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This table is taken directly from the book and shows examples of investment and 

financing decisions. It is highly encouraged to take examples for the current news 

and add them as topics of discussion in class. Students relate much better when 

they can reference an event for which they are familiar.
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Begin this section with a review of the traditional role of the firm in maximizing the 

value of stockholders. Spend time pointing out the role and rights of owners of a 

company to have their goals achieved. It is important to make sure students know 

the link between ownership of the company and the legitimate desire to maximize 

stock price. 
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Leap from the concept of maximizing stock price to the concept of how it is done. 

Point out that the natural tendency to achieve high profits may not necessarily 

accomplish this task. Long-term versus short-term profits can be introduced and 

maybe even a discussion of the short-term mindset of the capital markets. 
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An excellent follow-up to the debate between shareholders and stakeholders is the 

debate between shareholders and managers. Here it is worth noting the source of 

true power. In fact, it is important to highlight the fact that owners of a public 

corporation have very little power relative to managers. Examples of state corporate 

law can be presented to show the limited influence shareholders have over 

managers. 
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Here is an important concept check. While not much is written on this slide, take 

time to draw out the student’s understanding of opportunity cost from their 

economics course. Some will refer to it as what an investor gives up. Alert students 

will define it as the value of the next best alternative. Take that definition 

and explain to them that in the world of finance we add a vital few words, “…at the 

same level of risk.” If you have an example of how companies you know use 

different hurdle rates, or examples where companies improperly use only one rate 

for every decision, cite these as dos and don’ts.
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Taken directly from the book, emphasize the decision managers must make. This 

shows the flow of cash as determined by the financial manager. Continue to point 

out that this is a capital budgeting or investment decision. That theme was 

introduced earlier and should be constantly reinforced.

17



17



17



18


