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Dividends for Preference share holders @

* Preference shareholders enjoy a priority over equity shareholders in payment of
dividends. Only after paying dividend on preference shares, the company shall pay
dividend to equity shareholders.

* Normally, the rate of dividend on preference shares is fixed by the Company.

* Preference shares may be

PREFERENCE SHARES

* cumulative preference shares or and Its Different Types?
* non-cumulative preference shares.
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Meaning of “Cumulative Preference Share” G:S:

* With regard to cumulative preference
shares, any dividend not paid by the
company (in those years in which it
made no profit) accumulates.

* The company must pay these unpaid
dividends before the payment of
dividends to equity shareholders.

* These unpaid dividends are called
dividends-in-arrears.
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Year 1 Year 2 Year 3
Not enough '
Company St Loss Profit
Dividends-in-
arrears b/f / i s
Dividend 80 80 80
Paid (40) 0 (200)
Cumulating 40 120 0
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¢ Non-cumulative dividends are in contrast

to cumulative dividends. PREEERENCE
ISHARE!

¢ Non-cumulative  dividends do not
accumulate if they are not paid when they
become due.

* Non-cumulative preference shares
provides flexibility to companies, as in case
of a financial crisis, they can manage
without paying out dividends.
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Features of Preference Shares - Dividends
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* Thus companies should maintain a balanced capital structure having E
a proper mix of Equity, Cumulative, and Non-Cumulative Preference
shares.

* This helps them to manage a balanced investment with a satisfying
return to investors and, at the same time managing with lower cash
flows during a financial crisis.
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