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Preface

wenty-five years have passed since we began writing the first edition, and many
things have changed as we approach our silver anniversary.

First of all, the field of finance has become much more analytical, with the
=mphasis 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 and our discussions throughout the text.
While the 10th 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 cen-
tury, and this is also reflected in the 10th edition. We now offer web exercises at the
end of every chapter, URL citations throughout the text, self-study software for the stu-
dent, an Online Learning Center for students and faculty, and computerized testing
software and Powerpoint® for the faculty.

Throughout the past 25 years, the Block and Hirt text has been a leader in bringing
the real world into the classroom, and this has never been more apparent than in the
10th 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 corpo-
rate logos are shown for the most important corporations covered in the book.

The international world of finance has become much more important over the last
25 years, and the Block and Hirt 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 Block and Hirt.

More recently, the “new” economy, associated with high technology, has gained
importance and in this latest edition there are more references to the eBays,
Amazon.coms, and AOLs than ever before.

However, there is one thing that has not changed over the last 25 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.

vii
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Preface

Employers of business graduates report that the most successful analysts, planners. and
executives are both effective and confident in their tinancial skills. We concur. One of
the best ways Lo increase your facility in financial planning is to integrate your knowl-
edge from prerequisite 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 com-
pleted 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 staternents. Furthermore, as you are about to
begin your career you will be much better prepared when called upon to apply finan-
cial concepts.

The 10th edition specifically covers the following new topics:

An Emphasis on e-commerce Throughout the text and particularly in Chapter 7, there
is an emphasis on how e-commerce has changed the way business is being done.
Valuation of High-Tech, Internet Companies In addition to the traditional valuation
coverage in Chapter 10, there is a discussion entitled “Valuation of High-Technology
Companies—Throw Away the Book.”

Changes in Financial Markets Chapter 14, “Capital Markets,” includes greater cover-
age of electronic communications networks (ECNs) and electronic trading in general.
Also, after-hours trading is covered for the first time.

Additional Coverage of Derivatives Chapter 19 has been expanded to cover deriva-
tives. The chapter now includes discussions of options, futures, and hedging as well as
of the more traditional convertibles and warrants,

Emphasis on the Euro The euro has taken on increased importance since the last
edition, and this is reflected throughout the text and particularly in Chapter 21,
“International Financial Management.”

Successful improvements from previous editions that we have built on in the 10th
edition include:

Functional Integration We have taken care to include examples that are not just appli-
cable to finance students, but also to the marketing, management, and accounting
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 Thel0th edition has continued to provide updated real-world
examples, using companies easily recognizable by students to illustrate financial con-
cepts presented in the text.
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Chapter Features

New! News-Makers

Each part now opens with a News-Maker
-«—— feature that highlights an influential per-
son in finance or business and their con-
tribution to the field. Featured
professionals include: Alan Greenspan,
Debbie Hopkins, Martha Stewart, Oprah
Winfrey, Sandy Weill, and Masayoshi
Son.

Chapter Concepts

Chapter Concepts are listed on the open-
ing page of each chapter as a quick intro-
duction to the material you will learn and
as an indication of the key topics you
should understand fully before moving to
the next chapter.

CHAPTER | CONCEPTS

1 Working capital management in-
volves financing and controlling the
current assets of the firm.

Management must distinguish be-
tween those current assets that are
easily converted to cash and those
that are more permanent.

3 The financing of an asset should be
tied to how long the asset is fikely to
be on the balance sheet.

5 Risk, as well as profitability, deter-
mines the financing plan for current
assets.

Long-term financing is usually more
expensive than short-term financing
based on the theory of the term
structure of interest rates.

Updated! Chapter Opening Vignettes

We bring in current events (such as
competition among air carriers and the
seasonality problems of department
stores) as chapter openers to illustrate

In the physical sciences as well as in politics, the
term leverage has been popularized to mean the use
of special force and effects to preduce more than nor-
mal results from a given course of action. In business
the same concept is applied, with the emphasis on the
employment of fixed cost items in anticipation of
magnifying returns at high levels of operation, The

interest rates on debt, Such was not the case in the
early 1990s when high leverage in the form of high
cost fixed assets (airplanes) and high cost debt were
causing severe g in a weak Y.
Among the survivors is Atlanta-based Delta Airlines.
However, between 1989 and 2000, Delta saw its
earnings per share go from $4.69 (1989), down to a

the material to be learned in the student should recognize that leverage is a two-edged  negative $5.27 (1993) and back up to approximately
. rd—producing highly le results when $7.00 (2000). That's a pretty scary ride for any com-
up‘:omlng Chapter. things go well, and quite the opposite under negative pany.

