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hen we first wrote Essentials of Corporate Finance, we thought there might be

a small niche for a briefer book that really focused on what students with widely
varying backgrounds and interests needed to carry away from an introductory finance
course. We were wrong. There was a huge niche! What we learned is that our text closely
matches the needs of instructors and faculty at hundreds of schools across the country. As
aresult, the growth we have experienced through the first four editions of Essentials has far
exceeded anything we thought possible.

With the fifth edition of Essentials of Corporate Finance, we have continued to refine
our focus on our target audience, which is the undergraduate student taking a core course in
business or corporate finance. This can be a tough course to teach. One reason is that the
class is usually required of all business students, so it is not uncommon for a majority of
the students to be nonfinance majors. In fact, this may be the only finance course many of
them will ever have. With this in mind, our goal in Essentials is to convey the most important
concepts and principles at a level that is approachable for the widest possible audience.

To achieve our goal, we have worked to distill the subject down to its bare essentials
(hence, the name of this book), while retaining a decidedly modern approach to finance. We
have always maintained that the subject of corporate finance can be viewed as the working
of a few very powerful intuitions. We also think that understanding the “why™ is just as im-
portant, if not more so, than understanding the “how,” especially in an introductory course.
Based on the gratifying market feedback we have received from our first four editions, as
well as from our other text, Fundamentals of Corporate Finance (now in its 7th edition),
many of you agree.

By design, this book is not encyclopedic. As the table of contents indicates, we have
a total of 18 chapters. Chapter length is about 30 pages, so the text is aimed squarely at a
single-term course, and most of the book can be realistically covered in a typical semester
or quarter. Writing a book for a one-term course necessarily means some picking and
choosing, with regard to both topics and depth of coverage. Throughout, we strike a bal-
ance by introducing and covering the essentials (there’s that word again!) while leaving
some more specialized topics to follow-up courses.

The other things we have always stressed. and have continued to improve with this
edition, are readability and pedagogy. Essentials is written in a relaxed, conversational
style that invites the students to join in the learning process rather than being a passive in-
formation absorber. We have found that this approach dramatically increases students’ will-
ingness to read and learn on their own. Between larger and larger class sizes and the ever-
growing demands on faculty time, we think this is an essential (!) feature for a text in an
introductory course.

Throughout the development of this book, we have continued to take a hard look at
what is truly relevant and useful. In doing so, we have worked to downplay purely theoret-
ical issues and minimize the use of extensive and elaborate calculations to illustrate points
that are either intuitively obvious or of limited practical use.

As a result of this process, three basic themes emerge as our central focus in writing
Essentials of Corporate Finance:

An Emphasis on Intuition We always try to separate and explain the principles
at work on a commonsense, intuitive level before launching into any specifics. The



underlying ideas are discussed first in very general terms and then by way of examples
that illustrate in more concrete terms how a financial manager might proceed in a given
situation.

A Unified Valuation Approach We treat net present value (NPV) as the basic concept
underlying corporate finance. Many texts stop well short of consistently integrating this
important principle. The most basic and important notion, that NPV represents the excess
of market value over cost, often is lost in an overly mechanical approach that emphasizes
computation at the expense of comprehension. In contrast, every subject we cover is firmly
rooted in valuation, and care is taken throughout to explain how particular decisions have
valuation effects.

A Managerial Focus Students shouldn’t lose sight of the fact that financial manage-
ment concerns management. We emphasize the role of the financial manager as decision
maker, and we stress the need for managerial input and judgment. We consciously avoid
“black box™ approaches to finance, and, where appropriate, the approximate, pragmatic na-
ture of financial analysis is made explicit, possible pitfalls are described, and limitations
are discussed.

