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1. Cumulative and Non-Cumulative:

* The preference shares which enjoy the right to accumulate ungaid

dividends in the future years, in case the same is not paid during a

T —

year are known as cumulative preference shares.

« On the other hand, on non-cumulative shares, dividend is not
accumulated if it is not paid in a particular year.
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umulative Preference Shares

* Priority: These accumulated dividends must be paid in full in a subsequent year
before any dividends can be paid to common (equity) shareholders.

* Investor Benefit: This provides a greater degree of security for the investor, as they

B .
are assured that missed payments will eventually be recovered, giving these shares a
N

debt-like quality.

e .~
* Company Flexibility: It provides less flexibility for the issuing company during
ﬁg@ Ial downturns, as it creates a backlog of payments.

g4 _Hid amIl FT ra= a¥ A gof fFar st
qIE & AT (3TFad)) AATURST HT ATHIT FT fFar AT |Far g
.  fdvs 9 g Aaue # he Yei &1 §, 41 3¢ NRTH 8T
m%%&wmﬁaﬁfﬁmmm
1L |

. g7 i &7 & e alisal Fudt & Qv F7 adiana

Yald $idl ¢, ¥4I FHA el HT UF dfad algl doidl gl
—— e ———

S——




{Eon-Cumulative Preference Shares ™
o Arrears: There is no accumulation of unpaid dividends; the dividend

“is forfeited for that year.

* Investor Risk: This presents a higher risk for the investor, as they do not
have a claim on past due dividends.

* Company Benefit: It provides more financial flexibility for the company,
especially during difficult financial periods, as there is no obligation to
make up for mlssed dividend payments.

-G 371'477
G I I7 zx'r:i F -
ecREGICEGEIRIE




2. Participating and Non-Participating:
+ Preference shares which have a right to participate in the further

surplus of a company shares which after dividend at a certain rate has
been paid on equity shares are called participating preference shares.

 The non-participating preference are such which do not enjoy such
rights of participation in the profits of the company.
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« Preference shares that can be converted into equity shares

« /3. Convertible and Non-Convertible:

within a specified period of time are known as convertible

preference shares. On the other hand, non-convertible shares
are such that cannot be converted into equity shares.
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Ve Debenturgs are an important jinstrument for raising long term
debt capital. A company can raise Tungs Imﬁ;‘_'_g_r Ughn Issue oi
debentures, which Eear a fixed rate of interest.

The debenture issued by a company is an acknowledgment that
the company has borrowed a certain amount of money, which it

promises to repay at a future date.
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Debenture holders are, therefore, fermed as creditors of the company.

Debenture holders are paid a fixed stated amount of interest at specified
intervals say six months or one year.

Public issue of debentures requires that the issue be rated by a credit rating
agency like CRISIL (Credit Rating and Information Sei Services of India Ltd. )on
aspects like track record of the company, its proﬁtablllty, debt servicing
capacity, credit worthiness and the perceived risk of lending.
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» (Issue of Zero Interest Debentures }ZID) which do not carry any

explicit rate of interest has also become popular in recent
years. The difference between the face value of the debenture
and its purchase price is the return to the investor.
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A company can issue different types of debentures.

—

1and a3 i

 Secured debentures are such which create a charge on the assets of the

company, thereby mortgaging the assets of the company.

* Unsecured debentures on the other hand do not carry any charge or security

on the assets of the company.
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2. @istﬂd and Bearer/93li$d U9 a8
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Registered debentures are those which are duly recorded in the register of

debenture holders maintained by the company. These can be transferred only

through a regular instrument of transfer. In contrast, the debentures which are

transferable by mere delivery are called bearer debentures.
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3. Convertible and Non-Convertible/MR@a«a 3l 3IR@a«a:
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Convertible debentures are those debentures that can be

converted into equity shares after the expiry of a specified period.
On the other hand, non-convertible debentures are those which
cannot be converted into equity shares.
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4. First and Second:

Debentures that are repaid before other debentures are repaid are

known as first debentures. The second gdebentures are those

which are paid after the first debentures have been paid back.
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(i) It is preferred by investors who want fixed income at lesser risk;
u—_—

(ii) Debentures are fixed charge funds and do not participate in profits of the

company;

(iii) The issue of debentures is suitable in the situation when the sales and earnings
_/§/_ e ————
are relatively stable;

(iv) As debentures do not carry voting rights, financing through debentures does not
e ——————— W

dilute control of equity shareholders on management;

(v) Financing through debentures is less costly as compared to cost of preference or

e ———

equity capital as the interest payment on debentures i_s_'tax deductible.
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Note{ Tax-Deductible Interest:

« Unlike dividends paid to preference or equity shareholders, which are
e ——

paid out of after-tax profits, the interest paid to debenture holders is
e ———————————————————————
treated as a business expense. :
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(i) As fixed charge instruments, debentures put a permanent burden on the
e e e

earnings of a company. There is a greater risk when earnings of the
e

company fluctuate;

(ii) In case of redeemable debentures, the company has to make provisio

for repayment on the specified date, even during periods of financial
- \/\_/
difficulty;

(iii) Each company has certain borrowin acity. With the issue of

debentures, the capacity of a company to further borrow funds reduces.
———————