Y

conditions.
Just ask the airline industry. Firms such as
_ American Airlines, Continental, Delta,
Southwest, and UAL were all flying high at the turn
of the century because of f bl ic condi-

It is widely believed that massive consolidations
(mergers) between the weak and the strong within the
industry will be necessary the next time the warning
light on the economy comes on because of the high

tions, high capacity utilization, and relatively low

1 ge in the industry,

/\/\/\/\/\/\/\/\/\//\/\
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mer years companies that sold receivables were viewed as short of cash, financially
shaky, or in some financial trouble. This negative p has been diminished by
new issues of receivables-backed securities by such companies as Bank of America
(credit card receivables), GMAC (car loan receivables), and Mack Trucks (truck loan
receivables).

These asset-backed public offerings have continued to be popular, and in 1990
IBM added a new wrinkle by selling a public offering of receivables due from state and
municipal governments. The interest paid to the owners of these securities is not
taxable by the federal government. This allows IBM to raise cash at below-market
rates. This strategy may be le only to large ¢ having signi busi-
ness with state and local government units, Investment bankers continue to develop
new types of asset-backed and they are i !hm the use of all asset-

urigh il co<que w becs e pri cas| s the

T

Bankof America.

IBM

Updated! Company Logos

In this feature, four-color company
logos (such as those of IBM,
McDonald’s, Coca-Cola, and eBay)
are included in the margin of the text
where a situation involving the com-
pany is used as an example. This fea-
ture helps to call out our strength in
providing many real-world exam-
ples. Because logos are so easy to
recognize, you will have no trouble
relating them to the financial con-
cepts in the example.

New Format! Finance in Action Boxes

mmmmmﬁmmm

These boxed readings highlight specific
topics of interest that relate to three main
areas: managerial decisions, global situa-
tions, and technology issues. Website
addresses are included in relevant boxes
for easy access to more information on
that topic or company.

mmhmlwmm

Hoffman Estates, Winois, and Carmelour of
Paris, France, have joined together o create a
web supply exchange, and personal computer
makers Compagq, Hewleit-Packard, Gateway,
and NEC of Japan, have announced plans to
set up their own electronic

been around for over 20 years even though The second trend in capital manegement is
their growth has acce the I-mndmudmmmu
years, : j
There are two major trends that will affect

corporate practices and fordecades  ates

1o come. The first rend is the creation and use

of business-to-business (B28) Industry supply

exchanges usually initiated by the “old” econ-

omy companies, The second trend is the use of  Their

mmmmmww
nhwwulm”\anmu

DrKoop.com: A Classic Case of a Dot-Com That
Was Overvalued

€. Everatt Koop, MD, is a fonmer Surgeon
General of the United States. This is the high-
B atadiil Ao i

the USA. So who could possibly be better at

clalist when Dr, Koop is only one click away on

the keyboard. GO Network that drained its resources. When
Based on this logic, Dr. Koop and his advi-  DrKoop.com filed its annual report in March of
mmmw publicon 2000, PricewaterhouseCoopers, s auditor,

was only & few months oid. Around this ime
period, it only had $1.5 million in revenue and
had sustained $5 million in losses. Neverthe-
toss, the company, which had gon

per share for $250 million, found itself one
month later rading at a peak value ol $43.75,
for a fotal market value of §1.3 billion. There
ralio because there

MNMOM“QMNM

wtnmumwu—mcomn
Fund with the Help of Nohel Prize Winners A

fions of dollars of assets with a very large

amount of leverage and hedge their positions.

over 40 percent per year. But in August 1998
FINANCE
IN ACTION

i Monetary
mmmmmummu
fions of dollars. At one time, Long-Term Capital
had leveraged its capital with debt so it con-
trolled $1 trlion in positions. Since financial fu-
tres require very small marging (you can
control $250.000 of U.S. Treasury bills with a
$2.000 investment), by borrowing against your




