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Abstract 
Companies can now raise funds in novel ways thanks to the growth of capital markets. 
What are the implications for businesses of each of these new financing options? Which 
method is the best appropriate for the company? Based on available academic research, 
this paper compiles and explains the effects of three financing strategies, namely 
convertible bonds, equity warrant bonds, and allotment, on the capital structure and 
financing costs of businesses. The financing plan of Shandong Jining Ruyi Woolen Textile 
Co., Ltd. in 2017 is assessed based on the reasonable conclusion to arrive at the most 
reasonable financing scheme for the firm. Moreover, Shandong Jining Ruyi Woolen 
Textile Co., Ltd.’s best financing scheme is derived while providing guidance for similar 
firms and industries in selecting appropriate financing solutions. 
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1. Introduction 

A convertible bond is a corporate bond issued by an issuer in accordance with statutory 
regulations, the holder of which has the option to convert the bond into common shares of the 
issuing business at an agreed conversion price within a certain period and on a voluntary basis. 
A warrant is a marketable security issued by the issuer of the underlying security or a third 
party that entitles the holder to purchase a specified number of the underlying securities 
(usually shares) from the issuer at an agreed price within a specified time or period, or to 
receive the settlement difference in cash. Among them, warrants can be issued independently 
or in combination with bonds to create a divisible bond, also known as a bond with warrants. 
This paper focuses on equity warrant bonds (WBs). An allotment is a financing act by a publicly 
traded company to place a specific number of newly issued shares at a lower price than the 
market price to the original shareholders in proportion to their shareholding ratio, in 
accordance with applicable laws and procedures and in response to the company’s 
development needs. In general, the company’s goal in adopting these three methods of 
financing is the same, namely, the achievement of equity financing. However, their respective 
financing features and the consequent financing effect are different when compared to the 
direct issue of common stock for equity financing. 

2. Research on Convertible Bonds 

The extant literature on convertible bonds focuses on the motivations for convertible bond 
issuance and investment methods. Convertible bonds, according to some researchers, have a 
detrimental impact on shareholder value. According to Manueltal (2015) [1]’s research, which 
is based on a large-sample regression model for Western market countries, convertible bond 
issuance has a negative influence on shareholder wealth. Zhao Shuanwen (2021) [2] 
investigated the effect of the ultimate controlling shareholder’s separation of control and cash 
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flow rights on the choice of convertible bond financing using a Probit model and found that the 
greater the separation of control and cash flow rights of the ultimate controlling shareholder, 
the more inclined the company is to issue convertible bonds to optimize the company’s capital 
structure. Also, convertible bonds have been found to have positive effects in areas other than 
shareholder wealth. For example, Chen Wenzhe et al. (2021) [3] discovered that the issuing of 
convertible bonds had a beneficial effect on the number and quality of corporate innovation, as 
well as innovation in corporate governance structure. 
Most of the literature has concluded that the financing effects of allotment on firms are negative. 
According to Eangeloetal (1980) [4], the negative impact of allotment on stock prices is 
attributable to the fact that equity financing alters the firm’s capital structure. This diminishes 
the equity value by making the debt less risky. The average cumulative excess return on 
allotment is much more than zero, according to Wangetal’s (2006) [5] empirical research of 
allotment occurrences in A-share listed businesses in China from 1994 to 1999. Li Zhiwen et al. 
(2003) [6] pointed that because of the uncertainty of future operations, the relative scarcity of 
financing channels, and the China Securities Regulatory Commission’s strict restrictions on 
listed companies’ eligibility for allotment, the company may need to raise money to maintain 
capital reserves or protect the interests of major shareholders. 

3. Research on Warrants 

For warrants, most studies have focused on the computational aspects of warrant issuance. The 
EGARCH model outperforms the classic B-S model for in-the-money warrants, but not for out-
of-the-money warrants, according to Kuwahara and Marsh (1992) [7]. Wang Yan (2010) 
discovered that using an upgraded Monte Carlo simulation based on variance reduction 
approaches such pairwise variables to solve the warrant pricing problem is an effective strategy 
to tackle the problem. Many other scholars have discussed the pricing problem of warrants, 
such as the study of modified actuarial pricing of warrants (Qian Lili et al., 2013) [8], etc. 

4. Research on the Options of Multiple Financing Methods 

The extant literature compares the three financing options available to companies: allotment, 
convertible bonds, and equity warrant bonds. The majority of the literature on finance 
strategies focuses on one type of financing, such as equity versus debt financing. Liu 
Guangsheng (2017) [9] used the most recent sample data from the implementation of 
additional issues, allotments, and convertible bonds between 2007 and 2015 to build a logistic 
regression model to analyze the factors influencing the refinancing methods of listed companies 
in China and discovered the listed companies with high growth and good operating capacity 
prefer equity refinancing. Beyond that, he discovered that listed firms with high debt servicing 
ability, profitable operations, and a focus on control gains prefer to refinance with convertible 
bonds, which adds to the conclusion of listed companies’ financing preferences. 
The characteristics of various financing techniques that have emerged from the capital market 
have been reported in the literature, but there are two flaws: first, there is less research 
comparing the three financing methods of convertible bonds, equity warrant bonds, and 
allotment. The majority of the extant literature focuses on a specific way of funding. For the 
comparison of different financing methods, most scholars have chosen to put similar financing 
methods together for comparative analysis. For example, allotment and additional issues, 
convertible bonds, and equity warrant bonds. Few researchers have examined and analyzed 
the three ways of convertible bonds, equity warrant bonds and allotment. Second, the majority 
of the extant literature is based on theoretical or empirical analysis as well as market 
knowledge and statistics but lacks the support of actual examples. This paper separates out and 
summarizes the effects of three financing techniques, namely convertible bonds, equity warrant 



