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PREFACE

Our goal in writing Financial Management: Theory and Practice was to create a
text (1) that is sufficiently current and complete to give students an operational
knowledge of finance, (2) that combines theory and applications, and (3) that is suf-
ficiently self-contained for use in an introductory finance course, in follow-on case
courses, and, upon graduation, in practice. Further, we wanted a text that students
find “user friendly” in the sense that they can learn from it on their own.

The book begins with some basic concepts, including the economic and financial
environment, financial statement analysis, risk analysis, and the valuation process.
Then it goes on to show how specific techniques and decision rules can be used to
help maximize the firm’s value, This structure has four important advantages:

1. The early discussion of financial statements provides a bridge from accounting
to finance, thus easing students into finance from familiar ground. Also, cov-
ering financial statements early provides a vehicle for showing students how
financial decisions affect the firm'’s future profitability and risk. This helps stu-
dents recognize how the various types of decisions discussed in the course
are interrelated, and how they can be integrated into a firm’s plans for the
future. Finally, if instructors plan to emphasize spreadsheets in the course,
financial statements provide an excellent starting point for illustrating the use-
fulness of spreadsheets.

2. Explaining early in the book how financial markets operate, and how security
prices are determined within these markets, lays the groundwork for explain-
ing how financial management can affect the value of the firm. Also, this orga-
nization exposes students early to methods of risk analysis, to discounted cash
flow techniques, and to valuation concepts, which, in turn, permits us to use
and reinforce these key concepts throughout the book.

3. Structuring the book around markets and valuation provides a unifying theme.
Some texts develop a series of topics in modular form and then attempt to
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integrate them in later chapters. The organization of Financial Management
gives students a better and more comprehensive understanding of how the
topics interact with one another.

4. Students— even those who do not plan to major in finance — generally find
stock and bond valuation models, rates of return, and the like, inherently inter-
esting. Since a student’s ability to learn a subject is a function of his or her
interest and motivation, and since Financial Management begins with a dis-
cussion of security markets and prices, the book’s organization is sound from
a pedagogic standpoint.

INTENDED MARKET AND USE

Financial Management is designed primarily for use as an introductory MBA text;
however, it can also serve as a reference work for later use. Typically, selected “core”
chapters are covered in the introductory course, and then the other chapters are
covered in advanced courses (along with readings and/or cases) or used for refer-
ence purposes if and when they are needed. Also, the book can be used as an under-
graduate introductory text either with exceptionally good students or in schools in
which the introductory course is taught over two terms.

We have made a special effort to make the text useful both in the mttoductory
finance class and as a reference book for case courses and for on-the-job applications
after graduation. However, to create a useful reference book, we had to include
more material than can be covered thoroughly in one term. Still, most students, and
especially MBA students, can read on their own and understand reasonably well all
but the most technical sections, so classroom coverage of all topics is not necessary.
Furthermore, as we discuss later in this preface, we have made a special effort to
organize the material in a manner which facilitates coverage of the essential topics
in one term.

Major CHANGES IN THE EIGHTH EDITION

The financial environment has changed significantly since 1993, when we last
updated the book. Academic researchers have been busy developing new theory,
business practitioners have made increasing use of financial theory, and feedback
from the real world has led to modifications and improvements in existing theory.
We have incorporated these changes into the eighth edition. Additionally, we
received many comments from users who liked the book but felt that it was getting
too long to handle easily in one term. After careful consideration, we implemented
the following changes in the eighth edition:

1. General update. The entire book has been reviewed for completeness, ease
of exposition, and currency. Hundreds of small changes have been made to
keep the text up-to-date. Particular emphasis has been placed on updating the
real-world examples and including the latest changes in the financial environ-
ment and in financial theory.

-_~<7T

e &,



2.

,5.

PREFACE

XV

Concentration of key topics. One primary focus in the revision was to
make the text easier to use in a one-semester course, but without jeopardizing
its usefulness as a reference book. This led us to reorganize the coverage of
investment risk, capital structure, and working capital management.

In the seventh edition, our discussions of investment risk and capital struc-
ture were each spread over two chapters, which made it necessary to cover
all four chapters to get a coherent picture of these topics. In the revision,
each topic still has two chapters, but the first covers essential material and the
second adds depth that is useful but not essential for an overview of financial
management. This gives instructors greater flexibility in choosing how much
time to devote to these topics. Instructors who want to cover more topics
can elect not to cover the “extension” chapters, while those who want more
depth can include them. :

Similarly, the working capital material has been reorganized so that the
essential concepts of working capital management are contained in two chap-
ters. A third chapter provides extension material.

With the revised organization, all the core material is contained in 19 chap-
ters, which is manageable in one semester with good students. Instructors
who want to cover fewer topics but in more depth, or to cover some of the
special topics, will find sufficient material in the text to do so.