Profitabitity Ratios—
Saxton Company Industry Average
Net Income 3200000
i o TR - ey 6.7%
1. Profit margin Saios < 007 600 o
2. Return on assels (invesiment) -
Net income $200000 ., o0 10%
Total assets $1.600.000
Metincome  __Sales _ 5% % 2.6 = 12.5% 67% X 15 = 10%
Sales Total assets
3. Return on equity =
Net income, $200,000 20% 15%
Stockholders' equity $1.000.000
b Return on assels (investment) 0125 20% 010 _ 5%
{1 ~ Debt/Assets) 1 ~0.375 1-033
In analyzing the profitability ratios, we see the Saxton Company shows a lower re-

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

Preface xi

Functional Use of Four Colors

The 10th edition continues to include the
well-received functional use of four col-
ors to enhance your understanding of
tables, graphs, and exhibits. For example,
the financial analysis chapter (Chapter 3)
uses color to make the origin of the ratios
easier to follow. For easy identification,
the balance sheet appears in blue and the
income statement in red. These same two
colors continue to be traced through the
numerical ratios, with each number
appearing in the same color as the finan-
cial statement from which it was derived.
This linkage helps identify whether the
ratio is a balance sheet ratio, and income
statement ratio, or a mixed ratio.

The concept of the “time value of money” is one of the most difficult topics in any financial manage-
ment 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 tenth edition inctudes 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.

Summary

End-of-Chapter Features

Summary

Each chapter ends with a summary

that ties the material back

to the

chapter concepts presented at the

beginning of the chapter.

Risk may be defined as the potential variability of the outcomes from an investment,
The less predictable the outcomes. the greater is the risk. Both management and in-
vestors tend to be risk-averse—that is, all things being equal, they would prefer to take
tess risk, rather than greater risk.

The most commonly employed method to adjust for risk in the capital budgeting
process is W alter the discount rate based on the perceived risk level. High-risk projects
will carry a risk premium, producing a discount mie well in excess of the cost of capital,

In assessing the risk components in & given project, management may sely on sim-
ulation technigues to generate probabitities of possib and decision trees 1o
help isolate the key variables to be evaluated.

Management must consider not only the risk inherent in a given project, but also the
impact of a new project on the oversil risk of the firm (the portfolio effect). Negatively
comrelated projects have the most f: ble effect on hif i cycle flucty-

ations. The firm may wish to consider all combinations and variations of possibl proj-
ects and 1o seiect only those that provide a total risk-return trade-off consistent with

its goals,

f. Diexpecied vatuey = X DP
D is outcome
P is probabitity of outcome
2. o (sandasd deviation) = NX(D - D)P
D is outcome
D is expeeted value
P is probability of eptcome
3. Vicoefficient of vasintion} = g
o is stapdurd deviation )
D is expected value

R P NP e P N D W NG GNP

Review of

(3-1; Formulss

Summary List of Equations

A T P N NP e NP e Sy

(13-

At the end of every chapter that
includes equations, we provide a list
of all equations for easy reviewing
purposes.

t13-3)
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List of Terms

cash flow 330 23y
pavback 342
internal rate of refurn URR) M3
net present value 345
nmutually excusive 346
veinvestment assumption
capital rationing 348

niet present value profile

modified accelerated costrecovery
system (MACRS)

asset depreciation range (ADRy - 352

replucement decision 355

increfnentad depreciation 357

elective expensing 360

182

347

I N s W N Pl W N

List of Key Terms

Similarly, you can use the list of key
terms provided at the end of each chap-
ter to test your comprehension and
retention. Page numbers are provided for
each term and the term is also defined in
the glossary at the back of the book.

Discussion
Guestions 1.

Discussion Questions and
Problems 2

The material in the text is supported
by over 250 questions and 350 prob-
lems in this edition, to reinforce and 5.

. In computing the cost of capital, do we use the historical costs of existing debt

- Why is the cost of debt less than the cost of preferred stock if both securities are

Why do we use the overall cost of capital for investment decisions even when
only one source of capital will be used (e.g., debij?

