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To learn more about our site, visit the page Who are we? Students: Registration allows students to take sample tests, including a large set of corporate financial quizzes. (A typical quiz looks like this rendering.) Instructors: instructors can also get their custom course sites. Course sites allow the publication and change of equilizers, see answers to
students, distribute homework, collecting answers to students and posting degrees. The web interface is much simpler (no learning curve!) And more pleasant than anything else out there. Click here for more information. Registration and authentication are safe. If you do, share your name and email address with us. Our site is managed by Ivo Welch,
the prof at UCLA. For more information, click Who We Are. Direct authentication is the fastest and most reliable method to authenticate. It works with Google ID, GitHub or Facebook. G Suite Account (such as G.UCLa.EDU) can use Google authentication. When you authenticate, these sites will share your name and email address with Sylspace,
nothing else. Alternatively, use Sendmail. It's slow, server choked (to avoid Bot DDOS attacks on other servers), can take up to 10 minutes to get there, and it's only valid for 15 minutes, if you're lucky and no antispam filter blocks, in which case you'll have to run the debug where your IT department or blocked the email. If possible, avoid direct
authentication of sendmail. However, here it is: magic is only useful for the website of CLI Home Up About us A Privacy Policy Terms of Service Exit of the User Exit Course to notify Ivo Welch immediately If you discover an exploitable security bug that would allow an unauthorized extraction of data. Now it is free to download and download an
affordable pocket version. (And past editions have an even wider GNU license. See here for details.) Quick reading. Please don't email me unless you read the FAQ first. Teaching slides used in an UCLA course for MFE students in 2017 two good choices now: Syllabus.space: Student Auto-test, course administration; ACCONTI: supported, universal,
convenient. (Updated updates in 2021: (1) Bring the latest stock market data. Chapters will not change. (2) Some visual and audio multimedia content, with ed.Movies. This includes some humorous videos, such as the humble ones Linked below, as well as a podcast version of some chapter [to see if there is interest].) The materials for instructors are
only available for legitimate instructors for courses registered by the university, never to students under any circumstances. If you have the credentials required, please contact Ivo.welch@anderson.ucla.edu for access. Take a look at theand comparison of features for Berk-Demarzo, Breally-Myers-Allen, Ross-Westerfield-Jaffe and Welch, and the
instructor’s preface for some further perspectives and comparisons. I also published my 2018 presentation at the FMA because this book is the best there is here. I have several other chapters (e.g. on capital structure in the United States, governance, international finance and options), but are not yet well formatted. Use at your own risk: Comrade
2020. An old writing, but still the right way to teach investment. Never fully developed. If you have a set of quizzes with multiple choices or numerical answers that you have designed yourself and that you would like to be encoded in an online platform and that you would be happy to share with other instructors, we will indicate them for you in
syllabus. space. This site is also available at in case you are paranoid. Please leave a non-anonymous review. (You must authenticate with a Google account.) User Condition: All the material on this website is copyrighted. Access is allowed and free to users who adhere to all conditons here and on the book purchase page. All permission to use is
withdrawn for anyone who does not adhere to the conditions. There are no warranties, implicit or explicit. Use at your own risk. Attention: This is not a site 24-7. This computer hosts more than this book. Your computer or software may descend, for example, to install other software or security control. Do not rely on the perfect availability. You can
buy a paperback for $60 (and sometimes for sale $48). The printing supplier is lulu. It is as expensive as what you can print and tie the book for yourself, and then you would have a mess of a collection of loose leaves. Lulu is more efficient and better than your corner library. However, I do not take any responsibility for lulu: the press is the activity of
Lulu. If your experience with lulu is bad, please let them know at their customer service (and me). I can always change the printers. Please leave a non-anonymous review. (You must authenticate with a Google account.) Order general version Print Order MFE Printable version The pdf version you can download below has a gray filigree image (which
the printed version on lulu does not). This is deliberate and will not change. It is a (very small) incentive for the printed version. The book should have so few wrong that we can list them here. General Preface MFE General Content Table MFE General Introduction MFE Part I: Value and Capital General Report MFE Evaluation of MFE shares and
bonds: Annuities and Perpetuities General MFE A First Encounter with Capital Budget Rules General MFE Part II: Risk and return General MFE Returns Return rates and general return curve MFE Uncertainty, Predefinition and General Risk MFE Errata: p. 117, replace 'higher' with 'the same' in Do creditors and creditors end with higher average
yield rates? A first look at the investments General MFE Investor Choice: Risk andGeneral MFE Capital costs incorrect MFE: p.206, geometric or arithmetic cash flows and benchmarks?: 40% In the example is a standard deviation, not a variation. The Capital Asset Pricing Model General MFE incorrect: incorrect: EOC Q10.27. Replaces 7% with
