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The objective of this article is to help you learn some of the standard stock market 

terminologies and corporate actions. 

 

Corporate actions are initiatives taken up by a Company that bring in a change to its 

stock.  There are several types of corporate actions that a company can indulge. Let 

us look at few corporate actions 

 

 .1 Dividends 

 

Before starting let’s understand a simple term called Face Value or Par value. 

 

Face value of a stock – Face value (FV) or par value of a stock indicates the fixed 

denomination of a share. The face value is significant concerning corporate action.  

 

Dividends are paid by the company to its shareholders to hand out the gains made by 

the company throughout the year. Dividends are paid on each share basis. For 

example, during the financial year 2014-15 Nestle had declared dividends of Rs. 50 

per share. The dividend paid is also stated as a percentage of the face value. In the 

above case, the face value of Nestle was Rs.10/- and the dividend paid was Rs.50/-. 

Therefore, the dividend pay-out turns out to be 500% (50/10). 
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Dividends can be paid any time throughout the financial year. If they are paid during 

the fiscal year, it is called the interim dividend. If the dividend is paid at the end of the 

fiscal year, it is referred to as the final dividend. 

 

It is not mandatory for any company to pay out the dividends every year. If the 

company feels that instead of paying dividends, they are at an advantage by utilizing 

the same money to fund a new project, they can and must do so. 

 

Book Closure:  

Before we move on, let us understand a basic concept of the record date or book 

closure. 

 

A stock of a company changes hands on a daily basis as numerous investors are 

buying and selling daily. So, the company must have to decide who is eligible for the 

dividend, bonus, split, rights issue etc. (we will learn about all these in this chapter). As 

a result, the company declares the book closure date or a record date on which it will 

record all the shareholders. The company is authorized to pay dividends to all 

investors who are holding that stock on that specified date.  

 

To receive the dividend, you must have to keep the stock throughout the date of book 

closure. After declaring the dividend, a stock price may rise by the amount of the 

declared dividend. The price of the stock usually drops after the book closure date as 

buyers are no longer qualified to receive dividend after this date. 

 

 The following steps would help you understand the dividend cycle:  

 

1) Dividend Declaration Date:  

The company’s board approves the dividend issue. 

 

2) Record Date:  

This is the date on which the company reviews the shareholders register to list down 

all the qualified shareholders for the dividend. Typically the time between the dividend 

declaration date and record date is at least 30 days. 

 

3) Ex-Dividend Date:  

The ex-dividend date is usually set two business days before the record date. Only 

shareholders who own the shares before the ex-dividend date are eligible for the 

dividend. So if you wish to be entitled to the dividend, you must buy the shares before 

the ex-dividend date. 
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4) Dividend Pay-out Date:  

Day on which the dividends are paid out to stockholders. When the stock goes ex-

dividend, typically the stock price falls to the degree of dividends paid.  

 

Let us get more clarity with an example - Suppose a company declared a dividend of 

Rs.10, and they have announced the book closure date from 13th to 20th June 2015. 

Now you must buy the share at least two business days before the book closure date 

and hold till at least two days before the closing date to be eligible for the dividend.  

 

 

So if you were to buy shares on 11th June and hold till 19th June, you would be 

entitled to the dividend. But if you were to purchase shares even on 12th or any date 

after it, you will not be eligible for the dividend.  

 

Dividend yield 

 

The dividend yield of a share is the dividend per share divided by the price per share. 

It is typically expressed in percentage terms. For example, the dividend offered by 

stock A and stock B is Rs 5, this does not mean that the dividend yield of both the 

stocks is equal. You must look at the stock price. Like, if the stock A is trading at Rs20 

and stock B is trading at Rs 50, then the dividend yield will be 25% and 10% 

respectively. So, it will be wiser to go for stock A. 

 

Importance of dividend yield: 

 

● Let’s say if you are a safe investor who opts for risk-averse investments 

and look for a steady cash flow from an investment. Then you should go for 

high dividend yield large cap stocks. The price of high dividend yield large cap 

stocks doesn’t vary too much with the market fluctuations. So, these kinds of 

stocks are a safe bet for investors who are risk averse. 

