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FIN 320 Financial Management I

DEPARTMENT WEB PAGE FOR FIN 320
http://business.fullerton.edu/Department/Finance/#Finance320 

FIN 320 Financial Management I (3 units)
Prerequisite:  Accounting 201A.  Co-requisites:  ISDS 361A and BUAD 301.
COURSE DESCRIPTION:  Financial statement analysis.  Interest rates and valuing cash flows (w/valuing stocks & bonds).  Investment decision rules and capital budgeting.  Risk and return (CAPM) and WACC.  International corporate finance.

Financial Management I addresses international corporate finance as an integrated topic throughout many of the topics in the course.  It does not address this topic with a single chapter from the text.

BUSINESS CORE COURSE
FIN 320 is one of the Upper Division Core course requirements for the B.A. in Business Administration and for the B.A. in International Business within the Mihaylo College of Business and Economics.

ASSESSMENT
The main purpose of the degree program at the Mihaylo College of Business and Economics (College) at California State University Fullerton (CSUF) is to provide you with the knowledge and skills that prepare you for a successful career in business.  In order to assist us in achieving this goal, we will use a number of assessment tools to track your progress throughout the College curriculum.  Please expect to participate in College assessment activities in several of your courses while at CSUF.  As you do so, you will assist us in identifying our program’s strengths and weaknesses as well as areas for potential improvement. In other words, you are making an important investment in the value of your degree.

COMMON FEATURES FOR ALL FIN 320 SECTIONS
This course is required of all students with a major in business.  As a result, the Department of Finance has decided to ensure that there are several common elements/requirements in all sections of FIN 320 taught each semester, including:
1. A common (custom) textbook for the course as based upon the 2nd Edition of Fundamentals of Corporate Finance, by Jonathan Berk, Peter DeMarzo and Jarrad Harford, and published by Prentice Hall (a division of Pearson).
2. All students use MyFinanceLab (required homework and quiz assignments).
3. All sections have two common Departmental exams, including a:
a. Valuation Exam (covering Chapters 3, 4, 6 and 7 of the text), and
b. Comprehensive Final Exam (covering all assigned chapters).
4. There are suggested weights on exams and quizzes/homework for all sections – though individual faculty may vary these weights.
5. All students are strongly encouraged to use financial calculators (either the HP 10BII or the Texas Instruments BAII PLUS).
6. Students are permitted to use a Formula Sheet and only this sheet, provided by the Department of Finance during the two common exams.  The formula sheet may be used during other midterm exams, at the discretion of the individual instructor.  No other notes are permitted to be brought into or used during exams by any student in any section of FIN 320.  Individual instructors may make minor changes to this sheet, depending upon some variations in coverage.
7. All students should use Scantrons on exams – ask your instructor which form to bring.
8. Note: that most or all sections of FIN 320 will have two additional midterms, but these exams are not common exams.  These exams will be written and administered by your instructor.

COMMITMENT TO MAINTAINING REASONABLE COSTS FOR STUDENT TEXTBOOKS
The custom edition of this text for MCBE students only includes Parts 1–4 (Chapters 1–13) of the hardcover version and is packaged along with MyFinanceLab, which together cost about $100.  Total list price for the hard version of the text and MyFinanceLab would be about $290.  The Department of Finance has made the decision to use a common customized text in order to keep your text costs reasonable.

You have the option of purchasing an “e–text” along with MyFinanceLab for $100, but you are not automatically enrolled into your instructor’s section of FIN 320.  If you use the access code provided by your instructor, you will also have this option (you do not receive the paperback custom text with this option).

THE FIN 320/321 SEQUENCE FOR FINANCE MAJORS
Chapters 14 – 18 of the text, Fundamentals of Corporate Finance, serve as the foundation for the second course in finance, FIN 321, Financial Management II.  FIN 321 is required of all finance majors (either in the Finance Concentration or in the Joint Emphasis in Accounting and Finance).  Students who know they are majoring in finance, and are taking FIN 320, should consider the option of purchasing the hardcover version of Fundamentals of Corporate Finance.  This way they can purchase one text for both FIN 320 and 321.  Additional material will be required in FIN 321 along with brief reviews of some chapters covered in FIN 320 (e.g., Chapters 8 – 13), but any additional required material (topics) will be available both in the Custom Edition and in MyFinanceLab.

[bookmark: upper]VALUATION EXAM
This exam will be administered after your instructor has completed Part 2 of the text (e.g., after finishing Chapter 7, Stock Valuation).  This exam may be administered through MyFinanceLab or may be taken in class.  See your instructor's syllabus for your class test dates.  Primary topics for this exam include those covered in Chapters 3, 4, 6 and 7.  This exam is important because it focuses on the principles which illustrate the time value of money as the foundation for valuing (pricing) stocks and bonds, the two most important means for financing any company.  The word ‘finance’ directly relates to the balance sheet, because the right hand–side, liabilities (debt) and equity finances the left hand–side, assets.  This exam typically includes 25 questions to be completed in 75 minutes and are all calculation problems (requiring the use of a financial calculator).

