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Preface

Thirty-four years have passed since we began writing the first edition of this text, and
many things have changed during that time.

First of all, the field of finance has become much more analytical, with the empha-
sis on decision-oriented approaches to problems rather than the old, descriptive
approach. We have increased the use of analytical approaches to financial problems
in virtually every chapter of the book. But we also have stayed with our basic mission
of making sure the student is able to follow us in our discussions throughout the text.
While the 14th edition is considerably more sophisticated than the initial edition, it is
still extremely “reader friendly.” As the analytical skills demanded of students have
increased, so has the authors’ care in presenting the material.

Using computers has become considerably more important over the last quarter
century, and this is also reflected in the 14th edition. We offer Web Exercises at the
end of every chapter, URL citations throughout the text, an Online Learning Center for
students and faculty, computerized testing software and PowerPoint® for the faculty,
and Connect Finance, an online assignment and assessment solution.

Throughout the past 34 years, this text has been a leader in bringing the real world
into the classroom, and this has never been more apparent than in the 14th edition.
Each section of the book highlights an influential figure in the business world, each
chapter opens with a real-world vignette, and the Finance in Action boxes (found in
virtually every chapter) describe real-world activities and decisions made by actual
businesses. Not only are hundreds of corporations discussed, but actual corporate
logos are shown for the most important corporations covered in the book. The authors
are also up-to-date on the latest tax and financial reporting legislation.

The international world of finance has become much more important over the last
34 years, and the text has expanded its international coverage tenfold since the first
edition. Where there is an international application for a financial issue, you are very
likely to find it in this text.

Furthermore, the 14th edition gives substantial coverage to the recession and liquidity
crisis that has engulfed the U.S. and world economies in the latter part of the 2000-2009
decade (and going into the next decade). Special attention is given to the banking sector
and the critical need for funding that almost all businesses face. The issue of increased
regulation is also covered.

However, there is one thing that has not changed over the last 34 years—the authors
still write the entire book and all of the problems themselves! We believe our devotion
of time, energy, and commitment over these years is the reason for our reputation for
having produced a high-quality and successful text—edition after edition.
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Reinforcing
Prerequisite
Knowledge

Employers of business graduates report that the most successful analysts, planners, and
executives are both effective and confident in their financial skills. We concur. One of the
best ways to increase your facility in finance is to integrate your knowledge from prereq-
uisite courses. Therefore, the text is designed to build on your basic knowledge from
courses in accounting and economics. By applying tools learned in these courses, you
can develop a conceptual and analytical understanding of financial management.

We realize, however, that for some students time has passed since you have completed
your accounting courses. Therefore, we have included Chapter 2, a thorough review of
accounting principles, finance terminology, and financial statements. With a working
knowledge of Chapter 2, you will have a more complete understanding of the impact of
business decisions on financial statements. Furthermore, as you are about to begin your
career you will be much better prepared when called upon to apply financial concepts.

Content
Improvements

The Financial Crisis of 2007-2009 Chapter 1 provides a discussion of the causes
behind the financial crisis of 2007-2009 including the housing bubble, the mis-
use of derivatives, and excessive risk taking by top corporate management.

The Demise of Key Financial Institutions The downfall of Lehman Brothers,
Bear Sterns, and other financial institutions is considered in Chapter 1. The role
of the government in attempted bailouts is also discussed.

The Impact of Corporate Governance This topic is also analyzed in Chapter 1.
Poor management oversight combined with huge paychecks to top executives is
discussed in the context of corporate governance.

The Wall Street Reform and Consumer Protection Act of 2010 Chapter 14 now
includes details on the legislation signed in July 2010 that prevents the govern-
ment from bailing out large companies with taxpayer money.

The Bernie Madoff Ponzi Scheme In Chapter 2, the Bernie Madoff story is cov-
ered in full to demonstrate how unethical behavior can go undetected by federal
regulators and accountants. The negative effect on investors such as charitable
foundations and individuals (Steven Spielberg) is considered.

Greater Coverage of the Use of Technology in Working Capital Management In
Chapters 6, 7, and 8 the use of advanced technology is covered along with its effect
on the management of current assets and the financing of those assets. Special
attention is given to inventory tracking systems and the elimination of float. Real
life examples are presented of technology used by Walmart, Boeing, and others.

Hedging to Reduce Interest Rate Risk The topic is covered in Chapter 8 to dem-
onstrate how corporations and individuals can reduce their interest rate risk
through hedging in the futures market. An easy-to-follow example is presented
of this involved process.

