
“Neither a borrower nor a lender be”

Someone who obviously hated this part of corporate 
finance
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Net Debt 27.87% 74.65% 30.86% 60.04% -2.80% -8.34% 23.01% 19.66% -2.35% 47.66% 32.61% 55.72% 41.55%
Equity Issuances 17.80% 50.93% 64.89% 20.32% 27.50% 6.94% 15.59% 5.38% 14.63% 10.15% 51.62% 25.87% 20.63%

Retained Earnings 54.32% -25.58% 4.25% 19.64% 75.30% 101.40% 61.41% 74.96% 87.72% 42.19% 15.76% 18.40% 37.82%
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§ In broad terms, borrowing can come from banks/lenders or 
from issuing corporate bonds. 

§ In the United States, companies have had more access to 
corporate bonds than companies in other markets. 
§ That access which initially started for larger companies expanded 

to cover smaller ones.
§ In the 1980s, Mike Milken opened up the bond market to issuers 

who had below investment grade ratings with the junk bond 
market.

§ In the last two or three decades, bond markets have opened up 
for companies in the rest of the world as well.

§ As a borrower, with a choice of issuing corporate bonds or 
raising bank loans, why might you pick one over the other?
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§ The transitions that we see at firms – from fully owned private 
businesses to venture capital, from private to public and 
subsequent seasoned offerings are all motivated primarily by 
the need for capital. 

§ In each transition, though, there are costs incurred by the 
existing owners:
§ When venture capitalists enter the firm, they will demand their 

fair share and more of the ownership of  the firm to provide equity.
§ When a firm decides to go public, it has to trade off the greater 

access to capital markets against the increased disclosure 
requirements (that emanate from being publicly lists), loss of 
control and the transactions costs of going public.

§ When making seasoned offerings, firms have to consider issuance 
costs while managing their relations with equity research analysts 
and rat
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§ The simplest measure of how much debt and equity a firm is 
using currently is to look at the proportion of debt in the total 
financing. This ratio is called the debt to capital ratio:

Debt to Capital Ratio = Debt / (Debt + Equity)

§ Debt: Debt includes all interest-bearing liabilities, short 
term as well as long term. It should also include other 
commitments that meet the criteria for debt: contractually 
pre-set payments that have to be made, no matter what the 
firm’s financial standing.

§ Equity can be defined either in accounting terms (as book 
value of equity) or in market value terms (based upon the 
current price). The resulting debt ratios can be very different.
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