Sources Of Long-Term Finance
http://www.youtube.com/watch?v=VJ8x_H_fbJ8
Types of Capital







Equity Capital:
· Owners of the business.
· Enjoy residual profits after having paid the preference share holders and creditors.

· Liability is restricted to amount of share capital contributed by them.

· Cost of equity capital is higher than other capital.
· Equity dividends are non tax deductible expenses

· Enjoy voting rights 

Preference Share Capital:

· Fixed rate of dividend.

· In the event of liquidation preference share holders have preference over equity share holders.

· Preference share holders has the option to redeem the shares prior to maturity date and at a certain price.

· Preference dividends are non tax deductible expenses

· Do not enjoy voting rights 

Cumulative Preference shares:

· In case of cumulative preference shares dividends are paid on cumulative basis  i.e. the company has to make the payment of arrears of Preference dividends before declaring the equity dividends
Non Cumulative Preference shares: 

· In case of non cumulative preference shares dividends are not paid on cumulative basis  

Redeemable Preference shares:

· Redeemable preference shares will be redeemed after a given maturity period. 

Irredeemable Preference shares:  (Perpetual preference shares)

· Irredeemable preference shares will Remain with the company for ever

. 

Convertible Preference shares: 

· After a specific period of time these shares are converted into equity shares.

Non Convertible Preference shares: 

· These shares remain as preference shares for ever.

Participating Preference shares: 

· These share holders has the right to participate in surplus profits of the company.

Non Participating Preference shares: 

· These share holders do not have the right to participate in surplus profits of the company.

Debenture Capital:

· Marketable legal contract 

· Company promises to pay its owner, a specified rate of interest for a defined period of time and to repay the principal at the specified date of maturity.
· Usually secured by a charge on the immovable properties of the company 
· If company issues debentures with a maturity period of more than 18 months, then it has to create a debenture redemption reserve, which should be at least half of the issue amount before the redemption commences.
· Company can attach call and put option 

· Call option - - - company can redeem the debentures at a certain price before the maturity date

· Put option - - - Allows the debenture holder to surrender the debentures at a certain price before the maturity date

Non Convertible Debentures (NCDs):

· These debentures cannot be converted into equity shares and will b redeemed at the end of the maturity period.

Fully Convertible Debentures (FCDs):

· These debentures will be converted into equity shares after a specific period of time at one stroke or in installments. 
· These debentures do not carry any interest till the date of conversion.
· FCD’s attract the investors 
Partly Convertible Debentures (PCDs):

· These are debentures, a portion of which will be converted into equity share capital after a specified period, where as non convertible portion of the PCD will be redeemed as per the terms of the issue after the maturity period.
Secured Premium Notes (SPNs):

· Kind of NCD with an attached warrant 

· Recently Started appearing in the Indian capital market 

· Introduced by TISCO

· Each SPN is of Rs.300 face value

· No interest will be paid during first 3 years after allotment

· Subsequently SPN will be repaid in 4 equal installments of Rs.75 together with an equal mount of Rs.75 with each installment.

· This additional Rs.75 is considered as interest or premium on redemption based on the tax planning of the investor

· The warrant attached to SPN gives the holder a right to apply for an get allotment of 1 equity share for Rs.100 per share through cash payment

· This right has to be exercised between one and one-and-half year after allotment, by which time the SPN will e fully paid up.

Issue of securities: 
A firm can raise capital from the primary market by issuing securities in the following ways.




 



 





Term Loans:
· Major sources of debt finance for long term project.

· Repayable – more than 1 year but less than 10 years

· These loans are offered by IDBI, ICICI etc

· Interest on these loans will be fixed

· Term loans can be either in rupee of foreign currency.

· Secured through first mortgage or by way of depositing title deeds of immovable properties or hypothecation of movable properties.

· Major advantage is its post tax cost, which is lower than the equity/preference capital and there will be no dilution of control.
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Fully Convertible Debentures





Brought out Deals - BOD





Private Placement





EURO Issue





Rights Issue





Public Issue	





Shares are offered to the sponsor / merchant banker, who in turn off loads the shares at the appropriate time





Direct sale by public ltd or private ltd to ltd number of sophisticated investors like UTI, LIC, GIC, State Finance Corporation & Pensions & insurance funds. Advantages are


Easy access to any company, Lower issue cost, access to funds is faster.














Raising additional finance from existing members by offering securities on prorata basis.


Send a letter of offer & how it ill utilize such amount





Method of raising capital & involves raising of funds from public. Companies issue securities to the public in the primary market and these securities are traded in the secondary market.














The instruments which the company can issue are GDRs, ECBs, FCCBs. These instruments are issued abroad and listed and traded on a foreign stock exchange. 











Appointment of lead manager: Before making a public issue of securities the firm should appoint SEBI registered Category – I merchant banker to manage the issue. 	





Appointment of Intermediaries: Like underwriters, registrar, bankers, brokers etc.


Cost of public issue ranges between 12 – 15% and can go upto 20 % in bad conditions 


	





Preparation of Prospectus: The Lead manager is responsible for the preparation of the prospectus. Prospectus contains information about company, Promoters, Objectives.

















