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Topic 1: Introduction to Finance 
Assessments: 

 Assessment 1: 4 individual online tests. Each test worth 2.5 percent, comprises of 10 

questions. 

 Assessment 2: Group of 4 written assignment 

 Assessment 3: Final exams. Individual. Closed book. The exam is hurdled meaning you need 

to pass the exams in order to pass the whole unit. 

What is Finance? 
Finance is the study of how individuals, businesses and institutions acquire, spend and manage 
financial resources. There are five major areas of finance: 

 Investment analysis and management 
o Mainly concerned with where and how to invest e.g. fund manager 

 Corporate finance 
o Mainly concerned with the decisions of managers e.g. CFO 

 Capital markets and financial institutions 
o Explains the operations of financial intermediation and the efficiency in the financial 

services sector 

 International finance 
o Examine the operations of foreign exchange markets, international investment 

decisions and international funding mechanisms 

 General finance 
o Personal finance, real estate finance and public finance (everything that doesn’t fall 

into the other categories) 

The Finance Function 
The main goal of managers is to maximize the market value of the firm (value of the firm = present 

value of future expected cash flows). This maximizes the wealth of shareholders (shareholders 

wealth = present value of their future expected cash flows). 

How Do Managers Maximise the Firm’s Value 

Managers maximise the firm’s value by making a number of key corporate policies: 

 Investment or Capital budgeting 

 Financing or Capital structure 

 Distribution or Dividend policy 

 Corporate Hedging or Risk management 

Value of the Firm 

Value is the present value of the cash flows an asset is expected to generate in the future.  

 Firm Value = 

   E(CFt) = Expected cash flows received at the end of period t 

 n= Number of periods over which cash flows are received 

 k= Required rate of return by investors. 

Notice the difference between finance and accounting: Cash Flow vs. Profit/Loss 

Main factors to consider when valuing a firm: 

 Magnitude of expected cash flows - E(CFt) 

 Timing of cash flows – n 

 Risk of expected cash flows – k 
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Each of the key corporate decisions has an impact on the firm’s value because it directly influences 

either the magnitude, timing of the cash flows and the volatility (risk of this cash flows). Social 

responsibility of a firm can influence its value, need to be a good corporate citizen. 

Alternative Forms of Business Organisation 
Proprietorship 

A proprietorship is an unincorporated business which is owned by one individual. 

Advantages: 

 Easy, inexpensive to form and to dissolve 

 Subject to few government regulations (cost of compliance is lower) 

 Control rests with the owner, so it is easy for the owner to make decisions 

 Taxed like an individual 

Disadvantages: 

 Not a separate entity i.e. proprietor has unlimited liability for business debts 

 Ownership can only be transferred by selling the business to new owner. If the business is 

not sold, then it will cease to exist when the owner retires or dies 

 Size of business is limited by the wealth of the owner and the amount he/she can borrow. 

Difficult to raise funds for expansion. 

Partnership 

Partnership is a business owned by two or more people acting 

Advantages: 

 Same as sole proprietorship with the ability to: 

 Combine the wealth and talents of several individuals, and employees can be offered the 

prospects of becoming partners 

 Workload and ideas are shared 

Disadvantages 

 Partners have unlimited personal liability for business debts 

 Difficult for partners to withdraw their investment because the partnership will terminate if 

a partner’s interest in the partnership is sold or the partner dies 

 Difficult for partnership to obtain large sums of capital; but better than for a proprietorship 

 Disputes between partners or former partners can be very damaging 

Corporation 

Legal entity created by a statute (Corporation Act 2001). Owners are called shareholders. 

Advantages: 

 Limited liability 

 Easy transferability of ownership; stock represents ownership 

 Easier for corporations than for proprietorship and partnerships to raise money in the 

financial markets by issuing stocks and/or bonds 

 Unlimited life – the company’s existence and operations are unaffected by the death or 

retirement of its owners 

 Separate and distinct from its owners 

Disadvantages: 

 Setting up and filing regulatory reports is complex 

 Capital raising is also heavily regulated 

 Earnings are subject to double taxation in many counties, but not Australia (imputation tax 

system) 

 Loses in companies are quarantine from tax benefits, but gains aren’t 

 Agency issues – managers may not work in the best interest of the company 