COMPREHENSIVE DEPARTMENT FINAL EXAM
The department final exam will take place during the week scheduled for final exams by CSUF.  It is a comprehensive exam, covering concepts and calculation principles from Chapters 1 – 9 and 11 – 13.  While Chapter 10 is not covered on the Final Exam, your instructor may review important topics from this chapter in class, and those topics are likely to be covered in the second mid–term exam written and administered by your instructor.  You will have the normal amount of time to complete this final exam (1 hour and 50 minutes).  See the CSUF Exam Schedule and/or your FIN 320 syllabus for the date and time that your section will take the final exam.  Required competencies and study tips for this comprehensive final exam are provided in Part 4 of this Guide.  There are typically 50 questions on the exam, which tend to be more heavily weighted toward conceptual questions (about 75% conceptual and 25% calculation).  Usually the instructor’s midterm exams, along with the Valuation Exam, are more heavily weighted toward calculation problems.  The final exam includes questions similar to those that you see all semester long, but since it is comprehensive, most students find that it is more difficult.  Regular studying – every week – during the semester is the best way to prepare for the final exam.

Resources for Finance 320 Students
CALCULATORS
· Tutorial for the Texas Instruments BAII Plus Financial Calculator: Appendix A in the textbook supplement provides a brief guide for using this calculator.
· The Appendix for Chapter 4 of the Text (pg. 114) provides basic instructions for using the HP 10BII and the TI BAII Plus (or Professional).
· The textbook webpage includes Tutorials for both recommended calculators.  Just click on the Textbook Resources link in MyFinanceLab to find these tutorials.
· There are many free on–line guides for calculators, just do a simple search!
· Your calculator comes with a guide – these are also useful.
· The Finance Association usually offers tutorials (free if you are a member, a small fee for non–members) for the Valuation Exam, and their tutorials focus heavily on the use of calculators.

A Formula Sheet provided by the Department of Finance will be made available for all students for use during the two common exams, the Valuation Exam and the Comprehensive Final Exam.  The FIN 320 Syllabus, to be provided within MyFinanceLab (and on Titanium at the discretion of the individual instructors), will include the Departmental Formula Sheet and it will also be available on the FIN 320 website.

MyFinanceLab
The Pearson web site includes direct access to MyFinanceLab:
http://www.myfinancelab.com/register 
To register, you will need your Course ID provided by your instructor (in class and on the syllabus).  There are MANY resources available for you at the textbook webpage in MyFinanceLab, all of which are on–line.  Once you have started My Finance Lab, the navigation links appear on the left–hand side of the screen, as pictured here:

[image: C:\Users\Mark\Desktop\Capture MyFinLab.PNG]

To find resources, click on the Textbook Resources link to find the following options for you to organize your studying:
[image: C:\Users\Mark\Desktop\chpt resources.PNG]


Finance 320 Webpage

Where to Find the Finance 320 Webpage
http://business.fullerton.edu/finance/finance320.htm

What You Will Find on the Webpage:
1. The Departmental Formula Sheet that may be used during common exams.  It may be used during the other mid–term exams at the discretion of your instructor.  No other notes may be used during common exams.

2. A sample Valuation Exam.  This exam is an actual exam given in a prior semester.  This exam is a sample only.  The exam that you will take will cover the same topics but the questions will be different.  The best way to study for the exam is to use the Guide to Finance 320 in conjunction with working with the materials available to you at MyFinanceLab.
  
3. A sample Comprehensive Department Final Exam.   This is an actual exam that was given in a prior semester.  Any exams provided are samples only. The exam that you will take will cover the same topics but the questions will be different.  The best way to study for the exam is to use the Guide to Finance 320 in conjunction with your textbook and any notes that you take from your professor's lectures.  The main reason a sample of the exam is provided is to illustrate the format of the exam.

4. GUIDE TO FINANCE 320.   This is an electronic version of the guide you are reading in your Custom text for the course.
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PART 2
Required Competencies 

Finance 320 Financial Management I is an important and practical course.  It includes concepts and techniques needed for success in managing any type of company, whether large or small, public or private, including all areas of business such as Accounting, Finance, Management and Marketing.  The competencies listed below reflect the minimum knowledge that you will be expected to acquire and represent the core competencies that you are expected to master.  Professors enrich their courses with additional materials and learning objectives.  

The Comprehensive Departmental Final Exam will be based upon these competencies.  No notes are allowed during common exams, other than the Departmental Formula Sheet.  NEITHER textbook nor calculator manuals are allowed.  Naturally, you may use text book and PPT files provided by your instructor for any assignments completed on–line through MyFinanceLab.  This document will help you prepare for the Comprehensive Department Exam that is given to all Finance 320 students during the final exam week at the end of the semester.

COURSE COMPETENCIES
The competencies that you are to master are presented here and are organized by the chapters in the textbook for this class, Fundamentals of Corporate Finance by Berk, DeMarzo and Harford, Custom Edition for Finance 320, California State University, Fullerton.

