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factoring, 475
pledging, 473-474
Accrual basis accounting, 65
Accrued expenses, 59
Accrued wages, 467-468
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debentures, 221
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discount, 241
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high-yield, 226
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junk, 225
maturity, 224
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par value, 223
premium, 241
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capital. See Capital budgeting.
cash, 444-447
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corporations, 14
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sole proprietorships, 13
taxes and, 14

513



Index

Business risk, 382-383
financial risk and, 382

C

Call protection period, 224
Call provision, 224, 252
Callable bond, 224
Capital
capital asset pricing model, 206, 283-285
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Capital spending, 350
Capital structure, 286, 393
agency costs and, 400
decisions, 11

financial structure versus, 393-394
firm value and, 396-397
importance of, 396
independence position on, 396-397
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Common-sized income statement, 54-55
Common stock, 59, 256-263

characteristics of, 257-258

claim on assets, 258

claim on income, 257

cost of financing, 282

growth factor in, 259

limited liability, 258
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Convertible bonds, 222
Corporate tax rates, 77-78
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Cost of goods sold, 52
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short-term, 464—476
Credit rating, 406-407
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Debt levels
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exchange rate risk in, 498
Direct placement, 23
Direct quote, 487
Direct sale, 30
Direct transfer of funds, 22
Discount bond, 241
Discount rates
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Discounted payback period, 308-309
Discounted value
calculation of, 154
Discretionary financing, 439-443
Distribution, 27
direct sale, 30
Dutch auction, 29
methods, 28-30
negotiated purchase, 28
privileged subscription, 29
Diversifiable risk, 195
Diversification and risk, 194-205
Dividend growth model, 281-282
calculating cost of common stock
with, 285
implementation of, 282
Dividend payout ratio, 259, 417
Dividend policy
agency costs, 422
alternative, 424-425
as long-term residual, 423
bird-in-the-hand dividend theory, 419
clientele effect, 421-422
earnings predictability, 424
effects of, 439-440
expectation theory, 422-423
firm, 418-419
improving thinking on, 420423
information effect, 422
internal financing and, 416-435
legal restrictions, 424
liquidity constraints, 424
ownership control, 424
payment procedures, 425
residual dividend theory, 421
stock value and, 418-423
views on, 418-420
Dividend valuation model, 260-261
Dividend-versus-retention tradeoffs, 418
Dividends
and stock splits, 426
cumulative, 252
share repurchase as, 427-429
stability of, 417
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taxation on, 14
Dividends per share, 54
Divisional costs of capital

calculating of, 290-295
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Earnings
annual change in, 353
predictability, dividend payout, 424
Earnings available to common
stockholders, 53
Earnings before interest and taxes (EBIT),
52,352,353, 355, 383, 385, 388-389
financial leverage and, 389-391
operating leverage and, 388-389
Earnings before interest taxes,
depreciation, and amortization
(EBITDA), 355
Earnings before taxes, 53
Earnings per share (EPS), 54
EBIT-EPS analysis chart, 402-406
EBIT-EPS indifference point, 404405
Economic value, 226
Economic value added (EVA™), 122,
124-126
Economies of scales, 443-444
Effective annual rate (EAR), 165
Efficient markets, 6, 227
Equipment, 58
Equity, 59
common stockholders, 59
overevaluation/underevaluation, 408
preferred stockholders, 59
return on, 119-122
Equity offering, 24
Equivalent annual annuity (EAA), 330
Ethics
essential elements, 10-11
financial downside of, 332
in capital budgeting, 332
Eurobonds, 222
Eurodollars, 485
Ex-dividend date, 425
Exchange rate quotes
reading of, 487
Exchange rate risk, 492-494
in direct foreign investment, 494
in foreign portfolio investments, 494
in international trade contracts, 492-493
Exchange rates, 487
arbitrage and, 489
ask and bid rates, 489
cross rates, 489
foreign, 487-488
foreign exchange market, 486-494
forward, 490
risk, 498
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Expected rate of return, 184-186
computing of, 191-192, 235
of stockholders, 263-268
Expenses
accrued, 59
External financing needs, 440, 442
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Factor, 475
Factoring accounts receivable, 475
Fair value, 226
Farmer, Roy, 8
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(FDIC), 27-28
Field warehouse agreement, 475
Finance
behavioral, 227
cash flow, 4-5
conflicts of interest and, 7-8
foundations of, 4-11
in firm, 12-13
income taxes and, 76-79
international business, 484-503
market prices, 67
multinational firm and, 15-16
reasons for studying, 11-12
risk and, 5-6
role in business, 11-13
time value of money, 5, 9-10
Financial analysis
purpose of, 102-106
Financial calculator
use of, 147-149, 317-318
Financial crisis
avoiding of, 9-10
current global, 8-9
Financial decision tools, 110, 115, 118,
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Financial flexibility, 406
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percent of sales method of, 438-439
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Financial intermediary, 23
Financial leverage, 389-391
benefits of, 398-399
effects of, 390
operating leverage and, 392
optimal range of, 399
Financial management
foundation of, 2—-19
Financial manager
role of, 12-13
Financial markets
definition of, 12

