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18 served, it bigg , 0 [5. Refund of capital
not get the benegy 6. Voting rights Limited voting rights, when dividend | Full voting rights
n the Prosperity nfﬁﬁf Tinsunpmd‘fnrn certain period or ; ‘.ﬂ”’
; en matters directly affecting them g
: are involved. '
AT 5]1‘-'11'&5 iS gy |7 Appeal Appeal to cautious and conservative Appeal to bold and adventurous
uctuations of Pfﬂfﬂrem investors investors |
are less casily saleabl  |8. Redemption Redeemable during the life time of | Not redeemable during the hfettmer
| the company of the company
E 9. Convertibility ' May be convertible into equity Not convertible into preference
| shares shares
10. Arrears of dividend| May accumulate Never accumulate
to uncertain retums I1. Order of refund | Before equity shares are paid After preference shares are paid
12, Further issue of | Not entitled to issue of right shares | Entitled to issue of right shares
5 1 shares | and bonus shares and bonus shares
the door 3.4 BONUS SHARES OR BONUS ISSUE
" Sometimes, a company may have large undistributed profits which it wants to distribute

_/J among its shareholders. Instead of distributing these profits as dividend, the company is-

sues fully paid shares to them free of charge in proportion to their existing Sharehnldings?

sertainty as to its P& These shares are called Bonus shares, Issue of bonus shares is also known as Bonus Issue
However, prﬂfﬂm"ﬁ Or capitalisation of the undistributed profits of the company.

following cunditiﬂljﬁ'! A company must comply with the following conditions before issuing bonus shares:
al security for issul L/{ﬂ‘ Articles of Association of the company must permit the issue of bonus shares.
\_{ii) Board of Directors of the Company must pass a resolution for making the

entures against assé® ~ bonus issue.
1-4:’] If the articles of Association so require approval of shareholders through a
yithout creating i - resolution in general meeting must be taken.
nabl® (iv) There should be adequate undistributed profits.

an issue T ede (v) SEBI guidelines must be followed in case a bonus issue is to be made by a
listed company.
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e offer. [fth_g"- the entire amount. : n A e
declined. # 6. Separate Till the concerned stock exchange | This iﬂmﬂ'ﬁﬂﬂﬂfwnm
hares offereq o Bank approves the allotment money |issue as no money is to be
d in the notice o Account must be kept in a separate bank |received by the company.
e free 1o A0 account in a scheduled bank. ,

1posey . e : T S

ompany. 7. Right of An existing shareholder has the |No such facility is available in
, _ Renunciation |right to renounce all or part of the | case of bonus shares.
holders in the follg, shares offered to him as Rights
Shares, in favour of his nominee.
mation or within m 8. Purpose of  |Rights issue is made for raising | Bonus issue is made to
issue fund to meet the growth and |capitalise undistributed profits.
: diversification needs of the
m_ "y genc:ral meety | company.
quity shareholdets 9. Guidclines The Companies Act 1956 through | There is no section in the
d gets the ﬂppm?ﬂl_d its section 81 regulates the issue | Companies Act which regulates
ares to s-:xistingﬁqlﬂ!_ of Rights Shares. SEBI guidelines the issue of bonus shares.
proval to the propé \also apply. Ehey are essentially regulated
y the Articles of Association
R of the company and detailed
guidelines issued by SEBL
; Shares

3.6 EMPLOYEE STOCK OPTION PLANS (ESOP)

'« a scheme under which an employee of the company
fied number of its shares at a stipulated price (usually
of time. Only those employees are given

wnus Shares |
: ving g An employee stock option plan is
jpanies ha' I is given a right to purchase a Spec |
ted Pmﬁts 158 jsli below the market price) during a given period th | give
ares to thelf 5 this right who fulfil the specified eligibility conditions (e.g. mmimum period of service in
rcise the option may be allowed to pay the money

