CHAPTER - 9

ppﬁnulpmcummmt&mgeufmm

Factors Affecting:

» Nature of business (manufacturing firm needs more)
# Scale of operations (higher scale needs more)

# Business cycle (during boom, needs more)

# Seasonal factors{during season, needs more)

» Production cycle (longer cycle needs more)

» Credit allowed (liberal credit policy needs more)

» Credit availed (liberal credit availed needs less)

® Operating efficiency (efficient firm needs less)

# Availability of raw material (In case of scarce resources, needs more)
» Growth prospects (more growth potential needs more)
® Level of competition (more competition needs more)

» Inflation (during inflation needs more)

Factors Affecting:

# Nature of business (manufacture needs more)

® Scale of operations (larger organization needs more)

# Choice of technique (capital intensive needs more)

# Technology upgradation (industry with upgrading
technology needs more)

& Growth prospects (higher growth prospects need more)

# Diversification (diversified firm needs more)

# Financing alternatives (if market has leasing options, then
needed less) =

# Level of collaboration (collaborated firm needs less.) E.

o

Helps in mobilization of financial resources at a lower cost
and development of these in the most profitable activities.

Factor Affecting choice of Capital Structure:
# Cash flow position
# Interest coverage ratio = (high ratio, low risk)

Non cash expenses / Preference Dividend + Interest+ Repayment obligation
(high ratio, more debt)

# Return on Investment (high return, more equity)

# Cost of debt (low cost, more debt)

» Tax rate (high tax rate, more debt)

# Cost of equity (as debt and risk increases, cost increases)

» Floatation costs (less in case of debt)

» Risk consideration (low risk, more debt)

@ Flexibility (if already high debt, more debt not possible)

» Control (more equity, less control over management)

o Regulatory frame work (legal requirements)

# Stock market conditions

® Capital structure of other companies.

# Debt service coverage Ratio = Profits after tax + Deprediation+ Interest + Depredation+

# Profit maximization (maximize returns to shareholders)
» Wealth maximization (maximize market price of the shares)
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 State of capital market (whether boom or
depression)
#Prepares for future challenges. B
sHelps in avoiding business |® To ensure availability of
shocks and surprises. funds whenever required
sHelps in coordination. » To see that the firm does
=Helps to eliminate wasteful efforts. not raise finance
sFacilitates financial control. unnecessarily