$1,000. Part III: Efficiency of the General Market Imperfections of the MFE General Market MFE Perfect and efficient markets, and classical and behavioral finance General MFE Capital Budgeting Applications and Insidi General MFE Part IV: Real-World Applications General MFE From financial statements to economic cash flows General MFE
assessment from comparable and financial reports General MFE Part V Capital structure and payment models General MFE Corporate Credits MFE Capital structure in a perfect market General Taxes and structure of the capital General MFE More Imperfect structure of the market capital General Equity Payments: Dividends and repurchases of
Generali MFE shares Part VI: Designing the future General Financial Reports MFE Pro Form and the PepsiCo General MFE case with a funny joke General MFE Appendix General MFE For instructor flexibility, important chapters such as options and derivatives, international finance, corporate governance, etc., will be available in the same pdf
format, but not in the printed version. The companion is not yet updated to v4, much less edited or organized. It has appendixes for chapters 3.5,8,9,12,13,17,18,21 and chapters on [22] changes in the patrimonial structure; [23] Empirical models of asset structure; [24] investment banks and acquisition operations; [25] corporate governance; [26]
international finance; [27] Options and risk management. Options and General Risk Management MFE Please leave a non-anonymous review. (You must authenticate yourself with a Google account.) Ivo Welch, UCLA, 2017-. Academic Discipline relating to the business of the company Corporate Finance Circulating capital Conversion cycle Capital
yield Economic added value Just-in-time Bank Transfers Bank Transfers Bank Transfers Bank Transfers Bank Transfers Bank Transfers Bank Transfers Banking Banks Banking Banks Banking Banks Banking Banks Banking Banks Banking Banks Investment Banks Banking Banks Banking Banking Banks Banking BanksGiro Termini ATMs Banking
Regulation Mobile loan ATMs Creation of currency Bank secret Ethical banking secret Fractional banksBanking Islamic banking Private banking Related topicsFinancial market (participants) Corporate Finance Personal Finance Public finance Financial law Financial regulation Banks list Common Category Portalvte Corporate finance is the area of
finance that deals with financing sources, business assets, actions undertaken by managers to increase the value of the company to shareholders, tools and analyses used to allocate financial resources. The primary goal of corporate finance is to maximize or increase the value of shareholders.[1] As a result, corporate financing includes two main sub-
disciplines. [required quote]The Budgeting Capital covers the definition of criteria according to which value-added projects should receive financing for investments and whether to finance such investments with own capital or debt capital. The management of the circulating capital is the management of the company’s monetary funds that deal with
the short-term operating balance of current assets and liabilities, with particular attention to the management of the cash, stocks, debt and short-term credit (such as credit conditions towards customers). Corporate finance and corporate finance are also associated with investment banking. The typical role of an investment bank is to assess the
financial needs of the enterprise and to collect the appropriate type of capital that best suits these needs. Thus, the terms ‘financing of enterprises’ and ‘financial of enterprises’ may be associated with transactions involving the collection of capital for the creation, development, growth or acquisition of enterprises. Recent legal and regulatory
developments in the United States will probably change the composition of the group of managers and financiers willing to organize and provide funding for some high leverage financial transactions[2]. Although in principle it differs from managerial finance, which studies the financial management of all enterprises and not only of enterprises, the
fundamental concepts of the study of corporate finance are applicable to the financial problems of every type of enterprise. Financial management overlaps with the financial function of the accounting profession. However, financial accounting is the reporting of financial information relating to past years, while financial management is responsible for
the use of capital resources to increase the value of the company for shareholders. History See also: History of the banking sector, Financial Centre A§A History, Mergers and Acquisitions A§A History, Economic History of the Dutch Republic and Financial History of the Dutch Republic Replica of an Oriental Indian of the Dutch India Company of
IndiaEast Indies Company. Corporate finance for the pre-industrial world began to emerge in Italian city-states and the low countries of Europe from the 15th century. The Dutch East India Company (also known by its abbreviation “VOC”) was the first publicly traded company to pay regular dividends. [3][4][5] [31[4][5] to obtain a fixed capital. [6] [7]
[8] Public markets for investment securities developed in the Dutch Republic during the 17th century. It is important to note that from the early 1600s until the mid-18th century, the economic, commercial and financial systems of the Dutch Republic were the most advanced and sophisticated ever seen in history. [9] [10] [11] [12] In the early 1800s,
London acted as a corporate finance centre for companies around the world, innovating new forms of lending and investment; see City of London A§ Economy. The 20th century brought the rise of managerial capitalism and common equity finance, with equity capital collected through lists, in preference to other sources of capital. Modern corporate
