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Summary of Major Factors Affecting Stock Prices

External / Constraints:

1. Antitrust Laws
Environmental
Regulations

3. Product and
Workplace
Safety
Regulations

4.  Employment
Practices Rules

5. Federal Reserve
Policy

6. International
Rules

7. And So Forth

Strategic Policy Decisions

Controlled by Management

1.

Types of Products or
Services Produced
Production Methods
Used

Research and
Development Efforts
Relative Use of Debt
Financing

Dividend Policy

And so Forth

Level of Economic Stock
Activity and Market
Corporate Taxes Conditions

Expected

Cash Flows \

Timing of Stock

—>
Cash Flows Price

Of Clash Flows

Perceived /
Riskiness




CHAPTER 1
Introduction to Financial

!'_ Management

= Forms of Businesses

= Goals of the Corporation

= Stock Prices and Intrinsic Value
= Some Recent Trends

= Conflicts Between Managers and
Shareholders



Career Opportunities Iin

i Finance

= Money and capital markets
= Investments
= Financial management




Alternative Forms of Business
i Organization

= Proprietorship
= Partnership
= Corporation




i Proprietorships & Partnerships

= Advantages
= Ease of formation
= Subject to few regulations
= NO corporate income taxes

= Disadvantages
= Difficult to raise capital
= Unlimited liability
= Limited life



i Corporation

= Advantages
= Unlimited life
= Easy transfer of ownership
= Limited liability
= Ease of raising capital
= Disadvantages
= Double taxation
= Cost of set-up and report filing



Financial Goals of the
i Corporation

= The primary financial goal Is
shareholder wealth maximization,
which translates to maximizing stock
price.
= Do firms have any responsibilities to
society at large?

= |Is stock price maximization good or bad
for society?

= Should firms behave ethically?




i Factors that affect stock price

= Projected cash
flows to
shareholders

= TIming of the
cash flow stream

s Riskiness of the
cash flows




i Stock Prices and Intrinsic Value

= In equilibrium, a stock’s price should equal its
“true” or Intrinsic value.

= To the extent that investor perceptions are
Incorrect, a stock’s price in the short run may
deviate from Iits intrinsic value.

= ldeally, managers should avoid actions that
reduce intrinsic value, even if those decisions
Increase the stock price in the short run.



Determinants of Intrinsic Value
i and Stock Prices (Figure 1-1)

Managerial Actions, the Economic
Environment, and the Political Climate

PAANRN

True” Investor True” “Perceived” Investor “Perceived”
Returns Risk Returns Risk
Stock’s Stock's
Intrinsic Value Market Price

AN

Market Equilibrium:
Intrinsic Value = Stock Price




Financial Management Issues
i of the New Millennium

= The effect of
changing
technology

= The globalization
of business




i Some Important Trends

= Recent corporate scandals have
reinforced the importance of business
ethics, and have spurred additional
regulations and corporate oversight.

= The effects of changing information
technology have had a profound effect
on all aspects of business finance.

= The continued globalization of business.



Role of Finance in a Typical
Business Organization

[Board of DirectorsJ

|
[ President J

[ VP: Sales }

[

VP: Finance } [ VP: Operations } """"""

[ Treasurer } [ Controller ]

Credit Manager

Inventory Manager

L J

__| Capital Budgeting Director r

— Cost Accounting
. — Financial Accounting
— Tax Department

_____________________________________________________



i Responsibility of the Financial Staff

= Maximize stock value by:
» Forecasting and planning
= Investment and financing decisions
= Coordination and control
= Transactions in the financial markets
= Managing risk



Conflicts Between Managers
i and Stockholders

= Managers are naturally inclined to act in their
own best interests (which are not always the
same as the interest of stockholders).

