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Abstract

Financing is a fundamental content in the corporate financial
management, and is also a classical topic on the financial resear-
ches. In the financial theories, the research of financing theory
can be carried through in several ways. This book es:tablishes
the concept of financial contract, and researches on the financing
problem through the contract theory. Financial contract is a sub
aggregation in enterprise contract aggregation, and financing
contract is an important part in financial contract. This book’s
research on financing contract begins with enterprise contract
theory, analysis the attribute of financial contract, discusses the
operation and efficiency of financing contract, then studies the
financial rights allocation and financial governance functions of
financing contract, and this book makes extended research on
the two special forms and system environment of financing con-
tract.

Besides the introduction chapter 1, the other seven chapters
are:

Chapter 2, enterprise contract theory and the attribute of fi-

nancial contract. This chapter first.expatiates on the enterprise

contract theory, analysis the attribute of financial contract and
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introduces the concept of financial contract, then discusses the
connotation, composing and characteristics of firiancial contract,
and in the last this chapter reconstructs the financial essential.
The main content and viewpoints are: a. Modern enterprises are
a combination of a series of contracts. Through the analysis on
the attributes of enterprises, we finds out that enterprise has
contract attribute as well as production attributes, the former
reveals the natural attribute of enterprises, and the latter reveals
the social attribute of enterprises. Contracts are a series of be-
havior regulations that contracts parties build consciously in or-
der to achieve certain purposes. Contracts are a kind of formal-
ized internal system, a kind of operational rules, which are sys-
tem arrangements. b. The precondition of the origin of finance
and contracts are transactions. Without transactions, there
won’t be any financial problems or system arrangement such as
contracts, Financial confract is an organic coupling based on
transaction relations, and it is a sub aggregation of enterprise
contract aggregation. c. Financial contracts are agreements or
assumptions about property rights movements formed by enter-
prises stakeholders during financial activities, including finan-
cing contracts, investment contracts and income distribution

contracfs. Due to the factors such as limited rational assump-

fion, transaction cost and opportunism, the financial contracts

have incompletion attribute. d. Financial resources allocation is
an important function of financial management, and the financial
contract is the tool of financial resources allocation. After the
study on the financial contract attributes, we have a conclusion:
the essential of finance lies in its contract attribute, which is fi-
nancial contract. This conclusion expands the knowledge of the

essentials of finance, and it has important theoretic and practical



significance. This chapter establishes necessary theoretic basis
for continuing researches.

Chaptér 3, the operation and efficiency of financing con-
trdcts. There are many steps from the signing to ending the fi-
nancing contracts. This chapter focuses on the operation of fi-
nancing contracts. The main content and viewpoints are: a. Fi-
naticing contracts is the result of gaming between contracts pari-
ties, and its operation needs ‘certain rational basis. The rational
knowledge, information asymmetry and external diseconomy
have significant influence on the operation of financing con-
tracts. b. The operation process of financing contracts includes
signing, implementing' and consummating steps. The signing
bodies of financing contracts are interests parties of enterprises,
and the signing objects are enterprises’ financial-rights. The
contractors’ negotiation abilities and venture attitudes have im-
portant influence on the signing of financing contracts. The im-
plementation of financing contracts is. divided into two ways:
compelling implementation and self-implementation. The former
needs the help of the third parties, and the latter depends on the
restriction of self-discipline system. During the. implementation
of financing contracts, the change of the contractors’ utility
functions, the negotiation abilities and information distributing
situations leads to the modification and consummation of finan-
cing contracts. The consummating of financing contracts are the
reallocation of financial-rights. Based on the theoretical analyses
on the financing contracts implementation, this chapter makes
an empirical study in Chinese listed companies, and takes the
bank loan contract as an example: After theoretical and practical
study, this book finds -out that the implementation of financing

contracts is dynamic. c. The supply of financing contracts are
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rarer than its demand, therefore, the financing contracts effi-
ciency need consideration.

