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Preface

The third edition builds on the strengths of the prior two. New cases
and revisions to existing cases reflect recent developments in theory and
practice of financial management. However, the basic framework —
variety of case types — has been retained.

The case method of instruction has long proved to be a useful
vehicle for teaching financial management. Cases provide an oppor-
tunity for students to develop the ability to implement financial
training by learning to do the following:

1. Identify problems in unstructured contexts
2. Resolve multi-issue problems

3. Formulate alternatives

4. Make decisions and develop plans of action

Many students accustomed to courses that focus on lectures, discus-
sion of readings, and/or homework problems have difficulty adjusting
to the case method, particularly if they have had little or no manage-
ment experience. To help students with the adjustment process and to
increase the benefits gained from this useful method of instruction, we
provide three types of cases. This range enables students to bridge the
gap between end-of-chapter problems and exercises and unstructured
cases.

The first type of case is similar to the more extended end-of-chapter
problems and exercises. Because these are the most structured cases in
the book, they are tailored to emphasize skill development rather than
problem identification and decision making. However, in almost all
these cases the student will be required to do some issue specification
and decision making. These cases will be guided and will have some-
thing close to a ‘“right” answer or a narrow range of “right”’ answers.
Approximately 40 percent of the cases in this book are of this type,
and many are based on our work or on consulting experiences.

The second type, comprising about 25 percent of the cases in the
book, provides the central span of the bridge and is more open-ended
than is the first type. In these cases, emphasis shifts from technique
development to identifying problems, formulating alternatives, choosing
the appropriate analysis, and reaching a decision. The situations are
presented more in context than are the cases of the first type; however,
these cases are structured to some extent to help the student apply
concepts and techniques to decision making and to demonstrate to
students that problems and decisions are interdependent. For example,
often the solution to one particular problem has problematic implica-
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tions for other issues confronting the manager; the second case type
demonstrates this kind of situation.

The third type, approximately 35 percent of the cases in this book,
presents the situations in contexts similar to those that confront
managers in reality. These cases emphasize the importance of defining
issues clearly, of making and defending a decision, and of designing a
program of action to implement the decision. These resemble the more
traditional type of cases, and they are sometimes referred to as Harvard-
type cases.

The fifty-eight cases are divided into six parts — Financial Statements
and Time Value of Money; Financial Analysis and Forecasting; Working
Capital Management; Capital Budgeting; Long-Term Financing and
Dividends; and Comprehensive Cases. We include in each section,
except for the last, some of each of the three types of cases. The Finan-
cial Analysis and Forecasting and the Capital Budgeting sections include
a larger proportion of type one cases because of the importance of
learning techniques such as the preparation of cash budgets; however,
a number of type two and three cases are also included in these two
sections.

We noted in the preface to prior editions that many users would
appreciate the large number and the great variety of cases on financial
analysis and working capital. The third edition strengthens that feature.
We should mention that this emphasis has not been at the expense of
other vital areas, such as capital budgeting and long-term financing.
Moreover, we continue to include a number of cases that expose students
to financial management in not-for-profit organizations.

CHANGES FROM THE SECOND EDITION

1. The first section of the book was expanded to include the time
value of money. Two cases on this topic — Marvex Computers, Inc. and
The Smiths’ Mortgage Alternatives — were added. Each is designed to
enable the student to review and extend his or her understanding of the
time value of money.

2. Risk-Return Illustrations and Capital Budgeting Exercises, new
cases, have been added, and Cost-of-Capital Illustrations has been
revised. We have found that it is sometimes useful to review problems
before turning to type-one cases. These exercises facilitate this process.

3. Other new cases are Newko Distributors, Inc.; Fun-Tek, Inc.;
Regent Manufacturing Company; and XXX, S.A. These deal with cash
budgeting, financial forecasting, trade credit, capital budgeting, and
leasing. More detailed descriptions of the nature and scope of all new
cases are provided in the Instructor’s Manual.



