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ABSTRACT

For India's financial ecosystem to run smoothly and develop, commercial management of the
capital markets must include a wide range of strategic tasks. Finding one's way through the
maze of Indian market regulations, investment techniques, and financial transactions is the
meat and potatoes of the job. In India's capital markets, innovation, investor confidence, and
long-term development are all greatly aided by competent commercial management.
Commercial managers have a significant impact on the future of India’s financial environment
via their adoption of best practices in areas such as market research, client interaction,
regulatory compliance, risk management, and more. Investigated in this paper are the complex
dynamics of commercial management in India's capital markets. When it comes to a country's
economic growth, capital markets are crucial since they allow for the effective distribution of
funds. Making sure these marketplaces stay stable, flourish, and stay true to themselves
requires an understanding of the intricacies of commercial management in this setting. To
examine several facets of commercial management in India's capital markets, the research takes
a holistic approach, combining qualitative and quantitative approaches. Investment tactics, risk
management procedures, the regulatory framework, and the market infrastructure are all

examined, along with new developments that are influencing the scene.

KEYWORDS: Commercial Management, Capital Markets, financial ecosystem, financial

transactions, commercial management.

INTRODUCTION expansion to weather future contractions,

. ) ] particularly those with variable cash flow
Companies have had to deal with capital ]
sources that rack up more debt during
structure problems for over 40 years. ) _
) ) economic downturns. Both returning
Companies have had trouble accumulating ) )
S ] ) ) surplus cash to shareholders and investing
adequate liquidity during times of credit ] _ - o
it, and taking on additional debt or raising
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money via stock offerings, are viable
choices for CFOs to consider when
managing company balance sheets. Experts
and practitioners alike have found it
challenging to determine the best debt-to-
equity ratio at which a firm could operate
and invest. While many companies
maintain sizable cash reserves and weigh
their alternatives, others choose debt due to
the common tax advantage of interest.
When choosing on a capital structure,
businesses confront perhaps the most
crucial choice in their whole financial basis.
Methods of financing assets are a primary
determinant of the ownership structure and
corporate governance practices of publicly

listed organizations.

For over 40 years, businesses have
struggled with issues related to their
financial structure. Companies, particularly
those with unstable cash flow sources and a
propensity to take on additional debt during
economic downturns, have historically had
a hard time amassing sufficient liquidity
during times of credit boom to weather
subsequent contractions. To finance new
projects, CFOs must constantly weigh the
pros and cons of increasing debt against
raising money from shareholders, as well as
the merits of reinvesting any cash excess vs
returning it to shareholders. It has been

difficult for both academics and business
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owners to zero in on the optimal debt-to-
equity ratio for a company's operations and
investments. Some businesses choose debt
because of the common tax advantage of
interest, while others keep significant cash
reserves and assess their choices.
Businesses confront possibly the most
important decision in their whole financial
foundation when choosing on a capital
structure. The ownership structure and the
norms of governance of publicly listed
firms are based on the methods through
which the companies get funding for their

operations.

CAPITAL STRUCTURE

Debenture, preference share capital, and
equity capital including reserves and
surplus are all examples of long-term
financing that make up a company's capital
structure. Despite any similarities in their
nature, activities, etc., no two businesses
can have the same capital structure, and the
same capital structure won't work for the
same business in every situation. Asset
financing is a critical issue for every
company, and a good rule of thumb is to use
a combination of loan and equity. To
maximize the return on its shareholders'
equity, businesses often resort to long-term
fixed interest loans. The capital structure of
a company is one of the most important

decisions it will ever make. The stakes are
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high not just because of the requirement to
maximize profits, but also because of the
effect that a choice like this may have on an
organization's ability to navigate the

competitive landscape.

Where total cost of capital is minimized and
company value is maximized, an optimal
capital structure has been achieved. A
company's financial structure should strike
a healthy balance between debt and equity
funding. If not, it may have trouble
attracting investment in the future, which
might hamper its ability to finance growth
initiatives. However, in practice, designing
and achieving a perfect capital structure for
a business is quite challenging. Capital
structure rules vary considerably not just
across sectors but even between enterprises
within the same industry. When two
otherwise identical businesses have
different decision-makers, their capital
structures may vary. Capital structure is
determined by a variety of characteristics
that are not always predictable by standard
theories since they are psychological,
complex, and qualitative in nature.
Therefore, determining the optimal capital
structure requires not only academic
grounding but also actual knowledge and

experiences.