ES 2N

X
ers. frec of El:l all  the company). The employees who exe :
ion to their E’;ﬁ in instalments or by way of deduction from his/her monthly salary,~
Lngs they 8t | Merits : The merits of stock option scheme are :
- alwa:fﬁ ﬁﬁl (i) This scheme can link compensation package closely to performance.
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!‘tﬂﬂ sll.?a:ﬂ- :; mthe shares offered to the exis

called Right of Pre-Emption, Iy g
ting shareholders at a discount 4. _

price \ a letter of offer.
The offer ufrigh‘t Em 511;511 tb?sn.:;l:s ot the ﬂ[‘,[‘,ﬂptﬂﬂce of the ﬂ'ﬁiﬂ_l',_’ .
iﬂ..nﬂf aﬂm?:iﬂthsizﬂt;i?;;;;ﬂ; ghall be deemed to have been declined,

The shareholders have the right to renounce all or any of tl_lﬂ ShEE:I'ES Offered
in favour of their nominees. After the expiry of the time _sp:clﬁed in the ol
Board of Directors are free fg g

i

receiving intimation of decline of the offer, the :
the shares in such manner as they think is most beneficial for the company.

A company need not offer further shares to the existing shareholders in fhe!
ing cases.
(/) When an issue is being made, within two years of formation or wil
year of first allotment of shares which ever is earlier.

by notice specifying the numbgy

(#f) Where a special resolution is passed by the company in a general®
providing that shares need not be offered to existing equity sharehold

(7i7) Where the company passes an ordinary resolutio
the Central Government, for not offering the
Ehﬂfﬁhﬂ}d?ﬁ- T:hf-' Central Government will give its approval to the

‘ only if it is satisfied that it is mog beneficial to the company |

(i) Where all existing shareholders decline the offer :

Distinction Between Rights S},

n and gets the @ .,:_

ares and Bonus Shares

Basis Righs Shareg i s

l. Meaning Bonus Sharés

Whﬂﬂr.:',rg
rac T 3
ompany, comes | When companies

undistributed pruﬁts

» | Shareholders. freé h
In proportion to thett s
shareholdings they &

2. Fully paid-up
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6. Separate
Bank '
Account

7. Right of |
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8.  Purpose of
issue
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Y. Guidelines
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distribute only a small part of the profits among sharehold mmamf N ey
part fqr_pluf;ghmg back. Lastly, the future plans of the o _u:m P
and expansion also have an influence on retained : SoImpas; a v regarding modernisati

Ploughing back of Profits at a Glance

No. | Merits Demerits
1. | Convenience Danger of over-capitalisation
2. | Economical Dissatisfaction among shareholders
3. | No charge on assets Speculation
4. | No interference Unbalanced growth
5. | Goodwill
6. | Tax benefits

Merits (Advantages) to the Company

Ploughing back of profits offers the following benefits: (7 It is the most convenient
and economical method of finance. No legal formalities are involved and no negotiations
are to be made. No return is to be paid on retained earnings and no fixed obligations
are created. (i) The financial-structure of the company remains fully flexible. No charge
1S created agujn:it the assets and no restrictions are put on the freedom of management
to raise further finance by floating new securities in the market. (/i) Ploughing back of
profits adds to the financial strength and creditworthiness of the company. A company with
large reserves can face unforeseen contingencies and trade cycles with ease and economy.
Retained earnines increase the borrowing capacity of the company. (iv) Retained earnings
can be used 1o rédc::nl debts and to replace obsolete assets. A company with large reserves
of business opportunities. (v) Reserves created by ploughing back of
o stabilise the rate of dividend on equity shares. Regular dividends help,
to improve, relations with shareholders, (v) Use of retained :.:ﬂmin}gs-due:-'. not dlsmrhlthe
voting control of the company. (i) The company can undertake 1ts plans for ““Eﬂ“mﬂ“'
growth and modernisation without bothering about conditions in the capital market.

can take advantage
profits can be used t

Advantages to Shareholders

(/) Shareholders of a company having

safety of investment. | | |
(if) Shareholders will receive regular dividends as deficiency of one year will be

made good out of the undistributed profits of previous years.

large reserves and surplus get the benefit of
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"ﬁ- Share prices do not always refiect 10:::5
e ices result in los to employees.
jﬂ lF-TalsmdemE %Efmﬂ conditions cause inconvenience to employeesy
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ing their investment. T
’ M) Lack of transparency can earn accusations of favouritism.

