Types of Long Term Debt
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BONDS ~ LOAN STOCK ~ DEBENTURES
· Document issued by the Company containing an Acknowledgement of Indebtedness
· Usually involves a Charge on the Assets of the Company (floating or a specified Asset)

· Has a stated rate of interest / repayment schedule / stated covenants ( covenants are effectively ‘restrictions’ on Company & can be in respect of further borrowing; disposal of assets; payment of dividends; maintenance of certain working capital AMEY
	Debentures can be secured or unsecured although it is usual to refer to :

a secured bond as a ‘Debenture’
an unsecured bond as ‘Loan Stock’


· Warrants give the Holder the Right to Subscribe at Fixed Future Dates for Ordinary Shares in the Company at a Predetermined Price ~ the Loan Stock is held until Redemption Convertible Loan Stock
· Different from a Conversion Right where Loan Stock is given up on Conversion
MEZZANINE FINANCE & JUNK BONDS 
· Combines features of both Debt & Equity
· Popular for management buy-outs / leverage acq’s / financing capital intensive projects
· Tends to be used when Compant has used all the bank borrowing & doews not have access to further equity.
· Usually high risk as normally unsecured but also potentially high return by offering Equity to Investor & high interest rates if venture is successful
· Can be issued by Companies with poor credit rating

DEEP DISCOUNT OR ZERO COUPON BONDS
· Coupon (interest) rate well below market rate (if not ZERO) at Time of Issue

· Yield to Redemption usually high (ie buy for £60 & get back £100 in 5 years)

· Good for investors who don’t need regular cash flow / returns.

BANK & INSTITUTIONAL BORROWING
· Company can lend directly from the bank

· No Tradeable Security Issued

· Generally > 10 years

· Interest Fixed or Floating

· Bank may require Security / Covenants

	Types of Short Term Debt
· Bank Overdraft

· Bills of Exchange (post dated cheque)
· Acceptance Credits (Bill of Exchange drawn against Bank & can be traded 
Trade Credit
	Other form of Borrowing

· Finance Leasing

· Hire Purchase

· Mortagage
· Sale & Leaseback