Volume 3 Issue 3, 2022 

DOI: 10.6981/FEM.202203_3(3).0056 

481 

Frontiers in Economics and Management 

ISSN: 2692-7608 

bonds, and allotment, on the capital structure, financing cost, and earnings per share of firms in 
this article, based on existing scholars’ research. The financing scheme of Shandong Jining Ruyi 
Woolen Textile Co., Ltd. in 2017 is assessed based on the reasonable conclusion, and the most 
reasonable financing strategy for the firm is derived. This paper aims to provide guidance for 
similar enterprises and industries in selecting the best financing method based on Shandong 
Jining Ruyi Woolen Textile Co. Ltd’s best financing scheme. 

5. Options of Financing Methods for Shandong Jining Ruyi Woolen Textile 
Co., Ltd. 

5.1. Project Background 
Starting in 2017, the Company implemented a fixed dividend payment rate policy, with an 
estimated annual dividend growth rate of 8%, and the current stock price of the Company is 
RMB22. The corporation has three possibilities for raising funds to enhance its production 
capacity: 
(1) Issue convertible corporate bonds with the following information: 
Convertible corporate bonds have a face value of RMB1,000 and are issued at par for a period 
of five years. The interest is paid once a year at the end of the year at a coupon rate of 5%, and 
the principal is reimbursed at maturity. The convertible bonds can be exchanged into common 
stock at a conversion price of RMB25 one year after issuance. A conditional redemption clause 
is included in the convertible bonds. The corporation has the right to redeem all convertible 
bonds that have not been converted at a price of RMB1,050 after four years if the share price is 
not less than 120 % of the conversion price for 20 consecutive trading days. The market 
equivalent risk common bond’s current market interest rate is 12%, the forecast dividend is 
RMB0.715 per share, and the annual dividend growth rate is 8%. The conversion is supposed 
to occur at the end of the year, with the redemption taking place as soon as the redemption 
conditions are completed.  
(2) A 10-year bond with warrants is issued at par, with a RMB1,000 face value and a ten percent 
coupon rate. The principle is repaid at maturity and the interest is paid at the end of each year. 
Each bond comes with 25 warrants. The warrants, on the other hand, can only be exercised at 
the conclusion of the fifth year, and each warrant can buy one common share for RMB15 at that 
time. The market interest rate for equal-risk common bonds is currently set at 12%. 
(3) Allotment based on the 2017 year-end share capital with a 10% allotment ratio and a 
placement price of RMB19. 

5.2. Convertible Bonds 
(1) Calculation of each bond’s net value on the issuing date 
The nature of a listed company’s funds is first and foremost debt funds once it issues convertible 
bonds for funding. The present value of future interest and principal paid when the bond is 
redeemed is the value of the pure bond, and the discount rate is the market rate of 12 percent 
of the market equivalent risk ordinary bond. The following is the calculating formula: 
 

1000×5%×(P/A,12%,5)+1000×(P/F,12%,5)=50×3.6048+1000×0.5674=747.64 
 
The issuance of convertible bonds leads to an increase in corporate gearing and has no effect 
on the equity of the original shareholders. 
 

1000×5%×(P/A,12%,1)+1000×(P/F,12%,1)=50×0.8929+1000×0.8929=937.55 
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(2) Conversion and redemption  
Convertible bonds are conditionally redeemable after four years and convertible after the first 
year, according to the background material. The present value of the expenses to collect the 
bond principle and interest expenses in the final year is the value of each pure bond at the 
conclusion of the fourth year,computed as follows: 
 