PREFACE  xi

4. Ten cases have been revised to update their context. In addition,
some names have been changed to reflect the new context. These are
Super Sounds; Paducah Portrait; Children’s Memorial Hospital (A);
Ellen Cosmetics Company, Inc.; Capital Budgeting Exercises; The
Daily Ledger; Note on the Capital Asset Pricing Model; Javits Com-
pany; Cost-of-Capital Illustrations; and Beaver Corporation.

5. Finally, we have carefully reviewed all cases and teaching notes
retained from the prior edition.

ACKNOWLEDGMENTS

In writing the three editions of this book, we received help from many
kind and competent people. We were fortunate to have the encourage-
ment of our families and friends, the cooperation of many busy execu-
tives, and the assistance of reviewers, editors, student assistants, and
others.

We are grateful to Kenneth Frantz who wrote the Hammond Pub-
lishing case and to Richard Fisher and Harry Dickinson who wrote the
Midwest Grains case. We are grateful to John Preston and Frank Cam-
panella, who assisted in the preparation of the Children’s Memorial
Hospital cases and of the Winston College case, respectively. Stephen
Barrett, Diane Bauman, Deborah Buckley, Juan Jurado, and Jennifer
Pline performed research and helped with the initial drafts of cases.
The following student assistants also helped with the writing of cases
and accompanying teaching notes and/or with other aspects of the case-
book: Michelle Blais, Rod Brown, Brian Donahue, Kevin Dziwulzki,
James Fitzgerald, Steven Friedman, Carol Gordon, Ellen Goss, Kathie
Horrigan, Steven Kwiatkowski, John Manning, Maria Provenzano,
Susan Rudolph, David Santom, and Steven Tibbets.

We owe a substantial debt to the following managers: Robert
Aragon, John Balboni, John Bitner, David Breslin, William Brett, Karen
Chalmers, Kenneth Clark III, Anita DeSanto, Richard Driscoll, Richard
Garvey, Michael Gerwitz, Richard Hart, Elaine Kiuber, Gary Koenig,
Robert Linden, David March, Richard Paddock, Robert J. Pink, Sr.,
Ronald Porter, Joseph Raimo, Jeff Randall, John Rees, Al Roitfarb,
Robert Rosenberg, Philip Smith, Mark Steinkrauss, and Robert
Tyhurst.

The following academic reviewers provided numerous constructive
comments: Severin Carlson, Eugene Drzycimski, Peter Ewald, John
Ford, Anthony Herbst, David Higgins, J. B. Ludtke, Edward Mabher,
Joseph Moosally, Gordon Roberts, R. G. Storey, Donald Thompson,
and Ben Trykowski.

We are grateful to Dean John Neuhauser and to our colleagues at
Boston College, who provided helpful comments. Professors David



xii  PREFACE

Murphy, Peter Olivieri, and Ron Porter helped write cases or teaching
notes. The following assisted with class testing or provided help in other
ways: Gail Chu, Tom Downs, William Horne, Walter Greaney, Jr., Mya
Maung, Hassan Tehranian, and Ruben Trevino. We also appreciate the
patience and skills of Anne Shenkman and Mary Sullivan, who provided
secretarial, editorial, and administrative support.

Jerry A. Viscione
George A. Aragon



Note on Case Analysis

This note provides an overview of the case method of instruction and
addresses several issues that are especially relevant to students unaccus-
tomed to this educational technique. The case method of instruction
has two distinct and important aspects: case analysis, which involves
the identification of relevant issues and problems for resolution, the
design of solutions that are both workable and theoretically proper, and
the phased implementation of the proposed solution or plan of action;
and case presentation, which involves the cogent reporting of the
analysis, the ‘selling’”” of the case analysis publicly, anticipating and
rebutting criticisms and questions, modifying the preliminary analysis
and solution when necessary, and building an effective consensus in
support of the proposed plan of action.

The two aspects of the case method are interrelated, the second
being a verbal presentation and defense of the first. However, the
second aspect involves a separate, crucial characteristic of the case
method: the process of synthesizing counterarguments, criticisms, and
concerns. This is a political process of building a consensus around the
most workable solution, which may not be the solution initially pro-
posed. Indeed, the case method is not usually concerned with the
“correct’’ or ‘“ideal” solution to case issues and problems: such a solu-
tion may never be discovered or may be impossible to implement.
Because case presentation is essentially an oral and evolutionary
process, this note is concerned with the first, analytical, aspect of the
case method.