Today, as we prepare to once again enter the market, our goal is to stick with and build
on the principles that have brought us this far. However, based on an enormous amount of
feedback we have received from you and your colleagues, we have made this edition and
its package even more flexible than previous editions. We offer flexibility in coverage and
pedagogy by providing a wide variety of features in the book to help students to learn about
corporate finance. We also provide flexibility in package options by offering the most
extensive collection of teaching, learning, and technology aids of any corporate finance
text. Whether you use just the textbook, or the book in conjunction with other products, we
believe you will find a combination with this edition that will meet your current as well as
your changing needs.

Stephen A. Ross

Randolph W. Westerfield
Bradford D. Jordan




Organization of the Text

We designed Essentials of Corporate Finance to be as flexible and modular as pos-
sible. There are a total of nine parts, and, in broad terms, the instructor is free to
decide the particular sequence. Further, within each part, the first chapter generally con-
tains an overview and survey. Thus, when time is limited, subsequent chapters can be
omitted. Finally, the sections placed early in each chapter are generally the most important,
and later sections frequently can be omitted without loss of continuity. For these reasons,
the instructor has great control over the topics covered, the sequence in which they are
covered, and the depth of coverage.

Just to get an idea of the breadth of coverage in the fifth edition of Essentials, the fol-
lowing grid presents for each chapter some of the most significant new features as well as
a few selected chapter highlights. Of course, in every chapter, opening vignettes, boxed
features, in-chapter illustrations and examples using real companies, and end-of-chapter

material have been thoroughly updated as well.

PART ONE Overview of Financial Management

Chapter 1 New material: Sarbanes-Oxley Discusses “Sarbox” and its costs and implications for
regulations. corporate managers.

Goal of the firm and agency problems. Stresses value creation as the most fundamental aspect
of management and describes agency issues that can
arise.

Ethics, financial management, and Brings in real-world issues concerning conflicts of

executive compensation. interest and current controversies surrounding ethical

conduct and management pay.

PART TWO Understanding Financial Statements and Cash Flow

New mini-case: Cash Flows and New case written for this edition reinforces key cash flow
Financial Statements at Sunset Boards, concepts in a small-business setting.
Inc.
New mini-case: Ratios and Financial New case written for this edition illustrates the importance
Planning at S&S Air, Inc. of financial planning in a small firm.

Chapter 2 Cash flow vs. earnings. Clearly defines cash flow and spells out the differences

between cash flow and earnings.

Market values vs. book values. Emphasizes the relevance of market values over book
values.

viii



Chapters
Chapter 3

Selected Topics of Interest

New section: Expanded Du Pont
analysis.

New material: Du Pont analysis for real
companies using data from S&P Market
Insight.

New material: Explanation of alternative
formulas for sustainable and internal
growth rates.

Ratio and financial statement analysis
using smaller firm data.

Benefits to Users

New section expands the basic Du Pont equation to better
explore the interrelationships between operating and
financial performance.

New analysis shows students how to get and use real-
world data, thereby applying key chapter ideas.

Explanation of growth rate formulas clears up a
common misunderstanding about these formulas and
the circumstances under which alternative formulas are
correct.

Uses firm data from RMA to show students how to
actually get and evaluate financial statements
benchmarks.

PART THREE Valuation of Future Cash Flows

New mini-case: S&S Air's Mortgage.

Chapter 4 First of two chapters on time value of
money.
Chapter 5 Second of two chapters on time value

of money.

New case written for this edition shows how to evaluate
different mortgage financing possibilities.

Relatively short chapter introduces just the basic ideas
on time value of money to get students started on this
traditionally difficult topic.

Covers more advance time value topics with numerous
examples, calculator tips, and Excel spreadsheet exhibits.
Contains many real-world examples.

PART FOUR Valuing Stocks and Bonds

New mini-case: Financing S&S Air's
Expansion Plans with a Bond Issue.
New material: “Clean” vs. “dirty” bond
prices and accrued interest.

New material: NASD's new TRACE
system and transparency in the
corporate bond market.

Chapter 6

New material: “Make-whole” call
provisions.

Chapter 7 Stock valuation.

NYSE and NASDAQ market operations.

New case written for this edition examines the debt
issuance process for a small firm.