globalization of, 485-486
interest rates and, 20-49
rates of return in, 32-36
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evaluation of firm, 102-141
financial analysis, purpose of, 102-106

Financial planning

short-term, 436-455

Financial policy
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definition of, 276
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limitations of, 80
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cash flows, 67, 98-99
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direct transfer of funds, 22-23

discretionary, 439, 440
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flexibility, 438

indirect transfer, 22-23

internal, 416-435

investment banking function, 22-23
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permanent, 460

primary markets versus secondary
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private debt placements, 30-31
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sources of, 460
spontaneous, 438-439, 460
spot markets, 24
temporary, 460
types of, 59-60
working capital, 62
Financing decisions, 118-119
Financing expenses, 52
Financing flows, 347
Financing mix
determination of, 380-415
Financing needs
external, 440, 442
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discretionary financing needs,
438-443
dividend policy, 418-419
evaluation of financial performance,
102-141
finance area of, 12—13
goal of, 3-4, 32
likelihood of failure, 399
multinational, 15-16
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weighted average cost of capital,
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Fisher effect, 39
international, 496
Fixed asset turnover, 114
Fixed assets, 58, 61
gross, 58, 70
investing in, 68
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Fixed costs, 55, 384
Fixed-rate bonds, 223
Flexibility
financing, 438
Floating lien agreement, 475
Flotation costs, 31-32
Foreign exchange market, 486
Foreign exchange rates, 487-490
Foreign exchange transactions, 490-491
Foreign investment
direct, 485
Foreign investment risks, 497-498
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Forward exchange rates, 490
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annual, 349-350
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direct transfer of, 22
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movement of, 21-26
opportunity cost of, 32
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General partnerships, 13
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Great Depression, 27
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Incremental expenses, 346-347
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Indifference points, 404-405
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Inflation
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Inflation rates
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Interest
compound, 143-156
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term structure of, 41-44
Interest rate risk
term structure of, 240
Interest tax savings, 396-399, 407
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computing of, 317-319
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net present value and, 319-320
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International trade contracts
exchange rate risk in, 492-493
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Inventories, 58
converting to cash, 109-110
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functions of, 27
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portfolio, 485
present value of, 156
risk and, 5, 360-369, 497-498
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rate of return and, 193-194
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Limited liability, 258
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Line of credit, 469
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accounts-receivable, 473-475
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Markets
efficient, 6, 227
foreign exchange, 486
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355-357
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Sarbanes-Oxley Act (SOX), 32
Scenario analysis, 368
Seasoned equity offering (SEO), 24
Second share offering, 24
Secondary markets
definition of, 24
primary markets versus, 23-24
Secured loans, 466, 473-476
accounts-receivable loans,
473-475
inventory loans, 475-476
Securities
methods of distribution of, 28-30
mortgage-backed, 9
sale to public, 26-32
Securities and Exchange Commission
(SEC), 24,31, 50
Securitization, 8-9
Security exchanges
organized, definition of, 25
organized, versus over the counter
markets, 25-26
Security market line, 208
Sensitivity analysis, 368
Shareholder value, 122-128
Shareholder wealth maximization, 3



