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DESCRIPTION

Corporate finance is the domain of finance that deals with
funding sources, capital structures of corporations, managerial
actions to raise the firm’s value to shareholders, and the
tools and analyses used to distribute financial resources. The
maximisation or growth of shareholder value is the main
objective of corporate finance. Corporate finance similarly has
two primary sub-disciplines. Setting criteria for which value-
adding projects should receive investment money and deciding
whether to finance that investment with equity or debt capital
are both aspects of capital budgeting. The management of
the company’s cash, inventories, and short-term borrowing
and lending, such as the terms of credit granted to clients, is
known as working capital management. It deals with the short-
term operating balance of current assets and current liabilities.
An investment bank’s typical task is to assess the company’s
financial requirements and obtain the most suitable form of
capital. As aresult, the terms “corporate finance” and “corporate
financier” may be used to refer to transactions in which money
is raised for the purpose of starting, expanding, or buying a
corporation. The composition of the group of arrangers and
financiers prepared to arrange and provide financing for specific
highly leveraged deals will probably change as a result of recent
legal and regulatory developments in the United States.

The primary ideas in the study of corporate finance are
applicable to the financial issues of all different types of
organisations, even though it differs in theory from managerial
finance, which examines the financial management of all
enterprises rather than corporations alone. The financial
responsibility of the accounting profession overlaps with
financial management. Financial management, on the other
hand, focuses on the use of capital resources to raise a company’s
value to its shareholders while financial accounting is concerned
with the reporting of historical financial information. Financial
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management’s objective is to maximize or steadily raise
shareholder value. Managers must be able to balance capital
funding between investments in “projects” that boost the
company’s long-term sustainability and profitability, as well as
paying out surplus income as dividends to shareholders, in order
to maximise shareholder value. Managers of growth companies
will invest the majority of the company’s financial resources
and extra cash in projects and investments so that the business
can continue to expand in the future. Companies will use their
excess cash to pay dividends to shareholders after they reach
maturity levels within their industry. The proper distribution of
the company’s capital assets and cash surplus among projects,
dividend payments to shareholders, and debt repayment to
creditors must be determined by managers through analysis.

Thus, a number of interconnected factors will be used to
compare investment proposals,

1. Corporate management aims to increase the firm’s worth
by investing in projects that have a positive net present value
when calculated using a suitable discount rate that takes risk
into account.

2. Appropriate funding must also be provided for these
initiatives.
3. According to financial theory, management should return

some or all of the excess cash to shareholders if the company is
unable to grow and does not require the extra cash.

The planning of long-term, value-adding corporate financial
initiatives connected to investments backed by and having an
impact on the firm’s capital structure is referred to as “capital
budgeting.” The limited resources of the company must be
divided among conflicting opportunities by management.
Setting criteria for which projects should receive investment
money to raise the firm’s value and deciding whether to finance
that investment with equity or debt capital are both aspects



of capital budgeting. Investments should be made based on
the value they provide to the company’s future. Expansion
strategies, mergers and acquisitions, among many other sorts of
investments, may be included in projects that raise a company’s
worth. Management is required to distribute some or all of

the surplus earnings as cash dividends or to repurchase the
company’s stock through a share buyback programme when a

firm is unable to grow or expand and has extra cash surplus that
is not needed.



