Chapter One

Introduction to Corporate Finance

Overview

This first chapter is a “soft chapter.” No mathematics are involved and the lecture is primarily a terminology lecture. Some instructors will spend their first class going over a syllabus, discussing class requirements and going slow on the material. This chapter fits a ‘night one’ lesson plan very well. 

Students familiar with finance terminology will breeze through this material and be ready to move on. Students new to the material will get a nice dose of “terminology shock.” It is highly recommended that the instructor set expectations at this point. Let the class know that the chapter is very easy and that if they cannot grasp the material in chapter one, they should be prepared for many challenges in the chapters to follow. 

Even if students are experienced in finance, there is enough in this lecture dealing with current events that everyone should find something of interest.  One thing I do is to try and get the students to talk about their own country and why it is different.  It’s a great opportunity to get students to buy into the class and in many cases this tends to be one of the most enjoyable lectures for students.

I’m anticipating a core lecture of 2 hours.  If you have a one hour lecture, shorten the material to core information.  Three hour lectures should explore the examples more.

Chapter Synopsis

This chapter introduces some of the basic ideas in corporate finance:

1.
Corporate finance has three main areas of concern:

a.
Capital budgeting: What long-term investments should the firm take?

b.
Capital structure: Where will the firm get the long-term financing to pay for its investments? Also, what mixture of debt and equity should it use to fund operations?

c.
Working capital management: How should the firm manage its everyday financial activities?

2.
The goal of financial management in a for-profit business is to make decisions that increase the value of the shares, or, more generally, increase the market value of the equity.

The most important issue that is introduced in this chapter is the goal of financial management: maximizing share value. 

Lecture Material

It’s always good to start off a lecture with an example of current events in corporate finance.  It catches students’ interest and can also be used as a touchstone for the rest of the lecture.  

Any example could be used.  I have simply gone on to Google News and searched for news in this area and chosen an appropriate news story.