finance, along with investment management, developed in the second half of the 20th century, particularly driven by innovations in theory and practice in the United States and Britain. Here, see the following sections of History of Banking in the United States and History of Private Equity and Venture Capital. Outline The primary objective of
financial management is to maximize or continuously increase shareholder value. [19] Maximizing shareholder value requires managers to be able to balance capital financing with investments in “projects” that increase the company’s profitability and long-term sustainability, as well as overpaying dividends to shareholders. The managers of growth
companies (i.e. companies that earn high rates of return on investment) will use most of the company’s capital resources and excess money on investments and projects so that the company can continue to expand its business operations into the future. When companies reach maturity levels within their industry (i.e. companies earning about average
or lower returns on investment), the managers of these companies will use the excess cash to pay dividends to shareholders. Managers must conduct an analysis to determine the appropriate allocation of the company’s capital resources and the cash surplus between projects and dividend payments to shareholders, as well as repaying the relative
creditor debt[19][20] The choice between investment projects will therefore be based on several interrelated criteria. (1) Business management aims to maximise the value of the business by investing in projects which produce a positive net value present when valued using a risk-appropriate discount rate. (2) These projects should be adequately
funded. (3) If a growth by the company is not possible and surplus cash is not needed for the company, then financial theory suggests that management should return some or all of the Excessive to shareholders (ie, distribution through dividends). [21] This "capital budget" is value-adding planning, long-term corporate financial projects related to
funded investments and affecting the company's capital structure. The management must assign the limited company of the company between competitors (projects). [22] The «Budgeting capital» also concerns the definition of the criteria on the basis of which projects should receive funding to increase the value of the company and whether to
finance these investments with own capital or capital of debt [23]. Investments should be carried out based on added value for the future of society. Projects that increase the value of a company may include a wide range of types of investments, including, by way of example, expansion policies, mergers and acquisitions. When a company cannot grow
or expand and exists and a cash surplus is not necessary, then the management should pay part or all out of excess profits in the form of cash dividends or regain the company's shares through a repurchase program of treasury shares [24] [25] The capital structure Main article: Structure of the capital Further information: Safety (financial) Reaching
the objectives of the business financing requires that every business investment is adequately funded [26]. The sources of financing are generally the self-generated capital from the company and capital from external financiers, obtained through the issue of new debt and own capital securities (and hybrid or convertible securities). However, as
indicated above, since it will be affected by both Hurdle Rate and Cash Flows (and therefore of the Risking of the Company), the financing mix will be incidentally on the evaluation of the company and in this case it is necessary A weighted decision. See budget, wacc. Finally, it is very theoretically discussed on other considerations that the
management could take into account in this case. Debt capital capital sources More information: bankruptcy and financial difficulty The companies can rely on the funds taken to loan (debt capital or credit) as investment sources to support current business activities or to finance future growth. The debt occurs in different forms, for example through
bank loans, bonds issued to the public. Bonds require the companies regularly pay interest (interests) on the capital borrowed until the debt expiry date, in which case the company must fully reimburse the obligation. The payment of the debt can also be carried out in the form of provisions for non-funded funds, on the basis of which the debt is paid
annually of the debt borrowed above normal charges of interest. The companies that emit obligable bonds have the right to fully reimburse the obligation whenever the company believes that it is in their interest to reimburse the debt. If the company cannot bear interest expenses through cash payments, the company can also use asset assets form of
reimbursement of its debts (or through the liquidation process). Equity capital The companies can alternatively sell company shares to investors to collect capital. Investors, or shareholders, expect that there will be a tendency to rise in the value of the company (or value appreciation) over time to make their investment a profitable purchase. The
shareholder value increases when when when Investing share capital and other funds in projects (or investments) that earn a positive rate of return for owners. Investors prefer to buy stock actions in companies that constantly earn a positive rate of return on capital in the future, thus increasing the stock market value of that company. The
shareholder value can also be increased when the companies pay excess cash surplus (preserved earnings funds that are not necessary for companies) in the form of dividends. Favorite stock is an equity security that can have any combination of features that are not owned by common actions, including the properties of a equity and a debt tool, and