Clears up the pricing of bonds between coupon payment
dates and also bond market quoting conventions.
Up-to-date discussion of new developments in fixed
income with regard to price, volume, and transactions
reporting.

Up-to-date discussion of relatively new type of call
provision that has become very common.

Thorough coverage of constant and nonconstant growth
models.

Up-to-date description of major stock market operations.

PART FIVE Capital Budgeting

New mini-case: Conch Republic
Electronics.

First of two chapters on capital
budgeting.

Chapter 8

NPV, IRR, payback, discounted
payback, accounting rate of return.

Chapter 9 Project cash flow.

Scenario and sensitivity “what-if”
analysis.

New case written for this edition analyzes capital
budgeting issues and complexities.

Relatively short chapter introduces key ideas on an
intuitive level to help students with this traditionally difficult
topic.

Consistent, balanced examination of advantages and
disadvantages of various criteria.

Thorough coverage of project cash flows and the relevant
numbers for a project analysis.

lllustrates how to actually apply and interpret these tools
in a project analysis.




Chapters  Selected Topics of Interest

Benefits to Users

PART SIX Risk and Return

New mini-case: A Job at S&S Air.

Chapter 10 New section: Geometric vs. arithmetic
returns.
Capital market history.
Market efficiency.

Chapter 11 Diversification, systematic, and

unsystematic risk.
Beta and the security market line.

New case written for this edition explores 401 (k)-type
retirement investing.

Discusses calculation and interpretation of geometric
returns. Clarifies common misconceptions regarding
appropriate use of arithmetic versus geometric average
returns.

Extensive coverage of historical returns, volatilities, and
risk premiums.

Efficient markets hypothesis discussed along with
common misconceptions.

lllustrates basics of risk and return in a straightforward
fashion.

Develops the security market line with an intuitive
approach that bypasses much of the usual portfolio theory
and statistics.

PART SEVEN Long-Term Financing

New mini-case: Cost of Capital
for Hubbard Computer, Inc.

Chapter 12 New discussion: Geometric vs.

arithmetic growth rates.
Cost of capital estimation.

Chapter 13 Basics of financial leverage.

Optimal capital structure.

Financial distress and bankruptcy.

New material: Very recent survey
evidence on dividend policy.

Chapter 14

New material: Effect of new tax laws.
Dividends and dividend policy.
New discussion: Dutch auction IPOs.

Chapter 15

New discussion: IPO “quiet periods.”
IPO valuation.

New case written for this edition examines cost of capital
for a smaller, nonpublic company.

Both approaches are used in practice. Clears up issues
surrounding growth rate estimates.

Contains a complete Web-based illustration of cost of
capital for a real company.

lllustrates effect of leverage on risk and return.

Describes the basic trade-offs leading to an optimal capital
structure.

Briefly surveys the bankruptcy process.

New survey results show the most important (and least
important) factors considered by financial managers in
setting dividend policy.

Discusses implications of new, lower dividend and capital
gains rates.

Describes dividend payments and the factors favoring
higher and lower payout policies.

Explains uniform price auctions using recent Google IPO
as an example.

Explains the SEC’s quiet period rules.

Extensive, up-to-date discussion of IPOs, including the
1999-2000 period.

PART EIGHT Short-Term Financial Management

”

New mini-case: Piepkorn Manufacturing

Working Capital Management.
Chapter 16 Operating and cash cycles.

Short-term financial planning.

New case written for this edition evaluates working capital
issues for a small firm.

Stresses the importance of cash flow timing.

lllustrates creation of cash budgets and potential need for
financing.



Chapters Selected Topics of Interest
Chapter 17 Cash collection and disbursement.

Credit management.
Inventory management.

Benefits to Users - .

Examination of systems used by firms to handle cash
inflows and outflows.

Analysis of credit policy and implementation.

Brief overview of important inventory concepts.

PART NINE Topics in Business Finance

New mini-case: S&S Air Goes
International.
Chapter 18 Foreign exchange.