Special Coverage of the Time Value of Money to Relate to Students This topic is
not only covered in the traditional manner in Chapter 9, but also in a way related
to students. For example, it is demonstrated that $2,000 IRA annual contribu-
tions will eventually grow to five million dollars, and that Ivy League tuition will
eventually be one million dollars.
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The Use Of Real Options In Chapter 12 the authors go beyond traditional capital
budgeting analysis to include the use of real options, which allow the decision
maker to consider the impact of alternate courses of action once the project begins.

ECNs Expand in Importance over Traditional Auction Markets In Chapter 14,
Electronic Communication Networks (ECNs) have reshaped the activities of the
NYSE, AMEX, and NASDAQ. ECNs take advantage of cost efficiency made
available by improved communication and technology. They represent the use of
the highest form of technology in executing trades, and traditional exchanges are
incorporating ECNs into their operations.

The Changing Landscape of Investment Banking Investment banking is under-
going radical changes. The industry is becoming more global in scope, increasingly
concentrated, and more controlled by regulation. Only the strongest are likely
to survive and prosper.

Successful improvements from the previous editions that we have built on in the 14th
edition include:

Functional Integration We have taken care to include examples that are not just
applicable to finance students, but also to marketing, management, and account-
ing majors.

Small Business Since over two-thirds of jobs created in the U.S. economy are from
small businesses, we have continued to note when specific financial techniques
are performed differently by large and small businesses.

Comprehensive International Coverage We have updated and expanded coverage
on international companies and events throughout the text.

Contemporary Coverage The 14th edition continues to provide updated real-world
examples, using companies easily recognizable by students to illustrate financial
concepts presented in the text.

Internet Presence Helpful Web sites are listed throughout the text as well as featured
in many of the Finance in Action boxes. Web exercises are featured in each chapter.

Chapter
Features

Integration of Learning Objectives to
Discussion Questions and Problems

LEARNING OBJECTIVES

Lot Ratio analysis provides a meaningful
comparison of a company to its industry,
102 Ratios can ba used to measure profitability,

The Learning Objectives (LO) presented skt oipsion il

at the beginning of each chapter serve as a i s st

stockholders.

quick introduction to the material students (9 S b s soopug st
will learn and should understand fully 8 B i S e s
before moving to the next chapter. Every
. . . DISCUSSION QUESTIONS
discussion question and problem at the 1. I we divide users o atosino shor-orm lenders, long {erm lenders, and
stockholders, which ratios would each group be most i ted in, and for what
end of each chapter now refers back to the—> renens? (68) ., = PRt s g A ‘
. - . . . . . 2. Explain how the Du Pont system of analysis breaks down - Al
learning objective to which it applies. This cxphia bl Gt b o Mo e (LOF) 78
. . . 3. Ifthe unts receivable turnover ratio is decreasing, what will be happeni
allows instructors to easily emphasize the ot epeag ol pockTHTR) =5 - o % -

Learning Objective(s) as they choose.
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Revised! Chapter Opening Vignettes

We bring in current events (such as business-
to-business online ventures and competition
among air carriers) as chapter openers to illus-
trate the material to be learned in the upcom-
ing chapter.

Expanded! Finance in Action Boxes

These boxed readings highlight specific topics
of interest that relate to four main areas: man-
agerial decisions, global situations, technol-
ogy issues, and ethics. The inclusion of ethics
is relevant given the many recent corporate
scandals and the resulting governance issues.
Web site addresses are included in applicable
boxes for easy access to more information on

f you're in the market for dental products, look no further than Colgate-

Palmolive. The firm has it all: every brand of toothpaste you can imagine (tartar

control, cavity protection, whitening enhancement), as well as every shape and
size of toothbrush. While you're getting ready for the day, also consider its soaps,
shampoos, and deodorants (Speed Stick, Lady Speed Stick, etc.).

For those of you who decide to stay home and clean your apartment or dorm
room, Colgate-Palmalive will provide you with Ajax, Fab, and a long list of other
cleaning products.

All this is somewhat interesting, but why mention these subjects in a finance
text? Well, Colgate-Palmolive has had some interesting profit numbers over the
last three years. Its average profit margin is 11 percent and its return on assets is

RateFinancials Gives Grades to Corporations and Not Everyone
Getsan A

What grade did you get on your last account- While the SEC concerns itself with many
ing or finance exam? A 95 would be great and  of these same topics, less than 20 percent

a 65 disappointing. Corporate chief financial
officers may suffer the same fate at the hands
of RateFinancials (ww\s raefinansals com).
The New York City firm assigns grades to
the quality of financlal reporting and earnings
reported by Fortune 500 companies.

of corporate annual reports (10Ks) are thor-
oughly reviewed by the government regutatory
agency. Limited funds for federal agencies
can only be stretched so far. Of course, there
are private sector financlal analysts working
for Morgan Stanley, Goldman Sachs, Merill

that topic or company.

