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Details	  of	  the	  Course	  
•  Two	  1-‐hour	  Lectures	  +	  One	  2-‐hour	  Class;	  
•  Material	  available	  in	  ISEG’s	  website	  (aquila):	  
–  Course	  Syllabus;	  
–  Powerpoint	  Presenta)ons;	  
–  Problem	  Sets	  to	  solve	  in	  class/home.	  

•  Bibliography:	  	  
Berk,	  DeMarzo	  and	  Harford,	  	  
“Fundamentals	  of	  Corporate	  Finance”	  
	  3rd	  edi)on,	  Global	  edi)on	  
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Sistema	  de	  Avaliação	  
1.  Avaliação	  Con^nua:	  

a)	  Par)cipação	  nas	  aulas,	  resolução	  de	  exercícios	  e	  trabalhos	  
(30%);	  
b)	  Teste	  Intermédio	  na	  semana	  7	  (30%);	  
c)	  Exame	  de	  Época	  Normal	  com	  segunda	  parte	  da	  matéria	  (40%).	  
Nota:	  avaliação	  con^nua	  MESMO.	  

	  
2.  Exame	  Final	  na	  Época	  de	  Recurso	  (100%)	  
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•  In	  your	  business	  career,	  you	  may	  face	  such	  
ques)ons	  such	  as:	  
– Should	  your	  firm	  launch	  a	  new	  product?	  	  
– Which	  supplier	  should	  your	  firm	  choose?	  
– Should	  your	  firm	  produce	  a	  part	  or	  outsource	  
produc)on?	  

– Should	  your	  firm	  issue	  new	  stock	  or	  borrow	  
money	  instead?	  	  

– How	  can	  you	  raise	  money	  for	  your	  start-‐up	  firm?	  

Why	  Study	  Finance?	  
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The	  Four	  Types	  of	  Firms	  (US)	  
•  Sole	  Proprietorship	  

–  Business	  is	  owned	  and	  run	  by	  one	  person,	  with	  Unlimited	  personal	  liability;	  

•  Partnership	  

–  Similar,	  but	  with	  more	  than	  one	  owner.	  	  Each	  and	  every	  partner	  is	  personally	  liable	  for	  
all	  of	  the	  firm’s	  debts.	  The	  partnership	  ends	  with	  the	  death	  or	  withdrawal	  of	  any	  single	  
partner.	  

–  Limited	  Partnership	  has	  two	  types	  of	  owners:	  General	  Partners	  and	  Limited	  Partners.	  
The	  laler	  have	  limited	  liability	  and	  cannot	  lose	  more	  than	  their	  ini)al	  investment.	  Cannot	  legally	  be	  
involved	  in	  decision	  making.	  

•  Limited	  Liability	  Company	  (LLC)	  

–  All	  owners	  have	  limited	  liability	  but	  they	  can	  also	  run	  the	  business.	  

•  Corpora)on	  

–  A	  legal	  en)ty	  separate	  from	  its	  owners.	  The	  corpora)on	  is	  solely	  responsible	  for	  its	  own	  
obliga)ons.	  Its	  owners	  are	  not	  liable	  for	  any	  obliga)on	  the	  corpora)on	  enters	  into.	  
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The	  Financial	  Manager	  
•  The	  financial	  manager	  has	  three	  main	  tasks:	  	  
– Make	  investment	  decisions	  

•  The	  financial	  manager	  must	  weigh	  the	  costs	  and	  benefits	  of	  each	  
investment	  or	  project	  

•  They	  must	  decide	  which	  investments	  or	  projects	  qualify	  as	  good	  uses	  of	  
the	  stockholders’ money	  

– Make	  financing	  decisions	  
•  The	  financial	  manager	  must	  decide	  whether	  to	  raise	  more	  money	  from	  
new	  and	  exis)ng	  owners	  by	  selling	  more	  shares	  of	  stock	  or	  to	  borrow	  the	  
money	  instead	  

– Manage	  cash	  flow	  from	  opera)ng	  ac)vi)es	  
•  The	  financial	  manager	  must	  ensure	  that	  the	  firm	  has	  enough	  cash	  on	  hand	  
to	  meet	  its	  obliga)ons	  at	  each	  point	  in	  )me	  

•  This	  job	  is	  also	  known	  as	  managing	  working	  capital	  
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The	  Financial	  Manager’s	  Place	  	  
in	  the	  Corpora)on	  

8	  GFI	  /	  GF	  /CF1/CF	  	  	  	  	  	  	  	  	  	  	  2015-‐2016	  



•  Ethics	  and	  Incen)ves	  in	  Corpora)ons	  	  
– Agency	  Problems	  
• When	  managers	  put	  their	  own	  self-‐interest	  ahead	  of	  
the	  interests	  of	  those	  shareholders	  

– The	  CEO’s	  Performance	  
• When	  the	  stock	  performs	  poorly:	  

–  The	  board	  of	  directors	  might	  react	  by	  replacing	  the	  CEO	  
–  A	  corporate	  raider	  may	  ini)ate	  a	  hos)le	  takeover	  

The	  Financial	  Manager’s	  Place	  	  
in	  the	  Corpora)on	  
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The	  role	  of	  the	  Stock	  Market	  
•  Provides	  Liquidity	  to	  shareholders:	  	  The	  ability	  to	  easily	  sell	  an	  asset	  

for	  close	  to	  the	  price	  you	  can	  currently	  buy	  it	  for;	  

•  Public	  Company:	  Stock	  is	  traded	  by	  the	  public	  on	  a	  stock	  exchange.	  

•  Private	  Company:	  Stock	  may	  be	  traded	  privately.	  

•  Primary	  Markets	  

–  When	  a	  corpora)on	  itself	  issues	  new	  shares	  of	  stock	  and	  sells	  them	  to	  
investors,	  they	  do	  so	  on	  the	  primary	  market.	  

•  Secondary	  Markets	  

–  Aqer	  the	  ini)al	  transac)on	  in	  the	  primary	  market,	  the	  shares	  con)nue	  
to	  trade	  in	  a	  secondary	  market	  between	  investors.	  
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Worldwide	  Stock	  Markets	  Ranked	  by	  
Volume	  of	  Trade	  
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•  Physical Stock 
Markets 
–  Auction Market 

•  NYSE 

– Market Makers 
•  Specialists 

–  Bid-Ask Spread 
•  Bid price 
•  Ask price 
•  Transaction Cost 

•  Over-the-Counter 
Stock Markets 
–  Dealer Markets 

•  NASDAQ 
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•  Other Financial 
Markets 
–  Bond Market 
–  Foreign Exchange 

Market 
–  Commodities Market 
–  Derivative Securities 

•  Types of Financial 
Institutions 
–  Banks and Credit 

Unions 
–  Insurance Companies 
–  Mutual Funds 
–  Pension Funds 
–  Hedge Funds 
–  Venture Capital Funds 
–  Private Equity Funds 
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Financial Institutions and Their 
Roles in the Financial Cycle	  
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