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1. INTRODUCTION

# Sources of Long-term Financing

! Equity

! Debt 

! Hybrid 

! Bank loans, and venture capital (not included)

# Issuing New Securities

! Reasons

" IPO (Initial Public Offering)1: Company issues equity for

the first time.

" Finance projects: Company issues additional equity.

! Procedures

! Role of investment banks

! Price effects of new equity issue
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2. TYPES OF SECURITIES

Equity, Debt, Hybrid, Bank Loans, and venture capital

2.0 TERMINOLOGY 

!! Par Value: a # assigned to stock for no good reason, usually
$1.

!! Common Stock: $ value of original equity offer

! Additional Paid-in Capital: Value of additional equity raised.

!! Book Value: Common Stock + Additional Paid-in Capital +
Retained Earnings

!! Shareholders' Voting Rights

Q Voting: usually one share one vote

Q Proxy Voting

through management

Other shareholders (proxy fight)

!! Other Rights: Preemptive Rights

Sometimes companies have a preemptive right contained in the
firm's articles of incorporation. This gives existing shareholders
priority in buying new equity issues.
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!! Classes of Stock2

A different class is usually issued with no voting rights.
Thus, equity is issued without dilution.
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3. COMMON STOCK AS A SOURCE OF

FUNDS

## Advantages (

! No burden of committing CFs in the future, as compared to
bonds or preferred stock.

! If company believes that its current stock price is over-valued
(high), then it can issue fewer shares to raise the needed
capital.
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