or more 

publicly-traded equity shares.  These equity shares should either be publicly 

traded (listed on Indian Stock exchange) or there may simultaneous offer in the 

Indian as well overseas market.Depository receipts are of two types: (i) Global 

depository receipt and (ii) American depository receipt. 

 

� GLOBAL DEPOSITORY RECEIPTS 

� AMERICAN DEPOSITORY RECEIPTS 

 

    

Q. No. Q. No. Q. No. Q. No. 8888 : Write short note on Indian Depository Receipts. 

    

Answer :Answer :Answer :Answer :  

The Companies (Issue of Indian Depository Receipts) Rules, 2004, has enabled 

foreign companies to raise funds from the Indian capital markets by issuing 

Indian Depository Receipts ('IDRs').  

 

IDRs is 'any instrument in the form of a depository receipt created by domestic 

depository in India against underlying equity shares of the issuing company'. The 

issuing company has also to apply and obtain in-principle listing permission from 

one or more stock exchanges.  

 

The main advantage of IDRs is that Indian investors get a chance to participate in 

the equity of the multi-national companies.   

 

Eligibility for issue of IDRs   

 

• Its pre-issue paid-up capital and free reserves are at least US$ 100 

millions and it has had an average turnover of US$ 500 million during the 

3 financial years preceding the issue.  
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• It has been making profits for at least five years preceding the issue and 

has been declaring dividend of not less than 10% each year for the said 

period  

• Its pre-issue debt equity ratio is not more than 2:1  

 

Procedure for making an issue of IDRs  

• An issuing company may raise funds in India by issuing IDRs, only after it 

has obtained the prior permission from the SEBI.  

• An application seeking permission  shall be made to the SEBI at least 90 

days prior to the opening date of the issue, in such form furnishing such 

information as may be notified from time to time, with a non-refundable 

fee of US $10,000:  

• The issuing company shall file through a merchant banker or the domestic 

depository a due diligence report with the Registrar and with SEBI in the 

form specified.  

• The issuing company shall, through a merchant Banker file a prospectus 

or letter of offer with the SEBI and Registrar of Companies, New Delhi, 

before such issue.  

• The issuing company shall obtain in-principle listing permission from one 

or more stock exchanges having nation wide trading terminals in India.  

• The repatriation of the proceeds of issue of IDRs shall be subject to laws 

for the    time being in force relating to export of foreign exchange.  

• The IDRs should be denominated in Indian Rupees. 

 

Standard Chartered Bank has announced that it is going for first IDR issue in 

India on 25th May, 2010. 
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