Chapter organization. The organization of the text has been changed
somewhat to provide a smoother flow. Note, though, that the chapters are
generally self-contained and modular, so the topic ordering can be altered to
fit different instructors’ situations.

a. The chapter on long-term financial planning (forecasting) has been moved
up to precede capital structure and dividend policy. This makes it easier to
discuss the use of planning models when making capital structure and div-
idend policy decisions.

b. The section on longterm financing has been moved ahead of that on
working capital. Although we were reluctant to push working capital far-
ther back in the text, the new organization places the discussion of long-
term capital sources immediately behind strategic financing decisions,
which results in a more natural progression. Further, our streamlining of
the subject makes it easier to actually cover working capital in the course.

New chapters. The changing financial environment motivated us to add the

following two chapters:

4. A chapter on derivatives and risk management was added to the special
topics section. Derivatives and risk management have become so impor-
tant in financial management that additional coverage was warranted.

b. We also added a chapter on pension plan management. This topic is
important to students not only because corporate managers are responsi-
ble for establishing and managing a firm’s pension plan but also because
students must know enough about pension plans to make intelligent
choices in plotting their own personal retirement strategies.

Spreadsheet analysis. Since spreadsheet analysis is now an integral part of
financial management, we added Spreadsheet Applications sections to the end-
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of-chapter materials for 21 chapters. These sections contain Spreadsheet Prob-
lems, Spreadsheet Exercises, or both, and these models, along with the models
that accompany the Dryden Request cases, permit instructors to incorporate
spreadsheets into the course at three levels: (1) The Spreadsheet Problem
models which accompany selected end-ofchapter problems introduce stu-
dents to the power of spreadsheets without requiring them to construct
models. (2) The Spreadsheet Exercises help students learn basic spreadsheet
skills. (3) The cases require students to do varying amounts of actual spread-
sheet modeling to deal with realworld decisions.

The Spreadsheet Exercises are relatively short and focused, and they allow
students to develop, review, and extend their spreadsheet skills. These 19
exercises, along with the accompanying models, examine numerous aspects of
spreadsheets such as formulas, linear regression, @functions, data tables, and
macros. By working through these exercises, students can increase their
spreadsheet competency and confidence. As students see what spreadsheets
can do, they become better able to use them to work cases and to help solve
real-world finance problems.

The models that accompany the Spreadsheet Problems and Spreadsheet
Exercises are contained on a diskette that is packaged with the text.

LECTURE SUPPORT MATERIALS

The eighth edition of Financial Management contains a complete “classroom pack-
age” that instructors can use to increase the efficiency and effectiveness of their lec-
tures.

The information used in the classroom package is contained in each chapter’s
Mini Case. The Mini Cases are, in essence, integrated problems that cover all the key
material presented in the chapter. The solutions to the Mini Cases, which are con-
tained in the Instructor’s Manual, have been set up as lectures. Thus, when an
instructor discusses the solution to the Mini Case, he or she is actually giving a lec-
ture on the most important elements of the chapter.

The Mini Case format has several advantages over conventional lectures. First, by
presenting material in a case setting, students can see more casily the relevance of
the concepts, which motivates them to learn the material, Second, since the basis for
the lecture — the Mini Case —is in the textbook, students can prepare for the lecture
by reading the Mini Case. Although reading the Mini Case is not a substitute for read-
ing the chapter, this is better than no preparation at all. Finally, if the lecture—
the Mini Case solution —is not completed in the allotted time, students know pre-
cisely what has not been covered, and instructors can, if they choose, pass out full
or partial solutions or place them on reserve.

For the seventh edition of Financial Management, we developed a set of Lecture
Presentation Software (LPS), or “slide show;” materials. Since then, we have worked
extensively to improve this product, and the new eighth edition version is, accord-
ing to reviewers, really quite good. This software, available in Microsoft PowerPoint

~ for both IBM-compatible and Macintosh systems, consists of computerized slides cre-
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ated with PowerPoint that contain solutions to the Mini Cases. Each chapter’s slide
show has about 40 to 50 slides that contain the lists, graphs, tables, and calculations
that an instructor might put on a blackboard, but they are much easier to read and
are color-coded so that key elements of a topic tie together.

Initially, we were concerned that the slide show would severely restrict flexibil-
ity—an instructor cannot easily change the slides in the classroom. However, an

instructor who uses PowerPoint can customize the slides to meet individual needs. |

Also, we have found that it is easy to add variety and spontaneity by alternating
between the slide show and the blackboard. This approach permits us to add new
material or to deal with student questions as necessary right in the classroom.

