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Commercial Paper .//
- Commercial Paper (CP) is an

instrument issued in the form of 4W
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+ It was introduced in India m or enabling ¢

orporate borrowers’to dwersnfx thelr sources of short-term

borrowings and to provide an additional instrument to
investors.
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« Subsequently, primary dealers and all-India financial
institutions were also permitted to issue CP to enable
them to meet their short-term funding requirements for

their operations.
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* Individuals, banking comganies, other corporate bodies
(registered or incorporated in India) and unincorporated bodies,

NonResident Indians (NRIs) and Foreign Institutional Investors

(Flls) etc. can invest in CPs.
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« CP can be issued for maturities between a minimum of 7 days and a
maximum of up to one year from the date of issue in denominations of
Rs.5 lakh or multiples thereof. However, the maturity date of the CP
should not go beyond the date up to which the credit rating of the

issuer is valid.
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(i) A commercial paper is sold on an unsecured basis and does not contain any

restrictive conditions;

(ii) As it is a freely transferable instrument, it has high liquidity;

(iii) It provides more funds compared to other sources. Generally, the cost of CP to the

iIssuing firm is lower than the cost of commercial bank loans;
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(iv) A commercial paper provides a continuous source of funds.
This is because their maturity_can be tailored to suit the

requirements of the issuing firm. Further, maturing commercial

paper can be repaid by selling new commercial paper;
v) Companies can park their excess funds in commercial paper
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thereby earning some good return on the same
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(i) Only financially sound and highly rated firms can raise money through

commercial papers. New and moderately rated firms are not in a position to raise
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funds by this method;
————————
(ii) The size of money that can be raised through commercial paper is limited to th

B
excess liquidity available with the suppliers of funds at a particular time;
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) Cgmmgrcial gaqer is considered an impersonal method of
inancing because it doesn't rely on personal relationships
between %ﬁe iIssuer and invesfoLrs an nn Jli extend
its maturity if facing financial aiﬂl"culties because there's no built-
in grace period for redemption_Companies are expected to meet
Figinal maturity date, which is a strict, short- bligation

highlighting the impersonal and unforgiviiig nature of this
financing instrument.
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« The capital obtained by issue of shares is known as share capital. The capital of
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a company is divided into small units called shares. Each share has its nominal

value. For e.g, a company can issue 1,00,000 shares of Rs. 10 each for a total

value of Rs. 10,00,000. The person holding the share is known as shareholder
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* Equity shares is the most important source of raising long term

capital by a company. Equity shares represent the ownership of a
\
company and thus the capital raised by issue of such shares is

known as ownership capital or owner’s funds.
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Equity share capital is a prerequisite to the creation of a company.

Equity shareholders do not get a fixed dividend but are paid on the

basis of earnings by the company. They are referred to as_‘residual
owners’ since they receive what is(fef after all other claims on the

company’s income and assets have been settled.
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» |They_enjoy the reward as well as bear the risk of ownership. Their

liagiliy however, is limited to the extent of capital contributed by them
in the company. Further, Further, through their right to vote, these shareholders

have a right to partucupate in the management of the company.
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(i) Equity shares are suitable for investors who are willing to assume risk for

higher returns; B X 37 AAws! & AT 39gsa § o 3o Rest &
faT SfR7 3o # 3R §;

(i) Payment of dividend to the equity shareholders i @
Therefore, there is no burden on the company in this respeet:

(ili) Equity capital serves as permanent capital as it is to be repaid only at the
time of liquidation of a company. As it stands last in the list of claims, T
provides a cushion for creditors, in the event of winding up of a company;
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(iv) Equity capital provides credit worthiness to the company and confidence to
'—‘

prospective loan providers;

(v) Funds can be raised through equity issue without creating any charge on the

assets of the company. The assets of a company are, therefore, free to be

mortgaged for the purpose of borrowings, if the need be;

(iv) 3Fadt &It Fuet FF Hor-aegar IR T woeEEt F e vwe & §
(v) F«T 1 TRETET 9T FF 0] 3 @7 sfEFady @dw & areaw @ ue ST
F&HaT ¢l gHfaT, IfE aegsar &, a 9y« H TRETET F 3UR a1 F 3537 @

iRl t@a i Tadaar At &
—_—




(i) Inves'ors who want steady income may not prefer equity shares as equity

shares get fluctuating returns; B ————

(ii) The cost of equity shares is generally more as compared to the cost of raising
funds through other sources;

(iii) Issue of additional equity shares dilutes the voting power, and earnings of
existing equity shareholders;

iv) More formalities and procedural delays are involved while raising funds through
issue of equity share.
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Preference Shares
The_capital raised by issue of preference shares is called preference

share capital. The preference shareholders enjoy a Ereferential

position over equity shareholders in two ways:

Osition over equity shareholders in two ways: _
(i) receiving a fixed rate of dividend, out of the net profits of the
company, Eefore any dividend is declared for equity shareholders;
and

(ii) receiving their capital after the claims of the company’s creditors
ve been settled, at the time

have been settled, at the time of liquidation.
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In other words, as compared to the equity shareholders, the preference
shareholders have a preferential claim over dividend and repayment of capital.

Preference shares resemble debentures as they bear fixed rate of return. Also

as the dividend is payable only at the discretion of the directors and onlx out of

profit after tax, to that extent, these resemble equity shares.
w

Thus, preference shares have some characteristics of both equity shares and
debentures. Preference shareholders generally do not enjoy any voting rights.
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Merits
i) Preference shares %rovide reasonably steady income in the
orm of fixed rate of return and safety ¢ oi investment;
ii) Preference shares are useful for those investors who want
ixed rate of return with comparatively low risk;

B l

(iii) It does not affect the control of equi ders over the
mana preference shareholders don’t have voting rights;
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(iv) Payment of fixed rate of dividend to preference shares may enable
a company to declare higher rates of dividend for the equity
shareholders in good times;

v) Preference shareholders have a preferential right of repayment over
equity shareholders in the event of liquidation of a company;

(vi) Preference capital does not create any sort of charge against the
assets of a company
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Limitations wion Sachin S'rr

(i) Preference shares arern t suitable for those investors who are

willing to take risk and are interested in hlgﬁer returns;
(i) Preference capital dilutes the claims of equity shareholders

over assets of the company;

(iii) The rate of dividend on preference shares is generally higher
than the rate of interest on debentures;

(i) AT AR 37 AIv= F AT 3ugFa @ § S @A a7 F
dar & 3K 3= Rea # 3™ @a &

(--)wwmm*m

(iii) AITOATTT AJW 9 ATHIY AT T HTH at W BER W =TS T
¥ I+ gl




(iv) As the dividend on these shares is to be paid only when the
company earns profit, there is no assured return for the investors.
Thus, these shares may not be very attractive to the investors;

(v) The dividend paid is not deductible from profits as expense.
Thus, there is no tax saving as in the case of interest on loans.
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