1000×5%×(P/A,12%,1)+1000×(P/F,12%,1)=50×0.8929+1000×0.8929=937.55 
 
The stock price at the end of the fourth year is 22 × (F/P,8%,4) = 22 × 1.3605 = 29.93, so the 
conversion value at the end of the fourth year is the stock price × conversion ratio = 29.93 × 
(100/25) = 1197.20. 
The higher of the pure bond value and the conversion value should be the convertible bond’s 
bottom-line value. The convertible bond’s bottom-line value is RMB1197.20 because 
1197.20>937.55. With a conversion value of RMB1197.20 and a redemption price of RMB1050, 
it’s understandable that investors will opt to convert at the conclusion of the fourth year. Let r 
be the convertible bond’s pre-tax cost of capital. Then there’s this: 1000=10005%(P/A, 
r,4)+1197.2(P/F,r,4). The pre-tax cost of capital of convertible bonds is r = 9.29 percent, 
according to the financial function IRR. Convertible bonds have a pre-tax cost of capital of 9.29 
percent, which is lower than the market rate of 12 percent for market equivalent risk 
conventional bonds, and investors have a low IRR. Investors prefer to invest in regular 
debentures in this case, so convertible bond is unable to be successfully issued. As a result, the 
plan is unworkable. Furthermore, to satisfy the funders, the cost of capital of convertible bonds 
must be lower than the cost of equity capital. 
To summarize, corporations seeking to obtain money through the issuance of convertible bonds 
must alter the convertible bonds’ upward coupon rate or lower the conversion price to reap the 
benefits of convertible bond financing. 
Equity Warrant Bonds. 
The warrants are exercised at the end of the fifth year, according to the project backdrop, and 
the cash inflow in the fifth year comprises both interest expenditure and the share price 
received for the warrants. At the conclusion of the fifth year, the share price is 22 (F/P,8%,5) = 
32.32 ($). Given the bond with warrants’ pre-tax cost of capital R, there is 
1000=1000*10%×(P/A, R,10)+(32.32-15)×25×(P/F,R,5)+1000×(P/F,R,10), which equals 
R=14.30 %. For the firm, the equity warrant bond allows it to achieve continuous financing until 
the bond matures with less funds due to debt service and the debt ratio is further reduced. The 
warrant financing fails fully in the situation of complete investor abstention, and the financing 
effect of the convertible bond is nearly equivalent to that of the sub-divisible bond. The 
approach is viable since the pre-tax cost of capital R for bonds with warrants is 14.30%, which 
is higher than the market rate of 12% for market-equivalent risk common bonds. 
Allotment. 
The change in shareholder wealth as a result of the allotment is the subject of this research into 
the impact of allotment on the firm. There is no change in shareholder wealth if all shareholders 
engage in the allotment. The following is the calculating concept:  
Let N be the number of allotments, P be the share price prior to allotment, a be the allotment 
ratio, and x be the allotment price. 
The allotment ex-rights price = (P*N+N*a*x)/(N+N*a) = (P+a*x)/(1+a) if all shareholders 
participate in the allotment. 
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Table 1. Share allotment by shareholders 
Shareholders Quantity Price Value 
Before Allotment N P NP 
Subscribe aN X aNX 
After Allotment (1+a)*N (P+aX)/(1+a) (P+aX)*N 

 
(P + ax) = Change in shareholder wealth aNX = 0 N - NP 

 
If a shareholder does not participate in the allotment but others do, and the allotment price is 
normally less than the stock’s market price, the stock’s value must depreciate. The sum is equal 
to (allotment ex-rights price - current stock market price) * the number of shares the 
shareholder currently owns. The allotment’s financing cost includes the change in wealth of old 
shareholders who did not participate in the allotment. 

6. Conclusion 

The original intended convertible bond issuance plan for Shandong Jining Ruyi Woolen Textile 
Co., Ltd. was unduly favorable to the company, resulting in investors declining to purchase the 
convertible bond issuance. Adjusting the conversion price and coupon rate of convertible bonds 
can fix the problem. Companies can benefit from convertible bonds’ comparatively better 
improvements in corporate capital structure, financing costs, and earnings per share, among 
other factors. The current issuance plan is possible if the equity warrant bond is issued. Changes 
in the corporate capital structure and earnings per share after issue, on the other hand, must 
be taken into account before issuance. Shareholder wealth may be reduced as a result of a 
allotment. And, because the allotment is “forced,” listed company shareholders can only prevent 
the loss caused by the stock price ex-rights by selling their shares. Finally, some investors will 
undoubtedly lose money as a result of the stock placement. To achieve the goal of corporate 
finance, companies must first comprehend the change in stock price before placing shares, and 
then issue shares when they are more confident about the company’s future trend and 
shareholders will actively engage in the placement. Convertible bonds should be prioritized 
over all other options, regardless of capital structure, financing costs, or earnings per share. 
However, because the company does not control the conversion of convertible bonds, the 
change in equity produced by the convertible bonds is unpredictable, and the firm must fully 
evaluate the future conversion effect of convertible bonds before issuing the convertible bonds. 
Equity warrant bonds have a lower risk of share price fluctuation throughout the exercise term 
than convertible bonds. By incorporating a redemption clause in convertible bonds, this risk 
can be reduced (i.e., the issuing company has the right to redeem when the share price exceeds 
a certain standard). Equity warrant bonds, on the other hand, are often non-redeemable and 
cannot protect investors from rising stock prices. Before selecting whether to issue equity 
warrant bonds, companies must have a thorough understanding of the future share price 
market. Due to its “forced nature,” allotment has become inappropriate in the current economic 
situation. Furthermore, when compared to convertible and equity warrant bonds, allotment 
has a more noticeable influence on the company’s capital structure, and the financing cost is 
unknown. Companies can prioritize other funding options while deciding on financing options. 
In order to maximize the interests of shareholders, listed firms should choose the proper 
financing option in light of their existing status while financing. 
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