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EQUITY SHARES / ORDINARY SHARES 

Equity shares, generally, form a large part of the total shares issued by a

company. This type of shares does not enjoy any preferential rights.

They bear the maximum risk and therefore, they have the right of control over the

management of the company.

Stocks are securities that are a claim on the earnings and assets

of a corporation (Mishkin 1998).

Equity shares are also known as ordinary shares / common shares or risk shares. 

The holders of such shares are members of the company and have voting rights. Equity

shareholders are paid dividends after paying it to the preference shareholders. The rate

of dividend on these shares depends upon the profi ts of the company.



PREFERENCE SHARES 

Preference shares are those shares that have a preferential right

for the payment of dividend during the lifetime of the company

and for the return of capital at the time of winding up.

Preference shares carry a fixed rate of dividend that is paid to

shareholders before equity stock dividends are paid out.

The preference shares are so-called because the holders of such shares have

preferential rights over equity shareholders.

The amount raised by the issue of preference shares is called preference share capital.



PREFERENCE SHARES - The preferential rights  are:

1. The right to get dividend at a fixed rate when it is declared by

the company

The right to claim repayment of capital in the event of winding

up of the company



Major Differences between Preference Shares & Equity shares



Rights shares are a proportionate number of shares available to all the

existing shareholders of the company, which can be bought at a given

price (usually at a discount to the current market price) for a fixed

period of time.

RIGHTS SHARES

If not subscribed to, the rights shares lapse on the closure of the offer.

The rights shares can also be sold in the open market.

The price at which these shares are offered to the existing

shareholders is normally below the market price of the shares.



BONUS SHARES 

➢ Bonus Shares are unlike rights shares, they are issued for free

to the shareholders of the company.

➢ Bonus issues are generally issued by profit-making companies

by capitalizing the free reserves.



BLUE CHIP SHARES 

A blue-chip stock is the stock of a large, well-

established, and financially sound company that has

operated for many years.

A blue-chip stock typically has a market capitalization in the

billions, is generally the market leader or among the top three

companies in its sector.



✓A blue-chip typically would have stable earnings and dividend history, a strong

asset position, a high credit rating, and an excellent record of being a leader in its

fi eld.

✓These are huge companies in terms of market capitalization and revenues.

BLUE CHIP SHARES 

✓All the 30 stocks in the Sensex index can be considered as blue-chip companies.

✓ In short, blue-chip shares are the best-rated shares with the highest status as an

investment based on return, yield, safety, marketability, and liquidity.



What is Market Capitalization????

❑ Market cap—or market capitalization—refers to the total

value of all a company's shares of stock.

❑ It is calculated by multiplying the price of a stock

by its total number of outstanding shares.



CAPITAL MARKET INSTRUMENTS



DEBENTURES 

❑Debentures and bonds, both can be used to raise capital, are types of

debt instruments that can be issued by a private company, public sector

undertaking, or government.

❑Bonds are generally issued by the government, the agencies of

government, or by large corporations whereas debentures are issued by

public companies to raise money from the market.

“Debt” involves borrowing money to be repaid, plus interest,

while “Equity” (shares/stocks/stakes) involves raising money by

selling interests in the company, that is, ownership of the

company.



CAPITAL MARKET INSTRUMENTS

• CAPITAL MARKET INSTRUMENTS

Ownership Creditorship 

Shares / Stocks  Debenture / Bond



❑ The bond acts as a written promise to repay the loan on

specific maturity date.

❑ Bonds are the debt instruments secured by the physical asset

of the company.

Bonds

Normally, bonds also include periodic interest payments over the bond’s
duration, which means that the repayment of principal and interest occur

separately.

Bond purchases are generally considered safe, and highly rated corporate

or government bonds come with little perceived default risk.



❑Bonds, in India, are typically issued by financial institutions, government

undertakings, and large companies. The interest rate is assured and is

paid at a fixed interval, that is, on an annual or semi-annual basis. On

maturity, the principal is repaid. A bond is a form of a loan.

✓ The holder of the bond is the lender and the issuer of

the bond is the borrower.



