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Thank you for downloading a copy of these ExPress notes and | hope you
find them useful for your studies.

We provide these ExPress notes free of charge to individual students
Steve Crossman as part of our CSR initiatives. The notes are designed to help students
CEO The ExP Group assimilate and understand the most important areas for the exam as
quickly as possible.

A word of warning though in that they have not been designed to cover
everything in the syllabus so you should only use these notes for either
an overview of the key areas before you start your main studies or as part
of your final revision in the run up to your exams.

Importantly though, we want you to be successful in your exams so good
luck with your studies and please do let us know how you get on.

All the best,

Steve
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In selecting appropriate strategies, the firm must ensure that those strategies are congruent —i.e.
consistent — with its overall corporate goals.
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and its financial policies.
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(c) Dividend policy;

(d) Communicating with key constituencies;

(e) Planning, control and risk management;

(f) Ethical standards

This is a broad category with indistinct boundaries, but it generally covers risks to a company’s ability to
generate returns from its ordinary operations, including its strategy, business model, competitive
position, political/legal environment (including regulatory/ compliance/ intellectual property), products,
marketing, clients and reputation.
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The formal separation between management and ownership in a corporation has important behavioral
and organizational consequences.

Maximize shareholder value: It is the duty of management (toward the owners of the business, the
shareholders) to maximize shareholder value (or wealth).

Shareholder value is measured by the dividends that shareholders receive and by the increase in the
value of their shares (capital gain).

Agency theory: addresses the risk that management will not act in the best interest of the
shareholders, but will make decisions that will serve its own interests.

Examples of self-serving management behavior could include: (a) artificially boosting corporate profits in
the short-term in order to earn bonuses; (b) paying too much to acquire another company for reasons of
prestige or in order to “build empires”; (c) rejecting opportunities, such as takeover bids, or
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Transaction cost economics refer to the evaluatiorof corporate diternatives in search of the most
beneficial outcomes for the company. As seeni the forggoing para h, what is bestglior the compa
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e Management and employees are most intimately interested in the company, since they seek to
preserve employment and to collect salaries/wages. Unions represent the employees collectively,
seeking job security and good wages;

e Customers, suppliers and creditors are also closely interested in a company based on financial
and other benefits received;

e The public, via public interest groups and concerned citizens, may take an interest in a company
for reasons of product safety and environmental concerns;

e The government has an interest in seeing that a company creates/maintains jobs and also
generates corporate taxes;

e Even competitors may be regarded as stakeholders, though usually with a less than generous
motives.

Management must understand the power/influence and level of active interest of the various stakeholder
groups in order to reconcile, or at least prioritize, and address their concerns.

Mendelow’s matrix is one tool which can be used in order to examine stakeholder influence and to
actively manage the relationship with relevant stakeholders.
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Corporate governance structures have been developed setting forth guidelines and principles on which
corporate management is expected to conduct its business.

The need for good corporate governance has been spurred by such highly-publicized corporate scandals
as the failure of Enron; however, corporate governance is not limited to the detection of fraud and
crime.

Good corporate governance includes:

Strengthening the role of non-executive directors on the board of directors;
Holding management accountable for their actions;

Ensuring that the interests of shareholders are protected;

An ethical approach to behavior towards all stakeholders;

Clear policy-making processes;

Explicit risk management policy and monitoring systems; and
Transparency and professionalism.

CorporatePrnance models ®
There are s@eral rrde‘VmIte/w: S?-pa)g'reS(continental)

European-based models.
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based system, where shareholdings are widely dispersed among many individuals and therefore require
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publicly-quoted US corporations. It seeks rd the economic int€rests of shareholders;

e UK Corporate Governance Code: In the UK, these are a set of principles that are voluntarily
adopted by public companies.

In contrast to the US/UK, there is the

e European model: Continental Europe has a greater prevalence of bank and industrial
shareholdings, which concentrate corporate control; such interests tend to take a broader and
more participatory approach to stakeholder interests.

In Germany, for example, there is a two-tier board structure: the supervisory board and the
executive/ management board. The supervisory board, which monitors the activities of the
management board, has among its membership representatives from the trade union.
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Environmental concerns

Issues of environmental concern and sustainability have become established and recognized agenda
points for corporations. Many stakeholders are coming to expect explicit acknowledgment of such
matters.

The “triple bottom line” approach expands the scope of a company’s concerns, beyond the merely
economic, to social and ecological as well.

Carbon trading programmes are schemes by which a company which outperforms its environmental
targets is rewarded by being able to sell its credits to companies that pollute beyond permitted limits. To
operate properly, this arrangement requires supervision by a central authority (government) in what is
known as a “cap and trade” regime.

Ethical Issues

An ethical approach to doing business is not just a matter of personal virtue, but needs to be addressed
by policy (aggeggtion) at the compgny level as well. Ethical frameworks are not merely “nice to have”,
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International Trade and Finance -- Institutions

An understanding of the global financial and trade systems is a basic requirement for anyone involved in

business activities. -
sree v D QNI @M AY A CLO S - 7o
(tariffs, quows, etd). ursgnt mit oWt Wody e ] i S orld Trade

f er i C| fR ce i iMNism

gl i e nicl clo e oni nts i

Organisation.

The international financigl architecture is under-going significant reforms as a result of the recent
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The Bank of International Settlements (BIS) was created as an institutional coordinating body between

central banks and now hosts (and gives its name to) efforts to devise international capital adequacy

standards in the banking sector.

The monetary policy setting powers at the national level are located within the central banks of those

countries which maintain their own currencies (Federal Reserve in the US, Bank of England, Bank of

Japan, and the Swiss National Bank) and at the supra-national level for the European currency (at the
European Central Bank).

to ™ mi2

Regular reading of international business publications is the best way to understand the above
organizations in their contemporary context.
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Discounting Free Cash Flows

In order to value a project or company, it is necessary to forecast free cash flows and to discount these
at an appropriate cost of capital.

Note: Be sure to review your mathematical discounting methods from earlier papers.
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Free cash flow is “relevant”: non-cash, sunk, committed or allocated costs should be ignored when

forecasting revenics, tﬁdﬁﬁts tpngQ ukpar-'tac om

Forecasting of cash flows must take the following into consideration:

(i) The role of inflation

It is conceptually most straightforward to use nominal values when forecasting cash flows, particularly if
there are differential inflation rates applying to the future cash flows, i.e. if there is no uniform (single)
price change for revenues and various cost categories (materials, labor, etc.).

Fisher formula: used to convert nominal rates to real (and vice versa)
1+D)=@Q+nNA+h)

i = nominal (or money) rate
r = real rate
h = inflation rate
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