Importance Of Capital Structure
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Debentures, preference shares, and
common stock are all examples of long-
term financing options that make up what is
known as a company's “capital structure.”
Asset financing is a critical issue for every
company, and it's important to strike a
balance between debt and equity funding
while doing so. Financial leverage, often
known as trading on equity, is the practice
of using equity shares in conjunction with
long-term fixed-interest bearing debt or
preference share capital. A company will
utilize long-term, fixed-interest debt to
boost its return on equity if it can generate
profits in excess of the interest it pays on the
loan. Although capital structure cannot
change a company's overall profit, it may
change the proportion of profit that goes to

equity investors.

Optimal capital structures are those that
reduce the weighted average cost of capital
and maximize company value via the
allocation of debt, preferred stock, and
common equity. To rephrase, the debt
equity ratio is a common metric used to
describe the mix of debt and equity that
makes up a company's capital structure.
Since it will affect the company's
performance for the foreseeable future, the
CFO must give careful consideration to the
capital structure design. The chief financial

officer's focus is on the optimal capital
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structure or leverage for the company. The
dilemma facing the management is whether
or not to incorporate or grow debt in the
current capital structure, since the choice
would influence the risk and value of the

organization.
Features of an Ideal Capital Structure

With the use of basic rules of thumb,
management can determine what kind of
capital structure will work best for the
organization. Following are some rules to
consider while deciding on a capital

structure:

Maximize return and Minimize Cost

This concept states that the optimal capital
structure is one that maximizes profits per
share while minimizing the cost of
borrowing. Payments to capital providers
raise the cost of capital because of the
interest rate at which they must be paid and
the tax treatment of these payments. When
the mix of debt and equity yields the highest
possible return for equity investors, we say
that the firm has the optimal capital
structure. For maximum wealth creation, a
company's capital structure should provide
the lowest possible costs of capital.

Risk principle
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There has to be a mix of equity and debt
instruments in the capital structure. This is
crucial in order to lessen the danger of
borrowing money. The risk principle
discourages the use of fixed income bearing
instruments in favor of ordinary stock for
funding the corporation's capital needs.
Investment security should be guaranteed
by a robust capital structure. The company's
financial framework should be set in a way
that ensures it can weather temporary dips

in revenue.

Control principle

The financial manager is responsible for
ensuring the company's capital structure is
optimal while also protecting the residual
owners' ability to exert influence. Preferred
stock and bonds may be used to fund
expansion without giving up voting rights.
A corporation's equity owners' voting
power should not be weakened by its capital
structure. Therefore, issuers of convertible
debentures need to exercise extreme

prudence.

Flexibility principle

The ability to increase or decrease capital
should be facilitated by a well-designed
capital structure. When cash flow is low,
the firm should be able to raise additional

money, and when it's flush with cash, it
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should be able to pay down all of its
obligations. A company's financial
structure has to be flexible. It has to be
updated often to reflect the realities of the
market. If there are extra cash available, the
business may use them to minimize its debt
and interest payments. According to the
flexibility principle, management should
work toward generating combinations of
securities that make it simpler for
management to manipulate sources of
money in response to significant shifts in
the requirement for funds. Not only does
the company have more options for
gathering the necessary finances, but it also
has more leverage in negotiations with the

source of those funds.

Timing principle

The timing of a financial investment is
crucial, especially for a developing
business. The firm hopes that adhering to
the idea of maneuverability in selecting the
kinds of financing would allow it to capture
market opportunities while keeping the cost
of borrowing cash to a minimum. The need
for various securities goes up and down
with the economy. It is much simpler to sell
equities shares when the economy is
booming, businesses are expanding, and
investors have a strong desire to invest.

However, during economic downturns,
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bond issuance is warranted because
investors are understandably wary of
putting their money into equities, which are
inherently risky. The specifics of such a
framework would change from business to
business based on factors like the scope and
scale of activities, the diversity of funding
sources, the effectiveness of management,
etc. A company's financial plan has to be
driven by a defined purpose. Maximizing
shareholder wealth or return to shareholders

are both possible goals.