= But the following factors affect managerial
behavior:
= Managerial compensation plans
= Direct intervention by shareholders
= The threat of firing
= The threat of takeover




Basic Valuation Model

Value = CF, —+ CF, —+ A + CF
(1 + k) (1 + k) (1 +k)"
B n CF,
= Q+k"

= T0 estimate an asset’s value, one estimates the
cash flow for each period t (CF)), the life of the
asset (n), and the appropriate discount rate (k)

= Throughout the course, we discuss how to
estimate the inputs and how financial management
IS used to improve them and thus maximize a
firm’s value.



Factors that Affect the Level
i and Riskiness of Cash Flows

= Decisions made by financial managers:
= |nvestment decisions

= Financing decisions (the relative use of
debt financing)

=« Dividend policy decisions

s | he external environment
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SYLLABUS : 900 713 miﬁmﬁamiﬁ@ﬁu%mmiﬁﬂ 3(3-0-3)

1. Course Title : 900 713 msRuiensaadulonigsn
Financial for Business Decision

2. Student Section: 03 nquITeUTUGIA13 1781 18.00-21.30 U,

3. Lecturer: s03man3i1sd wids 111755029
e-mail: phornsiri_t@yahoo.co.th

4. Consultation Hours : By appointment / Contact N aszasuns Tel: 02 677 4140 ext 140

5. Textbook : Eugene F. Brigham and Joel F. Houston, Essentials of Financial Management,
1% Edition, International Student Edition, Thompson South-Western, 2007.

Reference Textbook(s):
1. Eugene F. Brigham and Michael C. Ehrhardt, Financial Management: Theory and
Practice, 11" Edition, South-Western, 2005.
2. Stephen A. Ross, Randolph W. Westerfield, and Jeffrey Jaffe, Corporate Finance,
7" Edition, McGraw-Hill, 2005.

6. Course Type : Core - course for Master of Business Administration Program

7. Course Description :

Financial management and financial environment; forecasting, analyzing, planning and controlling of
finance; working capital management, decision in long-term investment in long-term capital. Capital
budgeting and cost of capital, capital structure and dividend policy. Strategic decision on long- term

financing (environment).
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8. Course Objectives :
Finance is an exciting, challenging, and ever-changing discipline. New technology and increased
globalization are dramatically transforming financial practices and markets.

This course has the main objective of giving based knowledge on theory and practical applications to
the students, conveying the excitement and ever-changing nature of finance, and making students
realize its importance and relevance. With this backgrounds, students can understand the specific
techniques and decision rules that are used to help maximize the value of the firm.



9. Course Evaluation:

9.1 Group Effort (30 %)
1.1 Case Reports & Presentation & QA 20 %
1.2 Group attendance & Participation 10 %

9.2 Individual Effort (70%)

2.1 Quizzes/ Assignments 10 %
2.2 Mid-term & Final Exams 60 %
Total 100 %

10.CourseOutline & Schedule: (Schedule of topics and assignment is subject to revision)

Session Topics and Assignments
1-2-3-4 | Topic: I Introduction to Financial Management
- An Overview of Financial Management
2 N.N.53
9 A.N.53 Il Fundamental Concepts in Financial Management
- Financial Statements, Cash Flow, and Taxes
16 n.W.53 - Analysis of Financial Statements
23 1LN53 - Fi_nancial Markets and Institutions
- Time Value of Money
Reading: Chapter 1-2-3-4-5
Assignments: Integrated Case: D’LEON INC.
5-6-7 Topic: 11 Financial Assets
- - Interest Rates
23.0.53 - Risk and Rates of Return
931.91.53 - Bonds and Their Valuation
. - Stock and Their Valuation
16 1.1.53
Reading: Chapter 6-7-8-9
Assignments: Integrated Case: MERRILL FINCH INC.
Quiz/Test

Mid Term Exam 23 #.n.2553




8-9-10
30 1.1.53
20 190.8.53

27 14.8.53

Topic:

Reading:

Assignments:

IV Investment in Long-Term Assets: Capital Budgeting
- The Cost of Capital
- The Basics of Capital Budgeting
- Cash Flow Estimation and Risk Analysis

