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A

Abandonment option, in capi-
tal budgeting, 497-498,
500
Accelerated debt, mergers and
acquisitions and, 694
Accelerated depreciation, 34,
468. See also
Depreciation
Accounting, finance and, 7-8
Accounting beta method, for
risk-adjusted rate of
return, 505
Accounting periods, 27
Accounting systems
accounting periods and,
27
double entry, 26-27
financial statements and,
24-21
Accounts payable (A/P), 36
financing, 636
forecasting, 148
stretching, 36, 637
Accounts receivable (A/R),
25,32
accelerating, 648-651
ACP and, 138-139
balance determinants
of, 653
balance sheet and, 32
credit policy, 654
financing of, 641-642
forecasting, 148
at Lafarge Group, 657
managing, 653-656
objectives, policy, 653
pledging, 641-642
responsibility for, 653
Accruals, 36-37
financing, 636
Accumulated depreciation, 34.
See also Depreciation
ACP. See Average collection
period
Acquisitions. See Mergers and
acquisitions
Agency
abuse of, 17, 181
decision-making and, 17
management and, 17, 181
Agent, 17
American Stock Exchange
(AMEX), 175-176
Nasdaq vs., 178
American Tobacco, 682
AMEX. See American Stock
Exchange
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Amortized loans
calculation of, 246
tax planning and, 249
Analysts. See Securities analysis,
analysts
Annual percentage rate
(APR), 238
EAR ws., 239
Annual report, 64, 67
Microsoft’s, 67
Annuities, 229. See also
Perpetuities
calculation solutions for,
233-235
future value factor for,
232-233
FV of, 230-233
imbedded, 258-259
lottery jackpots and, 244
ordinary, 229
problem solving for,
251-252
PV of, 241-243
time value of, 230
uneven streams, 258259
Annuity due, 249
FV of, 249-251
PV of, 251
Annuity formulas, for business
projects, 438-439
Anti-globalization, 728
Antitrust laws
competition and, 678
horizontal mergers and,
683
mergers and acquisitions
and, 69, 693
in U.S., 678
AOL Time Warner, leverage
and, 560
A/P. See Accounts payable
APR. See Annual percentage
rate
A/R. See Accounts receivable
Arbitrage, 583
Asset management ratios
ACP, 84-85, 93
fixed asset turnover,
86-87, 93
inventory turnover,
85-86, 93
total asset turnover,
86-87, 93
Assets, 3—4, 31-36
balance sheet and, 31-36
cash flow estimation and,
459
cost vs. service life, 34
current, 33
disposing of used, 34-35

fixed, 33-34, 77
liquidity and, 31
management of, 83
merger and acquisitions
and, 680
stockholders’ residual
claims on, 345
total, 36
AT&T, 395
Audit committee, 185
Auditing industry, SOX and,
189-190
Auditors
CEO and, 190
CFO and, 190
clients and, 189
coercion of, 189
firing and hiring of, 189
independence of, 189, 191
interdependence problem
of, 190
Average collection period
(ACP), 84-85
A/R management and,

138-139

Backorders, 658

Bad debt reserve, 32

Balance of trade, 720-721

Balance sheet, 26
A/R, 32
assets, 31-36
bad debt reserve, 32
cash, 31
cash flow and, 70
current assets, 33
depreciation, 34
equity, 39-40
fixed assets, 33—34
inventory, 32
inventory reserve, 33
liabilities, 30, 36-37
operating actives and, 76
overstated inventory, 33
overstated receivables, 32
overstatements, 33
presentation of, 30-31
retained earnings and, 30
total assets, 36
total capital, 40
total liabilities, equity, 40
work in process invento-

ries, 32-33

Bank loans

clean-up requirements for,

640

compensating balance for,
639
line of credit, 638
promissory note, 638
unsecured, 638
Bankruptcy Abuse Prevention
and Consumer
Protection Act
(BAPCPA), 701
Bankruptcy petition, 698
Bankruptcy Reform Act of
2005, 701
Bankruptcy, reorganization,
697-702
Bankruptcy Reform Act
of 2005 and, 701
Chapter 7, 11, 703
claims priority in, 703
concept, objectives of,
698
distribution priorities and,
702
fairness, feasibility in, 699
MM theory, 587-588
petition for, 698
preferred stock, 347
procedures, 698-703
terminology, 703
trustee for, 698—699
Bankruptcy trustee, 698-699
Banks, 174
inverted yield curve
impact on, 208
BAPCPA. See Bankruptcy
Abuse Prevention and
Consumer Protection
Act
Bearer bonds, 297
Beta
CAPM and, 396-397
determination of, 391
developing, 391
historical data and, 394
as measurement of risk,
405
over time, 394
for portfolio, 395-396
in practice, 405
problems with, 395
projecting returns with,
393
risk-adjusted rate of
return and, 503-505
stock characteristic line
and, 391
total risk and, 394
understanding, 393-394
volatility and, 394
Black-Scholes Option Pricing
Model, 358, 360-361



