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Preferred stock :

An item of capital structure of a company. It is an important source of long-term

financing of a company. It is a hybrid type of security because it posses both features of

equity share and debenture. Some features of preferred stock are as follows –

➢ Fixed annual dividend

➢ Priority on the payment of dividend

➢ Priority on the payment of original value in case of liquidation

➢ No voting rights

➢ May be redeemable or irredeemable

➢ Convertible

Stable Dividend Policy :

Under this policy , irrespective of earnings per share, the amount of dividend per share

remain constant. That is, monetary value of dividend remain same over a certain

period. Firms having sound economic condition and stable earnings can adopt stable

dividend policy.

Merits –

✓Expectations of the lower income group of investors are fulfilled.

✓Creation of goodwill

✓ Positive impact on the credit rating

✓Attracts institutional investors

Demerits –

❑Adverse psychological effect in case of sudden fall of dividend

❑Difficult to cope up with changed situation



Bonus share :

Depending on the existing liquidity position, expectations of the shareholders and
need of capitalization of profit, additional equity shares are distributed among the
existing shareholders as profit or dividend which is known as bonus share or stock
dividend.

Features –

➢ Thus profit can be capitalized

➢ Opportunity for internal financing

➢ No adverse effect on liquidity

➢ Generally no tax

➢ Goal of wealth maximization is fulfilled

Zero Coupon /Pure Discount / Deep Discount Bond:

Bonds that do not pay any interest but are issued at discount to the face value and 
redeemed as face value are called zero coupon bonds.

An investor shall purchase a bond if its present value (calculated @ existing 
interest rate) is equal or more than the discounted value of the bond.



Hybrid security:  

The security or debenture that posses both features of equity and debt are known as

hybrid security. For example, preferred stock, perpetual bond, fixed-period redeemable

bond etc. Some features of hybrid security are as follows –

➢ Fixed annual profit / dividend

➢ Priority on the payment of profit / dividend

➢ Priority on the payment of original value in case of liquidation

➢ No voting rights

➢ May be redeemable or irredeemable

➢ Convertible

Sukuk Securitization :

Sukuk securitization is a tool of structured finance that converts the sukuk into

negotiable financial instrument or security. It involves creation of a Special Purpose

Vehicle (SPV) which acts as channel for cash flows.

The sukuk, a Shariah compliant financial asset of the issuer, is sold to the SPV for an

upfront cash payment. The cash payment by the SPV is mobilized by issuing securities

backed by the asset i.e. Sukuk.

It helps the issuer to diversify its sources of funding and thus minimize risks.



Goal of wealth maximization :

Goal of wealth maximization is the goal of maximization of shareholders’ wealth

through increasing market value of the shares of a company. The goal helps a company

to achieve long-term sustainable growth. This goal not only helps to increase wealth of

the firm but also increases the profit generating power. As a goal, wealth maximization

also helps to combat competitors and expand the existing market. It is considered

superior goal because –

✓ It emphasizes on long-term growth

✓ It considers all related risks

✓ It ensures best use of profit

✓ It ensures best use of resources

✓ It considers time value of money

✓ It emphasizes on net present value of the form

✓ It protects interest of shareholders

✓ It focuses on social welfare



Net Working capital and Total working capital :
Funds required to maintain the day to day operations of a business firm is known as working capital. It is also

termed as circulating capital because investments in current assets is rotating in nature and turn into cash after a

regular interval. Working capital is the fuel of a firm without which basic operations of the firm can not be

continued.

A sum of  all current assets of a firm is its total working capital. On the other hand, Net Working capital is 

difference between current assets and current liabilities.

TWC = Current Assets

NWC = Current Assets – Current Liabilities


