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Abstract 
The major financing channels of enterprises could normally be divided into two 
categories, the equity financing and debt financing. The debt financing is a kind of 
funding source for enterprises via debt, while the equity financing refers to a financing 
method in which an enterprise increases its capital by transferring the possession of the 
ownership of shares. In reality, every enterprise should choose financing methods wisely 
in accordance with its own condition. 
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1. The Basic Facts of the Case 

Gymwolf Ltd are a growing active wear business established in 2017. It is wholly owned by its 
CEO, Ms Jenny Smith. The head office is based in Otley, Leeds, and currently consists of a single 
office building that also acts as the main warehouse for the business. The building is wholly 
owned by Gymwolf Ltd. The business’ main source of revenue is generated from the online sales 
of their own branded sports clothing line. After a steady increase in sales over the previous four 
years, a string of celebrities has recently been photographed in Gymwolf clothing. The resulting 
social media exposure has seen a surge in interest in the company and their main line of active 
wear. The company is seeking to capitalise on this surge in demand by rapidly growing their 
business. The CEO has contacted your Supervising Partner and has sought her advice as to how 
they should raise capital. As the clothing is currently being produced in South East Asia it is 
difficult to react to the fluctuating demands of a volatile market and the CEO is hoping to raise 
sufficient funds to build a small factory in the Otley area. You have been asked to advise your 
Supervising Partner as to the different types of finance the corporation may wish to explore. 

2. Focus of Dispute 

There are many financing methods that the Gymwolf Ltd could choose, which could be mainly 
divided into equity financing and debt financing with their benefits and risks. The focus of the 
dispute, in this case, is that which choice is better for the Gymwolf Ltd to finance. 

3. Brief Answer 

The author believes that debt financing is better for Gymwolf Ltd to build a small factory, 
considering the overall benefits and risks of both methods. 

4. Analysis and Recommendation 

1) The influence on the control right of shareholders 
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Although the way of debt financing will increase the degree of financial risk of Gymwolf Ltd, it 
will not weaken the actual control ability of the old shareholder: the CEO, Ms Jenny Smith. In 
other words, If Gymwolf Ltd finalizes to choose the way of equity financing, the existing 
shareholder’s equity will be diluted. 
The equity financing is utilized to increase the registered capital of the company by means of 
issuing new shares, which will occur the reduction of the shareholding ratio of original 
shareholders of the company so that the controlling force and the influence on the company of 
original shareholders will inevitably be weakened. On the contrary, although debt financing 
increases the degree of financial risk faced by the company, it could not affect the controlling 
force of the original shareholders of the company. 
2) The consideration of financing cost 
The cost of debt financing is generally lower than that of equity financing. For a company, 
dividends should be paid from after-tax profits, which has no function of the tax credit. On the 
contrary, the interest expense of debt capital has been paid before the tax, which has the 
function of the tax credit. 
Considering the cost, Gymwolf Ltd should choose the way of debt financing as much as possible. 
Generally speaking, due to the consideration of the tax affairs, the cost of the equity financing 
will be higher than that of the debt financing. With regard to the equity financing, the interest 
generated by the shares needs to be deducted from the after-tax profit, so that the method of 
the equity financing is unable to be utilized for the tax credit. To make the matter worse, the 
issue cost of the stock is also significantly higher than that of other certificates of rights. On the 
contrary, the interest tax on debt financing will be listed individually before the taxation, in 
order to realize the purpose of the tax credit.  
3) The image and credit status of the company 
The increase of debt capital is conducive to increase the credit value or the reputation of 
Gymwolf Ltd, with strong support for Gymwolf Ltd to issue more debt financing. Meanwhile, 
Gymwolf Ltd could obtain leverage income from issuing bonds because no matter how much 
profit is made, Gymwolf Ltd merely has the obligation to pay the creditor the interest agreed in 
advance and repayment of principal at maturity. 
As the permanent capital of a company, the common share issued by means of the IPO is merely 
the basis of protecting the normal operation and resisting common risks. In the market 
economy, the image and credit status of the company are crucial factors in the process of the 
financing, which could be promoted by continuous successful debt financing. If Gymwolf Ltd 
exists with an outstanding image and credit status, it is able to continuously improve its 
financing ability. Conversely, If the image and credit status of Gymwolf Ltd are weak, this 
company will be limited in the field of financing, even be unable to achieve the ultimate 
financing goal. 
4) The adverse effects of preference for equity financing 
The author has to admit that, compared with debt financing, equity financing will not exert 
pressure on Gymwolf Ltd to repay the principal and interest at maturity, and the income of 
shareholders based on equity financing is usually determined by the profit level and 
development requirements of the Gymwolf Ltd. That is to say, Gymwolf Ltd has no fixed 
pressure to pay interest and the common stock has no fixed maturity, hence there is no 
financing risk to repay capital and interest.  
However, although enterprises are used to adopting the way of equity financing for the IPO and 
other financing activities, the preference of equity financing used to make the business 
performance of an enterprise present a downward trend because it is almost impossible for the 
equity financing to put pressure on the actual operator of the company in order to pursue the 
effective use of funds raised. After listing, the ratio of both the income of equity and the income 
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of net assets tend to decrease gradually or increase slowly, because the company raises a lot of 
cheap capital by issuing shares that are hard to be cherished. On the contrary, the debt financing 
could often restrict the behavior of the operator and possess a certain incentive effect on the 
operator of the company, because the poor management will force the company to face the 
pressure of the repayment of the principal and interest, even confronting the crisis of 
bankruptcy. 

5. Conclusion 

Overall, it is clear that Both capital raising methods have advantages and disadvantages but 
debt financing is the better choice for Gymwolf Ltd because the fundamental question that 
needs considering for the CEO, Ms Jenny Smith, is the balance among the assets, benefits and 
risks. Considering the capital requirements, the debt capacity and the investor sentiment, debt 
financing is more conducive to the development of Gymwolf Ltd.  
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