
Week 1 – Raising capital: Equity 

 What is corporate finance about and what is its objective? 

Corporate finance is about corporate decisions(investment; financing; payout) that have financial 

implications or affect the finances of a business. 

Its objective is to maximize the long-term value of a firm with a narrower objective to maximize 

shareholders’ wealth. 

 How do firms finance a new investment project? 

Internal funds – retained earnings, cash 

External funds – debt or equity 

 What is pecking order perspective and how can we explain that pattern? 

Most public firms tend to finance their projects first with retained earnings, then with debt, and only 

finally with equity. 

It is because of the information asymmetry. It is supposed that managers have more information 

about the firms than outside investors and managers prefer to issue equity when it is overvalued. 

Investors tend to sell the stocks and stock prices declines at equity issue announcement. Thus, 

managers avoid issuing equity. 

 Make distinction between equity and debt 

Debt Equity 

Fixed claim Residual claim 

Tax deductible Non-tax deductible 

High priority in financial trouble Lowest priority in financial trouble 

Fixed maturity Infinite  

No management control Management control 

 How can firms raise equity capital? Distinguish IPOs and SEOs 

1. Private equity 

 Angel finance – informal market for direct equity finance provided by a small number of high 

net worth individuals 

 Venture capital – an active financial intermediary providing financing to early-stage and 

high-potential start-up companies mainly in high tech industries; organizes and manages 

funds mostly raised from investors(e.g. pension funds, endowments/foundations); typically 

staged financing; significant control over company’s decisions 

 Exit strategies – trade sale or IPO 



2. Public equity 

 Initial public offering(IPOs) – the process by which a firm sells equity to the public for the 

first time; contains both primary and secondary offerings 

 Seasoned equity offerings(SEOs) – the sale of shares in an already publicly traded company; 

alternatives: general offers, placements, rights issues, dividend reinvestment plans 

Unlisted firms Listed firms 

Private equity financing 

Angel finance 

Venture capital 

Initial public offering 

Listing shares for the first 

time 

Private placement 

To small group of investors 

Rights issue 

To existing shareholders 

Dividend reinvestment plan 

To existing shareholders (offered to reinvest 
dividend to apply for new shares. 

 What are the advantages and disadvantages of going public? 

Advantages Disadvantages 

1. Access to additional capital 

2. Allow venture capitalists to cash out 

3. Current stockholders can diversify 

4. Liquidity is increased 

5. Going public establishes firm value 

6. Makes it more feasible to use stock as 

employee incentives 

7. Increases customer recognition 

1. IPO creates substantial fees – Legal, 

accounting, investment banking fees are often 

10% of funds raised in the offering  

2. Greater degree of disclosure and scrutiny 

3. Dilution of control of existing owners  

4. Special “deals” to insiders will be more difficult 

to undertake 

5. Managing investor relations is time-consuming 

 What is a general procedure of an IPO and how to set an IPO offer price? 

1. Procedures 

Step1. Appointment of an underwriter and other advisers 

Step2. Undertakes the due diligence process and prepare the preliminary prospectus 

Step3. Institutional marketing program commences (including IPO road shows) 

Step4. Exposure period: lodge the final prospectus with the Australian Securities and Investment 

Commission (ASIC) and lodge listing application with ASX 

Step5. Marketing and offer period 

Step6. Offer closes, shares allocated, trading commences 

 


