
EQUITY FUNDING

Companies seek equity financing from investors to finance short or long-term needs by selling an ownership stake in the
form of shares.

Other venture capital firms deal only with second-stage financing for expansion purposes or bridge financing
where they supply capital for growth until the company goes public. Here we also discuss the types of Equity
Financing along with practical examples. Special Considerations: How Equity Financing Is Regulated The
equity-financing process is governed by rules imposed by a local or national securities authority in most
jurisdictions. They will see each of their dollars "leveraging" a lot more dollars from lenders. Equity financing
is the process of raising capital through the sale of shares. Venture capitalists usually invest in a business at its
nascent stage and then eventually exit the investment converting the business into a public company by
placing the shares on sale at a securities exchange through the process of Initial Public Offering IPO.
Debt-Equity Ratio If the company also used debt as a way of financing its activities, the lender's perspective
also plays a role. They usually set stringent policies and standards about what types of companies they will
consider for investments, based on industries, technical areas, development stages, and capital requirements.
On the other hand, a small company does not have adequate turnover, cash flow or physical assets to provide
as collateral during its early stages. Equity financing is heavily regulated by national and local government.
Key Takeaways Companies seek equity financing because they might have a short-term need for funds or they
might need to finance a long-term growth strategy. Venture capital is one of the more popular forms of equity
financing used to finance high-risk, high-return businesses. However, such corporations are usually more
interested in gaining access to new markets and technology through their investments than in strictly realizing
financial gains. As a result, formal venture capital is not available to a large percentage of small businesses.
Based on the company's share price, a portion of the company is sold to the new investors. Since the entire
investment is his own, he owns all the shares in the business initially. Relevance and Uses The fund raised
through equity financing is one of the most popular methods of financing utilized by a company because the
fund can be generated by the business internally or be raised from externally through IPO, venture capitalist,
angel investors etc. Many individual venture capitalists, also known as angels, prefer to invest in industries
that are familiar to them. Entrepreneurs interested in obtaining equity financing must prepare a formal
business plan, including complete financial projections. Set clear expectations i. Investment banking firms
traditionally provide expansion capital by selling a company's stock to public and private equity investors.
Debt financiers seek security; they usually require some kind of track record before they will make a loan.
There are also many "hybrid" forms of financing available that combine features of debt and equity financing.
See also:. Equity funds are also cheaper -- they're a way to avoid the often higher transaction costs and lower
liquidity associated with trading individual stocks. Cash obtained by incurring debt is the second major source
of funding. Here are a few reasons to consider this type of financing: You have a business model with the
ability to scale profits quickly with the infusion of capital investment You are willing to offer equity in your
business to a future investor in return for capital You are willing to give the investor a seat at the
decision-making table You see the advantage of a potentially more experienced voice in helping guide your
company Pros to Equity Financing Unlike traditional bank financing, equity investment is not subject to
regular payments. On the other hand, private venture capital partnerships and industrial venture capitalists like
to invest primarily in technology-related industries, especially applications of existing technology such as
computer-related communications, electronics, genetic engineering, and medical or health-related fields.
Under the provisions of bankruptcy law, creditors are first in line when a business fails and owners including
investors come last and are therefore at a higher risk. For these reasons the potential outside investor is very
interested in the owner's personal exposure in the first placeâ€”and the exposure of other investors
secondarily. Equity investments made by large corporations may take the form of a complete sale, a partial
purchase, a joint venture, or a licensing agreement. Recommended Articles This has been a guide to what is
Equity Financing, its definition, and meaning. Only take funds from people who you know would be fine if
they were never repaid. Make sure your agreement is clear. At that time, the business owner either takes the
company public, repurchases the investor's stock, merges with another firm, or in some circumstances,
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liquidates the business. Venture capitalists usually invest in businesses of every kind. Venture capital firms
often invest in new and young companies. You can learn more about Corporate Finance from the following
articles â€”. The more the owner has invested personally, the more motive he or she has to make the business
succeed. Share issues are often structured so that a single owner or group of owners have control of the
company.


