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Financial Decisions
Introduction
	Managers use financial variables to make decisions like choosing between distinct investments and establishing whether an investment has sufficient returns based on the company’s internal requirements. Through financial analysis, it is possible to evaluate many business decisions by considering their financial benefits. Some common financial analysis tools are the Capital Asset Pricing Model (CAPM), the Weighted Average Cost of Capital (WACC), Net Present Value (NPV), Standard Deviation, and the Internal Rate of Return (IRR). Through this paper, we analyze some of this tools and their impact on decision making in an organization. 
Some Financial Decisions
Stock Valuation
	The percentage total return, the capital gains yield, and the dividend yield help calculate the percentage return from a stock investment. Capital gains are returns form the appreciation of the stock price of the investment while dividend is the amount paid to shareholders as a share of a company’s profits. The percentage total return combines capital gains and dividends (Ross, Westerfield, Jaffe, & Jordan, 2016). Decision makers use this measure to identify investments that have the highest return and make decisions on which assets to hold and which ones to sell in a portfolio. 
Total Return 
	The total return is the actual return from an investment. For instance, while the total percentage return measures the yield in percentage that an organization obtains from holding an asset, the total return measures the actual profit from an investment in monetary terms. The total return is important in evaluating what, in terms of money, was actually made from holding an asset through a certain period. 
CAPM
	The Capital Asset Pricing Model (CAPM) measures the expected return from an investment. The formula for CAPM is:
Expected Return = Risk Free Rate + Beta × (Market Rate – Risk Free Rate)
(Ross, Westerfield, Jaffe, & Jordan, 2016)
The risk free rate is usually the rate offered on government securities, such as the 10-year United States treasury bonds because these are considered the safest assets in the market. We calculate Beta by comparing the historical returns of the asset with those of a market index such as the S&P 500. The market rate is the historical return on a benchmark index like the S&P 500 over a period. The expected return is an important tool in gauging the yields that a stock offers compared to the overall market yield. This tool can help an investor improve their overall portfolio’s performance.
WACC
	The Weighted Average Cost of Capital (WACC) measures an organization’s cost of capital (Ross, Westerfield, Jaffe, & Jordan, 2016). After ascertaining the cost of capital, decision makers can then choose to invest only in projects whose return is higher than the cost of capital. WACC is also used as a discounting tool in the calculations of NPV. The formula for WACC is:
WACC = (Cost of Equity × Weight of Equity) + (Cost of Debt × Weight of Debt) × (1 – Tax Rate)


Flotation Costs 
	Floatation costs are costs that a company incurs when seeking for additional capital. These costs include the commission paid to transaction advisors when listing a bond or issuing new shares and the interest charged on a new loan. Floatation costs are part of the total financing costs. When capital is raised from multiple sources such as equity and debt to finance a project, we calculate the total floatation costs by adding the weighted costs of finance from each source. Floatation costs increase the total costs of a project and can be used to determine the best financing sources and the most optimal financing mix.
Conclusion 
	Organizations employ the finance tools like the ones mentioned above to make investment and financing decisions. Through financial analysis, it is possible to make a choice between two investments based purely on their expected returns. It is also possible to determine whether to make an investment or not based on the returns from the project compared to the cost of raising capital and the minimum expected return. Decision makers should employ finance tools like the ones discussed to make better decisions. 



Reference
Ross, S., Westerfield, R., Jaffe, J., & Jordan, B. (2016). Corporate Finance (11th ed.). New York: McGraw-Hill Education.