_Chapter 4, financing contract and financial-rights alloca-
tion. This chapter has studied the financial-rights allocation
function of {inancing contract based on the residual rights of con-
trol. First, after the comparative study: of financial-rights theo-
ries in our country, this book takes the main content of finan-
cial-rights for financial-rightsof control, including special rights
of control and residual rights of control. The:financial-rights of
control includes financial decision rights (strategy decision rights
and tactics decision rights), financial executive rights (manage-
ment rights) and financial superintendence; second, based on

the imperfection contracts theory and residual rights of control,

this book discusses the financial-rights allocation situation of lia-

bility financing contracts and equity financing contracts. This
book génerally defines the special rights of control and residual

rights of control in enterprises’ financial rights of control. Due

1o the imperfection of financing contract, the allocation of resid-

ual rights of control becomes more important. Through the
study of the conflict between shareholders and creditors in finan-
cing cofitract, this book discovers the mutual benefits between
liability financing contracts and equity financing contracts. The
ultimate difference between them lies in the different allocation

of residual rights of control, and the allocation of residual rights

of control depend on. certain status. After the comparative study

between Chinese and American financial-rights allocation modes,
the author finds out that the financial-rights allocation in Chi-
nese enterprises do not have contingent characteristic. Third;
after separate study of liability and equity contracts structure,

this book discovers that the financial-rights allocations differ in



different liability and equity contracts striicture. Last, this book
discusses thé dynamic characteristic of financial-rights allocation
in financing contracts. The dynamic allocation of financial-rights
lies in the dynamic changes in residual rights of control; and the
change of residual rights of control lies in. the financing contract
structures. Different equity/liability rate reveals the dynamic
change of contract structures and the dynamic allocation of fi-
nancial-rights,

Chapter 5, financing contracts and financial governance.
This chapter has studies the financial governance function of fi-
nancing contracts using agency theory. The main content and
view points are as follows: a. There are many agency problems
in financing -contrdcts, including ‘managers and shareholders,
shareholders and creditors, managers and creditors, controlling
shareholders ‘and small shareholders, and agency problems with-
in creditors. b. Financing contracts have financial governance
function as well as financing function, because they can solve the
agency problems with certain contracts arrangements. Through
the study of financial governance theory, this book discovers
that the essential of financial governance lies in the contracts
governance, and the nature of financial governance is contracts
governiance, c. Liability financing contracts can ease the agency
problems between shareholders and creditors, they have many
functions such as restriction, assurance and recombination. The
governance effect of equity financing contracts is divided into in-
ternal and external governance. Among -different financing
tools, the governance system of financing contracts is a contin-
gent governance system. Empirical study on the financial gov-
ernance effect of American companies has been conducted in this

chapter. Different liability and equity contract structures have
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different impact on companies’ financial governance, and effi-
cient financial governance should combine the voting rights re-
striction of equity contracts and the coripelling restriction of lia-
bility contracts to obtain a reasonable financing contracts struc-
ture, and improves the companies’ financial governance. efficieri-
cy.

Chapter 6, financing contracts and company value. This
chapter first reviews the literatures on the relation of financing
contract and company value, and then makes empirical analysis
using the financial data in Chinese listed companies. In the em-
pirical study, both the liability financing contracts and. equity fi-
nancing contracts have positive: impact -on improving financial
governance .and increasing.company value in Chinese listed com-
panies. However, when there are two kinds of; financing at the
same time, equity financing contracts have more significant im-
pact on company value than that-of liability financing contracts.
The leverage effect of liability financing contracts has not com-
pletely working. This research result explains the equity finan-
cing preference in Chinese listed companies.

Chapter 7, special fields of financing contracts. This chap-
ter mainly discusses the financial-rights, allocation and financial
governance function of the two special financing contracts.
First, this chapter studies the characteristics of venture capital,
and its impact on financial controlling rights allocation and finan-
cial govérnance. Venture capital contracts are one kind of equity
financing contracts, but they differ from normal ones. After the
study on the contracts choices between venture capitalists and
venture entrepreneurs, this book holds the opinion that convert-
ible preferred stock contracts are the optimal choice between the

two financing contracts. In the venture capital financing con-



