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Capital structure
Definition

Generally, represents the relationship between debt and equily.

* Capital structure of a company refers to the composition or make-up of its
capilalization and it includes all long-term capital resources via: loans, reserves,
shares and honds.”Capital structure includes only long term debt and total
stockholder investment.

The capital structure of a firm is the mix of different securities issued by the firm to
finance ils operalions.

Securilies

Bonds, bank loans

Ordinary shares (common stock), Preference shares (preferred stock)

Hyhrids, e.g. warrants, convertible honds

Capital Structure = Long Term Debl + Preferred Stock + Net Worlh

OR
Capital Structure = Total Assets - Current Liabilities
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Why Capital Structure is imporlani :
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Why Capital Structure is important :

By altering capital structure firms have the opportunity to change their cost
of capital and — therefore — the market value of the firm
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