International capital budgeting.

Exchange rate and political risk.

New case written for this edition evaluates an international
expansion for a small firm.

Covers essentials of exchange rates and their
determination.

Shows how to adapt basic DCF approach to handle
exchange rates.

Discusses hedging and issues surrounding sovereign risk.

xi



In addition to illustrating relevant concepts and presenting up-to-date coverage,
Essentials of Corporate Finance strives to present the material in a way that makes it
coherent and easy to understand. To meet the varied needs of the intended audience,
Essentials of Corporate Finance is rich in valuable learning tools and support.

Each feature can be categorized by the benefit to the student:
B Real Financial Decisions
B Application Tools
B Study Aids

REAL FINANCIAL DECISIONS

We have included two key features that help students connect chapter concepts to how
decision makers use this material in the real world.

Chapter-Opening Vignettes with Functional
Integration Links

Each chapter begins with a recent real-world event to
introduce students to chapter concepts. Since many
nonfinance majors will use this text, a brief paragraph
linking the vignette and chapter concepts to majors in
marketing, management, and accounting is included.

OVERVIEW OF FINANCIAL MANAGEMENT
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Reality Bytes Boxes

Most chapters include at least one Reality Bytes box,
which takes a chapter issue and shows how it is being
used right now in everyday financial decision making. j




Mini-cases

. Realizing that there is e tha :
Located after most of the parts, these mini-cases focus on . = ere is more than one

hypothetical company situations that embody corporate finance way to solve problems in corporate
topics. Each case presents a new scenario, data, and a finance, we include many sections that
dilemma. Several questions at the end of each case require will not only encourage students to
students to analyze and focus on all of the material they learned learn different problem-solving

from the chapters in that part. Great for homework or in-class
exercises and discussions!

methods, but that will also help them
learn or brush up on their financial
calculator and Excel spreadsheet skills.

CASH FLOWS AND FINANCIAL
STATEMENTS AT SUNSET BOARDS, INC.
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Explanatory Web Links Dividend Payout and Earnings Retention

As we have seen in various places, a firm’s net income gets divided into two pieces. The

These Web Iinks are provided in first piece is cash dividends paid to stockholders. Whatever is left over is the addition to re-
the margins of the text. They are tained carnings, For example, from Table 3.3, Prufrock’s net income was $363, of which  You can find growth

age $121 was paid out in dividends. If' we express dividends paid as a percentage of net income, ~ rates under the
Spec'hca"y selected to accom- the result is the dividend payour ratio. ressarch“I‘lrvks at

. . www.multexinvestor.
pany text material and pl’OVlde Dividend payout ratio = Cash dividends/Net income e i
students and instructors with a = $121/5363 1321]  and
33%4% finance.yahoo.com

qUICk way to check for additional What this tells us is that Prufrock pays out one-third of its net income in dividends.
information USing the Internet. Anything Prufrock does not pay out in the form of dividends must be retained in the




34 D Pont ddentite  You cant fInd finsncial stuterments for Wall Disney Company WHAT'S ON
on the “msestior Relutions” Hok it Disney's home page, wwwdisney.com. forthe | THE WEB?.
Theee st recent years, calcylate the Du Pont identily for Disnes. How has ROE )
it over this perod How have ehanges in each comporient of the Dy Pont

What'’s On the Web?

These end-of-chapter activities show students how to use
and learn from the vast amount of financial resources
available on the Internet.

identity affected ROE over this period
33 Raetio Analysis.  You wani 10 cxumiine the linancial rathos for Dedl Computer

Comporstinn. Go w www marketgnide ovm and type i the tieker symibol for ihe

conmpany {DELL). Neat, go 1o the ratio fink. Yoa shoubd find financiat eatios foe

el and the Indusiry, secko, 3t S&P S0 sverapes fre exch itk

W Wikt ds TTM urid MRQ mean”

b How o Dell’s recont profitabiity ratios compare 10 thetr values over the past
five years® T the indsniry averspes” To the wctor sverases™ To the SAP 500
averages Which bs h group foe Dell! the \ secton,
o S&P S0 averages? Why?