Debentures

✓When a company decided to raise a loan from the public, the amount of the loan is

divided into units of equal value. These units are known as debentures.

✓ The term debenture is derived from the Latin word ‘debere’ that means to ‘owe.’

✓A debenture is a document or certifi cate issued by a company under its seal to

acknowledge its debt.

❑ Those who invest money in debenture are called debenture holders.

❑ They are the creditors of company.

❑ Debentures are, therefore, called ‘creditor ship securities.’



❑ A debenture is an acknowledgement of the debt of the Company.

❑ It is a long-term debt instrument yielding a fixed rate of interest issued by

a company.

Debentures

❑ A debenture is like a certificate of loan or debt evidencing the fact that

the company is liable to pay a specified amount with interest.



❑ The debenture is not secured by the physical asset of the company.

❑ That is, debentures are never asset-backed (they are not secured by any

collateral) and are only backed by the credit of the issuer.

Debentures

❑ Debenture holders are the creditors of the company and

hence they have no voting right in the company.







TYPES / CLASSIFICATION OF BONDS



➢ Deep Discount Bonds / Zero-Coupon Bonds are bonds with no coupon

payments. However, like T- Bills, they are issued at a discount and

redeemed at face value.

➢ So, the issue price of these bonds is inversely related to their maturity

period.

➢ The Government of India had issued such securities in the nineties, it

has not issued zero coupon bonds after that.

Deep Discount Bonds / Zero-Coupon Bonds 



✓These are securities which carry a fixed or floating coupon

(interest rate) which is paid on the face value, on half-yearly basis.

✓Generally, the tenor of dated securities ranges from 5 years to 40

years.

Dated G-Secs (Government Securities)



❑Corporate Bonds are issued by companies and offer interest rates

higher than bonds issued by public sector units and other financial

institutions.

❑The interest rate on these bonds is governed by their credit rating and

the higher the rating, the lower is the interest rate offered by them.

Corporate Bonds



✓ Sovereign Bonds are issued by a government - in India,

by the Reserve Bank of India.

✓ These can be referred to as low-risk or even risk-free

bonds.

Sovereign Bonds



SLR (Statutory Liquidity Ratio) Bonds

✓SLR (Statutory Liquidity Ratio) bonds are those bonds that

are approved securities by the Reserve Bank of India (RBI)

which fall under the SLR limits of banks.

✓That is, banks can invest in SLR bonds to meet the

mandatory requirements such as Statutory Liquidity Ratio.



▪ Convertible Bonds are another category wherein the bondholder

has an option to convert the bonds into equity after a fixed tenor.

▪ These may be fully or partially convertible where only a part is

converted and the other part matures.

▪ These are known as hybrid securities because they

combine equity and debt features.

Convertible Bonds



❑ Callable Bonds / Redeemable Bonds: It is also known as “redeemable bonds,”

which can be redeemed by the issuer before maturity.

❑ Usually, a premium is paid to the bond owner when the bond is called.

Callable Bonds / Redeemable Bonds

❑ The main cause of issuing callable bonds is a decline in interest rates. If interest

rates have declined since a company first issued the bonds, it will likely want to

refinance this debt at a lower rate.

❑ In this case, the company will call its current bonds and reissue new, lower-interest

bonds to save money.



Junk Bonds

✓ Junk Bonds are also known as a “high-yield bond” or “speculative bond”, is

a bond rated “BB” or lower because of its high default risk.

✓Junk bonds typically offer interest rates three to four percentage points

higher than safer government issues.



❑ Angel Bonds are investment-grade bonds that pay a lower

interest rate because of the issuing company’s high credit rating.

❑ Angel bonds are the opposite of fallen angels, which are bonds

that have been given a “junk” rating and are therefore much

riskier.

Angel Bonds 



✓ A government bond, also called a Treasury bond, is issued by a

national government and is not exposed to default risk.

✓ It is characterized as the safest bond, with the lowest interest

rate.

✓ A treasury bond is backed by the “full faith and credit” of the

relevant government.

Treasury Bond 



TYPES / CLASSIFICATION OF 

DEBENTURES



✓ Redeemable debentures carry a specific date of redemption on the certificate. 