3.7 SWEAT EQUITY SHARES == . _

Sweat Equity shares are the shares issued by a company under Section 79A of i

panies Act, 1956 to employees or directors (i) at a discount (to the market p ’-."

for consideration other than cash, or (fii) for providing know-how or making g

property night. Following conditions are prescribed for issue of Sweat Equity :

Ay There must be of a class of shares already issued.
(#) At least one year must have lapsed since company commenced busing
Aii) The issue must be authorised by a special resolution.

i) ;I]mjshlares. must h-l: issued as per SEBI (Issue of Sweat Equity) Regd

02 (in g of listed companies) and as per Unlisted Companies (i

Sweat Equity Shares) Rules, 2003 incase of unljst

Valuation of intellectual propert

the method given in the respective
for a period of three years,

Sweat equity shares are is

: sued under g form,
pose of sweat equity shares is | Tl

O retag 3
before the expiry of three i n talent ag thes

| S from the
equity shares have the option 1o reject m;faz

ed companies.
Y and the pricing of swe

_ at equity shall be made
regulations. The sw

€al equity shares shall be lod

Scheme and not at any tume. ’
-1ese shares cannot be sold by e
> 1“"“"_' E""Flﬂ'} ¢es who are ollers
d receive their remuneration in 6%
3.8 RETAINED EARNINGs .
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(iv) can produce better 47
large would be the beneficiary of an ¢

tages) : :
Dm;:;faz:umghmgiwk of profits may result in the following drawbacke

ined earnings in the bes i

' not always use the retane
ﬂﬁ:ﬁ;ﬁﬁﬁﬁﬁﬁ%m in unprofitable fields or may spend them astef
: tempt the management to isgysk

)T dependen retained earnings may :
fhﬁr::ntf ;ﬁl equi sh:;ﬁgldm. Frequent capitalisation of profits may result j
capitalisation. Lm‘)y The practice of ploughing back of profits may be used to manjg
share prices on the stock exchange. Vested interests may speculate in the conyy
shares to deceive genuine and uninformed investors._(#v) Heavy reinvestment of eay
year after year may cause dissatisfaction among shareholders as they get low divid
,ijf Indiscriminate use of retained earnings may result in monopoly and concent
economic power in a few hands. (v) [t is an unstable source as profits may not rg
the same in future years. (vif) Ploughing back of profits may lead to unbalanced ind
gr!:r-:-rth her:ausu p[ﬂﬁtﬂl‘n'-’h.fﬁh might have been invested outside in othe |
reinvested in the same industry. The natural growth of

3.9. DEBENTURES

Meaning { Debentures denote borrow| an
rrowing by a company and repres
, : any and represent its ;
!}:hﬂnlurehnlders are creditors of the company. A debenture oo A
issued by a company as proof :
¥ as proof of the money lent to it by the holder. It is an acknowledg

of debt as well as an undertak;
: NE o repay the specified « :
prescribed lia!efl A debenture §s 3 ccr‘t;ci!e TS:E:"HILJ sum with interest

as acknowledgement of debt it or withoyt »

ﬁw goods at lower costs_ g,
standard of living,
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I industnes
the capital market is hinden

15 a document or certill

: on or befor
| by a company under its commes

charge o the ¢ ; S L -

ed rate and it : S€ On the company’s assets. I
it is pay - - :

repayment of debentures. Debentures ¢ > ey d,blﬂ Peniodically until the maturi

charge on the company’s assers ATY 10 voting rightg fyyq they generally invel
According to Evelyn Thomgs «

_Erﬁ'-ﬂL which provides for By

mtervals, which is usually

or undertaking and whjch

Ehﬂracteﬂstins: Th

€ main fﬂﬂl‘u
2. Interest on dﬂhﬂn‘[}m is paid
dat
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the paymeng of '€ 18 a documeny under the cONES
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debmtmhammﬁgg
part of the company’s

