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Purpose and Focus

Review of the syllabus.



Course objectives and learning goals.



Course materials, schedule, and 

assignments on “MyLeeds” or:

http://leeds-faculty.colorado.edu/zender/MBAC6060-3/Schedule.html



Course policies.



Grading guidelines.
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Financial analysis and planning.



Assess the strengths and weaknesses of 

the firm via the Statement of Cash Flow, 

ratio analysis, and common sized financial 

statements.



Pro forma financial statements.



Cash flow for valuation.
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Capital budgeting.



Decisions that involve what fixed assets 

the firm should acquire.



“Investment” or “Left-hand side” decisions.



The value of any asset is a function of:



The size of the future cash flows.



The timing of the future cash flows.



The risk of the future cash flows.



How do we make an investment decision?
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Capital structure.



Decisions that determine how to raise the money 

to buy our assets.



Financing or “Right-hand side” decisions.



Capital structure of the firm is a portfolio of 

assets, a portfolio chosen to minimize the total 

financing cost.



The financial claims of a firm are contingent 

claims, their value derives solely from the “left-

hand side” of the firm.



The dividend decision is a part of this discussion!?
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Risk versus return.



Not exactly a corporate finance decision but so 

integral to these decisions that it deserves 

separate mention.



An important and difficult question is exactly how 

we should measure risk.



Once we have a handle on measuring risk we 

need to explain how measured risk relates to 

required or expected returns.



This leads us to a study of asset pricing models.



This will affect our capital budgeting decisions but also 

our capital structure decisions.
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Working capital management.



A subset of the investment and financing 

decisions of the firm.



Both sides of the balance sheet are affected.



Concentrates on current assets and liabilities.



Intimately tied with FAP.



Net working capital is an asset that must 

be financed from some source of funds.



It is an easy and dangerous thing to lose 

control of.
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Three years ago your cousin Ralph opened a 

brew-pub in downtown Boulder.  

While it has been operating fairly successfully 

its survival depends upon some expansion 

and upgrades in its production equipment.

Ralph has come to you as a potential equity 

investor.

The expansion requires $100,000 and the two 

of you are discussing the ownership stake 

this would imply for you.
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Ralph argues that three years ago he 

invested $30,000 of his own capital.

He also argues that for three years he has 

been working at a less than competitive wage 

(in order to reinvest the generated cash).

He estimates this amounts to $40,000 in 

“sweat equity” for each of the three years.

Ralph suggests these facts imply your 

$100,000 will purchase 40% of the equity.

How did Ralph come up with this figure and is 

this argument valid?
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Assets have value due to the payoffs they 

generate for those that purchase them.



What does past investment have to do with this?

The price you are (should be) willing to pay 

for an asset depends upon the future value

you will receive from owning that asset.



We will see that we cannot examine most assets 

in isolation.

Another piece of the puzzle is that cash today 

is more valuable than cash tomorrow – a 

concept we call the “time value of money.”
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[image: image11.emf]Valuation

An important goal for us will be to value 

different assets.  It is often helpful to see 

where we are headed: Discounted cash flow 

valuation:

We can actually see some of where we are 

going from this seeming gibberish.  Use this 

to remind yourself why we are doing things.
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Corporate Finance Decisions

		Capital budgeting.

		Decisions that involve what fixed assets the firm should acquire.

		“Investment” or “Left-hand side” decisions.

		The value of any asset is a function of:

		The size of the future cash flows.

		The timing of the future cash flows.

		The risk of the future cash flows.

		How do we make an investment decision?
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Course Introduction

Corporate Finance



Professor Jaime F. Zender
















_1251014976.ppt


Course Overview:

Purpose and Focus

		Review of the syllabus.

		Course objectives and learning goals.

		Course materials, schedule, and assignments on “MyLeeds” or:



	http://leeds-faculty.colorado.edu/zender/MBAC6060-3/Schedule.html

		Course policies.

		Grading guidelines.
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Corporate Finance Decisions

		Financial analysis and planning.

		Assess the strengths and weaknesses of the firm via the Statement of Cash Flow, ratio analysis, and common sized financial statements.

		Pro forma financial statements.

		Cash flow for valuation.
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Corporate Finance Decisions

		Risk versus return.

		Not exactly a corporate finance decision but so integral to these decisions that it deserves separate mention.

		An important and difficult question is exactly how we should measure risk.

		Once we have a handle on measuring risk we need to explain how measured risk relates to required or expected returns.

		This leads us to a study of asset pricing models.

		This will affect our capital budgeting decisions but also our capital structure decisions.
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Corporate Finance Decisions

		Capital structure.

		Decisions that determine how to raise the money to buy our assets.

		Financing or “Right-hand side” decisions.

		Capital structure of the firm is a portfolio of assets, a portfolio chosen to minimize the total financing cost.

		The financial claims of a firm are contingent claims, their value derives solely from the “left-hand side” of the firm.

		The dividend decision is a part of this discussion!?
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Typical Question

		Three years ago your cousin Ralph opened a brew-pub in downtown Boulder.  

		While it has been operating fairly successfully its survival depends upon some expansion and upgrades in its production equipment.

		Ralph has come to you as a potential equity investor.

		The expansion requires $100,000 and the two of you are discussing the ownership stake this would imply for you.
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Corporate Finance Decisions

		Working capital management.

		A subset of the investment and financing decisions of the firm.

		Both sides of the balance sheet are affected.

		Concentrates on current assets and liabilities.

		Intimately tied with FAP.

		Net working capital is an asset that must be financed from some source of funds.

		It is an easy and dangerous thing to lose control of.
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Valuation Basics – Where We Are Headed

		Assets have value due to the payoffs they generate for those that purchase them.

		What does past investment have to do with this?

		The price you are (should be) willing to pay for an asset depends upon the future value you will receive from owning that asset.

		We will see that we cannot examine most assets in isolation.

		Another piece of the puzzle is that cash today is more valuable than cash tomorrow – a concept we call the “time value of money.”
























_1248177047.ppt


Ralph’s Position

		Ralph argues that three years ago he invested $30,000 of his own capital.

		He also argues that for three years he has been working at a less than competitive wage (in order to reinvest the generated cash).

		He estimates this amounts to $40,000 in “sweat equity” for each of the three years.

		Ralph suggests these facts imply your $100,000 will purchase 40% of the equity.

		How did Ralph come up with this figure and is this argument valid?
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Valuation

		An important goal for us will be to value different assets.  It is often helpful to see where we are headed: Discounted cash flow valuation:









		We can actually see some of where we are going from this seeming gibberish.  Use this to remind yourself why we are doing things.
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