How does the cost of a source of capital relate to the valuation concepts
presented previously in Chapter 107

and equity or the current costs as determined in the market? Why?

priced to yield 10 percent in the market?
What are the two sources of equity (ownership) capital for the firm?

test your un ders tan dlng o f CaCh Chap« 6. lain retaines ingshas an opooriunity<est associated with it?
ter. Care has been taken to make the
questions and problems consistent
With the Chapter material’ and CaCh F"\Z:ﬁ‘?\mj-x i. Telecom Systems can issue debt yielding 8 percent. The company is in a 35 per-
problem is labeled with its topic to ot deb e o costof debe
farCﬂitate that hnk EVCI')’ PYOblem 2, Calculate the aftertax cost of debt u;xder each of the following conditions.
has been revised in this edition, but Aftertan costof Yieis  Corporats Tex Rate
the level and variety of the complete e e oy

[2 9.4 24

set is similar to those from previous
editions.

WES ExERCISE

One of the new features of this chapter was the impact of the Internet on working cap-
ital and FreeMarkets aod Co One were two companies that were
highlighted as being at the foréfront of the B2B trend.

Go 10 Commerce Oné's website al www SOMMErCeone.com.

1. Click on “Company” at the lefi-hand top of the page and read the description. In
one short p ph, describe what € One does.

2. Click'on “Vision" on the left-hand margin of the page. After reading the vision
staternent, briefly explain what impact B2B will have on the way finance and
masketing interact within the organization.

3. Ciick on “Solutions™ at the left-hand top of the page. In two short paragraphs,
explain what solutions they offer w biiyers and seflers.

4. Click'on “Custamers™ al ie top of the page. List five cusiomers,

Note: From time to time, companies redgxign their websites and occasionally a wopic

we have listed may have been deleted, updated, or moved into 2 different location.

Most websites have a “'site map” or “site index” listed on a different page. If you click

on the site map or sife index you will be iniroduced fo a table of contents which should

2id you in finding the topic you are looking for.

e AT NPT T N e N N N NP N

New! Web Exercises

Each chapter now includes at least
one web exercise to help pull more
relevant real-world material into the
classroom. The exercises ask stu-
dents to go to a specific site of a
company that has already been dis-
cussed in the chapter, and make a
complete analysis that was also
demonstrated in the chapter. These
exercises provide a strong link
between learning chapter concepts
and applying them to the decision-
making process.




Southern Testiles
rosrginal cost of
capital and
investment retums!

COMPRENBENSIVE PROBLEMS

Sonthern Texnles is in the process of expanding 1es productive capacity to inroduce a
new hine of products Current plans calt for & possible expenditure of S100 million on
four projects of equal stze (325 millions. but different returns. Project A will increase
the firm s processed varn capacity and has an expected return of 13 percent after taxes.
Project B will increase the capacity for woven fabrics and carries a reruen of 13.5 per-
cent. Project . a venture mio synthetic fibers. is expected to earn 11.2 percent. and
Project 13, an insestment into dye and textile chemncals. is expected to shaw a 10.3 per-
cent return,

The firm's capital structure consists of 40 percent debt and 60 percent common
equity and this will continue in the future. There is no preferred stock

Southern Tesbles has $13 mithien in retained eamings. Afler a capital structure with
SIS mithon m retaned carnings is reached Gn which retained earnings represent 60
perceni of the financing:. all additional equity financing must come in the form of new
common stock

Common stock is setling for $30 per share and underw diting costs are estimated at
53 1f new shares are issued. Dividends for the next year will be $1.30 per share (D),
and earnings and dividends have grown consistently at 9 percent per year

The yield on comparative bonds has been hovering at 1] percent. The investment

Preface

Comprehensive Problems

Several chapters have comprehensive
problems, indicated with a red side-
bar, that integrate and require the
application of several financial
concepts into one problem.

Teaching and Learning Support
For Instructors:

Instructor’s Manual (0072422661) The instructor’s
manua} has been revised to help the instructor inte-
grate the graphs, tables, perspectives, 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, set in larger
type to facilitate their reproduction as transparencies
for the classroom.

Teaching and Solutions Transparencies (007242270X)
This package provides lecture outlines, selected
exhibits from the book, and selected end-of-chapter
solutions (all odd-and some even-numbered ques-
tions) in a transparency acetate format.

PowerPoint® Presentation System (0072422750)
The PowerPoint package contains lecture outlines
and selected exhibits from the book in a four-color,
electronic format that you can customize for your
own lectures. Jeffrey A. Phillips, Thomas College,
contributed the lecture outlines for this package.

