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Learn how firms raise funds to finance their business. You are here. Home; > All Subjects; > Business & Management; >
Corporate Financial Policy.

Extra dividends are paid in times of surplus earnings arising to a company. Corporate Finance Versus
Financial Management In short, corporate finance specialists analyze financial data to anticipate cash
problems that a company may face and then recommend funding alternatives to senior management.
Transactions that fall under corporate finance typically impact a corporation's business or structure. Debtors
management. Simon K Iyambo 1. Gather enough information to develop the policy. If there are no NPV
positive opportunities, i. In all instances, the appropriate dividend policy is usually directed by that which
maximizes long-term shareholder value. A firm may issue stocks or bonds on financial markets to finance
operations. See also Enterprise risk management. Main article: Dividend policy Dividend policy is concerned
with financial policies regarding the payment of a cash dividend in the present or paying an increased dividend
at a later stage. Thus, a well-planned dividend policy could prevent these surprises and preserve or even
enhance stock price. Firstly, firm exposure to business and market risk is a direct result of previous capital
financial investments. Identify who the policy applies to, e. See also rNPV , where cash flows, as opposed to
scenarios, are probability-weighted. In case of cash shortage, a corporate finance specialist may recommend
appropriate financing alternatives to top management. For example, the analyst will determine NPV at various
growth rates in annual revenue as specified usually at set increments, e. An application of this methodology is
to determine an " unbiased " NPV, where management determines a subjective probability for each scenario
â€” the NPV for the project is then the probability-weighted average of the various scenarios; see First
Chicago Method. We will also be putting into light the residual policy, the relevance and irrelevance theory
and the types of dividend policies. Earnings Stability: The stability of earnings also has a significant bearing
on the dividend decision of a company. The company should formulate its dividends policy on the basis of its
foreseeable investment needs 4. Financial risk management , typically, is focused on the impact on corporate
value due to adverse changes in commodity prices , interest rates , foreign exchange rates and stock prices
market risk. Complete financial statements include a balance sheet, a statement of income, a statement of cash
flows and a statement of retained earnings. Note that "inventory" is usually the realm of operations
management : given the potential impact on cash flow, and on the balance sheet in general, finance typically
"gets involved in an oversight or policing way". See also Stress testing. Clarify the existing situation. In this
context, the most useful measure of profitability is Return on capital ROC. The output is then a histogram of
project NPV, and the average NPV of the potential investment â€” as well as its volatility and other
sensitivities â€” is then observed. For example, a company would build a factory given that demand for its
product exceeded a certain level during the pilot-phase, and outsource production otherwise. Legal Constraints
or restrictions The legal rules act as boundaries within which a company can declare dividends. For example, a
company engaged in discussions to purchase another company acquisition transaction may need to assess its
financial standing and then seek funding to finance the transaction. In contrast to the scenario approach above,
the simulation produces several thousand random but possible outcomes, or trials, "covering all conceivable
real world contingencies in proportion to their likelihood;" [42] see Monte Carlo Simulation versus "What If"
Scenarios. In practice, he may have another title. The two most common tools are Decision Tree Analysis
DTA [36] and Real options valuation ROV ; [37] they may often be used interchangeably: DTA values
flexibility by incorporating possible events or states and consequent management decisions. Corporate finance
and financial management are intertwined. Corporate Finance Functions A corporate finance specialist studies
a company's financial statements, compares historical and current data, detects business trends and then
recommends adequate financing sources to corporate leaders. A policy is not a legal document, but a guideline
or principle that defines a key area of activity, how your company operates to achieve a specific task.
Considering all facets of the organization's needs and concerns enables the individuals in charge of the
financial management process to make more informed decisions. This is the general case, however there are
exceptions. This method was introduced to finance by David B. There are a variety of financial policies that
are common to all organizations, such as budgeting, tracking income, managing expenditures, travel policies,
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asset management, petty cash, salary and bonuses, etc. In evaluating its financial position, the company should
consider not only its ability to raise funds but also the cost involved in it and the promptness with which
financing can be obtained.


