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Control practices

The following control objectives provide a basis for strengthening your control environment for
the process of designing capital structure. When you select an objective, you will access a list of
the associated business risks and coptractices. That information can serve as a checklist

when you begin reviewing the strength of your current process controls.

This business risk and control information can help you assess your internal control environment
and assist with the design and implementation of internal controls. Please note that this
information is at the generic business process level ang noampanies will need to go beyond
generic models to address the specific business processes that support the financial and
nonfinancial disclosures being made. You can combine the insight of this business risk and
control information with your industrgpecific knowledge and understanding of your company's
environment when conducting internal control assessments and designing and implementing
recommendations.

Effectiveness and efficiency of operations

capital requirements, and financial ratios.

Effectiveness and effiency of operations
A. Select the best source of capital based on the company's needs and market conditions.

Business risks
x Excessive cost of capital.
x Dilution of ownership interests.
x Increased financial risk.

Control practices
1. Obtain the services of investment bankers to help research the optimum sources of
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. Consider the disadvantages of debt financing. (These include: interest payments even
when profits are low and losses incurred; debt repayment at maturity; higher debt that
increases financial risk and interest costs; and inglerovisions that restrict activities.)

. Consider the advantages of common stock issuance. (These include: no requirements to
pay fixed charges such as dividends or interest or to establish repayment or sinking funds;
and an improved credit rating duedtock issuance.)

. Consider the disadvantages of common stock issuance. (These include: no tax deduction
for dividends; diluted ownership interest; earnings and available dividends spread over
more shares outstanding; and higher issuance costs than thpsefdéored stock or debt
financing.)

. Consider the advantages of preferred stock issuance. (These include: no dividend
payments during difficult times; preferred stockholders cannot force bankruptcy;

preferred sht






