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What Is This Book About?

Finance is an exciting and key area for executives to master. Over the course of my career,
I have developed a significant number of educational programs for executives that cover
many fields in finance and their links with business. But I always faced a challenge. One
question was frequently asked after these sessions: “This was great, and I'd like to know
more about it. Can you recommend a book for me to read that covers these topics?” Most
finance textbooks are too complex and long, and the practical relevance for executives is
obscured by more theoretical and technical topics. Some other books are too basic and
limited in scope, covering only a very limited set of topics, such as accounting ratios. When
faced with this question, eventually I would recommend a couple of chapters from one
book, some readings from another, or the kind of 1000-page handbook that people love to
carry on the plane back home. After several years, I realized that too many people were
asking for the same thing, but “that thing” did not exist in the market. That is why I decided
to write this book.

I have noticed when working with general managers that many of them fear finance, the
culprits often being jargon, complicated math, and non-standard concepts that do not
make intuitive sense. In this book, I try to avoid all these pitfalls by using sound academic
research and theories (many of them Nobel Prize winning), and focusing only on the
important “nuggets” that are relevant for practitioners, without delving into all the compli-
cated technical details underlying the conclusions. In addition, the book presents several
practical applications of key finance tools, how they link with strategy, and how to imple-
ment them with Microsoft Excel.

This book has been designed to meet the needs of executives, both finance as well as non-
finance managers. Any executive who wants to probe further and grasp the fundamentals of
strategic finance issues will benefit from this book.

OBJECTIVES

Finance should be fun, and practical as well. With this book at hand as a reference, execu-
tives will have access to a set of tools that will help them develop their intuition for solving
key financial problems, analyze alternatives in decision making, and formulate strategies.
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Finance is simple. It is about connecting money with ideas. There are several investors with
money available, and there are several ideas looking for financing. Finance is just the engine
that connects these two forces: money and ideas. And, of course, the overall goal is success-
ful companies that create value for both the suppliers of money and the suppliers of ideas!

These core personal premises regarding finance led me to build in the following features
into my book to maximize its utility:

e Simplicity — The core concepts in finance are simple, and they should also become in-
tuitively transparent after using this book.

* Conciseness — The chapters are short and self-contained to appeal to busy executives
who are keen on value-added activities.

* Practical focus — The core concepts are explained, but the reader will also learn to
identify the problems and pitfalls of different real-world choices.

* Application of theory to practice — It is important for top executives to become familiar
with important academic research that impacts their companies. This book is grounded
in world-class research, and only presents the salient highlights of academic research
on each topic. It is therefore not a literature review of all that has been written on each
topic.

e Real-world focus — The book features examples from actual companies and empirical
data on many companies and industries around the world.

From my experience, working with real-world problems and real-world data is more fruitful
than theoretical discussions on formulas. Because practice with real-world data is crucial to
learning finance, each chapter of this book presents empirical examples of the concepts, uses
real-world data to illustrate the key ideas, and allows global executives to “think finance” and
have fun with finance!

TARGET AUDIENCE

Most executives need to understand and drive the strategy of their company on the basis of
sound financial principles, but with the overarching goal of value creation. This book targets
them.

Finance for Executives is a book for business executives, from all backgrounds, seeking

e To focus on the links between finance and the strategy of their company, be it a private
or publicly traded company
* To discover how to create value for their company and boost its financial performance

e To understand the key ingredients of long-term value creation
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e To create a cost-of-capital culture within a company
e To refresh and broaden their understanding of the latest financial concepts and tools

* To learn not just about accounting numbers, but also about sound financial decision
making in areas such as financing and payout policies, mergers and acquisitions (M&As),
project valuation, or risk management and derivatives

e To ultimately make better decisions

This book can also be used in executive training programs in finance, as well as in MBA,
master’s, and executive MBA programs. Indeed, the book is based on many years of execu-
tive education and consulting with world-class corporations from all continents of the world.
I have been teaching corporate valuation, capital structure and other financial policies,
M&As, and risk management for different audiences. I have learned a lot from my regular
interactions with practitioners, including CEOs, CFOs, and other senior executives who are
interested in the broad world of strategic finance. I have therefore been able to identify
what key topics are relevant to different companies, private or public, and what difficulties
exist (often language related) in addressing them in practice. Each chapter in this book has
benefited from this rich experience.

EXCEL TEMPLATES

In most of the chapters, concrete examples are explained step by step. Further, an Excel
spreadsheet containing all the models used in the different chapters is available for down-
load from the book’s website:

www. FinanceforExecutives.net

Practitioners will find the file easy to use and to customize to their own requirements. It is
useful in a variety of situations: value creation and its decomposition into managerial drivers
or key performance indicators (KPIs), cost of capital estimation, project evaluation, mergers
and acquisitions, company valuation, options valuation, etc.
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Introduction

HOW TO USE THIS BOOK

This is a book to be used, not a book to be read from beginning to end.