is generally considered a hybrid tool. The predicts are high (ie higher) to common securities, but subordinated to bonds in terms of claims (or rights to their share of society assets). [27] The favorite stock usually does not have voting rights, [28] but can bring a dividend and can have the priority on the common stock in the payment of dividends and
liquidation. The terms of the preferred stock are indicated in a "designation certificate". As for bonds, favorite actions are evaluated by the main credit rating companies. The rating for favorites is generally lower, since the favorite dividends do not carry the same guarantees as bond interest payments and are junior to all creditors. [29] The preferred
stock is a special class of actions that may have any combination of characteristics that are not possessed by common actions. The following features are usually associated with the preferred stock: [30] preference in dividends preferences in assets, in the event of convertibility liquidation into a common stock. Callability, chosen by the nonvoting
capitalization company in the private sector in 2005. As mentioned, the financing mix will affect the assessment of the company: then there are two interconnected considerations here: the management must identify the "optimal mixture" of financing a € ceThe structure of the capital that translates into a maximum solid value, [31] & € "but must also
take into account other factors (see the theory of exchanges below). FINANCING OF A PROJECT THROUGH THE DEBT RESULTS IN A RESPONSIBILITY OR A MANAGEMENT THAT MUST BE USED, CONSTRUCTION INTEGRATED OF THE CASH FLOW INDEARCHED DEGREE OF THE PROJECT SUCCESS. The financing of the equity is less risky
as regards Cash Flow's commitments, but translates into a dilution of participation, control and earnings. The cost of the equity (see CAPM and APT) is typically higher than the cost of debt - which is also a deductible expense - and therefore the equity financing can lead to an increase in the rate of obstacles that can compensate any reduction Risk of
cash flow. [32] The management must attempt to combine the long-term financing mix to the financed activities as close as possible, in terms of both tempers and cash flows. The management of any errors of management of the capital responsibility or of the duration gap involves the combination of the activities and passivities passivitiveness
respectively the maturity model (“cash flow matching”) or duration model (“immunisation”); Managing this short-term relationship is an important function of working capital management, as discussed below. Other techniques, such as securitisation or hedging with interest rate or credit derivatives, are also common. See Asset Passivity
Management; Treasury management; Credit risk; Interest rate risk. Related Considerations Much of the theory here, falls within the umbrella of business theory in which companies are assumed to squeeze the tax benefits of debt with the costs of debt default when choosing how to allocate the company’s resources. However, economists have
developed a number of alternative theories about how managers allocate finances. One of the main alternative theories of how companies manage their equity funds is the theory of pecking orders (Stewart Myers), which suggests that companies avoid external financing while they have domestic financing available and avoid new equity financing
while they can engage in new debt financing at reasonably low interest rates. Moreover, the capital structure replacement theory assumes that management manipulates the capital structure in such a way that earnings per share (EPS) are maximised. An emerging area of finance theory is the right to finance the theory that investment banks and
corporations can improve the return on investments and the value of the company over time by determining the right investment objectives, the policy framework, the institutional structure, the source of financing (debt or equity) and the spending framework within A given economy and under certain market conditions. One of the most recent
innovations in this area from a theoretical point of view is the hypothesis of market distribution. This hypothesis, inspired by the behavioral finance literature, states that companies look for the most economical type of financing regardless of their current levels of internal resources, debt and equity. Investment and Project Valuation Additional
Information: Business Valuation, Mergers and Acquisitions Business Valuation and Fundamental Analysis in General, [33] Each “Project” value will be estimated using a discounted cash flow (DCF) valuation and the opportunity with The Highest Value, as measured by the Net Present Value The resultant (NPV) will be selected (applied for the first
time in a corporate finance setting by Joel Dean in 1951). This requires estimating the size and timing of all incremental cash flows resulting from the project. Such future cash flows are then discounted to determine their present value the time value of money). These present values are then summed up, and this sum net of the initial investment
outsane is the NPV. Watch Financial Modeling A'§ 1 Accounting for general discussion and valuation using discounted cash flows for mechanics, with discussion changes for corporate finance. The NPV is strongly influenced by the discount rate. Therefore, by identifying the appropriate discount rate - often defined, the project “Hurdle Rate” [34] &
" choose appropriate projects and investments for the company. The obstacle is the minimum acceptable yield on an investment a€ "I.e., the appropriate discount rate of the project. The obstacle should reflect the risk of investment, typically measured by the volatility of cash flows and must take into account the relevant financing mix of the project.