V Capital Structure and Dividend Policy
- Capital Structure and Leverage
- Dividend Policy

Chapter 10-12, 14-15
Problems & Mini-case will be assigned in class
Quiz/Test

Session

Topics and Assignments

11

4 N.n.53

Topic :

Reading :

Assignments :

VI Working Capital and Financial Planning
- Working Capital Management
- Financial Planning and Forecasting

Chapter 16-17
Integrated Case: ALLIED COMPONENTS COMPANY
Quiz/Test

12
11 W.n. 53

18 W.A. 53

Topic:

Reading:

Assignments:

VII Special Topics in Financial Management

- Strategic Financing Decisions

- Tactical Financing Decisions
(Issuing Securities to the Public; Hybrid Financing:
Leasing, Preferred Stock, Warrants, and
Convertibles)

- Options

- Derivatives and Hedging Risk

- Mergers and Acquisitions

Chapter 18
Problems & Mini-case will be assigned in class
Quiz/Test

Final Exam 25 . A.2553




11. Course Guidelines:

1. Class Format

The class will be a combination of lectures by the instructor and class discussion on mini-case study.
Students are expected to be well prepared for the class and work hard. There will be in-class quizzes,
group presentation, and mini-exams. Regular class preparation, attendance, and participation are
required consistent with the current academic standards. Furthermore, revision and exercises/problems
solving will be assigned at the end of each session so that each student will truly concentrate on the
essence of the topic.

2. Mini-Case Study

The class will be randomly divided into groups of 5-6 students, to which cases will be assigned as tools
to lead the students into self-study of important Finance concept and theory. Each group has a
responsibility of producing short and precise case analysis report (not more than 10 A4-pages) in order
to be evaluated and used in further class participation.

3. Data Research Report

Groups of students will be redesigned and assigned certain topics in order to acquire information
through references and/or interviews. Reports must be produced and prepared for presentation in the
class for the purpose of exchange of knowledge and question answering.

4. Advice on Studying

This course requires great efforts from both the instructor and the student. Before the class, students

should read the relevant chapters from textbooks as well as assigned article for discussion. After the

class, students should re-read the pertinent chapters more carefully and solve the assigned homework
problems/cases. If students anticipate a problem, let the instructor knows (see the contact information
above).

5. Examination

Students must take exams at the scheduled date and time. If there are highly unusual and absolutely
unavoidable extenuating circumstances, the instructor may agree to offer a makeup exam. However, all
make-up exams must be scheduled with the instructor at least 1 week prior to the examination date. No
one will be excused from taking an exam.
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1. AN OVERVIEW OF FINANCIAL MANAGEMENT

1.1 FORMS OF BUSINESS ORGANIZATION.

Question : What are the key differences between sole proprietorships, partnerships, and
corporations?

1.2 STOCK PRICES AND SHAREHOLDER VALUE

Questions : What is management’s primary goal?
: What do investors expect to receive when they buy a share of stock?
Do investors know for sure what they will receive? Explain.



1.3 INTRINSIC VALUES, STOCK PRICES, AND COMPENSATION PLANS

Questions :

What’s the difference between a stock’s current market price and its intrinsic value?

. If an action would maximize either the current market price or the intrinsic value,

but not both, which one should stockholders (as a group) want managers to
maximize? Explain.

1.4 SOME IMPORTANT TRENDS

Questions

: What are three trends that affect business management in general and financial

management in particular?



1.5 BUSINESS ETHICS

Question : How would you define “business ethics™?

1.6 CONFLICTS BETWEEN MANAGERS AND STOCKHOLDERS

Questions : What are three techniques stockholders can use to motivate managers to try to
maximize their stock’s long-run price?

: Should managers focus directly on the actual stock price, on the stock’s intrinsic
value, or are both important? Explain.

1.7 THE ROLE OF FINANCE IN THE ORGANIZATION

Questions : What are the principal responsibilities of the board of directors and the CEO?
: What are the principal responsibilities of the CFO?
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