2. Yields. Sharet
declared. But debentu

3. Nature of ref
irregular and uncertai
regular. Thus, the qua

4. Collection of |
in a lumpsum. But sh:

5. Security. Sha
property. Debentures
always unsecured but

6. Conditions o
debentures. But share
conditions prescribed

7. Claim as to re

can be claimed as a n
8. Voting right:
participate in the ma
normal course and dek
9. Repayment. |
at the time of winding

Debenture money mu
preference shares cani

10, Order of re
Share capital is repaic
11. Taxation. g
income tax. But divid
12. Convertibili
cannot be converted I




No restrictions
May be convertible

78, | Restrictions on 15508 | C
9. | Convertibility

Kinds of Debentures

Debentures issued by a company can be of the following types:

1. Naked and mortgage debentures. Naked or simple debentures are not s eIy

as mo property is pledged or mortgaged on their issue. They are more pr{}miﬂt‘.’? .
In case of default the debentureholders can merely sue the company for recovering f
munﬂ}')eu the other hand, mortgage or secured debentures are issued by creating
fixed or floating charge on the company’s assets. In case, the company makes a lef
in payment, the debentureholders can recover their dues from the mortgaged properiy

A fixed charge is created on specific and existing assets of the company. The comps
cannot dispose off these assets without the consent of the debentureholders. On the of
hand, a floating charge is created on both the existing and future assets of the compit
The company can use these assets in the ordinary course of business. The charge et
on fluctuating and becomes fixed when the company goes into liquidation or m k

default in payment. Any change created by a company in the form of debenturchold

must be registered.

h/if Redeemable and irredeemable debentures,
are repayable on a predetermined date or at any time prior to
of the company. But irredeemable or perpetual debe
of winding up of the company. il

4. Bearer and register :
../( 1 gistered debentures, Bearer
mere delivery as no record of such debentyres i5

Interest 15 paid on the production of Coupons

o . : attached ¢ :
formalities HI'EEI'E{[uI!I"I_:d for their transfer and no formal nntics ﬁﬂll_Lh_ debentures. N
i : r ' WAL bt
18 HEEEEE:EIEV ut registered debentures are recorded ip th _'l'ihmafmn to the ¢
Interest 1s payable only to the registered holders € Register of Debentureh0!™

by transfer deed or intimation to the company ari;"ilh debentures can be transferred®
Ol mere deliver
Y-

Redeemable or callable debe e
their maturity at the g
ntures are repayable only at the i

debentures can be transfe
h the Register of Debenturehold®

2. Regular retur
periodical intervals, irres
of fluctuations in the

3. Safety of inves
company's assets, Therei
From the Viewpoint

4. Economical sour
low cost. This is because
be sold more easily than
of i1ssue are lesser.

5. Freedom of mi
a company can raise fu
members. The manager
debentureholders.

6. Trading on equ
of interest, the remainir
company increase, the 1
as trading on equity.

7. Flexibility. A ¢
does not require the fi
overcapitalisation and k
long period and can be

8. Tax relief. Ints
taxable income. It resu
Disadvantages of D

Debentures suffel

From the Viewpoini
|. Permanent bu

irrespective of profits.

company's earnings.
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it S v ing long-term finance. 1 m
From the Viewpoint of Debentureholders

I. Appeal to eautious Investors. Large amount of finance can be raised by issue of
debentures from cautious and orthodox investors who prefer safety of investment and a
fixed return. In tight money conditions, debentures are the best source of finance.

2. Regular return. Debentureholders are paid interest at a fixed rate and at
periodical intervals, irrespective of profits. Therefore, debenturcholders are free from risk
of fluctuations in the company’s earnings.

3. Safety of investment. Debentures are usually secured by a charge on the
company’s assets. Therefore their repayment is assured.

From the Viewpoint of the Company

4. Economical source. A company can raise funds through debentures at a relatively
low cost. This is because investors consider debentures a safe investment. Debentures can
be sold more easily than shares. Underwriting commission, brokerage and other expenses
of issue are lesser.

5. Freedom of management. Debentures do not carry voting rights. Therefore,
a company can raise funds without diluting or weakening the control of the existing
members. The management retains its independence as there is no interference from

debentureholders.