In-Book Acetates on Time Value of Money (Chapter 9)

The concept of the “time value of money” is one of the most difficult topics in any
financial management course for professors to communicate to students. We think we
have created a visual method for teaching future value and present value of money that
will help you understand the concept simply and quickly. The 14th edition includes
four-color acetates in the text that visually relate future values and present values. We
hope you agree that this innovation is an advancement in financial pedagogy.

End-of-Chapier

Features

Review of Formulas

At the end of every chapter that includes

equations, we provide a list of all equa-

—

tions for easy reviewing purposes.

REVIEW OF FORMULAS

Profitability ratios

PROBLEMS
aconnect Selected problems ars available with Gonnect. Please see the preface for mors information.

Basic Problems
1. Low Carb Diet Supplement, Inc., has two divisions. Division A has a profit of

(LO2) $100,000 on sales of $2,000,000. Division B is only able to make $25,000 on sales of
i $300,000. Based on the profit margins (returns on sales), which division is superior?
Profitubility rutios 2. Database Systems is considering expansion into a new product line. Assets to
{LO2) support expansion will cost $500,000. It is estimated that Database can generate

$1,200,000 in annual sales, with a 6 percent profit margin. What would net
income and return on assets (investment) be for the year?

New Labeling! Discussion Questions
and Problems

The material in the text is supported by over
250 questions and 475 problems in this
edition, to reinforce and test your under-
standing of each chapter. Care has been
taken to make the questions and problems
consistent with the chapter material, and
each problem is labeled with its topic,
learning objective, and level of difficulty

to facilitate that link. Every problem has

been revised in this edition, but the level
and variety of the complete set is similar to

those from previous editions.
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Updated! Comprehensive Problems

COMPREHENSIVE PROBLEM

Several chapters have comprehensive Sun Microsysiens Sun Microsystems is a leading supplier of computer related products, including serv-
» - . . {trends. s, viock ers, workstati age devices, and network switches.
problems, indicated with red sidebars oot In the letter to stockholders as part of the 2001 annual report, President and CEO

—_— (LO3) Scott G. McNealy offered the following remarks:

that lntegrate and reqUIre the app hca' Fiscal 2001 was clearly a mixed bag for Sun, the industry, and the economy as a whole.

tion of several financial concepts into o e
one problem. Additional comprehensive e R e G S S8 Ut

market.

problems are included in the Instructor’s
Manual for Chapters 2, 3, and 8.

Web Exercises

Each chapter includes at least one Web
exercise to help pull more relevant real-
world material into the classroom. The
exercises ask students to go to a spe-

WEB EXERCISE

1. IBM was mentioned in the chapter as having an uneven performance. Let’s

cific Web site of a company and make —> check this out. Go toits Web site, s corm, and follow the below steps.
P “ i Select “About IBM” on the bottom of the page. Select “Investors” (US) on the
a complete analysis similar to that dem- next page on the right side. Select “Financial Snapshot” on the next page.
. . 2. Click on “Stock Chart.” How has IBM’s stock been doing currently?
onstrated in the chapter. These exercises 3. Click o "Pindeial Suse k™ A st TORCS Riliaioal st casbigs seio

18, how does it currently stand?

provide a strong link between learning
chapter concepts and applying them to
the actual decision-making process.

Online Learning Center Teaching and
Learning

Visit this full Web resource available with the 14th edition at www.mhhe.com/bhd14e.
Support

The Information Center includes information on this new edition and links to additional
material.

For Instructors

» Instructor’s Manual with Solutions Revised by Wendell Bragg, DeVry Univer-
sity and the authors to help the instructor integrate the graphs, tables, perspec-
tives, transparencies, and problems into a lecture format. Each chapter opens
with a brief overview and a review of key chapter concepts. The chapter is
then outlined in an annotated format to be used as an in-class reference guide
by the instructor. The manual also includes detailed solutions to all of the
problems (completed by the authors), set in a larger type font to facilitate their
reproduction as transparencies for the classroom. Additional comprehensive
problems and solutions are also included.

» PowerPoint Presentation Contains lecture outlines and selected exhibits from the
book in a four-color, electronic format that you can customize for your own lectures.

