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CHAPTER ISSUES

A Financial manager needs to understand:

#

#

How capital markets work, especially if you need to raise capital.

Usetoolsto compare your company's performance with othersin the
same industry.

Relationship between risk & return

I How much risk must you accept?
I What isthe minimum acceptable return on arisky project?

Valuation models & techniques

I Whatisa$1 worth 10 years from today (Future Value)?

I  Whatisa$l to be received in 10 years worth today (Present
Value)?

The potential conflict of interest between stakeholders in the firm,
such as:

I shareholders

bondholders

suppliers

customers

employees

The regulatory environment?

What is meant by stock prices are "fair”?
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VALUATION

Valuation deals with calculating an asset's true value,
I.e., what it should be selling a, or its worth in the market.

Factors influencing value
Our model isbased on CFs, i.e. the net cash generated by an asset over
a specific period. The factors are:

amount of cash flow (CF)

timing of CF
risk of CF

Applications

loan amortization (Ch 6)

stated vs. effective interest charged (Ch 6)

rebate vs. low financing (Ch 6)

pricing of bonds (Ch 7)

pricing of stocks/firms (Ch 7)

What is the value of a particular division within afirm?

How much value does a new project contribute to a firm?
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1. TYPES OF VALUATION

TYPES OF VALUATION

VALUATION

Based on Based on
PREFERENCES VALUE OF CF

| |
DEMAND & FV, PV
SUPPLY
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