Test Bank (0072422688) The Test Bank includes
1,500 multiple-choice and true-false questions, with

revisions made by the authors corresponding to the
revisions in the 10th edition. Also included are quiz
sets and 10 matching quizzes.

Computerized  Testing  Software  (Windows:
0072422742 ) This software includes an easy-to-use
menu system that allows quick access to all the pow-
erful features available. The Keyword Search option
lets you browse through the question bank for prob-
lems containing a specific word or phrase. Password
protection is available for saved tests or for the entire
database. Questions can be added, modified, or
deleted.

Instructor’s  Manual to  Accompany Cases
(0072422734) This Instructor’s Manual includes a
brief synopsis of the purpose of each case, its relation
to the text, and its level of complexity. Detailed solu-
tions to the end-of-case questions are also provided.

Videos (0072422695) These finance videos are 10-
minute case studies on topics such as Financial
Markets, Careers, Rightsizing, Capital Budgeting,
EVA (Economic Value Added), Mergers and
Acquisitions, and International Finance. Questions to
accompany these videos can be found on the book’s
Online Learning Center.

Instructor CD-ROM Receive all of the supplements
in an electronic format! The Instructor’s Manual,
PowerPoint, and Test Bank are all together on one
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convenient CD. The interface provides the instructor
with a self-contained program that allows him to
arrange the visual resources into his own presentation
and add additional files as well.

For Students:

Self-Study Software This tutorial software is pack-
aged free with every new book purchased from
McGraw-Hill/Irwin. It contains a self-study program,
with questions written by the authors, to test your
understanding of the concepts, as well as provide an
infinite number of problems to solve with the ran-
dom-number generator program. It also includes the
glossary of terms, chapter concepts, and summaries.

PowerWeb If you purchased a new book, you will
have received a passcode card to give you access to
PowerWeb—a dynamic supplement specific to your
corporate finance course. Included are three levels
of resource materials: articles from journals and
magazines from the past year, weekly updates on
current issues, and links to current news of the
day. Also available is a series of study aids such
as quizzes, web links, and interactive exercises. See

www.dushkin.com/powerweb for more details and

access to this valuable resource.

Study Guide and Workbook (0072422807) This
valuable resource, created by Dwight C. Anderson,
provides chapter summaries, outlines with page ref-
erences, and additional problems and multiple-choice
questions with solutions for practice.

Standard & Poor’s Educational Version of Market
Insight If your instructor ordered this product as a
part of your textbook purchase, you will have
received a passcode card that will give you access to
the same company and industry data that industry

experts use. See www.mhhe.com/edumarketinsight

for details on this exclusive partnership!

Cases (0072422823) These 25 cases, written by the
authors, are ideal for in-depth analysis and facilitate

an integrated understanding of the topics presented in
the book.

Ready Notes (0072422815) This note-taking supple-
ment contains reduced copies of the images of the
transparency and PowerPoint packages, excluding
the solutions. There is room for you to take notes
next to each image, allowing a more complete and
organized method for recording lecture notes.

The Wall Street Journal Edirion If your instructor
has ordered this special edition, you will find a guide
to The Wall Street Journal and an access card that
entitles you to a 10-week subscription to The Wall
Street Journal. No additional payment for the sub-
scription will be necessary.

Financial Analysis with an Electronic Calculator,
Fourth Edition, by Mark A. White (0072299738)
This helpful guide provides you with information and
procedures to master financial calculators and gain a
deeper understanding of financial mathematics.
Complete instructions are included for solving all
major problem types on three popular models of
financial calculators: Hewlett-Packard’s HP-10B,
Sharp Electronics’ EL-733A, and Texas Instruments’
BA 1I Plus. Sixty hands-on problems with detailed
solutions will allow you to practice the skills outlined
in the book and obtain instant reinforcement.

Online Learning Center

Visit this full web resource now available with
the 10th edition at www.mhhe.com/bhi0e. The
Information Center includes information on this new
edition, and links for special offers. The Instructor
Center includes all of the teaching resources for the
book, .and the Student Center includes free online
study materials—such as quizzes, study outlines, and
spreadsheets—developed specifically for this edition.
A feedback form is also available for your questions
and comments,
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