Finance 7003

Final Exam Outline

1. Chapter 13: Financial Statements

a. Ratio Analysis

i. Categories

1. Liquidity

2. Asset Management

3. Debt Management

4. Profitability

5. Market

ii. Implications of each ratio

iii. Benefits and weakness of ratio analysis

b. Common Size Statements, % Change Statements, and Trend Analysis

i. Benefits and weakness of these statements

ii. Implications of the Analysis

c. DuPont Identity

d. Additional implications of Financial Statements.

e. Problems 13-9 and 13-10, and the Mini Case

2. Chapter 14: Financial Planning

a. Strategic Plans

b. Operating Plans

c. Financial Plans

d. The First Ingredient

i. Sales Forecast

1. Be able to explain the importance of this item!

e. Forecasting Financial Statements

i. Assumptions used to forecast

ii. %Sales Forecast

1. Utilize Historical Ratios

2. Build Pro Formas

3. Additional Funds Needed Calculations

4. Implications of AFN and the Financial Policy

iii. Relaxing the constant ratio assumption

1. Changing Credit Policy

2. Changing Debt Policy

3. Analyzing Debt triggers

4. Changing other areas of Operating and Strategic Policy variables

iv. Relaxing the Full Capacity assumption

1. Excess Capacity

v. Lumpy Assets

f. Problems 14-5 and 14-6, and the Mini Case

3. Chapter 15: Value Based Management
a. Corporate Value Model

i. Relationship with Gordon (DCF) model

ii. Components

1. Value of operations

2. Value of non-operating assets

3. Value of Debt

4. Value of Equity

iii. Putting it all together
1. Price per share

b. Problems 15-1-15-4 15-8-15-10, and the Mini Case

4. Chapter 16: Capital Structure
a. Capital Structure Issues

i. Debt issues

b. Business and Financial Risk

c. Operating Leverage

i. Leverage and the probability of default

d. Capital Structure Theory

i. M&M No tax, M&M Taxes, and the TradeOff Theory

e. Estimating the Optimal Capital Structure

i. Which Theory?

ii. Levered and Unlevered Beta’s

iii. WACC and Firm Value

f. Check the Checklist

g. Problems 16-2, 16-3, 16-5, and the Mini case

5. Chapter 23: Derivatives and Risk Management
a. Why is risk management a concern?

b. Class discussion on risk management issues, exploits, and failures.

c. Instruments used in risk management

i. Forwards and futures

ii. Swaps

iii. Options

d. Fundamentals of risk management

e. Approach to risk management

f. Hedge price exposure (class example)

g. Issues and characteristics of risk management strategies