The textbook is the single most important aid you have to master the competencies of this course.  In most cases, the materials available in the text provide adequate coverage and it is not necessary for the professor to spend valuable class time on each and every competency.  In a few cases you may have to review sections of the textbook that are not included in the assignment.  It is your responsibility to read the book carefully and learn the material.  Your professor’s lectures are not a substitute for the reading assignment.  It is not possible to cover every single topic in class and you should expect to see questions on exam that have not been discussed thoroughly in class.

My Finance Lab is also an essential tool that you should use in studying.  Please see above for registration details and the initial windows and navigation panes you will see after logging on to My Finance Lab.  The Study Plan feature in My Finance Lab is very useful.

FOCUS OF FIN 320 FINANCIAL MANAGEMENT I
The central focus of the course is the same as the text, Fundamentals of Corporate Finance, namely:
The Valuation Principle (pg. 67):
The value of a commodity or an asset to the firm or its investors is determined by its competitive market price.  The benefits and costs of a decision should be evaluated using those market prices.  When the value of the benefits exceeds the value of the costs, the decision will increase the market value of the firm.
Market prices remain competitive through supply and demand, and there can only be one price for goods or securities which are the same.  The pressure for only one price to exist for the same good is the Law of One Price, and it is this “law” which makes the valuation principle effective.  If prices for goods which are the same deviate from one another, an arbitrage opportunity may easily occur.  For example, if you knew that Apple stock was being sold in Hong Kong for $520 a share and for only $500 a share in New York, and you could make a contract to buy in NY and sell in HK simultaneously (at the given prices), so that you wouldn’t need to make any investment, you would make a $20/share profit.  You could make $2,000 in a couple seconds without any risk or investment, should an opportunity like this arise.  Any time it is possible to make a profit without taking any risk or making any investment, you have an arbitrage opportunity.  Naturally, such opportunities are rare for ordinary investors, but the underlying forces drive prices for the same goods to one price.

A.  CORPORATE FINANCE AND THE FINANCIAL MANAGER (Chapter 1)

1. Explain and evaluate the importance of financial information for businesses and individuals.
2. Distinguish among the four different types of firms (Table 1.1).
3. Understand and explain the Financial Manager’s position and responsibilities.
4. Explain and evaluate the concept of shareholder wealth maximization and how it relates to other possible objectives of the firm's management.
5. Explain the main features of the stock market.
6. Explain how financial institutions fit into the free–market economy (Table 1.2).

· Sample Focus Questions: What is wrong with profit maximization as an objective?  Why is stockholder wealth maximization a better objective?  What does it mean to maximize stockholder wealth?  What is the agency problem and how does it relate to stockholder wealth maximization?   How do ethical considerations enter into the desire to maximize stockholder wealth?  Why do financial markets exist and how important are they to American firms? What are the key components of the U.S. financial market system? How is financial capital moved from savers to ultimate users of the funds? Which securities have been used most frequently by American firms? How do primary and secondary financial markets differ? What are the examples of each type of market?  What is the difference between the money market and the capital market?  Which instruments are traded in each type of market?  How do over-the-counter markets differ from organized securities exchanges?

· Chapter Summary:  See pages 19–20 of text.

B.  INTRODUCTION TO FINANCIAL STATEMENT ANALYSIS (Chapter 2)

1. Understand why firms file financial statements (10–Ks and Annual Reports).
2. Understand and be able to analyze (using relevant financial ratios) balance sheet accounts (Table 2.2) to diagnose the firm’s financial health.
3. Understand and be able to analyze (using relevant financial ratios) income statement accounts (Table 2.4) to diagnose the firm’s financial health.
4. Understand Other Related Elements of a Firm’s Financial Position (Statement of Cash Flows, Management Discussion, Notes to the Financial Statement, and the role of Sarbanes–Oxley Act).

· Sample Focus Questions: What is an income statement and what information does it contain?  What is the difference in the information contained in operating income (EBIT) and net income available to common stockholders? How do interest payments affect taxes?  How do preferred and common dividends affect taxes?  What are the major categories on the right and left sides of the balance sheet?  What does the balance sheet tell us about the firm? What does the cash flow statement tell us about the firm?  What are cash flows from operations? What are cash flows from investing activities?  What are cash flows from financing activities?  How are cash flows and net income (profits) different?  How can you interpret the cash flow statement?  Which ratios help answer which questions?  How is each ratio computed?  What comparisons can be made in financial ratio analysis?  What are the limitations of financial ratio analysis?

· Chapter Summary:  See pages 49–52 of text.


C.  TIME VALUE OF MONEY:  AN INTRODUCTION (Chapter 3)

1. Understand the decision making process in competitive markets (using cost-benefit analysis).
2. Understand the concept of time value of money and interest rates. 
3. Explain the concepts of compounding and discounting and show how they can be used to calculate the future value and present value.  Learn how to value cash flows at different points in time.
4. Learn the three basic rules of the Time Value of Money:  (1) Comparing and Combining Values, (2) Compounding, and (3) Discounting.

· Sample Focus Questions: What are the roles of financial manager? By analyzing incremental costs and benefits, how to define a good decision? What is the Valuation Principle? What is time value of money?  What is meant by compounding and discounting?  Why is $100 invested for three years at 10% worth $133.10 rather than $130?  How can the equation for computing present value be derived from the equation for computing future value?  

