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Themes for the

) « Corporate Finance — Scope
Session

 Difference Between Accounting & Finance

« Corporate Finance in the Big Picture (of Business
Strategy & Execution)

« Corporate Finance — Fundamental Principles
« Corporate Finance Theory

* Introduction to ‘Time Value of Money’



Corporate Finance — Scope

“Every decision that a business makes has financial implications, and any decision

which affects the finances of a business is a corporate finance decision.”

Corporate
Finance

\

The Financial
analysis of pricing
and product

strategies:
Marketing

\

Information for
making better
financial
decisions
Accounting and
IS

~ N

Assessing and
Increasing the
financial value
of Human
Capital: OB

N——

Financial
consequences of
production and

Assessing the
financial payoff
to creating and

augmenting opgrgting
barriers to entry: decisions:
Corporate Production and
Strategy Operations

Management



Scope of
Financial
Management

Estimating financial requirements

Deciding capital structure

Selecting a source of finance

Deciding on utilization of funds
« Optimal cash planning & management
* Implementing financial controls

 Surplus Utilization



Corporate
Finance
Decisions

1. Investment Decisions
2. Financing Decisions

3. Working Capital Management
Decisions

4. Dividends and Payback Decisions
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Corporate Finance — Fundamental Principles

Maximize the value of the business (firm)

\

The Investment Decision
Invest in assets that eam a
return greater than the
minimum acceptable hurdle

rate

*4

|

il

The Financing Decision
Finjd the right kind of debt
for your firm and the nght
mix of debt and equity to
fund your operations

*

|

|

The Dividend Decision
If you cannot find investments
that make your minimum
acceptable rate, return the cash
to owners of your business

*

The hurdle rate
should reflect the
riskiness of the
investment and
the mix of debt
and equity used
to fund it.

The return
should relfect the
maagnitude and
the timing of the
cashflows as welll
as all side effects.

The optimal
mix of debt
and equity

maximizes firm
value

The right kind
of debt
matches the
tenor of your
assets

How much
cash you can
return
depends upon
current &
potential
investment
opportunities

How you choose
to return cash to
the owners will
depend whether

they prefer
dividends or

buybacks
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Corporate Finance Implications - Universality

* Every business, small or large, public or private, has to make investment, financing
and dividend decisions.

* The objective in corporate finance for all of these businesses remains the same:
maximizing value.

 While the constraints and challenges that firms face can vary dramatically across
firms, the first principles do not change



Corporate Finance — Focus Area
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