Index

Shareholders, 3—4
Shiller, Robert, 7
Short-term credit, 464-476
approximate cost of, 466
cost of, 465
sources of, 466-476
Short-term debt, 59
Short-term debt instruments, 24
Short-term financial planning, 436-455
cash budget, 444-447
effects of sales growth, 440-443
financial forecasting, 437
profitability and dividend policy,
439-440
Short-term liabilities, 59
Short-term notes, 59
Simple interest, 146
Simulation
examination of risk through, 366-368
output from, 368
sensitivity analysis and, 368
Sinking-fund provision, 253
Slope coefficient, 444
Sole proprietorships, 13
Solon, 186-187
S&P 500 Index, 196-202
Spontaneous financing, 438-439, 460
Spot exchange rates, 489, 490
Spot markets, 24
Spot markets versus futures markets, 24-25
Spreadsheets
internal rate of return, calculating with,
317
modified internal rate of return, calcu-
lating with, 324
net present value, calculating with,
312-313
use of, 149-150, 152
Stable dollar dividend per share, 425
Standard & Poor’s, 103, 224
corporate bond ratings, 224-225
Standard deviation, 33, 189
computing of, 33, 189
measurement of, 189-190
Stock
buyback, 427
common, 59, 256-263
expected rate of return to stockholders,
263-268
preferred, 251-253, 279-280
quotes, reading of, 254
repurchases, 427, 429-430
valuation and characteristics of, 250-273
Stock dividends
and stock splits, 426
Stock exchanges, 25-26
benefits of, 25-26
Stock quote
reading of, 254

Stock splits

stock dividends and, 426
Stock values

dividends and, 419-420
Stockholders, 4

common, 59

expected rate of return

of, 263-268

preferred, 59
Subordinated debentures, 222
Sunk costs, 347
Supplier discomfort, 408
Swank, Rebecca, 21
Syndicate, 27
Synergistic effects, 346
Systematic risk, 195, 361

measurement of, 365

T

Talb, Nassim Nicholas, 183
Tax Act of 2003, 14
Tax rates
average, 78
Tax shield, 399-400
Taxable income, 53, 77
Taxation
on dividends, 14
Taxes
capital and, 276, 467-468
depreciation and, 349-350
earnings before, 53
interest savings, 407
organizational form and, 14
owed, 77-78
Taxpayer Relief Act of 1997, 420
Temporary financing, 460
Temporary investments, 459-460
Tender offer, 429
Term structure of interest rates, 41-44
for government securities, 42—43
liquidity preference theory, 44
market segmentation theory, 44
observing historical, 41-43
shape of, 43-44
unbiased expectations theory, 4344
Terminal cash flow, 350, 354
Terminal warehouse agreement, 476
Time value
of money, 5, 142-181
types of problems, 151-152
Timelines
visualizing cash flow with, 143-146
Times interest earned, 117-118
Tobias, Andrew, 142-143
Tolbert, Ben, 446
Total asset turnover, 113-114
Total revenue, 385
Trade credit, 59, 460, 468

advantages of, 469

stretching of, 469
Transaction costs, 276, 407
Transaction loans, 471
Treasury bonds, 35, 188-189
Treasury stock, 60
Trust

essential elements of, 10-11

U

Unbiased expectations theory, 43-44
Underwriter rankings, 26-27
Underwriter’s spread, 26, 31
Underwriting, 26, 27
Uneven stream
present value of, 169-170
Unsecured loans, 466
accrued wages and taxes, 467
bank credit, 469-471
commercial paper, 471-473
trade credit, 468-469
Unsystematic risk, 195
U.S. Treasury bills, 40, 161, 176