● If you are an investor willing to take some calculated risk to achieve high 

gain from an investment. Don’t go for high dividend yield stocks, as high 

dividend yield stocks won’t provide an enormous capital appreciation. 

● If you invest in a company with high growth rate, then don’t anticipate a 

high dividend yield from those stocks. Because these companies reinvest their 

profit to maintain that high growth rate. 

 

 .2 Bonus Issue 

 

A bonus issue is a stock dividend, declared by a company to reward the shareholders. 

The bonus shares are issued out of the reserves of the company. In simple terms, these 

are free shares that the stockholders receive against the shares that they currently hold. 

These allocations typically come in a fixed ratio such as 1:1, 2:1, 3:1, etc. 
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For example, if the Nestle declares bonus in the ratio of 2:1 ratio, the existing 

shareholders, will get two additional shares for every one share they hold at no extra 

cost. So if you own 100 shares of Nestle, then you will be issued an additional 200 

shares, and your total holding will become 300 shares.  

 

Similar to the dividend issue there is a bonus announcement date, ex-bonus date, and 

record date. When a bonus issue is declared, the company also announces a record 

date. The record date is the date on which the bonus takes effect, and stockholders on 

that date are qualified to the bonus.  

 

 

After the declaration of the bonus but before the record date, the shares are called as 

cum-bonus. After the record date, when the bonus has been given, the shares are called 

ex-bonus. 

 

Following table will help you understand the concept better. Let us consider a bonus 

issue on different ratios – 1:1, 3:1 and 5:1. 

 

 

Bonus 

Issue 

Ratio 

No. of 

shares 

held 

before 

bonus 

Share 

price 

before 

Bonus 

issue 

Value of 

Investmen

t 

Number 

of shares 

held after 

Bonus 

Share 

price 

after 

Bonus 

issue 

Value of 

Investmen

t 

1:1 100  5  500 200 3 .5  500 

3:1 30 550 16,500 120 13 .5 16,500 

5:1 2000 15 30,000 12,000 2.5 30,00 

  

Companies issue bonus shares to encourage retail investors participation, particularly 

when the price per share of a company is very high, and it becomes difficult for retail 

investors to buy shares. By issuing bonus shares, the number of shares increases, but 

the price of each share decreases as shown in the table above. 

 

It is important to note that when the bonus shares are issued, only the number of shares 

the stockholder holds will increase but the overall value of an investment will remain the 

same. Bonus issue increases only the total shares of a company and not the value.  
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Suppose, originally the total share is ten lakhs. After the issue of 1:1 bonus, the number 

of shares increases up to 20 Lakhs. However, the total market value remains the same 

because the stock price corrects after the issue. As we can see in the above table, If 

previously any stock is trading at Rs-200, then after 1:1 bonus issue, the stock price will 

adjust to Rs-100. The price adjustment in the stock price occurs accordingly.  

 

Investing in any stock with only intention to benefit from bonus issue is not appropriate 

as we saw above price correction occurs after the bonus. It is an added benefit that the 

company is giving bonus shares. But you should never invest with this sole reason. 

 

 .3 – Stock Split 

 

It is as simple as cutting an eight-inch pizza into eight slices from four slices. When a 

stock split is declared by the company the number of shares increases but the 

investment value remains the same as the number of pieces in pizza is increased but 

the size of pizza is the same:) 

 

The stock is split with reference to its face value. For example, the Nestle’s face value 

is Rs.10, and there is a 1:1 stock split then the face value will change to Rs.5. If you had 

one share before the split, you would now own two shares of Nestle after the split.  

 

Following table will help you understand the concept better. 

 

Split 

Ratio 

Old 

Face 

Value 

No. of 

share

s 

befor

e split 

Price 

before 

split 

Investmen

t Value 

before 

split 

New 

Face 

Value 

No of 

share

s after 

split 

Price 

after 

split 

Investmen

t value 

after split 

1:1 10 100 900 90,000 5 200 450 90,000 

1:5 10 100 900 90,000 2 500 180 90,000 

  

Similar to bonus issue, stock split is typically to encourage more retail participation by 

reducing the price per share. 