€ Tiwha apeas does Dl e 1 outperfor s conspetiton ased on the
fimancial ratios? Where does Dl sexm 10 fag behind s competiiors *

Using 3

~y
B catin e ey S
o P e e o 14

de Dell's inventory trmaver mtko is much binger than that foe st) comparison
groups. Wiy do you think this is?
38 Sndardized Financial Ststements.  Cio 10 the “Inyestors Relations™ Ltk for
AT&T Tocuted ah wawvseatt.com, follow the “Animal Repois & SEC filing" tink,

Ao = Calculator Hints
et At Calculator Hints is a self-contained section occurring in various chapters
;,_,“,,_, 1 e that first introduces students to calculator basics, and then illustrates
. how to solve problems with the calculator. Appendix D goes into more
I TN e B0 SR detailed instructions by solving problems with two specific calculators.
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Spreadsheet Strategies

The unique Spreadsheet Strategies feature is also in a
self-contained section, showing students how to set up
spreadsheets to solve problems—a vital part of every
business student's education.

e e
Using a Spreadsheet for Time SPREADSMEET
Value of Money Calculations

WG 21t T, ik T IV COMAAMY) A (e 10t Ut PAACH At Aceasntieng) iy
on Spaadsheot to go all e Gffeant lypes of ColculEnons Mal come U N e resl wone As g -
Sull. i M DTN wer will BOW YO Frow 100 1156 & EDIBIGSNT 10 NG 1T vancus fime i of
Ty (rotheTs we frasaniecd In s Clipim W ol U MCroson Excel™. txd Tw cormeevis
e pamiar for citer fypes of mowae We Assure you et sbendy tamilie Wit bse spemsidetient

opeeations
As we huva noen. any ove of e g b s
PRt vithep, the CESIGNT 1, 0F The N of Derncs. With  sonesshest. there & 4 saowraks
ST Bor 4 1) Ecel, thedn o o A0t Leam mare about
using Exce for time
virlue and ofher
ctlcutations at

I thess formminn, pv and f s prmont und fulirs s, AP tha fumber of parods, #Nd rte n
) cimcount, o ioarest; rale

x 3, Calculating Present Values. For ¢uch of the following, compute the present value:

425 7 761
25,000 18 136,771
40,200 16 255,810

Spreadsheet Templates

Indicated by an Excel icon next to applicable
end-of-chapter Questions and Problems, spreadsheet
templates are available for selected problems on the
Student Edition of the book’s Web site, www.mhhe.com/
rwj. These Excel templates are a valuable extension of
the Spreadsheet Strategies feature.

5. Calculating the Number of Perdods.  Solve for the unknown number of years in
each of the following:




Learning Objectives

Each chapter — We want students to get the most from
begins with a The Time Value of Money ' this book and their course, and we
number of realize that students have different
learning e A TGS SYENTIAL THMOR YOU

SHOULD LEAWN M i CHAPTEN: v THE Y g o i stvles ¢ 3 7 eds. Y
abjectiyes fhat : ‘ learning styles and study needs. We

W Mo s Qe e S e

are key to the W i et e therefore present a number of study
student's un- e e A features to appeal to a wide range of
ke =)

Vo e o ety ol e students.

nvesment

derstanding of
the chapter.

Pedagogical Use of Color
We continue to use a full color palette in Essentials not only o
to make the text more inviting, but, more importantly, as a —
functional element to help students follow the discussion.
In almost every chapter, color plays an important, largely
self-evident role. A guide to the use of color is found on the et
back endsheets.
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wsltipiicd by the interes
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CRITICAL THINKING AND CONCEPTS

Critical Thinking Questions

Every chapter ends with a set of critical thinking e T
questions that challenge the students to apply the = ;
concepts they have learned in the chapter to new as

situations.

