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SPRING 2009      BUSH 689:  Finance for Development 
Kishore Gawande

Office: 1043
Office Hours:  Tuesday 11-12
Classroom and Timings:  Friday 9:30-12:15
COURSE OBJECTIVE:  

The primary objective of the course is to gain a firm understanding of the basic concepts of modern Finance in the context of development and microfinance. The course will revolve around understanding these major questions:
1. How do we calculate and value cashflows? Why is that important in development finance?
2. What is risk? How is risk measured? How is it rewarded. 
3. How are assets valued? What is the value of a portfolio?
4. What is discount Rate? How is it related to risk?

5. What are Financial statements? What do financial ratios indicate about a firm’s health?
6. Why is private capital interested in microcredit? 

7. Why is it good/necessary for MFIs to attract private capital? 

8. What is collateralization and securitization and how are they important for development finance?
9. What is the role of markets and market efficiency? What if markets are absent or inefficient? Is there a role for government?

10. macro-taxation as a source of micro-finance.

COURSE MATERIAL:

For the first eight weeks of the course, we will use Damodaran’s text. 
Published papers and reports will be used in the next eight weeks. We will learn and do financial data analysis as well. I will expect you to read the material assigned for the class before you come to class. Please come prepared to take part in class discussions. There will be participation points.
1. Texts and Materials:

· Required: Applied Corporate Finance: Second Edition, 2004 Aswath Damodaran (downloadable: http://pages.stern.nyu.edu/~adamodar/New_Home_Page/acf2E/manuscript.htm) 

· Required:  Managerial accounting
· Materials from this excellent website: http://www.ruralfinance.org/
COURSE WORK:
The course will consist of five homeworks (40%), a case presentation (30%), and a final exam (30%).  The homeworks may be done individually or in groups (of no more than 2 persons per group). Assignments and papers must have the names of group members on them.  
Important Deadlines:

Paper due on: 
Final Exam on:
Tentative Schedule

Materials for the next lecture will be available (exclusively for use by students in this class) on the Bush School internal network drive. Please do not share or pass them around. Larger files should probably not be printed. 
Week 1:
Introduction:  Micro-banking and Micro-finance. 
· Murdoch (2000) paper on microfinance. 
· Need for private capital. 
· Economist article (2004). 
Week 2:
Chapter 3 Damodaran: Time Value of Money

· Components of risk

· Expected return and measuring Risk

· Default risk

Week 3:
Chapter 5: Value and Price

Week 4:

Chapter 6: Basics of Risk
Week 5:

Chapter 8: Estimating Hurdle Rate for Projects
Week 6:
Chapter 10 BM: 
· Break even, 
· Sensitivity Analysis, 
· Decision under uncertainty, Decision trees. 
· Chapter 18 Brealey and Myers: Equity vs. Debt. 

Week 7:
Models of Default risk: 
· Bond ratings and interest rates, 
· Default risk in microcredit scenario, 
· Systematic risk 
· Estimation of Discount Rates. 
Week 8:
Chapter 4 in Damodaran’s book. 
· Cost of capital given beta of a firm. 
· Dividend Growth model 
· Weighted average cost of capital.
· Valuing Options



AFTER WEEK 8 the course is Microcredit applications-oriented.

Week 9:
Chapter 23: Valuing cash flow producing assets: 
· Estimating risk and discount rates, 
· Cost of capital, valuing businesses with personal component. 
· Applications to MF.
Week 10:
Financial statements using a real MFI financial statements: 
· Difference between capital and operating expenses. 
· Financial Ratios and what they tell us about the financial health of a firm.  
· ROA, ROE, Quick ratio, Days AR outstanding, AR Turnover, long term solvency ratios, interest coverage ratios, Debt ratios, 
· Market value of debt market.
Week 11: 
Estimating cash flows. Example from a MFI
Chapter 13 Damodaran’s Book: 
· Special cases in Discounted cash flows 
· Cyclical cashflows (in agriculture), 
· Firms in financial distress (Risk) , 
· Firms with a limited time patent 
Week 12:
Collateralization and securitization: Traditional. 
· www.securitization.net/
· Other sites
Week 13:
Collateralization and securitization: Micro-finance 

· Risk and diversification in inefficient markets (rethinking CAPM?)
· Markets in rural India.  
· Securitization – Critically examine ICICI example. 
Week 14  
CASE STUDY: 

Sources of private funding for MFIs:

· ACCION
Week 15  
CASE STUDY: 

· FINCA