· Chapter Summary:  See pages 78–79 of text.

D.  TIME VALUE OF MONEY:  VALUING CASH FLOW STREAMS (Chapter 4)

1. Explain how to value a stream of cash flows.
2. Understand and be able to value annuity, perpetuity and growing cash flows.
3. Compute time value of money variables other than present and future values. 

· Sample Focus Questions:  How to compute the present value of an uneven stream? How to compute the present value of an annuity?  How to compute the present value of perpetuity? How to compute the present value of growing cash flows? How to compute annual interest rate, annuity payment, and time periods?

· Chapter Summary:  See pages 106–07 of text.


E.  INTEREST RATES (Chapter 5)

1. Understand the Basic Features of Interest Rates, including the Effective Annual Rate (EAR) and the Annual Percentage Rate (APR).
2. Compute equal loan payments and the remaining balance on an amortizing loan.
3. Describe how interest rates are determined, and the relation of interest rates to the opportunity cost of capital.

· Sample Focus Questions:  What is Effective Annual Rate (EAR)? What is Annual Percentage Rate (APR)? How to compute EAR given APR? What is an amortizing loan?  For an amortizing loan, how to calculate equal loan payments and the outstanding loan balance? How does the nominal rate of interest differ from the real rate of interest?  Which factors determine the nominal rate of interest?  What is the relationship between a debt security's rate of return and the length of time until the debt matures? What is the opportunity cost of capital? 

· Chapter Summary:  See pages 138–39 of text.


F. BONDS (Chapter 6)

1. Describe the characteristics (terminology) of bonds.
2. Explain how zero-coupon bonds and coupon bonds are valued and compute the value of these bonds.
3. Compute bond yields.
4. Explain the important relationships of bond valuation.
5. Understand bond ratings and the yield curve.

· Sample Focus Questions: What are the definitions of book value, liquidation value, market value and intrinsic (economic) value?  What is the relationship between the concept of market value and Efficient Capital Markets?  What would be the relationship between market value and intrinsic value in an efficient capital market?  What determines the value of an asset?  What is a bond? What is the nature of the bondholders’ claim on the assets and income of the firm?  What is the meaning of par value, coupon interest rate, maturity and current yield?  What is an indenture?  What risk is measured by bond ratings?  What are the ranking categories used by Standard and Poor?  What are zero-coupon and coupon- bonds?  What are the cash flows associated with the zero-coupon and coupon bonds?  How to value these two types of bonds?  What adjustment is made for semiannual interest payments?  What is expected rate of return and how does it relate to the concept of a bond’s yield to maturity?  How is yield to maturity computed?  During a period of inflation, what would you expect to happen to interest rates and bond prices?  What is the relation between coupon rate, yield to maturity, and the bond value?  What happens to the value of a bond as it approaches its maturity date?  Why?

· Chapter Summary:  See pages 170–71 of text.


G.  STOCK VALUATION (Chapter 7)

1. Explain the characteristics of common stock and preferred stock.
2. Describe the factors in the dividend discount model that determine the value of stock, and show how these factors can be combined to calculate the value of preferred stock and common stock.
3. Calculate the expected rate of return on preferred stock and common stock.
4. Understand the primary drawback of dividend discount model.
5. Understand the basics of share repurchases.

· Sample Focus Questions:  What are the major features of preferred stock?  What are the major features of common stock?  How does preferred stock differ from common stock?   How do trades on the NYSE and NASDAQ work? How is the value of preferred stock computed?  How to value common stock by using the dividend discount model? What would make common stock go up in value?  Why might common stock go down in value? What is the primary drawback of the dividend discount model? How do share repurchases and total payout model work? 

· Chapter Summary:  See pages 202–03 of text.

H.  INVESTMENT DECISION RULES (Chapter 8)

1. Describe NPV, IRR, payback period, and evaluate the advantages and disadvantages of each of these techniques.
2. Compute NPV, IRR and payback period.
3. Discuss the cases where NPV and IRR give different decisions.
4. Describe how to choose between mutually exclusive projects.
5. Compute equivalent annual annuity (EAA) and profitability index (PI) and describe how they can be used to choose between projects with different resource requirements and lives.

· Sample Focus Questions:  What is NPV?  What does a positive NPV signify and why?  What does a negative NPV mean?  What is IRR?  How is IRR used to make capital budgeting decisions?  Why is it true that NPV and IRR will give the same decisions (except under unusual circumstances)? What is payback period?  What are the advantages and disadvantages of each technique? Should capital budgeting decisions be based on NPV or IRR when choosing among projects with different scales and timing of cash flows? Why? What is equivalent annual annuity (EAA)? How is EAA used to choose between projects with different lives? What is profitability index (PI)? How is PI used to choose between projects with different resource requirements?

· Chapter Summary:  See pages 239–40 of text (and Table 8–5, pg. 238).


