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FIN222 – Corporate Finance  

LECTURE 1: Corporate Finance and the Financial Manager & Time Value of Money: An 

Introduction 

Readings: Berk et al. chapters 1 & 3 

 

Glossary   

FV = future value  

PV = present value  

C = cash flow  

r = interest rate  

n = number of periods  

ASX = Australian Securities Exchange  

ASIC = Australian Securities and Investment Commission  

IPO = Initial Public Offering  

OTC = Over-the-counter market  

NYSE = New York Stock Exchange 

 

Introduction  

Finance: is the study of the allocation and deployment of scarce economic resources across time and in an 

uncertain environment. 

 

Corporate finance: is about the quantitative tools and techniques that financial managers can use to make 

optimal financial decisions in a way that maximises shareholders’ wealth (share price). 

These tools can be used to quantify: 

• Return (or cost) 

• Risk  

• The value of financial securities (such as shares and bonds)  

• The value of investment opportunity  

• Relationship between two companies  

• The benefit of debt  

• Efficiency of current assets/liability management   

 

The goal of the financial manager: to maximize the wealth of the owners/shareholder, i.e. to maximise 

share price.  

Note: To see whether an asset is fairly valued, we learn how to compute an intrinsic value (fair value) of the 

asset which is determined by future cash flows, the timing of cash flows, and the riskiness of cash flows.  
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The 3 major financial decisions: 

1. Investment decision: which long term productive assets to buy; may be tangible (equipment, 

machinery, land etc.) or intangible (intellectual properties such as patents and trademarks).  

 

2. Financing decision: how to raise the needed cash to support investments; two basic sources of funds: 

debt and equity. 

 

3. Working capital management decision: how to manage current assets and liabilities. 

 

The Financial System: 

The role of the financial system: is to gather money from people and businesses with surplus funds to 

invest and channel it to those who need it, i.e. channel money from surplus units to deficits units  

The financial system consists of financial markets and financial institutions.  

 

Financial markets: 

Primary market: where a corporation issues new securities and sells them to investors to raise funds. The 

corporation may be an existing entity or a newly listed firm (through IPO).  

 

Secondary market: a financial market in which the owners of securities can sell their existing shares or 

bonds to other investors. 

1. Exchanges: organised markets where members buy and sell securities under a specified set of rules 

and regulations, e.g. the ASX or the NYSE. 

 

2. Over-the-counter (OTC) market: where securities that are not listed on an exchange are bought and 

sold. 

 

Financial institutions: 
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Corporations 

Corporations: are legally defined, artificial beings that are separate from their owners (shareholders). 

Shareholders have limited liability and do not affect the day-to-day affairs of the company. 

 

Separation of ownership and control:  

Advantages: 

• Allows share ownership to change without interfering with the operation of business. 

• Allows the firm to hire professional managers. 

 

Disadvantages:  

• Conflict of interest between shareholders (principal) and managers (agent) known as the agency 

problem which occurs when managers put their own self-interest ahead of the interests of 

shareholders. 

 

Public vs private: 

Public companies: 

• Company name ends with Limited (Ltd). 

• Can have an unlimited number of shareholders. 

• Are required to lodge audited financial accounts with ASIC. 

• Can sell their debt or equity in the public market such as ASX. 

• Firm value (market capitalisation) = no. of shares*share price 

 

Private companies:  

• Company name ends with Proprietary Limited (Pty Ltd) or Pty.  

• Have restrictions on the number of non-employee shareholders (a maximum of 50).  

• Are not required to appoint an auditor.   

 

Debt vs equity: to raise capital, a corporation can issue/sell financial assets or securities such as shares and 

bonds.  

Shares: are equity securities, i.e. they represent ownership of a firm.  Shareholders are residual investors, 

meaning that they are paid last, in the form of dividends, and last in the event of bankruptcy.     

Bonds: are debt securities which means investors are lending money to the firm and receive periodic 

interest (coupons) as well as the principal at the end. Bond investors are paid before shareholders.   

 


