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Companies and governments need large amounts of capital to finance
their growth. Business enterprises, for example, may raise funds as long-
term financing in various ways. They may sell capital stock or issue notes
payable or bonds. There are many factors that must be considered when
different methods of financing are evaluated. One such a factor is the
impact of financing method on the corporation’s earnings per common
share. In many cases, however, the most effective way to obtain capital is

through the issuance of long-term debt.
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Long-term liabilities consist :
benefits arising from present obligation

or the operating cycl
payable, long-term not
and lease liabilities are examp

Debt Financing

Debt financing plays an important role today in major capital markets

because most companies find it more advantageous. When funds are

borrowed through the issuance of debt securities, there is a definite
commitment to pay periodic interest and to repay the principal at a stated

























Three major types of business entities are distinguished as sole
proprietorships, partnerships, and corporations. The third topic
(corporations) will be presented in a separate lesson unit. In this lesson,
only the first two types of business entities are covered.

A sole proprietorship is a business owned by one individual and is a
separate entity for accounting purposes. Establishing a sole proprietorship
is straightforward, and the owner makes all business decisions without
being accountable to others. A primary disadvantage of a sole
proprietorship is the difficulty in raising funds.

Accounting for a sole proprietorship is not complicated. A capital account
is used to record investments of the owner in the enterprise. Changes in
owner’s equity from net income or loss are also recorded in this account.
However. distributions to the owner are recorded in the owner's
withdrawal account.

A major reason for one individual to form a partnership is to obtamn
additional capital from another partner. Partnerships are defined as “an
association of two or more persons (o carry on, as Co-OWner, a busmess

for profit”
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