Case analysis should begin with clearly specified objectives and goals.
This permits a systematic approach to collecting and classifying relevant
evidence! and, by logical inference, relates case facts to their probable
effects. Out of the process of relating facts to probable effects emerge
working hypotheses about what is “wrong” or “right”’ about the com-
pany’s financial management. The working hypotheses represent an
interpretation of case facts and the identification of problems or issues.
Consider, for example, a case in which the corporate objective is
specified as maximizing shareholder wealth. The case facts include the
following:

1. Evidence in a case context comes in a variety of forms: deductions, opinions,
and calculations. With all case evidence, the student should consider the source:
the evidence is only as reliable as the source. Thus, if project manager X has
consistently overestimated the profitability of past projects, his or her future
estimates of profitability should not be taken at face value.

xiii
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1. The firm does not use analytical capital budgeting techniques
(deduction).

2. The firm’s president is quoted as saying that he wants to have the
“largest company in the industry’ (opinion).

3. Return on investment is 8 percent, whereas typical rivals are earning
15 percent (calculation).

Logical inference may be used to identify these as being relevant facts
in the following manner:

1. If the firm does not use analytical capital budgeting, it may make
unprofitable investments (although not necessarily).

2. Becoming the “largest” firm may take the company into large-scale
but unprofitable activities.

3. The low return on investment is likely to be reflected in a relatively
low price-earnings multiple and thus lower share prices for every
given level of profits.

Out of these case facts emerges the working hypothesis that the capital
budgeting system is a relevant problem area. This is still a working
hypothesis because it may in fact turn out that the real problem is poor
management of profitable investments or simply a poor year with phe-
nomenal future profitability. Case analysis attempts to construct those
particular hypotheses that are most likely to identify the real problems.

Once the problem areas or issues in need of resolution are identified,
a case analysis should design workable solutions. This involves the
development of a plan of action that will both facilitate the effective
pursuit of objectives and be practical in the context of real-world
constraints. Students unaccustomed to the case method will often latch
onto the design stage as a place to demonstrate familiarity with theory
(or assigned readings). This is usually a mistake. Theoretical discussion
should be built into the development of working hypotheses and the
design of realistic solutions, but explicit theory is out of place in case
analysis. Everything should relate directly to the unique facts of the
particular case. It follows that unworkable solutions, however theoret-
ically elegant (“Fire the president”), are useless in a case situation.
Likewise, workable plans of action (“Buy a computer’’) are worse than
useless if they lead to greater problems.

When the design of workable solutions has been accomplished, case
analysis should take up explicitly the implementation of the solution.
This stage will normally include direct concern for behavioral and
organizational factors. In the short run, few substantive changes can be
implemented in any but the most urgent circumstances. In the long run,
substantive changes are more likely: key personnel may be educated to
the virtues of various changes, trust and confidence in the proposed
direction of solutions (if not specific solutions) may develop, and
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organizational resistance may diminish. Thus a plan of action should
propose workable solutions with both short- and long-run perspectives.

In summary, case analysis involves the general stages of investigation,
design, and implementation. Investigation results in identifying prob-
lems and issues in need of resolution by relating how various facts
affect the pursuit of established objectives. The design stage considers
workable answers that are theoretically valid. The implementation stage
is primarily concerned with the management of proposed solutions.
Finally, proposed solutions should explicitly incorporate both short-
and long-run perspectives. The completion of a case analysis then leads
to its presentation and defense.

ADJUSTING TO STUDYING BY THE
CASE METHOD

Students new to the case method, especially those with little or no
prior work experience, frequently encounter problems in making the
transition from a lecture course to a case method course. This section
addresses some of the issues and problems that often arise.

