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You might have an unanswefab should learn finance, and you might think that

If you think so, this is a perf i er your perspective. Whether you become aware of it

or not, financial activities, j jnvolving with the movement of cash inflows and outflows

will have a huge impact on your life.

ook, the authog, Mihir A. Desai, who is a professor at Harvard Business School, tried to explain

quity, financial statements, e.g., balance sheet and income statement, and financial ratios, e.g.,
io, profitability ratio, efficiency ratio and leverage ratio including Dupont framework. At the end of
this chapter, you will learn about the benefits and limitations of the numbers and financial ratios presented in
any financial statements that should make you ponder more carefully whenever you analyze financial

information.



In chapter 2, the author pointed out some weaknesses of the accounting information especially the
net profit. Due to accrual basis and conservatism concept in accounting, net profit completely differs from cash
and cash equivalents. Thus, when you want to assess the liquidity level and liquidity risk of any company, you
cannot look at the company’s net profit, but instead you must look for the item called cash and cash

equivalents in the balance sheet and analyze the movement of cash and cash equivalents in the statement of

(EBITDA) for your decision making. Finally, for the first time in this book, the author also i
concept of time value of money and discounted cash flows (DCF) analysis which is ¢

about money and cash, but its main point is on informat 1 incentives among the market players.
In chapter 4, you will learn how to 2. Generally, the firm’s value is created when
the firm’s expected return on equity (RO ost of capital for a long period of time (or

about the weighted average ferences between cost of debt (rp) and cost of equity
(re), the optimal capital stru nd re by using capital asset pricing model (CAPM), as well
as the three common mist

Next, the uation methods are presented in chapter 5. In sum, the author

management can choose to distribute firm’s free cash flows through dividend payment or a share buyback

program. However, no matter what alternatives the management choose, the most important criterion is that
the chosen alternative must create (not destroy) firm’s value, and always have positive net present value (NPV).



Overall, in my opinion, although the author tried very hard to explain the basic key concepts of finance
concisely through some real-life case studies and color illustrations, this book is still a bit too tough for beginners
who have never taken any finance course and are not familiar with any accounting or financial terms at all.
However, it should be perfect for those who have already had some fundamental financial knowledge in the

past and want to brush up on it. As an accounting instructor, although | might not feel good when the author

accounting and financial backgrounds, | would like to recommend this book to everyone.
understand the financial concepts through comprehensive and practical approaches.
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