[35] Managers use models such as CAPM or APT to estimate an appropriate discount rate for a particular project and use the average weighted cost of the capital (WACC) to reflect the selected financing mix. (A common mistake in choosing a discount rate for a project is to apply a WACC that applies to the whole company. This approach may not be
appropriate where the risk of a particular project differs markedly from that of the existing portfolio of the business. ) In conjunction with NPV, there are many other measures used as selection criteria (secondary) in corporate finance; See the capital budget a§i projects classified. These are visible from the DCF and include the discounted refund
period, IRR, modified IRR, equivalent annual income, capital efficiency and ROI. Alternatives (complements) to NPV, which consider economic profit more directly, include residual income assessment, MVA/EVA (Joel Stern, Stern Stewart & Co) and APV (Stewart Myers). With the cost of capital correctly and correctly, these evaluations should produce
the same result as the DCF. See also the list of evaluation topics. Valorization Flexibility Main items: Real Options Analysis and decision tree In many cases, for example research and development projects, a project can open (or close) various action paths for society, but this reality will not (typically) be caught in a npv severe approach. [36] Some
analysts represent this uncertainty by adjusting the discount rate (e.g. by increasing the cost of capital) or cash flows (using equivalent certainty or applying (subjective) "haircuts" to forecast numbers; see the current value penalized). [37 ] [38] Although employed, however, these latter methods do not normally concern changes in risk compared to
the life cycle of the project and therefore fail to adequately adapt risk regulation. [39] [40] Management will then (sometimes) employ tools that make an explicit value on these options. Thus, while in a DCF assessment the most likely or medium or medium cash flow or scenario is discounted, here the "flexible and seasoned" investment is modeled,
and therefore all potential profits are considered "all". See further under real options assessment. The difference between the two evaluations is the "value of flexibility"to the project. The two most common tools are the analysis of the decision-making tree (DTA) [41] and the evaluation of real options (ROV); [42] can often be used interchangeable: the
flexibility of the DTA values by incorporating any events (or states) and the consequent management decisions. (For example, a company would build a factory given this request of its product exceeded a Level during the pilot phase, and outsource production otherwise. In turn, given the further question, the factory would be expanded, maintaining it
otherwise. In a DCF model, on the other hand, there is no "branch" & € "each scenario must be modeled separately.) In the decision-making tree, every decision of the direction in response to a" event "generates a" branch "or A pathéa "that the company could follow; The odds of each event are determined or specified by the management. Once the tree
is built: (1) A «Everything» Possible events and their resulting routes are visible to the management; (2) Given this "knowledge" of the events that could follow, and assuming rational decisions, the Management chooses the branches (ie the shares) corresponding to the most high-raised value for the probability of value; (3) This route is therefore
considered representative of the value of the project. See theory of the decision AA§&, choice in uncertainty. The ROV usually used when the value of a project depends on the value of another activity or underlying variable. (For example, the profitability of a mining project depends on the price of gold; if the price is too low, the direction will abandon
mining rights, if high enough, the direction will develop the mineral body. Also in this case, one DCF evaluation would only take one of these results.) Here: (1) Using the theory of the financial option as a framework, the decision to be taken is identified as corresponding to a call option or a put option; (2) an appropriate assessment technique is
therefore used & € usually a variant of the model of binomial options or a custom-made simulation model, while Black Scholes type formulas are used less frequently; See Valuation of contingent credits. (3) The value &4 4 4 4 € "the project is the scenario van A« more probably 'more the value of the option. (Real options on finance of companies were
discussed for the first time by Stewart Myers in 1977; the vision of the business strategy as a series of options was originally to Timothy Luehman, at the end of the years 4 € ™ 90.) See also A,A§ Approaches of the price of options in business evaluation. Quantifiable uncertainty More information: Sensitivity analysis, scenarios planning, Monte Carlo
methods in finance and evaluation with discounted cash flows AA§4, determine the value of the shareholders' equity given the uncertainty concerning the forecast and evaluation of the projects , [41] [43] Analysts will want to evaluate the sensitivity of the project Van to the various inputs (ie hypothesis) to the DCF model. In a typical sensitivity