I.  FUNDAMENTALS OF CAPITAL BUDGETING (Chapter 9)

1. Describe the goal of the capital budgeting process.
2. Evaluate the guidelines for estimating/forecasting incremental earnings associated with capital budgeting alternatives.
3. Calculating Incremental Free Cash Flows (FCFs), and evaluating the project with the decision rules (NPV, IRR, etc.).
4. Discuss the effects of opportunity costs, project externalities and sunk costs on incremental free cash flows.
5. (Optional – at discretion of individual instructor)  Describe sensitivity analysis, break-even analysis and scenario analysis and discuss how they help with making capital budgeting decisions.

NOTE:  Sections 9.5 and 9.6 of Chapter 9 will not be covered on the common Comprehensive Final Exam.  Your instructor may review this material in class, and as a result questions on a second mid–term exam may cover these two sections.

· Sample Focus Questions: What is capital budgeting? How do you estimate incremental earnings? How do you use incremental earnings estimates to calculate incremental free cash flows?  What is meant by incremental cash flows?  Why are incremental rather than total cash flows used?  Why are incremental free cash flows rather than incremental earnings used? How do capital expenditures, depreciation and changes in net working capital affect free cash flows? What are opportunity costs and how should they be incorporated into the analysis? What are project externalities and how do they affect free cash flows? What are sunk costs and how are they handled? What is salvage value and how does it affect the free cash flows? What are sensitivity, break-even and scenario analyses? How are they used?

· Chapter Summary:  See pages 271–72 of text.


J.  STOCK VALUATION:  A SECOND LOOK (Chapter 10)

NOTE:  Chapter 10 will not be covered on the common Comprehensive Departmental Final Exam.  Your instructor may review some sections in this Chapter, as a result questions on a second mid–term exam may cover these sections.

1. Describe and implement the discounted free cash flow model (DCF) to find the firm’s enterprise and equity value.
2. Explain how DCF is related to the NPV decision rule used in capital budgeting. 
3. Discuss how valuation multiples of comparable firms can be used to estimate enterprise and equity value.
4. Compare DCF and valuation multiple methods, and discuss strengths and weaknesses of each method.
5. Explain the efficient markets hypotheses (EMH) and discuss what it implies for stock prices.
6. Describe the implications of the EMH for investors and corporate managers.
7. Describe individual biases when trading and their effects on stock prices.

· Sample Focus Questions: 
Why is the Dividend Discount Model not very useful for stock valuation in the real world? What is the discounted free cash flow model (DCF)? What is the definition of Enterprise Value (EV)? How is it EV related to free cash flows (FCF)? How are FCFs of a firm calculated? What is terminal value (TV) of the enterprise and how is it calculated? What rate is used to discount the FCFs and TV and why? What is the method of valuation multiples of comparable firms? What are valuation multiples? Define the price-earnings-ratio and enterprise value multiples. What is the advantage of using enterprise value multiples? What are the limitations of multiples? What are its strengths and weaknesses compared to the DCF method? What is the efficient markets hypothesis (EMH)? List the different versions of EMH and explain how they are different from each other? What is the implication of EMH for investors and corporate managers? List the common psychological biases exhibited by the investors. What is overconfidence and how does it affect trading? What is the disposition effect and how does it influence the stock prices? How does investor attention, mood and experience affect trading?

· Chapter Summary:  See pages 305–06 of text.


K.  RISK AND RETURN IN CAPITAL MARKETS (Chapter 11)

1. Define and measure the expected rate of return of an individual investment and a portfolio of assets.
2. Define and measure the riskiness of an individual investment.
3. Define and measure the investment risk of a portfolio of assets and evaluate the merits of diversification.

· Sample Focus Questions:  Why is the Risk-Return Tradeoff important?  What is expected return and how does it relate to the statistical concept of expected value?  How is expected return measured?  Why isn’t each possible return given the same weight in the computational procedure?  What is investment risk?  Using Figures 11-1 to 11-3 as a frame of reference, why are some investments are more risky?  Why is standard deviation a good measure of risk of an individual investment and how is it computed?  Why would a firm choose an investment with relatively high risk?  What are the two types of risk associated with holding a portfolio of investments?  How is each measure of risk defined?  Which risks can be diversified away and which can’t?  How large does a portfolio have to be in order to diversify away company-unique risk?  Why does some risk remain even after diversification?  What does beta measure?  What does it mean if a stock has a beta of less than one; equal to one; or greater than one?   How is a portfolio beta computed?

· Chapter Summary:  See pages 339–41 of text.


L.  SYSTEMATIC RISK AND THE EQUITY RISK PREMIUM (Chapter 12)

1. What is the expected return and risk (volatility) of a portfolio?  How do investors diversity their risks?  How do investors measure the co–movement of stock returns?
2. How is systematic risk measured?
3. How do investors and financial managers estimate a company’s beta?
4. Explain the concept of Capital Asset Pricing Model (CAPM) and show the relationship between risk and return on the Security Market Line (SML).

· Sample Focus Questions:   Why would we want to know the required rate of return?  What is the meaning of Equation 12-6?  What is the meaning of each term in equation 12-6? How does Equation 12-6 relate to the Risk-Return Tradeoff?  How can one use Figure 12-6 to find the market risk premium and the risk free rate of return?  What is a company’s beta?  What is the primary use of the security market line for financial managers?