48 Time Velue of Maney  Why
M) 1 esctiaigy for 3 promiise b o

Concept Questions
Chapter sections are intentionally kept short to

CONCEPT QUEBTIONS

dls Wit S0 we miéan by the fitare value OF =n Investinent”

promote a step-by-step, building-block approach to 44 What doe it mean to compd faterest? How does composnd tmiervsd diffé from
learning. Each section is then followed by a series of i ol SO = MR ..., . .-
short concept questions that highlight the key ideas

just presented. Students use these questions to 4.2 | PRESENT VALUE AND DISCOUNTING

make sure they can identify and understand the e e
most important concepts as they read. six years? The answer to this question ix what we call the urure value of $2,000 invested

at 6.5 percent for six years (venfy that the answer is about $2.918)

Numbered Examples
Separate numbered and titled examples are extensively integrated
into the chapters. These examples provide detailed applications
and illustrations of the text material in a step-by-step format. Each
example is completely self-contained so that students don't have to
search for additional information. Based on our classroom testing,
these examples are among the most useful learning aids because
they provide both detail and explanation.




36 sant 2 Understinding Finuscial Stasements and Cuth low

Cash flow summary

When T usked hin for a loan, he respeonided, with a groan,
That the interest vate woukd be just privie plus eight,
And tor guarantee my purity he'd ingixe on some seonrity—

Summary Tables

These tables succinctly restate key principles,
results, and equations. They appear whenever it
is useful to emphasize and summarize a group of
related concepts.

Key Terms

These are printed in blue the first time they
appear, and are defined within the text and in the
margin.

Cash Flow from Assets

Cash flow nvolves three 1y ing cash fow, capital spending,
and change in net working cnpiml oumlu cash flow refers 10 the cash flow that results
Trom the firm’s day-to-day and selling. £ iated with the
firm’s fimtncing of its assets are not included since they are not operating expenses,

In the pormal course of events. some portion of the firm’s cash fow is seinvested in the
tiem. Capital spending refers to the net spending on fixed assets (purchises of fixed assets
less sales of fixed assets), Finully. the change in net working capital is (the smount spent on
net working capital. 1t is measured as the change in ner working capital over the period
being examined and represents the et increase in current assets over current linbilities. The
three components of cash fow are examined in more detail below. In all our examples. all
amounts are in millions of doflars.

Operating Cash Flow To caleulute operating cash flow (OCF), we want (o calculate
revenues minus costs, but we don’t want to include depreciation sinee it's not & cash out-
Mow, and we don’t want to include interest because it's s linancing expense. We do want (o
include taxes, hecuuse taxes are, unfortunately, paid in cash,

pay off its debis. then whatever residual value remuined would 10 the sharchold
So, the bulance sheet “balances™ because the value of the lefi-hand side always equals the
vitlue of the right-hand side, ﬂmls.mtuluotmeﬁm‘nswuequlmdwmdm
liabilities and sharcholdern equity:’

Assets = Liubilities 4+ Shareholders” eguity 21

This is the bulunce sheet identity. or equation, and it always holds because shareboldens
equity is defined as the difference between assets and labilities,

Net Working Capital

As shown in Figure 2.1, the difference between a firm's current assets and ity carrent
labilities is called net working capital, Net working capital is positive when current ussets
exceed current labilities. Based on the definitions of cusrent assets and current fubilities,
this means that the cash thar will become availible over the next 12 months exceeds the

Key Equations
These are called out in the text and identified by equation
numbers. Appendix B shows the key equations by chapter.

Highlighted Phrases

Throughout the text, important ideas are
presented separately and printed in a purple
box to indicate their importance to the
students.

