
Chapter One

Introduction

Lesson Plan

I.
The scope of hospitality financial management

II.
The relationship between finance and other functional areas of business management

A. Accounting

B. Economics

C. Marketing

D. Others such as strategic management, operations management, human resources management, management information systems, and so forth

III.
Different forms of business organization and the advantages and disadvantages of each

A. Sole proprietorships

B. Partnerships

C. Corporations

D. Limited liability companies

E. Subchapter S corporations

IV.
Three main financial management decisions

A. Investing

B. Financing

C. Dividends

V.
The goal of financial management is the maximization of the wealth of a firm’s owners

VI.
Agency relationships and problems

VII.
Management actions to increase firm value

A. Increasing revenues

B. Decreasing expenses

VIII.
Successful project investments create value and may take several forms

A. New construction

B. Expansion

C. Renovation

IX.
General outline of the textbook

A. The following chapters are related and connected to one another

B. Concepts introduced in this chapter will be used throughout the text

Answers to Discussion Questions

1.  Financial management is the process whereby managers decide which assets to invest in and how these assets will be funded in order to maximize the wealth of the owners.  

2.  Financial accounting involves the process or recording and reporting financial information about the firm.  Managerial accounting uses financial information to generate new information that is useful in decision-making.  Financial management, as discussed in Question #1, involves decisions relating to investing, financing, and dividend payments.

3.  The primary advantages of a corporation are limited liability for shareholders, unlimited life, and relative ease in raising capital.  The major disadvantages are increased government regulation, difficulty in formation, and double taxation.

4.  The three major decisions of financial management are the investment decision, the financing decision, and the dividend decision.  

5.  The three factors affecting the present worth of future dividends are timing, risk, and magnitude (size) of the dividends.

6.  Value creation is a development of a product or service whose incremental benefits are greater than its cost.  Wealth maximization involves the selection of the optimum mix of value-creating projects, optimally financed, so that the stock price can be increased to its highest level. 

7.  Primarily by engaging in projects that increase revenues, decrease expenses, or both.  Numerous examples could be provided here.

8.  An agency relationship exists when an individual engages another to perform a task.  The two most common agency relationships are between manager and owners and between lenders and owners.  

9.  Most individuals are looking to maximize their own utility.  Accordingly, the incentives between two parties must be aligned correctly or agency problems can develop.  Most agency problems are solved through effective and efficient contracting between the parties.  

10.  A project creates value if the present value of its benefits exceeds its costs.

11.  Many examples can be given here, but a few would include the development of an effective marketing plan to increase revenues or an effective training program that helps retain employees and reduces turnover.

12.  Numerous examples could be given here based upon current events.  
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