 

Difference between stock split and bonus issue  

 

A bonus is a free additional share while a stock split is the same share split into two. 

Some companies accumulate its earnings in reserve funds instead of paying it to 

shareholders in the form of a dividend.  
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This accumulated reserve fund is then allotted to shareholders as bonus shares in 

proportion to their existing holding. So, shareholders can get bonus shares in 

compensation of dividend. 

 

But when a stock is split, for example, 10:1, from Rs 10 FV to Rs 1 FV, there would 

neither be an increase nor a decrease in the reserves of the company. In a bonus issue, 

one share of Rs 10 face value would get another share of the Rs.10 face value if the 

company goes for a 1:1 bonus. And in a stock split of 10:1, one Rs 10 FV share would 

be converted into ten Rs 1 FV shares. 

 

 .4 – Rights Issue 

 

One of the primary reasons for the rights issue is to raise new capital. However instead 

of going public, the company requests their existing stockholders. The rights issue can 

be considered as a second IPO but for only current stockholders. The rights issue could 

be a sign of a promising new development in the company. 

 

Why company issue rights? 

 

Companies offer rights issue to raise money from shareholders rather than borrowing 

from banks due to interest costs associated with debt. Shareholders also find it 

beneficial as they are getting shares at a discounted from the market price.  

 

Frequently it is misinterpreted that companies with weak cash flow offers rights issue. It 

is not always right. Companies do come with the rights issue to pay off their debt but 

even to carry out their expansion or to strengthen their balance sheets.  

 

The shareholders can subscribe to the rights issue in the proportion of their 

shareholding. For example, 1:4 rights issue means for every four shares a shareholder 

owns; he is eligible to 1 additional share. It is important to note that new shares under 

the rights issue will be issued at a lower price than the current markets price to attract 

the existing shareholders. 

 

The rights issue is different from bonus issue as one is paying money to acquire more 

shares. Therefore, the shareholder should subscribe only if he or she is convinced about 

the future of the company. 

 

 .5 Buyback of shares 

 

Before learning about buy back let’s learn in short what shareholder’s equity mean. 

 

Every corporation is owned by its shareholders, and the equity section of a company's 

balance sheet gives you a sense of what those shareholders own.  
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Equity is simply the difference between the company's assets (the things it owns) and 

its liabilities (its debts and obligations to others). In simple terms, if the company were 

to sell off all of its assets and pay off its liabilities, then equity would be what's left for 

the company's shareholders. 

 

Now, when a company buys back stock from the public, total shareholders' equity 

decreases. It's important to note that the remaining shareholders -- those who didn't sell 

their shares back to the company don't really "lose" anything when equity decreases 

through buybacks. 

 

 After a buyback, there is less equity in the company, but there are also fewer 

shareholders with a claim on that equity. In fact, by decreasing the supply of company 

stock available in the market, buybacks tend to increases share prices, which leaves 

the remaining shareholders with stock that's more valuable than before. 

 

A shares buyback is merely a balance sheet transaction, meaning that it doesn't affect 

the company's revenue or profits. A buyback can be understood as a method for the 

company to invest in himself by buying shares from existing shareholders. Buybacks 

decrease the number of shares in the market.  

 

If a company’s management believes their company's stock is currently trading below 

its intrinsic value, they may consider a buyback. That is, they may repurchase the 

currently undervalued shares, wait for the market to correct the undervaluation whereby 

prices increase to the intrinsic value of the equity, and reissue them at a profit. 

 

There could be many reasons why corporate choose to buy back shares: 

● Improve the profitability per share 

● To increase their stake in the business 

● To prevent other companies from taking over 

● To show the confidence of the promoters about their company 

 

When a company announces a buyback, it signals the company’s confidence in itself. 

Hence, this is typically a positive for the share price. 

 