» Test Bank This includes 1,500 multiple-choice and true/false questions, with

revisions made by Sarah Wells, Columbia College. Those correspond to the revi-
sions in the 14th edition. Also included are quiz sets and matching quizzes. The
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test bank is available in Word files and in McGraw-Hill’s flexible electronic test-
ing program, EZ Test Online (www.cztestonline.com). EZ Test Online allows
you to create tests or quizzes in this easy to use program!

» Instructor’s Manual to Accompany Cases This includes a brief synopsis of the
purpose of each case from the casebook, its relation to the text, and its level of
complexity. Detailed solutions to the end-of-case questions are also provided.
Two new cases are featured in this edition.

The student edition of the Web site includes additional study materials:
* Online quiz with 10 multiple-choice questions per chapter, immediate grading,
and feedback.
* Excel templates for every problem with an Excel icon in the margin.
* Premium content for an additional fee; see Web site for details.

DVD (0073363650) These finance videos are 10-minute case studies on topics such
as financial markets, careers, TVM (time value of money), capital budgeting, EVA
(economic value added), mergers and acquisitions, and international finance.

Packaging Options

Study Guide and Workbook This valuable resource, created by Dwight C. Ander-
son, Louisiana Tech University, provides chapter summaries, outlines with page
references, and additional problems and multiple-choice questions with solu-
tions for practice.

Cases These 33 cases, written by the authors, are ideal for in-depth analysis and
facilitate an integrated understanding of the topics presented in the book.

McGraw-Hill
Connect Finance

Less Managing. More Teaching. Greater Learning.

- Connect McGraw-Hill Connect Finance is an online assignment and
W Learn assessment solution aid that connects students with the tools

% % Succeed” .4 resources they’ll need to achieve success.

McGraw-Hill Connect Finance helps prepare students for
McGraw-Hill Connect Finance Features

their future by enabling faster learning, more efficient study-
ing, and higher retention of knowledge.

Connect Finance offers a number of powerful tools and features to make managing assign-
ments easier, so faculty can spend more time teaching. With Connect Finance, students
can engage with their coursework anytime and anywhere, making the learning process
more accessible and efficient. Connect Finance offers you the features described below.

Simple Assignment Management

With Connect Finance, creating assignments is easier than ever, so you can spend
more time teaching and less time managing. The assignment management function
enables you to:

* Create and deliver assignments easily with selectable end-of-chapter questions
and test bank items.
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* Streamline lesson planning, student progress reporting, and assignment grading
to make classroom management more efficient than ever.

* Go paperless with the eBook and online submission and grading of student
assignments.

Smart Grading

When it comes to studying, time is precious. Connect Finance helps students learn
more efficiently by providing feedback and practice material when they need it, where
they need it. When it comes to teaching, your time also is precious. The grading func-
tion enables you to:

* Have assignments scored automatically, giving students immediate feedback on
their work and side-by-side comparisons with correct answers.

* Access and review each response; manually change grades or leave comments
for students to review.

* Reinforce classroom concepts with practice tests and instant quizzes.

Student Study Center

The Connect Finance Student Study Center is the place for students to access addi-
tional resources. The Student Study Center:
* Offers students quick access to lectures, practice materials, eBooks, and more.
* Provides instant practice material and study questions, easily accessible on the go.
* Gives students access to the Self-Quiz and Study described below.

Self-Quiz and Study

The Self-Quiz and Study (SQS) connects each student to the learning resources needed
for success in the course. For each chapter, students:

» Take a practice test to initiate the Self-Quiz and Study feature.

¢ Immediately upon completing the practice test, see how their performance com-
pares to chapter learning objectives.

* The SQS then recommends specific readings from the text, supplemental study
material, and practice work that will improve their understanding and mastery
of each learning objective.

Student Progress Tracking

Connect Finance keeps instructors informed about how each student, section, and
class is performing, allowing for more productive use of lecture and office hours. The
progress-tracking function enables you to:

e View scored work immediately and track individual or group performance with
assignment and grade reports.

* Access an instant view of student or class performance relative to learning
objectives.

* Collect data and generate reports required by many accreditation organizations,
such as AACSB.



viii Preface

McGraw-Hill Connect Plus Finance

McGraw-Hill reinvents the textbook learning experience for the modern student with

Connect Plus Finance. A seamless integration of an eBook and Connect Finance,

Connect Plus Finance provides all of the Connect Finance features plus the following:
* An integrated eBook, allowing for anytime, anywhere access to the textbook.

* Dynamic links between the problems or questions you assign to your students
and the location in the eBook where that problem or question is covered.

* A powerful search function to pinpoint and connect key concepts in a snap.

For more information about Connect, go to www.mcgrawhillconnect.com, or con-
tact your local McGraw-Hill sales representative.
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