· Chapter Summary:  See pages 372–73 of text.


M.  THE COST OF CAPITAL (Chapter 13)

1. What is a firm’s weighted cost of capital?  How do financial managers calculate their company’s WACC?
2. What are the components of a firm’s WACC?  How do financial managers estimate (calculate) their firm’s cost of equity, cost of debt and cost of preferred stock?
3. How should financial managers use the WACC to value the firm’s projects?

· Sample Focus Questions:  What is the cost of capital?  How is it similar and how is it different from the investors' required rate of return?  What are the components of the capital structure in the cost of capital?  Why is the cost of capital a weighted average rather than a simple average?  How is the cost of capital used in conjunction with investment schedules to make asset acquisition choices?  Why should the firm not use a single cost of financing as the hurdle rate (discount rate) for making capital-budgeting decisions?

· Chapter Summary:  See pages 401–02 of text.
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The Departmental Valuation Exam

One of the departmental requirements for all students taking Finance 320 Financial Management I is the Valuation Exam.  The exam is typically administered through My Finance Lab.  You will have up to two attempts to take the 25 question exam.  Normally your highest score on these two attempts will be your score for this exam.  In each case you have up to 75 minutes to complete the exam, using any text or PPT materials available to you.  Relying on others for assistance on this exam is cheating and any cheating detected will be addressed following both Departmental and University Policy.

Solving problems using the basic time value of money formulas provides the foundation for understanding the key principles of modern finance, especially as they focus around the valuation of common stock (Chapter 7, along with a more detailed analysis in Chapter 10, later in the semester).  The fundamental valuation principle requires all investors to estimate the present value (today) of cash flows that you expect to receive in the future.  In the case of common stock, the future cash flows can always be considered to be dividends.  In the case of bonds, the primary future cash flows include interest payments along with the repayment of the principal.  The question is whether a purchase or sale today provides you with an expected gain in wealth.  It is only through the careful use of the time value of money formulas/principles that questions like this can be answered.  This is why the Valuation Exam is a central feature of FIN 320.

Which Topics Are Included on the Exam?  All topics included in Part 2 of the Berk/DeMarzo/Harford text (Chapters 3, 4, 6, 7) are eligible as questions on the exam.  The following list includes main principles from these chapters.

IMPORTANT STUDY TIPS
· All Problems listed in the Text are also available in My Finance Lab!
· Brief Reviews (Key Points and Equations) are printed in the text the end of each chapter.  The reviews are tied directly to My Finance Lab (your Study Plan).  For the Valuation Exam, these reviews are on the following pages:
1. Chapter 3 – Time Value of Money: pgs. 78–79.
2. Chapter 4 – TVM – Valuing Cash Flow Streams:  pgs. 106–07.
3. Chapter 6 – Bonds:  pgs. 170–171.
4. Chapter 7 – Stocks:  pgs. 202–03.

	CHAPTER 3 – INTRODUCTION TO THE TIME VALUE OF MONEY
1) Cost – Benefit Analysis
2) Market Prices and the Valuation Principle
3) Time Value of Money and Interest Rates
4) Valuing Cash Flows at Different Points in Time 
a) Comparing/Combining Values
b) Future Value  – Compounding
c) Present Value – Discounting

CHAPTER 4 – TIME VALUE OF MONEY – VALUING CASH FLOW STREAMS
1) Valuing a Stream of Cash Flows
2) Perpetuities
3) Annuities
a) Present Value
b) Future Value
4) Growing Cash Flows
a) Growing Perpetuity
b) Growing Annuity
	5) Solving for Variables other than PV or FV
a) Cash Flows
b) Rate of Return (discount rate)
c) Number of Periods
CHAPTER 6 – BONDS
1) Zero – Coupon Bonds
2) Coupon Bonds
3) Why Bond Prices Change
· Estimating Bond Value 
· Estimating Coupon Payment
· Estimating Coupon Rate
· Current Yield of a Bond

CHAPTER 7 – STOCKS
1) The Dividend Discount Model (DDM)
and Equation
2) Estimating Dividends in the DDM
a) Cost of Equity
b) Valuing Stock with Constant Growth 
c) Estimating Stock Yield
d) Estimating Stock Growth



How Have Students Done on Past Valuation Exams (the old name for this exam was the FINCoach Exam)?   Students have been quite successful, though as we move to a different text, topics and procedure for this exam, average scores may change.  The Department of Finance will carefully monitor students’ results on the Valuation Exam.

What Will the Valuation Exam Look Like? There is a sample exam on the Finance 320 Web Page.  The exam that you take will have the same format and cover the same topics but the questions will be different.  The best way to prepare for the exam is to master all specified topics in Part 2 of the Text.  To accomplish this, study and use My Finance Lab to assist you in your preparation.  The Study Plan link (tool) in My Finance Lab is particularly useful.  The Finance Association usually provides tutorials for this exam (free for members and a nominal cost for non–members).

Should Students Use a Financial Calculator? Absolutely!  And since you will most likely take this exam at home (on–line) you may also use Excel.  It is important to learn the financial calculator for exams, and knowledge of how to use a financial calculator will improve job performance in many business-related occupations.  Using a financial calculator will also improve your performance in most other business courses.