This means that the company has i registrur who will necord the ownership of each bond
and record any changes in ownership. The company will pay the interest and principal by
check mailed directly 1o the address of the owner of record. A corporate bond may be reg-

Terms of a Bond  Corporate bonds usually have a face value (that is. a denomination)
of $1.000. This is called the principal value and it is stated on the bond certificate. So. if a
corporation wanted to borrow $1 million. 1,000 bonds would have 10 be sold. The par value
{that is. initial accounting value) of 4 bond is almost always the same as the face value, and
the termy are used i

Corporate bonds are usually in d form. For ple, the ind might
read as follows:

in practice,




SUMMARY AND CONCLUSIONS

"This chapter has explored bonds and bond yields. We saw that:

1. Determining bond prices and yields is an application of basic discounted cash flow
principles.
2. Bond values move in the direetion opposite that of interest rates, leading to potential

Chapter Summary and Conclusions

These paragraphs reVieW the Chapter’s key gains or losses for bond investors.
., . 3. Bonds have a variety of features spelled out in a document called the indenture.
points and provide closure to the chapter. 4. Boitds are rated based on their default risk. Some bonds, sich as Tréasaty bénds,

have no risk of default, whereas so-called junk bonds have substantial default risk.

B N T R Sy 5. A wide variety of bonds exist. many of which contain exotic, or unusual, features,

6. Almost all bond trading is OTC, with little or no market wansparency. As a result.
bond price and volume information can be difficult to find.

LSS CHAPTER REVIEW AND SELF-TEST PROBLEMS
6.1 Bond Val A Mic es Industries bond has a 10 percent conpon rate and &
Chapter Review and Self-Test Problems 11000 fuse v, Fered g sesl ity ke pord NRAZ D
ReVieW and Self'test problems appear aﬂer the maturity. 15 investors reguire a 12 percent yield, what is the bond’s valie? What is
the effective annual yield on the bond'?
chapter summaries. Detailed answers to the Sx vl .&m’!ﬁ”d S Ronleeisc it pemotcoupnpeld
self-test problems immediately follow. These ha_v&d sy sela o SOLL37 whit e ylkd o iy Whilt is the
" effective annunl yield?
questions and answers allow students to test
their abilities in solving key problems related to i Answers to Chapter Review and Self-Test Problems
6.1 Because the bond has a 10 percent coupon yield and investors re a 12 perce
the content of the chapter. B e B Sl e e ™
- hond pays interest semiannually. the coupons amount o $100/2 = $50 every

’ End-of-Chapter
‘ Questions and Problems

e ™
We have found that many =y
A E AND PR
| students lear better - QUESTIONS OBLEMS
Basic 1 in the Cash Indicate the impact of the following corporate
when they have plenty of (Questions 1-14) actions on cash, using the letter / for an increase, D for a decrease, or N when no

opportunity to practice. We
therefore provide extensive
end-of-chapter questions and
problems—many more than
in the previous edition. The
questions and problems are
generally segregated into
two levels—Basic and
Intermediate. All problems
are fully annotated so that

| students and instructors can
readily identify particular
types. Throughout the text,
we have worked to supply
interesting problems that
illustrate real-world
applications of chapter
material. Answers to selected
end-of-chapter questions

change occurs.

A dividend is paid with funds received from a sale of debt.
Real estate is purchased and paid for with short-term debt.
Inventory is bought on credit.

A short-term bank loan is repaid.

Next year's taxes are prepaid.

Preferred stock is repurchased.

Sales are made on credit.

Interest on long-term deblt is paid.

Payments for previous sales are collected.

The accounts payable balance is reduced.

A dividend is paid.

Production supplies are purchased and paid for with a short-term note.

. Utility bills are paid.

Cash is paid for raw materials purchased for inventory.
0. Marketable securities are purchased.

2. Cash Equation. Rag Doll Company has a book net worth of $38.000. Long-term
debt is $6,500. Net working capital, other than cash, is $4,300. Fixed assets are
$32.500. How much cash does the company have? If current liabilities are $7.200,
what are current assets?

3. Changes in the Operating Cyele. Indicate the effect that the following will have
on the opesating cycle. Use the letter / 1o indicate an increase, the letter D for a
decrease. and the letter N for no change.
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appear in Appendix C.