Each chapter is highly readable and practical, yet rigorous. The self-contained chapters
include fundamental concepts, analytical tools, and demonstrations of applications of those
tools. Executives can then tailor their reading to the specific circumstances applicable to

their company.

This book contains empirical evidence, based on real company cases, of the value of finan-
cial techniques/tools. In essence, each short chapter is written in a way that allows execu-
tives to put the concepts immediately into practice.

Outline

Chapter Title

1 The Main Accounting Metrics and Ratios

2 What Is the Cost of Capital for My Company?

3 A Managerial Framework for Value Creation

4 Selecting the Right Investment Projects — Capital Budgeting Tools

5 Deciding between Different Sources of Capital — The Capital Structure Decision
6 Borrowing from Banks and Capital Markets

7 Raising Equity — IPOs and SEOs

8 Returning Money to Shareholders — Dividends, Buybacks and the Payout Policy
9 Key Principles for Company Valuation

10 Value Creation through Mergers and Acquisitions

11 Derivatives and Risk Management

12 Management of Corporate Risks with Futures, Forwards, and Swaps

13 Management of Corporate Risks with Options
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This book starts with a chapter on the main financial ratios and key accounting terms. Chap-
ter 1 reviews the key accounting statements, focusing on the main points executives should
look at when analyzing financial statements.

Chapter 2 covers questions such as the following: What is the cost of capital, and how does
it change over time? How does the cost of equity vary across different companies? How do
I compute my company’s weighted average cost of capital? What is the relation between risk
and cost of capital?

Chapter 3 focuses on what value creation is and how it should link to the company strategy.
Indeed, value creation is the responsibility of every executive, yet not all executives have
access to the latest strategies and tools of value creation. This chapter outlines a best-prac-
tice foundation in value creation for different companies and organizations.

Chapter 4 focuses on questions such as the following: Which of two apparently profit-
able investment projects should my company choose? How can I ensure that my company
allocates capital to projects that add value? What criteria should we use to decide between
different capital expenditures? How do I decide between different cost reduction projects?
How do I evaluate brands? What should we pay attention to when we evaluate projects out-
side the company’s core business?

Chapter 5 addresses practical issues associated with the financing policy: Why do some
companies have sustainably very high amounts of debt? How much debt should we have
in our company? How does the optimal financing mix vary across industries? What is the
impact of debt on operations (customers, suppliers, employees, etc.)?

Chapter 6 covers capital-raising activities in debt markets, addressing questions such as
the following: Should we issue fixed-rate debt or floating-rate debt? My company has tradi-
tionally used only bank loans. Are corporate bonds an alternative? How do rating agencies
look at different companies? What is the risk of investing in bonds? What are credit default
swaps (CDSs)? Should we have long-term or short-term debt?

Chapter 7 addresses questions such as: Should my company go public? How do equity-
raising processes work? What are the stages in an initial public offering? What are the costs
and fees of public equity issues? What happens when a company issues rights? Why do
companies have stock splits? Is there value in being listed in different exchanges around the
world?

Chapter 8 answers questions such as the following: My company has been trading on the
stock exchange for 8 years, and is profitable. Is it time to start paying dividends? What is the
best way of returning money to shareholders? When should a company repurchase shares?
Why don’t we keep all the cash in the company? How do I design an optimal strategy to
remunerate shareholders?
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Chapter 9 describes the main methods used to value companies, addressing questions such
as the following: Our company is considering spinning off a division that is no longer core
to our business. What is its fair value? How many years should we use when valuing compa-
nies? What are the different methods used to value companies? How do different multiples
work?

Chapter 10 covers mergers and acquisitions (M&As), their objectives, and the techniques
used in the valuation of a target company. We address questions such as the following: When
do mergers create value? What are the appropriate methodologies to value potential acqui-
sition candidates? How can we ensure that our acquisitions create value? How do I choose
between different payment methods? What happens after the M&A deal is concluded?

Chapters 11 to 13 cover key concepts related to derivatives markets. Effective usage of
derivatives can create significant value and allows for effective risk management strategies.
The functioning of the markets is described, and several pitfalls of using derivatives are illus-
trated. The chapters address questions such as the following: Why and when should we use
derivatives for risk management? What are the differences between futures and forwards?
How are stock options valued? How do derivatives markets work, and how can companies
use them effectively? How are futures, swaps, and options priced in the market?

Overall, this book moves beyond spreadsheets and accounting, and takes a broader perspec-
tive on finance. The main objective of the book is for executives in any part of the organiza-
tion to understand and internalize the links between company strategy and finance. The
unifying thread running across the different chapters is the emphasis on the managerial
implications of financial analysis.
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