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Preface

Financial theory and practice continue to change rapidly. Not only have ad-
vances been made in valuation and in the theory of finance, but the environ-
ment has changed as well. Finance has taken on even a greater strategic focus as
managers cope with how to create value within a corporate setting. Proper uti-
lization of resources, balancing various stakeholder claims, information effects
and financial signaling, the globalization of finance, regulatory and tax law
changes, and a host of other considerations now permeate the landscape of fi-
nancial decision making.

In this edition I have tried to capture many of the things that have happened
as well as to better express previous ideas, thereby enhancing the learning experi-
ence. The purpose of Financial Management and Policy remains one of providing
three things. First, by developing an understanding of the rapidly evolving and
exciting theory of finance, it enables one to evaluate how close the firm’s invest-
ment, financing, and dividend decisions come to an objective of maximizing share-
holder wealth. Second, it familiarizes readers with the ways in which analytical
techniques are brought to bear on financial decision making. Third, the book sup-
plies the institutional material necessary for a solid understanding of the environ-
ment in which financial decisions are made.

The book has been thoroughly reviewed and updated throughout in materi-
als. In this edition, the entire book has been carefully edited so that the exposition
is easier to follow. The discussion is better integrated, a number of new headings
have been added, and key words now are shown in bold type. Attention was
given to deleting materials that no longer were relevant or that belabored a point.
New vignettes have been written to give practical color. More specific changes in-
clude the following.

There are three new cases, which deal with: setting up cash flows for capital
budgeting along with payback, IRR, and NPV calculations; comprehensive long-
term financing; and financial ratios. This brings to six the number of cases in the
book, part of an applied focus.

The time-value, present-value, and internal-rate-of-return sections of Chapter
2 have been revised to capture the use of the calculator and spreadsheet program-
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ANCILLARY MATERIALS

ming in setting up problems. In addition, there is a new appendix to the chapter
entitled, “Using a Calculator to Solve Equations.”

Chapter 3, “Market Risk and Returns,” has a better treatment of the equity
risk premium, and improvements have been made to the presentation of the
CAPM. In Chapter 5, “Option Valuation,” materials on factors influencing option
valuation and option deltas have been revised significantly. There is a more effec-
tive presentation of capital budgeting in the face of inflation in Chapter 6. Chapter
8, “Creating Value through Required Returns,” has been streamlined and the treat-
ment of valuation has been improved. There is a new section on economic value
added (EVA). Chapter 10, “Making Capital Structure Decisions,” was rewritten
with more focus on debt ratios and security ratings. There is improved treatment
of taxes and dividends and a more extensive review of the empirical evidence in
Chapter 11, “Dividend Policy.”

Chapter 12, “Liquidity, Cash, and Marketable Securities,” has been com-
pletely rewritten and consolidates two previous chapters. In Chapter 14, “Short-
Term Financing,” liability structure management is consolidated. Agency and sig-
naling issues are discussed as well. Some improvements occur in the term loan
section of Chapter 15, “Secured Loans and Term Financing.” The section on infla-
tion and expected returns in Chapter 16, “Foundations for Longer-Term Financ-
ing,” was restructured. In Chapter 18, “Issuing Securities,” there is a revised treat-
ment of rights issues and the section on venture capital has been rewritten
completely. In Chapter 19, “Fixed-Income Financing and Pension Liability,” signif-
icant improvements have been made to sections dealing with bond refundings and
with private placements.

A major revision of Chapter 20, “Option Financing,” occurs in the use and
valuation of convertible securities. The empirical section of Chapter 22, “Mergers
and the Market for Corporate Control,” has been revised extensively. Chapter 23,
“Corporate and Distress Restructuring,” has undergone a major revision. The use
and the value implications of various methods of divestiture have been substan-
tially rewritten, as have the emipirical testing sections. Finally, Chapter 24, “Inter-
national Financial Management,” has been revised significantly with respect to ex-
posure management, currency market hedges, and interest-rate parity. Translation
exposure now appears in the Appendix to that chapter.

The intended audience for this book is an introductory MBA course in fi-
nance or an intermediate to advanced undergraduate course. It can be used in a
variety of formats. The order of the chapters reflects my preference for teaching
the course, but the instructor may approach them in whatever order seems appro-
priate. The tools of financial analysis and planning appear at the end of the book
because many students have encountered them in courses in accounting. For those
readers, Part 7 can serve as a review. If the class does not have this background,
the professor may wish to take up the material at an early juncture. Extensive se-
lected references at the ends of the chapters give the reader direct access to litera-
ture on which the chapter is partly based. The appendices at the ends of some
chapters invite the reader to go into certain topics in greater depth, but the book’s
continuity is maintained if this material is not covered.

A number of materials are available to supplement the book. For the instructor
there is a comprehensive Instructor’s Manual, which contains suggestions for orga-
nizing the course, solutions to all the problems that appear at the end of the chap-
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ters, and teaching notes for the cases. Also available are transparency masters of
most of the figures in the text. Finally, there is a test item file of extensive questions
and problems, both in hard copy in the form of a book and on computer disk.
These materials can be obtained from your Prentice Hall sales representative.

In revising the book, I was helped considerably by careful reviews from:
Delvin D. Hawley, The University of Mississippi; Jennifer Lynch Koski, The Uni-
versity of Washington; Scott Smart, Indiana University; and from Joe Walker, The
University of Alabama-Birmingham. I am indebted to them for their efforts, and
feel the book is better as a result.

The finance area is constantly undergoing change. It is both stimulating and
rather awesome. I hope that Financial Management and Policy imparts some of this
excitement and contributes to a better understanding of corporate finance. You, the
reader, are the final judge and I welcome your suggestions.

JamEes C. VAN HORNE
Palo Alto, California
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