FIN 254









LECTURE 1 

INTRODUCTION TO FINANCIAL MANAGEMENT

CHAPTER REFERENCE – CHP 1

Q.WHAT IS FINANCE?
Q. WHAT ARE THE MAJOR AREAS OF OPPORTUNITY IN FINANCE?


- FINANCIAL SERVICES


- MANAGERIAL FINANCE

KEYWORDS

· FINANCIAL MANAGEMENT – Corporate Finance/Financial Management is the study of the following three concepts:

· What line of business will the organization be in, and what will be needed for that business.

· How the business will be paid for.

· How everyday financial activities will be managed.

· FINANCIAL MANAGER – is the person who is in charge of answering ALL questions raised by these 3 issues/ideas. A Financial Manager represents the business organization.

· CAPITAL BUDGETING – is the process of managing a firm’s long term investments. The financial manager tries to identify investment opportunities that are word pursuing for the firm. Condition - VALUE OF CASH FLOW for an asset should be greater that the COST of the asset.

· CAPITAL STRUCTURE/FINANCIAL STRUCTURE – is the specific mixture of long term debt and equity the firm uses to finance its operations. Financial manager decides what mixture of debt and equity is best.

· WORKING CAPITAL MANAGEMENT – is the management of the firm’s short term assets, and liabilities. E.g. inventory and debt to suppliers.

· FORMS OF BUSINESS ORGANIZATIONS

· SOLE PROPREITORSHIP – is a business owned by one person. 

· Unlimited liability

· No difference between personal income and business income

· Limited lifespan

· Limited growth

· PARTNERSHIP – is a business with two or more owners

· General Partnership

· Limited partnership

· Partnership agreement

· Unlimited liability

· Limited lifespan

· Limited growth

· CORPORATION – a corporation is a “legal” entity that is separate and distinct from its owners. It has the rights, duties and privileges of an actual person. Corporations borrow money and own property, can sue and be sued, can enter into contracts. Additionally, a corporation can even be a general partner or limited partner in a partnership and a corporation can own stock in another corporation.

· ARTICLES OF INCORPORATION – is a set of bylaws that govern and define a corporation. 

· Corporation name

· Intended life

· Number of shares

· A corporation is considered a “resident” of the state/country where it was incorporated.

· Advantages 

· Easy transfer of ownership (millions of owners)

· Unlimited lifespan

· VERY limited liability

· Disadvantages

· Double taxation – Because a corporation is a legal person, it must pay taxes, and money paid out to stockholders in the form of dividends is taxed again as income for those stockholders. Corporate profits are taxed twice, at the corporate level when they are earned and again at the personal level when they are paid out.
· LLC – LIMITED LIABILITY CORPORATIONS – LPs, S Corps., LLP