\Y

Valuation, 228-229

bond, 220-249

data requirements for, 229
Value

book, 226

definition of, 226-227

determination of, 227-228

economic, 226

fair, 226

firm, 400-401

intrinsic, 226

liquidation, 226

market, 226
Value Line, 103, 200, 283
Variable costs, 55, 384
Variance

measurement of, 189
Venture capitalist, 22
Volume of output, 385

wW

Wages
accrued, 467-468
Weighted average cost of capital, 286-289
calculating of, 287-289
estimates of, 290
Working capital, 62, 457
appropriate level of, 459-462
gross, 62
hedging principles, 459, 460-462



net, 62, 350, 457

net operating, 96

permanent and temporary assets, 459-460

requirements, 346

trimming receivables and, 467
Working-capital management, 11, 456-483

appropriate level of, 459-462

cash conversion cycle, 462-464

current assets and liabilities, 457-458
short-term credit sources,

466-476

Year-end extra
regular dividend plus, 425

Index

Yield to maturity, 41, 235
computing of, 235-237, 239-240
Yields
current, 237

Z

Zero coupon bonds, 224




Index

Corporate

A

AFEterna Zentaris, 5—-6

Altria, 366

American Express, 15

A&P, 16

Apple Computer, 2-3, 346, 416, 426, 427
Appleton Manufacturing Company, 467
Arthur Andersen, 10

AT&T, 220-221, 380

B

Bank of America, 21
Bear Stearns, 28
Beech-Nut, 332

BMW, 16

Bonajet Enterprises, 446
Bristol-Myers Squibb, 10
Brooks Brothers, 16

C

Century National Bank, 35
Chase Manhattan Bank, 28
Chevron, 30, 497-498
Citigroup, 21

Coca-Cola, 16, 360
Columbia Pictures, 16
ConocoPhillips, 497-498

D

Dell Computer Corporation, 456457,
462-463

Deutsche Bank, 21, 256-257

Dole Foods, 183

Dow Chemical, 332

Drew, Inc., 438-439, 440

Dun & Bradstreet, 103

E

Enron, 10
Exxon Mobil Corp., 22, 30, 32, 274, 292,
497-498

F

Farmer Brothers, 8

Firestone Tire & Rubber, 16, 332
Fitch Investor Services, 224

Ford Motor Company, 306, 332
Foxy Brand, 332

G

General Electric (GE), 15, 95
General Motors (GM), 11
Goldman Sachs, 21

Google, 20-21, 23-24, 184, 417

H

Harley Davidson, 194-195, 201-202, 226

Heineken, 380

Hewlett Packard, 147

Home Depot, 50, 51, 53-55, 60-62, 68,
69-70, 71-75, 96-99, 105, 106-128,
196-199

Honda, 16, 359

Ibbotson Associates, 193-194

IBM, 5, 6, 15

International Business Machines IBM).
See IBM

International Harvester (Navistar), 30

J

J.C. Penney, 225
Johnson & Johnson, 261, 262
research and development, 361-362
J.P. Morgan, 28
J.P. Morgan-Chase & Co., 28, 183

K

Kidder-Peabody, 332
Koofers.com, 22

L

Lehman Brothers, 28

Lowe’s Companies, Inc., 105, 106, 107-123

M

McDonald’s, 484-485
Merck, 332
Morgan Stanley, 21, 28

N

Navistar, 6
Netflix, 250-251
Nike, 6

Nissan, 16

O

Office Depot, 183

P

Pacific Gas & Electric, 253

PepsiCo Inc., 259

Phillips Petroleum, 454-455

Pierce Grain Company, 387-393, 403-404
Pillsbury Company, 16, 293

Pioneer Natural Resources, 230-231, 234
Prentice Hall, 103

Q

Quaker Oats, 346

R

Raymobile Scooters, 354-357
RCA, 16
Risk Management Association (RMA), 103

S

Salco Furniture Company, Inc., 445-446,
447

Ski-Doo, 310-311, 313

Skip’s Camper Manufacturing Company,
398-399

Starbucks, 194-195, 261-262, 266, 275,
437

Stern Stewart & Co., 125

T

Talbot Corporation, 282
Telink, Inc., 427-428
Texas Instruments, 147
Time-Warner Inc., 92-93
Toyota, 16, 344-345, 359
20th Century Fox, 16

U

UBS AG, 21
United Parcel Service, 436
Universal Studios, 348

\Y

Valero Energy Corporation, 290, 292

W

Walmart, 427

Walt Disney Company, 4-5, 6-7, 15, 62,
94,111, 116-117, 118-119, 122,
124-125,126-127, 304-305

Wells Fargo, 35















