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Abstract

Corporate investment and financing decisions is an important
core problem in finance decisions. Generally, in the process of
investment and financing decisions, people only are tied up the
category of investment and financing contents themselves, they
think they will win if they can control risks and profits of
investment decisions and select reasonable capital structure and
dividend decisions in financing decisions. The relationship of cash
flow and investment and financing decisions only is confined to
the relationship of capital investment decisions and the cash flow
that the capital investment produces. There is absent of deep
theoretical recognition on which corporate cash flow reflecting
finance health situation affects the investment and financing
decisions.

The object of corporate financial management is the funds
moving, cash flow as dynamic state expression of funds moving
synthetically reflects the whole features, which including the
main processes ( supply, produce, sale) and main aspects
(financing, investment; cost, expense; profit distribution).
Cash flow makes up the fundamental operating framework of
business management, it is starting point and terminal point of
corporate management behavious. 1950s—1990s, many
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economists achieved creative fruits in the relevant science fields,
such as firm value theory, information economics, principal-agent
theory and finance engineering theory, which become the
theoretical premise of cash flow affecting corporate investment
and financing decisions.

This book devoted the research of impact and strategy of
cash flow on listed company’ s investment and financing
decisions, At first, on the basis of fully understood and grasped
relevant theories, this paper analyzed the economic mechanism of
impact of cash flow on investment and financing decisions, and
built a systemic theoretical system, respectively researched the
relationship of cash flow and capital structure, cash flow
uncertainty and dividend decisions, cash flow and investment
decisions under different characteristic factors (equity structure,
firm size, and so on).

On the basis of theoretical analysis above, this paper built
regressive equation respectively, and empirically checked the
relationship of cash flow and investment and financing decisions of
listed companies in China. This book thought because listed
companies gradually were produced in the process of denying and
reforming planning economic corporate institution, so these listed
companies were not the natural results of the development of
classic corporate institution, this kind of especial institution
arrangement must bring some new discoveries and conclusions to
the research of this book.

On the aspect of cash flow affecting investment decisions,
according to the traditional neo-classic investment theoretical

model, this book first checked if investment decisions of listed
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companies was sensitive to cash flow, then, according to
corporate characteristic factors, further checked the relationship
of cash flow and investment decisions, results found: Under the
condition of different equity-controlled types, investment was
sensitive to cash flow, but the motive which cash flow was
sensitive to investment in stateowned equity-controlled
companies came from free cash flow hypothesis, the result was
over-investment, and the motive in corporate equity-controlled
and equity-dispersed companies came from information
asymmetry hypothesis, the result was under-investment. Under
the condition of different firm sizes, investment was sensitive to
cash flow, but the main motive which cash flow was sensitive to
investment in bigger firm size came from information asymmetry
hypothesis, the result was under-investment, and the motive in
smaller firm size came from free cash flow hypothesis, the result
was over-investment, On the aspect of cash flow affecting
financing decisions, this book first analyzed the cash flow model
and net operating flows effects, explored the relationship of cash
flow, types of financing and capital structure, and designed
operate method of discerning excessive equity financing according
to these principles, then built mathematics model and empirically
checked the impact of cash flow uncertainty on dividend decision,
the result found: Cash flow uncertainty was negative significant
correlation to the dividend payout, dividend policy affected stock
price, and it followed dividend signal theory. Theoretical analysis
and empirical study of the impact of cash flow on investment and
financing decisions are very important innovations in this book.
After MM theory, the opinion of firm value maximum is
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going deep into people’s heart, investment and financing
decisions determines the firm value. So on the basis of the impact
of cash flow on the investment and financing decisions, this book
further researched the impact on firm value, it made the book
become an intergrated and tight logic system. According to these
impacts, on the perspective of firm value maximum, this book
designed the relevant strategies, for example, cash flow
management strategy, cash flow hedging strategy and optimizing
corporate governance suggestion, these are also innovations in
this paper.

Finally, this book further checked theoretical analysis and
empirical study above through analyzing typical case. The
theoretical analysis and empirical study of this book suggested;
Cash flow was an important factor which affecting investment and
financing decisions, microcosmic basis-corporate financial
situation should be pay more attention in China. Corporate
governance is the basis of building the financial strategy, cash
flow has tightly relationship with firm value. So we should
combine to the internal and external environment, have the
maximum firm value as the financial objective, and establish the
financial strategy of enterprises’ sustained development.

The main innovations are as follows:

1. It analyzed the relationship of cash flow, investment and
financing decisions, and firm value, according to the principle of
economics and corporate finance. And it built a systemic
theoretical framework.

2. It empirically checked the impact of cash flow on listed
company’s investment decisions in China, At first, it built the
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investment decisions model introducing cash flow factor, and
totally checked the impact of cash flow on investment decisions.
Then, it summed up corporate characteristic factors, empirically
analyzed the impact of cash flow on investment decisions under
different characteristic factors, and further checked the motive'
which they did like that.

3. It designed the method of discerning excessive equity
financing, and theoretically analyzed and empirically checked the
impact of cash flow uncertainty on dividend decisions. It analyzed
cash flow was the “indicator” of corporate finance health
situation, and also analyzed the relationship of cash flow and
financing types, these were theoretical foundation of designing
this method. The relationship of cash flow and dividend decisions
only stay the direct observation, this book built the model,
analyzed and proved it.

4. It designed the cash flow management strategy. Research
results suggested that cash flow had important impact on
corporate finance decisions and realizing firm value maximum.
But in the long term, there is the weak attention and
management to it. This book analyzed the premise, concept and
content of cash flow management, and built strategic framework
of management cash flow—five stages method.

5. It built the model and proved the relationship of cash flow
hedging and firm value, and put forward the corresponding suggestion
in China. The absence and volatility of cash flow caused investment
and financing decisions deviate optimum, cash flow hedging was new
risk management tool to solve this problem. This book pointed out
that cash flow hedging could raise firm value, and provided some

suggestions on how to use cash flow hedging strategy.
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