If instructors cannot use the slide show, an alternative is to use our Transparency
set, which consists of both transparencies and hard-copy masters. We created the
masters by first reviewing the slides and then distilling the 1,000+ individual slides
into approximately 200 masters. Transparencies were then created from the masters.
Instructors who want to use transparencies in the classroom can modify the masters
as desired, as well as create new masters of their own, and then use the modified and
new masters to make additional transparencies. In effect, instructors will be using a
somewhat abbreviated version of the slide show, but with transparencies rather than
a computer as the medium. The slide show is superior because it is i color and con-
tains many more individual slides. However, the transparencies are a reasonable sub-
stitute when conditions do not permit the use of the slide show.

Directly related to the slide show and transparency masters, we also developed a
significantly modified version of an old ancillary called Blueprints, which was
designed to help students follow the lecture and take notes. The new Blueprints is
basically a hard copy of the slides/transparencies. We learned long ago that students
want and need hard copies of transparencies or other materials to reduce pointless
copying and to free them to listen and comprehend. Blueprints contains statements
of the Mini Cases plus three-to-a-page copies of the slides/transparencies. There is
plenty of white space for notes directly adjacent to the images. Blueprinis comes in
a form that instructors can have copied and made available to students, or it can be
ordered so as to come shrink-wrapped with the text.

Finally, the classroom package includes a comprehensive set of Cases available for
purchase that were specifically designed to accompany Financial Management.
The cases can be obtained in two versions: a “directed” version with end-of-case
questions and a “nondirected” version that provides less structured guidance. The
best choice depends on the structure of the course and the familiarity of students
with case work. Although most introductory MBA finance courses consist primarily
of lectures, the cases make it easy to demonstrate that financial decisions often have
important qualitative elements along with the more obvious quantitative elements.
Further, if the book is used over two terms, the cases give instructors the opportu-
nity to introduce a wide variety of real-world situations into the classroom.

Taken together, the classroom package for Financial Management provides a
proven, comprehensive system which facilitates student learning. All instructors,
regardless of experience or teaching style, should consider using all or parts of the
classroom package.

_ For our own classes, we develop a Course Pack, which contains (1) our syl-
labus, (2) instructions for use of a selected financial calculator (taken from the
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Technoiogy Supplement discussed below), (3) some of our old exams to give the
students a good idea of how we plan to test them, (4) the appropriate Blueprints
chapters as taken directly from the Blueprints supplement, and (5) several “exam-
type” questions and problems for each chapter, which we place directly after each
Blueprints chapter. Since we use the Mini Cases as the basis for our lectures, we ask
students to read the chapter and scan the Mini Case. Then we lecture on the chap-
ter by going through the case. We use the slide show or transparencies to save time
(writing on the blackboard can be very time consuming), and the use of Blueprints
enables our students to listen to the lecture and still have coherent notes. We
encourage questions and discussions, and the Mini Case format stimulates both.
Generally, it takes about two hours to lecture on each Mini Case, so we allocate that
much time to them. If we have extra time, we go into the exam-type problems at
the end of the Blueprints chapter. (We try to schedule pre-exam reviews, and if we
do, we use these or similar questions for the review.) In the past, we copied the
Mini Case solution from the Instructor’s Manual and placed it in the library, but
with the new Blueprints format, students find this unnecessary.

ANCILLARY MATERIALS

The following materials are available to adopters free of charge:

1. Instructor’s Manual. This comprehensive manual contains (1) a suggested
course outline, (2) expanded solutions to the Mini Cases, (3) answers to all
end-of-chapter questions and problems, and (4) an instructor’s diskette with
all the spreadsheet applications for professors and the entire manual in Word-
Perfect for easy modification and use.

2. Lecture Presentation Software. A PowerPoint slide show with more than
1,000 computer graphics slides (40 to 50 per chapter). The slide shows are
keyed to the end-of-chapter Mini Cases, and hard copies of the slides are con-
tained in the Blueprints ancillary.

3. Transparencies and Masters. A set of more than 200 transparency acetates
with masters, designed to accompany the Mini Cases for use as lecture illus-
trations, is available from The Dryden Press. Note that the transparency mas-
ters can be modified, and new transparencies can be created, so instructors
can tailor lectures to meet their unique requirements.

4. Technology Supplement. The Technology Supplement, coauthored by Stan
Eakins of East Carolina University, contains tutorials for the most commonly
used financial calculators and the most popular spreadsheet program,
Microsoft Excel (with additional instructions for users of Lotus Jor Windows).
In addition, we have included a new tutorial on Microsoft PowerPoint to help
instructors using the Lecture Presentation Software and students preparing
presentations for class assignments and projects. This supplement can be
copied and made available to students as well. We generally include calculator
information in our Course Pack.