EXCEL The Department of Finance is attempting to introduce the use of Excel for solving finance problems (time value of money, stock and bond valuation, etc.) into all relevant courses when feasible.  As a result, FIN 320 will focus on the use of Excel as much as possible – with the assistance of the Text and My Finance Lab.  Excel is the most important software tool generally available to finance professionals.  Becoming an expert in Excel will enable your initial success on the job.

TYPES OF PROBLEMS THAT WILL APPEAR ON THE VALUATION EXAM

THIS SECTION GIVES SPECIFIC INFORMATION FOR EACH OF THE BASIC TIME VALUE OF MONEY TOPICS COVERED ON THE EXAM (Does not include Chapter 5, Interest Rates)

1.  Single Cash Flows
· Future Value of a Single Cash Flow
Types of Problems: You will be asked to compute the future value (FV) of a single cash flow, given annual compounding or non-annual compounding.
  
· Present Value of a Single Cash Flow
Types of Problems: You will be asked to solve for the present value (PV) of a single cash flow, given annual compounding or non-annual compounding.  Look at a fairly large number of this type of problems because there are many different ways of phrasing the present value problem.

· Single Cash Flow: Solving for Discount Rate
Types of Problems: You will sometimes be asked to compute either: (1) the underlying interest rate, (2) the underlying discount rate, (3) the underlying rate of return, or (4) several other variations.  They all basically refer to the same thing – the growth rate of money between the present point in time and some specified future point in time.  Note that the techniques discussed in this section could also be generalized to apply to problems such as the rate of growth in sales, income, employment or whatever.
  
2.  Finite Cash Flows

· Future Value of an Annuity
Types of Problems:  You will be asked to compute the future value of an annuity, i.e. a series of cash flows of equal amount, at fixed intervals, and for a specified number of periods.  The cash flows may occur on annual basis, or on non-annual basis, such as weekly, monthly or quarterly.  

· Present Value of an Annuity
Types of Problems: You will be asked to find the present value of an annuity, given annual compounding or non-annual compounding.  A very important application of this topic is to deal with amortized loans.  An amortized loan is repaid with equal periodic payments; therefore, the payments of the loan represent an annuity.  In an amortized loan problem, the loan amount is PV while the periodic payment is PMT.  If the loan calls for non-annual payments, make sure that n and i are consistent with the payment pattern.

· Annuities: Solving for Discount Rate 
Types of Problems: There are two types of problems that will ask you to solve for i.  For example, you may be given the amount that is borrowed in an amortized loan (i.e. PV) and the periodic payments (i.e. PMT).  Your job is to find the interest rate on the loan.  Note that if you are asked to compute the APR (annual percentage rate) and the payments are on non-annual basis, you must annualize the periodic interest rate.  The problem may also be approached from the perspective of achieving a financial goal.  Suppose you expect to accumulate certain amount of money at a future point in time by making a series of equal periodic deposits.  In this case you will be asked to compute the annual rate of return on the savings.  

· Annuities: Solving for Time or Payment
Types of Problems: The types of problems are similar to those described in the previous sections.  However, you will be asked to solve for n or PMT.  For example, you may be asked to find out how many years it takes to reach a specified financial goal (FV), or how long it takes to pay off an amortized loan (PV).  The problems may also ask you how much each periodic payment is to pay off a loan (PV), or how much each deposit is required to accumulate certain amount of money in the future (FV).

3.  Infinite Cash Flows

· Present Value of a Perpetuity
Types of Problems:  You will be asked to find the present value of a perpetuity (i.e. an annuity that continues forever).  The problem may or may not mention the term “perpetuity,” so it is important that you recognize the pattern of cash flows described in the problem.

· Present Value of a Growth Perpetuity
Types of Problems: In these problems you will be asked to compute the present value of a perpetuity whose cash flows grow at a constant rate forever, i.e. the growth perpetuity.  Some problems may require you to combine the present value computation and the basic valuation concept.  For example, if someone offers you an investment opportunity that will provide you with payments that grow at a constant rate and last forever, how much should you pay for this investment now?  Since the value of the investment is equal to the present value of its expected future cash flows, the maximum amount you should pay for the investment is the PV of a growth perpetuity.

4.  Bond Valuation

· Estimating Bond Value
Types of Problems: You will be asked to compute the intrinsic value of a bond.  The interest payments (most bonds pay interest semiannually) and the par value of the bond are given. A discount rate that is usually called the required rate of return or the market interest rate on the bond is also given.  You are to compute the present value of the cash flows generated by the bond.  Conceptually, this type of problem is a combination of the present value of an annuity (periodic interest payments) and the present value of a single lump sum received in the future (the par value).  If you use a financial calculator, this is all computed at the same time.  Note that in some cases, the dollar interest payment is given; in other cases, the dollar interest amount must be computed (the coupon rate times the par value equals the dollar interest payment).  