✓ The company is legally bound to repay the principal amount to the debenture holders 

on that date. 

Redeemable and Irredeemable (Perpetual) Debentures 

✓On the other hand, irredeemable debentures, also known as perpetual debentures,

do not carry any date of redemption.

✓ This means that there is no specific time of redemption of these debentures.

✓ They are redeemed either on the liquidation of the company or when the company

chooses to pay them off to reduce their liability by issues a due notice to the

debenture holders beforehand.



Convertible and Non-Convertible Debentures

❑ Convertible debenture holders have the option of converting

their holdings into equity shares.

❑ The rate of conversion and the period after which the conversion will

take effect are declared in the terms and conditions of the agreement of

debentures at the time of issue.

❑ Non-convertible debentures are simple debentures with no such option of

getting converted into equity. Their state will always remain of debt and

will not become equity at any point in time.



✓ Convertible Debentures are further classifi ed into two – Fully and Partly

Convertible.

✓ Fully convertible debentures are completely converted into equity whereas the

partly convertible debentures have two parts.

Fully and Partly Convertible Debentures

❑ The convertible part is converted into equity as per the agreed rate of

exchange based on the agreement.

➢ The non-convertible part becomes as good as redeemable debenture

which is repaid after the expiry of the agreed period.



GOVERNMENT SECURITIES

•A Government Security (G-Sec) is a tradeable instrument
issued by the Central Government or the State
Governments.

Such securities are short-term (usually called treasury bills (TBs), with original

maturities of less than one year) or long-term (usually called Government

bonds or dated securities with original maturity of one year or more).

It acknowledges the Government’s debt obligation.



GOVERNMENT SECURITIES

• In India, the Central Government issues both, treasury bills
and bonds or dated securities while the State Governments
issue only bonds or dated securities, which are called the
State Development Loans (SDLs).

They are also eligible as collateral for borrowing through market

repo as well as borrowing by eligible entities from the RBI under

the Liquidity Adjustment Facility (LAF).

✓ SDLs issued by the State Governments also qualify for SLR



❑ G-Secs carry practically no risk of default and, hence, are

called risk-free gilt-edged instruments.

GOVERNMENT SECURITIES

✓ The Public Debt Office (PDO) of the RBI acts as the registry / depository

of G-Secs and deals with the issue, interest payment, and repayment of

principal at maturity. Most of the dated securities are fixed coupon

securities. G-Secs are issued through auctions conducted by RBI.

❖ Auctions are conducted on the electronic platform called the

E-Kuber, the Core Banking Solution (CBS) platform of RBI.



❑ Euro issue is a name given to sources of finance or capital

available to raise money outside the home country in foreign

currency.

EURO ISSUES 

❑ The most commonly used sources of funds that fall under Euro issues are:

American Depository Receipts (ADR)

Global Depository Receipts (GDR) 

Foreign Currency Convertible Bonds (FCCB)



✓ These are denominated in foreign currency, usually in U.S. dollars, and

are listed on exchanges outside the home country.

Global Depository Receipts (GDR)

❑ Under the GDR option, the company is permitted to issue equity shares

and companies can keep them in the custody of a domestic custodian.

The overseas depository bank, upon instruction from a domestic custodian bank, issues 

fresh securities in the nature of GDR for the foreign market against shares kept under 

the local custodian bank.



American Depository Receipts (ADR)

❑The ADRs are similar to GDR in all major aspects; however, the

differentiating feature is that the ADRs are more likely to be listed and

traded on New York Stock Exchange (American stock Exchanges) while

GDRs are usually listed on exchanges in Europe.



Foreign Currency Convertible Bonds (FCCBs)

❑FCCBs are very similar to bonds in nature and can be converted into an equity stock

by the bondholder at a later date at a pre-agreed price.

❑These, like ADR and GDR, are issued by Indian companies outside the home country

in foreign currency.

✓ FCCBs enjoy higher preference as they are issued as bonds, but at the same time, do not dilute the holding

on an immediate basis and can help companies to raise money at a cheaper rate of interest.

✓ The FCCBs issued by companies also have to be done within the set of guidelines

permitted by the government of India.


