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EQUITY SHARES

« Equity shares represent the ownership position in the
organization and are a source of permanent capital

firm.
« FEATURES OF EQUITY CAPIT 9
 (Claim on income @

e (Claim on assets
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EQUITY SHARES

« ADVANTAGES OF EQUITY SHARES TO THE FIRM
 Permanent Capital

* No legal obligation to pay dividends “%;
« DISADVANTAGES OF EQ@‘Q@}@{ES

e (Costlier source of finan

e Perceived as a rls@@ tment by the investor due to

uncerta ’ ndS and capital gains.
. 3 tl@ﬁ ownership



DEBENTURES

* Debenture: A long-term promissory note for raising loan
capital.

 FEATURES

* Fixed interest payment % ;
 Fixed maturity period ® 9
e Indenture @‘@

* Security

. Yield ‘@@%C’»
 (Clai @6@3 and income

syef debentures:
@\Ion Convertible Debentures (NCDs)
* Fully-Convertible Debentures (FCDs)

» Partly-Convertible Debentures (PCDs)



DEBENTURES

ADVANTAGES OF DEBENTURES TO THE ISSUING
FIRM

Lower cost and lower risk compared to equity cau‘%@
No dilution in ownership ‘

Debenture-holders do not partlclpate (faordinary
earnings of the company

Useful in periods of 1nﬂat1(%du@ reduced obligation in real
terms. @
DISADVANTAGK

Payment of interest 1s a legal obligation

I S the financial risk of the firm

Results 1n substantial cash outflows on redemption.
Inclusion of restrictive covenants may limit firm’s flexibility



PREFERENCE SHARES

e Preference shares: A hybrid security having features of
both equity shares and debentures.

FEATURES SIMILAR TO EQUITY SHARES %@
« Payment of dividends is not a legal obhgatlo“

e Dividend payments are not tax- dedu
« No maturity period for 1rred eference shares

FEATURES SIMILAR ‘i,%!») NTURES

* Fixed divide
* No sh remdual earnings

@1@ m on income and assets relative to equity shares.
reation of sinking fund for redemption

* Convertibility



PREFERENCE SHARES

ADVANTAGES TO THE ISSUING FIRM

Preference dividend payment is restricted to @;

amount.
No dilution of ownership

Dividend payment can be po@ d in case of cumulative
preference shares

DISADVA @TO THE ISSUING FIRM
Preference dividends are not tax-deductible

Yg—%ayment of preference dividends may adversely affect
the image of the company.



METHODS OF ISSUING SECURITIES

At
 PUBLIC ISSUE “%
» RIGHTS ISSUE ‘@
» PRIVATE PLACEMENT ‘@@‘i\/
+ BOUGHT-OUT I@Mﬁc}
EURO- ISS

P @



TERM LOANS

 Long-term debt with a maturity of more than one year,
obtained from banks and financial institutions.

 FEATURES

e Maturity period > one year “%

« Lower costs of financing @
e Security &
* Presence of restric iﬁc‘i@qmnts

. Repayment@



TERM LOANS

« ADVANTAGES TO THE FIRM @
* Lower post-tax cost of funds. %
* No dilution of control

®s
. DISADVANTAGES TO Tr@w

« Payment of inter Yand principal is legal
obligation.

Restri 6@ ;5 enants hinder firm’s flexibility.

@iﬁ
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RETAINED EARNINGS

« A company generally does not distrlb €
earnings amongst the shareholders a s@
portion of the net earnings ctained in the
business for use 1n the h1s 1s known as
retained earmngs

e Itisa SOUH@S rnal flnancmg or self-financing or
ploug ck of profits’. The profit available for

@@y@m g back 1n an organization depends on many
tors like net profits, dividend policy and age of the

organization.
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OTHER LONG-TERM SOURCES OF
FINANCE

. INTERNAL ACCRUALS “%;

 DEFERRED CREDIT
« SALES TAX DEFERM}%I ND EXEMPTIONS

. LEASING AED Wi DPURCHASE
O
R
A%

« GOVERNMENT SUBSIDIES ﬁ®
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SHORT-TERM SOURCES

%%

* Funds which are required for a ﬂg;

exceeding one year ari short-term

sources. @

e Trade credit,i@@%?rom commercial banks

and @m@mlaﬂ papers are the examples of
@1@03 urces that provide funds for short
uration.
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e Short-term financing 1s very common for the
financing of present assets such as inventor
account receivables.

* Seasonal businesses that mu ntorles n
terms of future prospect @ requirements
often need short-ter cmg for the interim
period betwee

« Wholesalers) and manufacturers with a major
10 of their assets used in inventories or
ceivables also require a large number of funds

for a short period.
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TRADE CREDIT

« Trade credit 1s the credit extended by one trader to another for
the purchase of goods and services. Trade credit faci '@the
purchase of supplies without immediate paymen %; redit
appears 1n the records of the buyer

e Trade credit is commonly us
source of short-term fin \Nng.
who have reason amount of financial standing and
goodwil thme and period of credit extended depends
on factors _stich as reputation of the purchasing firm, financial
@ n of the seller, volume of purchases, past record of
payment and degree of competition in the market.

 Terms of trade credit may vary from one industry to another
and from one person to another. A firm may also offer different
credit terms to different customers.



FACTORING
* Factoring 1s a financial service under ‘t
‘factor’ renders various services which
e (a) Discounting of bills (w Tout recourse)
and collection of the cli ebts. Under this, the

receivables on@ Oiz)f sale of goods or services
are sold t or at a certain discount.

VPdlIlg information about credit worthiness
rospectlve client’s etc.
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LEASE FINANCING

A lease 1s a contractual agreement whereby @2{

party 1.e., the owner of an asset grants %%
party the right to use the asse or a

periodic payment. In other a rentmg of

an asset for some specifie d The owner of
the assets 1s ca @ @3
‘lessor’ party that uses the assets 1s

know e ‘lessee’. The lessee pays a fixed

?‘ﬁ@dw amount called lease rental to the lessor

r the use of the asset.
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COMMERCIAL PAPER (CP)

 Commercial Paper emerged as a source of short term
finance 1n our country 1n the early ni
Commercial paper 1s an unsecured pro @%
issued by a firm to raise funds f perlod

varying from 90 days to 364 @
e It 1s 1ssued by one fir Other business firms,

insurance comp ’%éhsmn funds and banks. The
amount rai @P 1s generally very large. As the
debt 1s unsecured, the firms having good credit

can 1ssue the CP.

o Its regulatlon comes under the purview of the Reserve
Bank of India.
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COMMERCIAL BANKS

 Commercial banks occupy a vital position as they

provide funds for different purposes as well as for
different time periods. %

 Banks extend loans to firms o nd n
many ways, like, cash cre k%g rafts, term
loans, purchase/discou@ﬁé bills, and issue
of letter of creﬁ@%g

e The rate st charged by banks depends on
V&I‘lO@ ors such as the characteristics of the
?ﬁg and the level of interest rates in the economy.
he loan 1s repaid either in lump sum or in
installments.
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Bank credit 1s not a permanen of
funds. Though banks h%@@ extending

loans for longer pe@ ;. generally such
loans are us @dium to short periods.

The r@/@r 1s required to provide some
urity or create a charge on the assets of

e firm before a loan 1s sanctioned by a
commercial bank.
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