Guidelines for Capital Structure

Planning

Capital structure choices are challenging
because of the various trade offs that must
be made. Some businesses operate without
a well-thought-out capital structure because
they lack a policy of decision-making.
While these businesses may enjoy initial
success, they often struggle to get enough
funding to sustain their operations and often
waste valuable resources. Therefore, the
finance manager's job description should
include the planning of an optimum capital
structure that optimizes the market value of
the firm. While external factors certainly
have a part in shaping a company's financial
structure, the decision-maker's expertise is
essential. The judgment of various

decision-makers might cause otherwise
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comparable businesses to have vastly
diverse capital structures. An optimal
capital structure, one that serves the firm
well, is something the board of directors
should work on. Although the interests of
equity shareholders—the company's true
owners and the source of its risk capital—
should take precedence when deciding on
the firm's capital structure, the concerns of
other stakeholders cannot be ignored. The
following criteria should be used to

determine the company's capital structure:

Avail the Tax Advantage of Debt

Financial theorists and practitioners are in
agreement that interest paid on debt is an
expense that may be deducted from taxable
income. Since no similar tax break is
available on the payment of dividends, the
corporation is incentivized to raise
additional money via the market. Therefore,
most businesses would rather have debt
than equity. The company's stock price rises
as a result of a lower tax bill. The impact of
tax advantage on capital structure may also
be inferred from a review of the relevant

literature.

Level of Control

The equity shareholders have more say in
corporate  matters  than  preference

shareholders or debt holders since they
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really control the business. Debt financing
is essential for a growing business that
needs money for development and growth.
Existing shareholders' rights will be diluted
if a corporation raises extra capital by
issuing new shares of stock. Therefore, no
management is going to risk diluting its
voting rights by raising capital through
shares. Debentures are issued for this
purpose of maintaining management of the

firm.

Resort to Timing prudently

Though they may not always agree,

financial professionals generally
acknowledge that the market is not always
favorable for raising cash from either stock
or debt sources, despite the fact that there
may be projections about when such times
occur. The corporation may prefer issuing
debt if it believes that equity stock prices
are low, or it may prefer issuing equity if it
believes that equity prices are high. As a
result, making sound financial choices

necessitates monitoring market trends.

Financial Leverage or Trading on Equity

Using equity capital and debt capital
together at a discount is what is meant by
financial leverage or trading on equity. It's
the gain the business experiences as a result

of having both debt and preferred capital on
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its books. The dividend paid on preferred
capital and the interest rate on borrowed
capital are both expected to be lower than
the total rate of return in the firm since they
are considered to be cheaper sources of
financing than stock. Therefore, the best
mix of debt and preference capital in its

capital structure benefits equity owners.

Assurance of Reasonable Exposure of
Total Risk

It is the responsibility of the company's
management to ensure that the business and
financial risks taken on by the equity
owners do not exceed acceptable levels.
Leverage is one of the primary causes of
financial risk. When a firm relies heavily on
debt as part of its financial strategy, it
increases the danger of running into
financial trouble or even going bankrupt
due to the heavy weight of its fixed
financial commitments. The stock investors
bear the risk associated with these
commitments. Therefore, financial
managers should organize in a way that

reduces costs and risks.

Cost of Capital

A company's cost of capital is the sum total
of all the money spent on the different
forms of capital it uses. It is the lowest

possible rate of return that investors will
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accept for their money. Capital structure
choices are heavily influenced by the cost
of capital due to the correlation between it
and the value of the firm. A company's goal
should be to maximize shareholder value by
using a mix of stock and debt that keeps its
cost of capital as low as possible.

Size and Operations of Company

The capital structure of a corporation must
be tailored to its size and business model.
Businesses in the service industry may have
a unique financial structure compared to
traditional factories. Companies with
consistent revenue may choose for more
debt, whereas those with erratic revenue
streams must seek money via stock and
preference capital. When it comes to
financing, small businesses may go to
banks, financial institutions, and excess
earnings, whereas large corporations are
more likely to issue shares, debentures, and
other forms of equity financing. Since
larger companies tend to have more diverse
holdings, size may be seen as a
countervailing proxy for the likelihood of
default and the expenses associated with it,
and hence should be positively correlated
with debt. Total capitalization expands as

size increases.

Norms of Lenders
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Companies' primary funding sources, banks
and  financial  organizations, have
established guidelines for how they should
be used. They are more likely to provide
credit to businesses that have substantial
amounts of liquid assets rather than
intangible ones. Therefore, if a firm has
physical assets, it may obtain capital via
loans and other external sources, whereas if
it has fewer intangible assets, it may have to
rely on equity as its primary source of
financing. Therefore, a corporation's capital
structure is heavily influenced by its asset

structure.