analysis the analyst will change a key factor while maintaining all other inputs, Ceteris Paribus. NPV sensitivity to a change of this factor is then observed, and yes like A «Slipe»: AZa?npv / A7aZaZstore. For example, the analyst will determine the van at various growth rates of the specified annual revenues (usually with predetermined increases, for
example -10%, -5%, 0%, 5% ...) and therefore will determine the sensitivity using This formula. Often different variables can be interesting, and their various combinations produce a "surface value" [44] (or even one one where NPV is thus a function of several variables. See also Stress test. Using a related technique, analysts also perform scenario-
based NPV predictions. In this case, a scenario includes a particular result for “global” factors (product demand, exchange rates, commodity prices, etc.) and for company-specific factors (unit costs, etc.). As an example, the analyst can specify different revenue growth scenarios (e.g. -5% for the “worst case”, +5% for the “likely case”, and +15% for
the “best case”), where all key inputs are adjusted to be consistent with growth and decline assumptions. Draw the NPV for each of them. Note that for scenario-based analysis, the various combinations of inputs need to be internally consistent (see discussion in Financial Modeling), while for the sensitivity approach they need not be. One application
of this methodology is to determine a “unbiased” NPV, where management determines a (subjective) probability for each scenario. “The NPV for the project is therefore the weighted average of the probabilities of the various scenarios; see also: First Chicago Method. (See also rNPV, where cash flows, unlike scenarios, are weighted according to
probabilities.) A further step which “overcomes the limits of sensitivity and scenario analysis by examining the effects of all possible combinations of variables and their achievements”[45] consists in constructing financial models that are both cost-effective and cost-effective. Castic[46] or probabilistic A” as opposed to the traditional static and
deterministic models as above.[43] To do this, the most common method is to use Monte Carlo simulation to analyze the NPV of the project. This method was introduced for funding by David B. Hertz in 1964, but it has only recently become common: analysts can now even run simulations in spreadsheet-based DCF models, typically using a risk
analysis add-in, such as @Risk or Crystal Ball. In this case, the (strongly) uncertain cash flow components are simulated, mathematically reflecting their “random characteristics”. In contrast to the scenario-based approach above, the simulation produces several thousand random but possible results, or tests, covering all contingencies. real world
conceivable in proportion to their probability;”[47] see Monte Carlo Simulation vs. “What If” Scenarios. The output is thus a histogram of the project’s NPV, and the average NPV of the potential investment is observed, along with its volatility and other sensitivities. This histogram provides information that is not visible from the static DCF: for
example, it allows you to estimate the probability that a project will have a net present value greater than zero. (or any other Continuing with the previous example: instead of assigning three discrete values to revenue growth and other relevant variables, the analyst would assign an appropriate probability distribution to each variable (usually
triangular or beta) and, where possible, specify the observed or presumed correlation between These distributions would then be "samped" repeatedly a€ "which incorporates this correlation - so as to generate several thousand random but possible scenarios, with corresponding evaluations, which are then used to generate the NPV histogram. The
resulting statistics (average NPV and standard deviation of NPV) will be a more accurate mirror of the "casuality” of the project than the variance observed in the context of the scenario-based approach. These are often used as estimates of the "advertising price" below and volatility for the evaluation of the real option as above; See real options
assessment inputs ASA. A more robust carlo mountain model would include the possible occurrence of risk events (e.g. a credit crunch) that guide driving changes in one or more of the DCF model inputs. Dividing policy Main article: Dividend policy The dividend policy is concerned with financial policies relating to the payment of a cash dividend in
the present or to pay a greater dividend in a subsequent phase. If to release dividends, [48] and what amount, it is determined mainly on the basis of the unsuitable profit of the company (excess excess) and influenced by the long-term gain power of the company. When the cash surplus exists and is not necessary by the company, the management
should pay some or all these surplus earnings in the form of cash dividends or to regain the company's warehouse through a company repurchase program. If there are no positive NPV opportunities, i.e. projects in which yields exceed the obstacle and excess surplus there is no need for cash excess, so the finance theory suggests that management
should return some or all excess cash to shareholders as dividends. This is the general case, however there are exceptions. For example, the shareholders of a "growth stock", expect that the company, almost by definition, maintains most excess surplus in excess so as to finance future projects internally to help increase the value of the company. The