Incomplete Information

Students frequently conclude that the first few cases they study share
one common feature: they do not include enough information to
enable one to solve them. Although the reaction is understandable, it
is an incorrect inference. In some situations there is enough informa-
tion, whereas in others the reader is given all the information available
to the manager at the time.

Managers seldom have all the information they would like. Even if it
exists, the manager may not have the time or the resources to gather it.
Cases simply reflect this basic fact of life.

Unfortunately, the only advice available to students is to do the best
analysis possible and to be sure to make a recommendation. The good
news is that the uncomfortable feeling will diminish.

Facts versus Opinions

Cases include facts and opinions; the former should be accepted at face
value, but the student should scrutinize opinions. Suppose, for
example, that a case states: ‘‘Last year was the most profitable in the
firm’s history.” The student should not question this statement. Now,
suppose that a case includes the following: ‘“Ms. Joan Jones, president
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of the XYZ Company, thought that last year’s profit level was fabu-
lous.”” Her view is important information in terms of what decision she
might accept. However, it is an opinion not a fact, and the reader
should not automatically agree that the profit level was fabulous.

Assumptions

To perform many kinds of financial analysis, one must make assump-
tions. Very often the reasonableness of assumptions is a key concern.
Thus, if the case presents an analysis, the student should evaluate the
reasonableness of the underlying assumptions. Naturally, the student
should exercise care in making assumptions for any analysis that he or
she performs and also should be prepared to defend them during a
class discussion.

Time

A typical question students ask is: ‘“‘How long does it take to prepare
a case?”’ To do an adequate job on the cases in this book, one generally
must spend between two and five hours. (Students usually spend more
time on written case assignments.) Expect to feel frustrated at first; it
is not possible to be as thorough as one would like within a limited
time. The time constraint is just another reflection of the managerial
environment. Decision makers typically are pressed for time, and they
learn to set priorities and to perform tasks in less time.

Unfortunately, there is no magic fermula for dealing with the time
constraint problem. One needs practice and experience to learn how to
cope with the pressures of time. Realize, however, that the impossi-
bility of doing a thorough job in a limited time is intrinsic to the case
method and is not due to any deficiency in one’s background or ability.
More important, perhaps, the student should not deal with the sense of
frustration by spending enormous amounts of time on the cases. This
approach may ease the initial frustration, but it will not help one to
adjust to the case method and learn how to cope with the time pressure
of a manager’s job.

Library Research

Most cases use disguised companies, but sometimes the actual name is
disclosed. If it is, the students wonder if they should look up informa-
tion about the company in a library. Unless the instructor asks the class
or certain members to gather these data, the student should not do so
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on his or her own initiative. Such information often harms the case
discussion by discouraging participation.

Preparing a Case

There is no one best way to prepare a case because much depends on
the individual. Below are comments designed to provide the reader with
ideas to consider in developing a suitable approach.

Many instructors provide suggested questions that are intended to
guide the student. They are not meant to limit the nature or scope of
the student’s analysis. Also, in most instances the goal of a case assign-
ment is not merely to answer the questions.

Most cases are issue cases, which means that one or several decisions
must be made or problems must be solved.? Thus, one must define the
issue(s) and develop feasible alternatives. It’s usually a good idea to
write the issue(s) in one or two sentences and to list the options.
Although this is the initial task, the definition of issue(s) and the list of
options are somewhat tentative. This is because once the student per-
forms the analysis, new light may be shed on the real issue and he or
she might find that some alternatives are not as feasible as they once
seemed and others may become feasible.

The final task is the recommendation. This involves selecting an
option, including a plan of implementation, and preparing to present it
to others.

Many efficient case preparers begin by reading the case very quickly.
They actually skim it to obtain a general picture. They then read it
carefully, making marginal notes, underlining key points, and noting
certain items on a separate piece of paper. Next they think about the
problem, possible options, and the kind of analysis that may be appro-
priate. Notice that they do not “push numbers” until after they think
about the task. This point is stressed because many novices ignore this
crucial step.

2. Some cases are appraisal cases, which means that the decision(s) has been made
or the problem(s) solved and that the task is to evaluate what was done.
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