Capital market condition

Capital market circumstances in that nation
will have an impact on the company's
capital structure. Shares of any corporation
are sensitive to the state of the capital
markets. Debentures and loans make up the
bulk of a company's capital structure when
the stock market is down, whereas equity
shares make up the most of the capital

raised during economic booms.

Finance proactively not reactively

According to Warren Buffet, financial
managers should "finance proactively,
rather than reactively," which implies they
should seek funding opportunities rather

than wait for them to arise. Smart
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movements on the financial and investment
sides of the firm do not always coincide
with one another. No one can see into the
future and know what interest rates will be.
Therefore, one should borrow money while
market circumstances are favorable and
look for investment possibilities when the

debt market becomes unfavorable.
Growth rate

Companies with rapid expansion tend to
depend more on long-term financing from
investors. Companies with a rapid pace of
expansion require more capital. Companies
are more likely to rely on debt financing
during expansion since the flotation cost of
issuing stock is greater than the issuing cost
of debt. At the same time, these businesses
are hesitant to employ a lot of debt in their
capital structure because of the risk

involved.

Period of Financing

The time frame during which the firm will
be seeking capital is an important
consideration in financial planning. Short-
term funding needs may be met by
obtaining a loan from a bank or other
lending institution, while long-term
financing should come through the sale of

stock or preference shares.

Sales stabilit
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High debt is manageable for a corporation
with consistent revenue, as constant
revenue allows for consistent interest
payments throughout the year. However, a
firm whose revenue is very unpredictable
should avoid increasing its capital
structure's exposure to debt. Utility firms
enjoying consistent customer demand may
safely take on more debt than their

manufacturing counterparts.

Profitability

Debt capital is inversely related to
profitability. Multiple studies have shown
that organizations with higher profits
employ a lower proportion of debt in their
capital structure. A greater rate of return
allows a business to meet its own financial

obligations via earnings.

Management Attitude

The outlook of management is also crucial
to capital structure choices. Capital
structure decisions are made based on each
management team's unique set of
experiences. Conservative management
prefers a lower debt-to-equity ratio than the
more aggressive management styles, which

favor using debt to boost profitability.

Internal condition of company
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The capital structure of a firm may be
affected by factors both within and external
to the business. The rising future profits of
the firm are not represented in the stock
price since investors do not know about
them due to asymmetric information in the
company. Debt is now the preferred method
of financing, and once profits are realized
in the stock price, debt is paid off and equity

capital is issued.

Government policies

Government policy also has a role in
influencing capital structure choices.
Financial choices are heavily influenced by
legal constraints imposed by regulatory
authorities like SEBI, IRDA, and RBI.
Financial institutions are restricted to
issuing only share capital and not other
forms of security. The same holds true for
the debt-to-equity ratio. When seeking
investment, no firm may surpass this
percentage. The issuance of shares and
debentures are governed by rules issued by
SEBI.

Issue innovative securities

Financial managers are able to take
advantage of the market's novel securities
by investing in them. Managers may
acquire low-risk funding from the public

because of their increased familiarity with
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recent financial innovations. If a security
shifts risk from people who are less able to
carry it to those who are more able to take
it, it may increase the firm's value. Investors
might be encouraged to put money into
novel financial products by shareholders or

finance managers.

Capital Structure of Other Companies

When selecting a company's capital
structure, it's important to consider the
structures of similar businesses. For the
simple reason that, under similar
conditions, businesses in the same sector
tend to adopt very similar capital structure
patterns. In addition, SEBI has established
varying debt-to-equity ratios for certain
sectors. As a result, businesses must weigh
these debt ratio standards when making
decisions about their financing strategies.

CONCLUSION

Capital structure impacts of the Global
Financial Crisis have been studied
extensively in emerging nations. In India,
hardly many research have been conducted
on this topic. However, there have been
scant systematic efforts to evaluate how
firm-specific and dividend policy variables
affect India's private sector. Therefore, this
study has attempted to ascertain the effects

of the Global Financial Crisis on the Indian
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corporate sector by taking these crucial

factors into account.

Because there is little consistency in the
combination of variables used to describe
the determinants of capital structure by
different scholars, the capital structure
analysis has been crucial. Despite decades
of research, there was surprisingly little
consensus on even the most basic empirical
facts. It is also helpful to outline the key
variables that should be considered while
evaluating the capital structure. The capital
structure of any country is affected by a
variety of factors. This is owing to the fact
that many countries' political, legal, and
economic situations are unique. Therefore,
the emerging economies have been
influenced by different trends than the
developed economies.
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