6. Trading on equity. Interest on debentures is paid at a fixed rate. After payment
of interest. the remaining profits are available to shareholders. When the earnings of the
ate of dividend on equity shares can be increased. This 1s known

company increase, the r
as trading on equity.

7. Flexibility. A company can répay the funds raised through debentures when 1t
does not require the funds any more. The facility of redemption avoids the danger of
overcapitalisation and keeps the financial structure flexible. Funds are available for a fairly

long period and can be repaid out of earnings.
9 Tax relief. Interest paid on debentures is allowed a deduction while calculating

taxable income. It results in saving in income tax liability.

Disadvantages of Debentures
Debentures suffer from the following disadvantages:

From the Viewpoint of the Company :
1. Permanent burden of interest. Interest on debentures has to be paid every year

irrespective of profits. During periods of depression, it becomes a heavy burden on the
company’s earnings.

l____—
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4. Reduction in dividend. During times © ity ity ot
h&aﬂm ment of interest on debentures: 'I;::F go down.
diﬁdmdspgd the market value of its mﬁhliisders
Sk e have no voting rights in the mg,
5. No voting rights. Debentureholders

Fa Al r-::i' i e L '_".
i 1

harcholders. Debepgd 1<,

i g mercy of the s : o locatin,

a company. Therefore, they remain at th share in the prosperity of the comp Corpor

have little appeal to investors who want a £ rally higher @8 Credit

6. High unit price. The unit price of debentures 1s generally higher g i

i e oS t be able to purchase debentures, of Indi;

shares. Therefore, small investors may no B d Insurar

7. Unattractive. Enterprising investors who ‘Wﬂﬂi hig return and appyg help in

capital find debentures unattractive. Debentures of new companies do not Ppelll  the big
investors. .

Debentures at a Glance ’/:I

'T\'rﬂ. ,-:[dpﬂﬂm'p;‘res Disadvan fages underw

; : LT ! g

I. | Trading on equity Fixed burden on profits finance

2. | Low cost Loss of prestige imprac

3. | Appeal to cautious investors Charge on assets Bttich &

4. | Flexibility Limited appeal 3

5. | Tax benefit to 4 co

: . 4

| 6. | No interference in management - .1
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f | MCOMMERCIAL BANK & Facilit

Commercial hanlfta usually provide shopt term finane ——— 6

short term deposits, However, in some o 4ce because most of their dep succes

for medium o
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and long periods “Specially 1o gp,
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Meaning : Under ferm loan, 4 o) e scale ang Medium enterprises mita
borrower for a specifie ' L S AlVaNices & Foa :
g In;}: < ;:h::rermd, ThE. Interest i e S 2 fixed amount in Ium;? N
tee of the borm.. -7°°d againgt the <. ged at a fixed rate on the 88 itself ta
guarantee of the borrower CUTity 'of some assets or on W€ B
Ady g ' i it
‘l-‘EIIIﬂHEEE : {1}. Funds g0 aVailaly condit
ommercial banks proyide the Able for the gnai: .o SR 3
bank is beneficial for ype bo ! of tragjy, “Pecified period (if) L%

(v) Interest paid on by I-:m::r ?EI (V) Repq > On equity (; ). Relationship with They |

_ Yme , the ap
feductible for g, %2 be made out of full® "

"Mining taxaple profis.




	WhatsApp Image 2020-06-17 at 9.59.43 PM
	WhatsApp Image 2020-06-17 at 9.59.56 PM
	WhatsApp Image 2020-06-17 at 9.59.57 PM (1)
	WhatsApp Image 2020-06-17 at 9.59.57 PM
	WhatsApp Image 2020-06-17 at 9.59.58 PM (1)
	WhatsApp Image 2020-06-17 at 9.59.58 PM
	WhatsApp Image 2020-06-17 at 9.59.59 PM
	WhatsApp Image 2020-06-17 at 10.00.00 PM
	WhatsApp Image 2020-06-17 at 10.00.01 PM
	WhatsApp Image 2020-06-17 at 10.00.02 PM

