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Make smart decisions and learn complete Corporate Finance in just one week.  This book is written in simple and plain language to ensure that the students can grasp the concepts with great ease. As a university instructor for past 11 years I know how to make things easy. 

This is my 7th book on investment. Previous books were highly appreciated and for that I am much obliged.  Actually the succession of those books made me to take one step ahead and I wrote this book. 

I am happy to launch this book with which you can cover and master your Corporate Finance with great ease.  Nevertheless this is most affordable and quality study material. 

I am looking forward to come up with more books. Love you all the aspirants and may you succeed in your goals.

M. Imran Ahsan 

Ch.imranahsen@gmail.com

Whats app# 00923465006818
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Corporate governance

In simple words corporate governance is a system by which a company is managed. This system includes the processes, techniques and rules to control, direct and operate the company. 

Management of a company is a crucial part. There must be a strong system of corporate governance in place. A weak system can cause failure of the company. 

Different practices of corporate governance exist in different organizations due to different geographical locations or due to different objectives of the firms. There are two theories which direct the corporate governance.

Shareholder theory: Under this theory the management team of the firm needs to work for common shareholders’ wealth maximization. All the activities of the firm must be consistent with shareholders wealth maximization rule. 

Stakeholder theory: This theory has broad spectrum. It states that the management team of a firm should work for all stakeholders (and not just common shareholders). The stakeholders of the firm can include shareholders, board directors, creditors, customers, suppliers, employees, regulatory bodies etc. 

The current trends in corporate governance depict the mix of above two theories.

Stakeholder groups 

Company`s stakeholders: A company`s stakeholders are all those who have interests in the company. Different stakeholders may or may not have conflict of interests. Following are main stakeholders of a firm;

Shareholders: Shareholders provide equity capital for the firm and hold residual claims of company`s assets after payment of all liabilities. Shareholders can be individuals or institutions who own at least one share in a company.  Shareholders want the company to grow so their equity increases. They are also entitled for the dividends. 

Shareholders have the voting rights to elect board of directors and for major other company`s decision making process. This board of directors is the representative of shareholders in the company. Board of directors manages all the affairs of the company through senior management and other staff. So, the shareholders have great power to influence the company matters. Some shareholders have major portion of shares and can influence the elections so they are collectively called controlling shareholders. Other than controlling shareholders there are minor shareholders who have little power to control or influence the company matters. 

All the payments to shareholders are made at last stage in case of liquidity of the firm or dividend announcement. Before any shareholder gets paid all the obligations must be paid. 

Creditors: These are the debt providers to the company in return for interest payment plus the principal amount. The creditors have no voting power so they cannot influence the company`s matters. They want that company must be generating enough cash flows from main business activities so they get paid according to the plan.  Creditors are usually banks and bondholders of the firm.

Creditors hate if a company takes risks while the shareholders may want to take high risk with higher expected returns. 

The creditors can restrict the activities of the firm by using covenants (These are the restrictions imposed by lender to borrower to protect lender’s interests i.e. repayment of debt. Debt covenants reduce the default risk so it also reduces borrowing cost.). 
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