management must also choose the form of the distribution of dividends, as indicated, generally as dividends in cash or through a repurchase of shares. Several factors may be taken into consideration: If shareholders have to pay dividend fees, companies may choose to maintain their earnings or to perform a repurchase of warehouse, in both cases
increasing the value of shares in circulation. Alternatively, some companies will pay "divided" from warehouse rather than cash; See corporate action. Financial theory suggests that dividend policy should be set according to the type of company and which management determines is theuse of those dividend resources for the company to its
shareholders. As a general rule, therefore, shareholders of growth companies would prefer managers to keep earnings and not pay dividends (use excess money to be reinvested in the Company’s operations), while shareholders of value or secondary shares would prefer to manage these companies to pay surplus earnings in the form of cash dividends
when a positive return cannot be earned through reinvestment reinvestment reinvestment Indistributed earnings. A stock purchase program can be accepted when the stock value is greater than returns to be made by reinvesting indistributed profits. In all cases, the appropriate dividend policy is usually directed by what maximises the value of long-
term shareholders. Labour capital management Labour capital See also: Forecasting of cash flow § Corporate Finance Manage the company's working capital position to support ongoing business operations is indicated as management of labor capital. [49] [50] These involve the management of the relationship between the short-term activities of an
enterprise and its short-term liabilities. In general this is the following: As above, Corporate Finance's goal is to maximize solid value. As part of the long-term budget, the capital, the solid value is enhanced through the appropriate selection and financing of positive NPV investments. These investments, in turn, have implications in terms of cash flow
and capital cost. The objective of the management of the working capital (i.e. short-term) is therefore to ensure that the enterprise is able to operate, and that it has a sufficient cash flow for the service of the long-term debt, and to satisfy both the increase of the short-term debt and the upcoming operating expenses. In this way, the constant value is
valued when, and if, the return on the capital exceeds the cost of the capital; See the added economic value (EVA). The management of short-term finance and long-term finance is a task of a modern CFO. The capital of work is the amount of funds required for an organization to continue its ongoing business operations, until the company is refunded
through payments for the goods or services it has delivered to its customers. [51] The capital of work is measured through the difference between resources in money or easily convertible into money (current assets), and the cash requirements (Liabilities). As a result, the appropriations for capital resources relating to the capital of work are always
current, i.e. short-term. In addition to the temporal horizon, the management of labour capital differs from the capital budget in terms of discount and profit considerations; are also "reversible" to some extent. (Considerations to Risk Appetition and Return Targets remain identical, although some constraints - such as those imposed by loan
conventions - can be more relevant here). The objectives (short term) of the working capital are therefore not approached on the same basis as profitability (long term) and the management of labour capital applies different criteria in the allocation of resources: the main considerations are (1) cash flow / liquidity andprofitability / return on capital (of
which the cash flow is probably the most important). The most widely used measure of cash flow is the net operating cycle, or the cash conversion cycle. This represents the difference in time between paying cash for raw materials and collecting cash for sales. The cash conversion cycle indicates the company’s ability to convert its cash. Because this
number effectively corresponds to the time when the company's money is linked to operations and not available for other activities, the management generally ends up a low net count. (Another measure is the gross operating cycle that is the same as the net operating cycle, with the exception of the fact that it does not take into account the period of
deferring of the creditors.) In this context, the most useful measure of the profitability is the Return to the capital (ROC). The result is shown as a percentage, determined by defining the relevant income for 12 months from the capital employed; The return to shareholders' equity (eggs) shows this result for company shareholders. As above, the
stationary value has improved when, and if, the return on capital exceeds the cost of capital. Management of the circulating capital driven by the above criteria, the Management will use a combination of policies and techniques for the management of working capital. [52] These policies aim to manage current activities (generally cash and cash
equivalents, inventories and debtors) and short-term financing, such that financial flows and returns are acceptable. [50] Cash management. Identify the cash balance that allows the activity to satisfy daily expenses, but reduces the costs of cash holding. Stock management. Identify the inventory level that allows uninterrupted production, but reduces
