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Liabilities & shareholders
equity

Bank debt (30-60%)

senior

High yield debt (0-15 %)

Quasi equity( 0-15%)

Common equity (20-50%)

4&

4

junior

Expected Key characterstics
reterns
-low financing costs
-lowest default risk in cap structure
/=N -floating rateT callable instrument
-restrictive maintenance covenants
- ability to incrase line of credit/additional debt
-tipically fixed rate loan
N/=Y¥/. |- prepayable penalties for first few years
-limited flexibility in rising additional debt
-has debt and equlity characterstic
\O/-Y .
-downside protection like debt with upside potential like pureequity
-riskest security insptial structure
RN - no downside protection with unlimited upsid potential

- private market equity - fanantional sponsor

-public market equity- common shareholders
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Under Valued

E(R)=Rf+ B(Rm-Rf)

Market Portfolio
Rm

Over Valued

T

Risk Premium (Rm-Rf)

Rf

PN |
B=" Beta(B)
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