· Estimating the Coupon Payment or Coupon Rate
Types of Problems: Some problems may ask you to compute the coupon payment of a bond.  In these cases, you will be given the bond price (PV), the par value (FV), the term to maturity (n), and the yield to maturity or required rate of return (i); the unknown is PMT.  If the bond pays semiannual interest, don’t forget to adjust your inputs for n and i.  Additionally, pay attention to the proper signs of PV and FV.  
Some problems may ask you to compute the annual coupon rate of the bond.  You first need to find the bond’s periodic coupon payment.  If the payment is on semiannual basis, multiply it by 2 to get the annual coupon payment.  Divide the annual coupon payment by the par value to derive the annual coupon rate.

· Yield to Maturity of a Bond
Types of Problems: Yield to maturity (YTM) is also called the expected or required rate of return on the bond.  If the problem asks you to find the yield to maturity, use the financial calculator to solve for i by entering the values for n, PV, PMT and FV.  Make sure you use proper signs for PV, PMT and FV.  Since YTMs are stated on annual basis, you must multiply the calculated i by 2 for semiannual bonds.

· Current Yield of a Bond
Types of Problems: If the problem asks you to find the current yield of a bond, simply take the annual interest payment and divide it by the bond price.
 
5.  Stock Valuation

· Valuing Stock with Constant Growth
Types of Problems: The problem will ask you to calculate the value of a constant growth common stock.  For these problems you are given a dividend, a required rate of return, and a dividend growth rate.  This is an important problem in finance because it highlights the combined impacts of cash flows to the stockholder (dividends and growth in dividends) and the risk borne by stockholders (required rate of return).

· Estimating Stock Yield
Types of Problems: You will be asked to compute the required rate of return on a common stock.  The problem will provide you with information about dividends and the price of the stock.

· Estimating Stock Growth
Types of Problems: You will be asked to calculate the implied growth rate in dividends when the price of the stock is known and the dividend is known.  
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DEPARTMENTAL COMPREHENSIVE FINAL EXAM

A department requirement of FIN 320 is the common Comprehensive Final Exam, to be administered at the standard time during final exam week (see CSUF Exam Schedule): http://www.fullerton.edu/admissions/CurrentStudent/FinalExaminations.asp 

KEY FEATURES OF FINAL EXAM
· The Departmental Final Exam for FIN 320 is a common exam, with many different versions, typically consisting of 50 questions.  It will be in your usual classroom.
· Bring a Scantron to the Final Exam – ask your instructor for the type of Scantron sheet.
· You have the “normal” amount of time for a final exam:  1 hour and 50 minutes.
· Please do not wait until the end of the exam to start filling in your Scantron – all exams are collected at the same time.  Penalties are assessed for not following directions.
· No notes are allowed on the final exam.  As a result you should ensure that you practice and remember crucial formulas.  You will be permitted to use the Formula Sheet.
· The exam is comprehensive and any material covered during the semester or in the assigned chapters/sections from the textbook may be on the exam.

PREPARING FOR THE FINAL EXAM
· The exam covers Chapters 1 – 9 (not 9.5 or 9.6), and 11 – 13.
· It is best to prepare for the final exam by studying every week during the semester.  Those who wait until finals week to review have a high probability of performing much lower than their average during the semester and of having to retake FIN 320.  Approximately 10–15 % of students from any given semester end up having to retake FIN 320 again.  Our goal is to assist you in a reasonable manner to ensure that you learn the material the first time around!
· Some instructors provide a variety of ways to earn extra credit.  It is a good idea to take advantage of these opportunities – given the facts and examples provided next.
· Historically, the average score for all students over many years of administering final exams in FIN 320 to thousands of students is less than 70%.  Is the exam difficult?  Yes, but that is primarily because it is comprehensive.  The questions are almost always similar (and some will be identical) to those that you have already had on mid–term exams, on quizzes and homework assignments in My Finance Lab and on the Valuation Exam.
· You need at least a C grade to “pass” FIN 320 (74% or higher course average – this average may vary slightly by instructor).  Since the average score on the final exam is usually lower than this, the best strategy is to have a higher average going into the final exam.  Consider a few examples:
1. You have an average course grade going into the final exam of 78%.  If the final exam counts for 25% of the course grade, you will need at least a 62% score on your final exam to achieve a 74% course average.
2. [bookmark: _GoBack]You have a 75% (passing) average going into the final exam.  Suppose that your final exam score is 67%.  Will you pass the course (so that you don’t have to re–take FIN 320)?  No you will not pass FIN 320, because your average is only 73%.
3. You have an 80% average going into the final and are confident!  But you don’t really study enough.  You earn a 50% on the final exam – and your course average is 72.5%, which means that you will have to re–take FIN 320.
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Get news and videos updated daily from and FINANCIALTIMES

Click on a link below to access more student resources:

* Access or Purchase the Full eText

» Using Financial Calculators: Flash tutorial demos for HP-10BII and TI BA II Plus Professional Financial
Calculators.

VAPV Tables in PDF Format.

* Animations: Tools to illustrate financial concepts.
« Data Cases from the end-of-chapter material.

« Finance Videos.

« Online Appendices

o Web Chapters

You can also access the resources for each chapter by selecting Chapter Resources.
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