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Abstract

Abstract

For a long time, the scope and contents of
capital market and financial management re-
search are at the top of the debates. This book
establishes an analytical framework for this is-
sue. Based on this framework, the following
facts were observed: the current financial man-
agement theory is in essence a value — alloca-
tion theory; the current research focuses on val-
ue — allocation; in China’s firms, excessive fi-
nancing and over investments exist; finally, in
financial management practice, there is a trend
of managing business only and deals nothing
with managing human beings. These phenome-
na depart from the true requirements in finan-
cial management theory research. Therefore, it
is a time to rethink and to re — explore the

scope and contents of financial management
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research. Using a normative approach, this study explores the fi-
nancial management theory from a value — creation perspective. The
study will help the financial management theory and practice to get
away from value allocation preference.

There are 9 chapters in this book. The first chapter is the in-
troduction. Based on the descriptions of current value — allocation
oriented financial management theory and practice, this chapter dis-
cusses the motivations and implications of the book. The chapter al-
so develops the research objectives, designs and methods. Chapter
2 analyzes a typical value — allocation oriented phenomenon, capital
operations. The analysis underpins the essence of capital operation,
and points out that value — creation, rather value — allocation should
be the focus of financial management. A case study of “FeiTian”
Group reveals the in — sustainability of value — allocation oriented fi-
nancial management. Chapter 3 investigates the main characteristics
of value — allocation oriented financial management. The starting
point for analysis is a financial capital owned firm, with maximiza-
tion of shareholder value as the goal for financial management. Un-
der the value — allocation approach of financial management, exter-
nal capital markets and share price are over emphasized, tax be-
comes the key considerations in decision — making, and all the de-
cisions are made for the shareholder’ s benefits. Chapter 4 explores
the nature and the goal of enterprise. In reviewing the literature,
this thesis proposes a new perspective for the nature of the enter-
prise based on the cognitions of organization and of objectives of or-
ganization. Actually, the current theories about the objectives of an

enterprise have no essential differences. Chapter 5 develops the
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theory of enterprise value — creation. Applying resources basis theo-
ry, this chapter explores the origins of value creation and the re-
sources areas of value creation. The chapter further discusses the
mechanism and the drivers of value creation, and the relationship
between value — creating resources and the business activities.
Therefore, this chapter establishes a link between research bases
theory and financial management. Chapter 6 expounds the key con-
cepts of value — creation oriented financial management. In this
chapter, the following concepts are redefined: capital and assets,
value and price, value of debt and value of shareholder equity, val-
ue of firm and value creation, cash flow and net cash flow, discount
rate and opportunity cost of capital. The redefining makes it ready
for developing the framework for value — creation financial manage-
ment. Chapter 7 sets the goal for value — creation financial manage-
ment. Based on the nature of value creation, the chapter first modi-
fies the modern theories on the goal of financial management, and
proves that the goal of financial management is maximization value
— creation. Chapter 8 is the focus of the book. The chapter propo-
ses the preliminary framework of value — creation oriented financial
management. Starting from the nature of the firm and in combina-
tion of the pathway to the goal of financial management, the chapter
constructs a framework and main contents from the perspective of
firm. Finally, chapter 9 concludes the thesis. In analyzing and ex-
plaining some related issues in value — allocation vs. value — crea-
tion financial management, the chapter summarizes the conclusions
and contributions of the study, and figures out the possible weak-

ness of the study.
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The main conclusions of the book are: (1) The base of finan-
cial management theory is the nature of the firm, which is a value —
creating organization. The nature of the firm determines the goal of
a firm and that of financial management. (2 ) The goal of enterprise
financial management is maximization value — creation, that is,
maximization of financial value — added or net present value — add-
ed. (3) The pathway to the goal of financial management is the in-
vesting and operating activities, which, in turn, is the starting
point for developing the framework of value — creation financial
management. The core contents of value — creation financial man-
agement include: strategic financial management, capital budget
theory based on value — creation, investment portfolio management,
sustainable cash flow management, investment risk management,
and performance evaluation based on value — creation. (4 ) Based
on the new definition of net cash flow and discount rate, the thesis
proposes a new theory on capital budget which focuses the net pres-
ent value — added. (5 ) The relationship between capital structure
and value — creation should be re — deployed in differentiating value
— creation from value — allocation. Although adjusting capital struc-
ture does not create value directly, good capital structure and cor-
porate governance have positive and incentive effects on value crea-
tion. This will be a new direction for capital structure and corporate
governance research. ( 6 ) Capital structure is related to value — al-
location. Capital structure is the basis for determine the rules of
value allocation which is more than dividend payouts. When human
capital comes in play, capital structure is not any more a two — di-

mension structure, but a four — dimension structure which includes
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non — human capital liabilities, human capital liabilities, non — hu-
man capital shareholder’ s equity, and human capital shareholder’ s
equity. Based on this new capital structure, this study proposes a
new theoretical framework for value — allocation which has incentive
effects on value — creation. ( 7 ) Through investing in intelligence
assets, firms bring human assets and human capital into the scope
of financial management. Human assets are the core driver of value
creation of a firm. Value — creation oriented financial management
manages both human and business activities.

From a value creation perspective, this book explores the char-
acteristics of value — allocation financial management, the nature of
the firm, the goal of financial management, the main concepts of fi-
nancial management, investment management, financing manage-
ment, dividend policy, and other issues in financial management.
The study will have a positive effect on helping the financial man-
agement practice in China’ s firms convert from value — allocation o-

riented to value — creation oriented.
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