Goals and Objectives 2007


GSBA 548 - Corporation Finance MBA.PM Spring 2007 Semester - J. K. Dietrich

Goals and Objectives Spring 2007
1. Understand course requirements and grading

2. Describe corporate governance structure in the United States and responsibilities of key parties

3. Define the goal of the financial management of the firm

4. Relate the study of finance to other business core disciplines

5. Calculate the market cap of publicly traded corporations and compare to book value

6. Calculate the market price of a publicly traded bond and compare to book value

7. Compare and contrast market and book value of a firm

8. Define market value added and economic value added and relate these to book and market values

9. Be able to calculate present values of individual cash flows and multiple cash flows in the future

10. Identify patterns in future cash flows and choose appropriate simplified present-value formulas and calculate present values using four formulas discussed in class.

11. Be able to solve present value problems involving perpetuities, growing perpetuities, annuities, and growing annuities as well as different cash flows in each period


12. Be able to associate patterns of cash flows in graphical representation with four formulas

13. Review basic concepts of present value calculations, simple present value formulas, the interrelation between growth rates and discount rates on present values and present-value multipliers, and how to examine sources of values from discounting future cash flows (topics introduced in Class 3)

14. Locate detailed descriptions of sources of long-term financing and be able to classify issues in terms of types of fixed incomes discussed in class

15. Find and interpret bond price quotations in the Wall Street Journal, Moody’s Bond Record, Standard and Poor’s Bond Guide, and on-line resources like www.nasdbondinfo.com.

16. Apply bond price formula to discounted notes and coupon bonds and understand sensitivity of bond values to determinants of their prices

17. Interpret all formulas in “Estimated Market Value of Debt” section of PVFIRM05, Sheet 1 “Capital Structure”

18. Relate the payments of dividends to the value of common stocks and describe all cash flows important to shareholders in determining share values

19. Be able to list determinants of stock prices and relate simple patterns in dividends to present-value formulas for stocks 

20. Interpret price-earnings, market-to-book, and cash flow-to-price ratios as published and/or used in the financial press (e.g. Value Line) and relate to valuation and present value calculations

21. Define net present value of growth opportunities and relate to share values and discuss its practical relevance to valuation


22. Define and critique investment decision rules payback period, average accounting return, internal rate of return, profitability index, as discussed in class and contrast to net present value rule.

23. Compute incremental after-tax cash flows for an investment, including cash flows from operations and necessary investments in working capital and additional fixed capital and maintenance. 

24. Calculate net present of a capital investment decisions and identify sources of value from the investment.

25. Describe corporate data in Compustat files and relate to corporate financial reporting and disclosures and to output from Wharton database

26. Define and interpret corporate performance measured by return on equity and relate to corporate taxation, gross return on assets (earning power) and leverage factors

27. Relate earning power to gross margin and asset turnover and identify ratios from Wharton reports useful in analyzing these determinants of corporate performance

28. Use common size income statements, profitability and activity ratios to make assumptions for cash flow projections required for Sheet 2 in PVFIRM05 and be

29. Describe the problem of identifying positive net-present-value (NPV) projects in a competitive economy and list possible reasons for it being possible to find investment opportunities that are worth more than they cost

30. Discuss how managers can assess the importance of uncertainty about future outcomes on investment opportunities using scenario, sensitivity, and break-even analysis

31. Analyze how managers’ sequencing of major investments and responses to information concerning prospects for operations in the future create real options and can lead to higher values from investments and possible underestimation of the value opportunities of investments using NPV analysis

32. Define and calculate holding period returns on stocks and bonds and differentiate from yields to maturity for bonds.

33. Define expected returns and variability measures and relate to estimates derived from historical return data.

34. Describe and discuss source of benefits from portfolio diversification in terms of risk reduction.

35. Define systematic and unsystematic risk in terms of contribution to a portfolio’s variability and relate systematic risk to beta coefficients.

36. Relate beta coefficients to capital-asset-pricing model risk premiums for common stocks and identify sources of estimates of stock beta coefficients.

37. Relate the concept of security market line (SML) to the required rate of return on equity and a project.

38. Relate beta coefficients to capital-asset-pricing model risk premiums for common stocks and identify sources of estimates of stock beta coefficients.

39. Describe and contrast the effect of operating leverage and capital structure on equity betas.   

40. Compare equity and asset beta coefficients and relate values of asset betas to equity betas using formulas presented in text and class discussions.

41. Define the after-tax weighted-average cost of capital (WACC) and relate this concept to the required return on investments in the firm and identify instances when the WACC is not an appropriate discount rate for projects.

42. Calculate and interpret the cost of equity capital and the after-tax weighted average cost capital


43. Define market efficiency and contrast weak-form, semistrong and strong-form efficiency, and discuss information available and types of transactors determining asset prices at the margin. 

44. Review the nature of the tests of the hypotheses of market efficiency and weigh critically the evidence concerning market efficiency in the three forms above.

45. List the main conclusions of the Modigliani-Miller capital structure irrelevancy argument, list the assumptions necessary to derive those conclusions and describe the effect on those conclusions from dropping key assumptions or conditions of the Modigliani-Miller theorems.

46. Describe arbitrage opportunities given violations of pricing relations implied in the Modigliani-Miller model and discuss how arbitrage pricing works to value claims on corporate income in the absence of corporate taxes.

47. Discuss the effects of taxes and bankruptcy costs on optimal capital structure and cost of capital for corporations.

48. Present and critique the arguments supporting the existence of an optimal capital structure.