the investment in raw materials - and minimizes the redioration costs - and therefore increases the cash flow. Note that "inventory" is usually the realm of operations management: given the potential impact on the cash flow, and on the financial statements in general, the finance typically "is involved in a mode of supervision or polyging". [53]: A ¢ &,—
A © Aj714A ¢ 4,— A See discussion in inventory optimization and supply chain management. Debtor management. There are two interrelated roles here: (1) Identify the appropriate credit policy, for example the credit terms that will attract customers, in such a way that any impact on cash flows and cash conversion cycle will be offset by an increase
in revenue and therefore the return of capital (or vice versa); See Discounts and Indemnities. (2) Implement the appropriate credit score policies and techniques in such a way that the risk of default on any new activity is acceptable given these criteria. Short term financing. Identify the appropriate source of financing, given the cash conversion cycle:
the inventory is ideally funded by the credit granted by the supplier; However, it may be necessary to use a bank loan (or uncovered) or "converting debtors into cash" through "factoring"; See in general, commercial finance. Relationship with other areas in Finance Investment Banking Additional information: Banking AA§&, the use of corporate
finance of the term "corporate finance" varies considerably all over the world. In the United States it is used, as above, to describe activities, analytical methods and techniques that deal with many aspects of the company's finances and capitals. In the countries of the United Kingdom and Commonwealth, the terms "corporate finance" and "corporate
business financing" " To associate Investment Banking, ie capital collection operations on behalf of society [54]. See the Investment Banking section AA§a, Corporate Finance for a list of various transactions here, and the financial analyst is AA§a, Investment Banking for a description of the role. FINANCIAL RISK MANAGEMENT PROPERTY RISK OF
CREDIT DEFAULT (FINANCE) FINANCIAL RISK RATE OF RATE OF INTEREST INSURANCE LIQUIDITY RISK OPERATING RISK OPERATION RISK RISK RISK RISK RISK RISK RISK OF VOLATILITY Main Article: Financial risk management See also: Treasury management Risk Management [46] [55] is the risk measurement process and therefore of
development and implementation of strategies to manage (4 a a «<Hedge") that risk. The management of financial risk, generally, is concentrated on the impact on the value of the company due to unfavorable changes in raw material prices, interest rates, exchange rates and share quotes (risk of carrying out a Important role in the management of the
treasury and short-term treasury; see above. It is common for large companies to have risk management groups, which often overlap with the internal audit function. Although it is not practical for small businesses to have A formal risk management function, many still apply the management of risks informally. See also Treasurer A,A§4a, treasurers of
enterprise and business risk management. The discipline is typically concentrated on the risks that They can be covered using traded financial instruments, typically derivatives; see Cash Flow Hedge, Foreign Exchange Hedge, Financial Engineering. Because the creation and control of OTC (OTC) contracts specific to societies tend to be expensive,
derivatives traded on financial markets or consolidated bags are often preferred. These standard derivative instruments include options, futures contracts, forward contracts and swaps; The exotic derivatives of A «second generation» are usually negotiated out of stock. Note that coverage operations will receive a separate accounting treatment: see
coverage accounting, market accounting, FASB 133, IAS 39. This sector is connected to the financing of companies in two ways. First, the exposure of the commercial and market risk company is the direct result of previous financial investments in capital. Secondly, both disciplines share the objective of enhancing, or to preserve, the value of the
company. A background debate [56] concerning «risk management 'and value for shareholders is underway. For the Modigliani and Miller framework, the hedging is irrelevant as it is assumed that diversified shareholders do not care about the specific risks of the company, while, on the other hand, hedging is seen as a factor of value creation as The
probability of financial distress. Another issue is the will of the shareholder to optimize the risk with respect to pure risk exposure (a risk event that has only one negative side, such as loss of vines or a limb). The debate relates to the value of risk management in a market with the cost of failure in this market. See also Wikiversity has educational
resources on corporate finance financial management Financial financial accounting Financial Report Financial Economics § Theory of Corporate Finance Stock Market Security (financial) Growth Financial Asset Investment Bank Investment Bank Private equity Corporate governance Corporate Certification Professional in Financial Services §
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