Blanket liens, short-term
financing with, 644
Board of directors
corporate organization,
control and, 342-343
responsibilities of,
185-186
Bond(s), 4, 194
Bond cash flow, valuation
concepts and, 271, 274
Bond valuation, 271
call provision impact on,
283-286
estimating, 278
financial calculator
solutions to, 276-278
formula for, 275-278
interest rates and,
272-273, 275, 279-280
price progression, 280
of sure to be called bond,
284-285
Book value, 91-93, 532
market value vs.,
518-519
Bottom-up planning, 153
Breakeven
analysis, 568
calculation of, 570-571
diagrams, 568-569
Brokerage firms, houses, 174
securities analysts at, 186,
192
Brokers, exchanges and, 174
Budgets, budgeting, business
plan and, 121
Business cash flows, 74
Business combinations, 675.
See also Mergers and
acquisitions
conglomerate merger, 677
economic classification
of, 677
horizontal merger, 677
vertical merger, 677
Business failure, bankruptcy,
reorganization and,
697-702
Business organization
C-corporation, 14
corporation, 11-13
forms of, 10-15
LLC, 13-14
S-corporation, 14-15
sole proprietorship, 10-11
Business plan, planning,
116-117, 122
budgeting, 121
communication and, 155
complex for existing
business, 139-146
component parts of, 117
ethics in, 154
financial plan as compo-
nent of, 123
forecasting, 121
goal statement of, 118

investors and, 118
judgment calls in, 154
in large company
divisions, 119
managerial value of, 117
operational planning,
120
process of, 117
purpose of, 117-119
road map of, 118
for small business, 123
strategic planning, 120
support detail, credibility
in, 119
Business projects
annuity formulas for,
438-439
capital budgeting tech-
niques for, 424-426
capital rationing in,
444-445
characteristics of,
421-424
cost of capital for,
423-424
designing real options
into, 499-500
in divisions, 505
as investments, 430-431
mutually exclusive, 422,
425, 428-429, 432
NPV profile of, 433-434
overfinancing of, 633
project cash flows for,
423-424
replacement chain
method in, 442
risk-adjusted rate for,
501-502
with single outflow, regular
inflows, 438-439
stand-alone, 422, 425,
427-428, 431
with unequal lives,
440-442
WACC and, 536-537
Business risk, 385-386,
551-552
diversification and,
387-388
EBIT variation and, 552,
567,572
Business strategy, leverage

and, 578

o

Call options, 350. See also

Options

basic concepts, 351

intrinsic value of,
351-352

strike price of, 352

valuation of, 352-353

writers of, 351

Call provisions
bond valuation impact by,
283-286
of bonds, 282-287
of convertible bonds, 291
Capital asset pricing model
(CAPM)
beta and, 396-397
market risk and, 398-399
mergers and acquisitions
and, 688-689
rates of return and,
504-505, 525
risk-adjusted rate of
return and, 504
SML and, 397-398
stock prices and, 396
validity, acceptance of,
405-406
Capital budgeting, 422,
457-458
abandonment option,
497-498, 500
in big vs. small companies,
441
computer simulation for,
489-490
expansion option in, 500
flexibility options in, 500
investment timing
options in, 500
Monte Carlo simulation
for, 489—490
numerical, computer
methods for, 487-495
payback period, 424-425
real options in, 495-496
risk in, 484495
risk-adjusted rates of
return and, 500-505
scenario/sensitivity analysis
in, 487-489
Capital components, 532
costs of, 515-517, 534
Capital gains, losses, 43—44
personal taxes and, 45-46
rate cap for, 44
tax treatment of, 43—44,
604
Capital leases
depreciation of, 313
financing, 313-315
residual values and,
317-318
Capital markets, 171
Capital plan, fixed asset fore-
cast and, 13
Capital projects, 422
Capital rationing, in business
projects, 444-445
Capital restructuring, 550
debt and equity mix in,
550
stock repurchases and, 617
Capital structure
book vs. market value,

518-519

Index

component returns/costs
and, 519
cost and, 518-519
market-, value-based,
520-521
raising money and, 516
stock price impact by,
691-692
Capital structure theory,
577-589
assumptions of, 579
corporate acquisitions
and, 588-589
graphic portrayals of, 580
mergers and, 588-589
MM, 581-588
notation of, 578
variation in value, return
and, 580
Capitalization
of earnings, 253
FASB 13 and, 312
of operating leases, 312
CAPM. See Capital asset pric-
ing model
Carnegie Steel, 681-682
Carrying cost, of inventory,
659-661
Cash, 31, 145. See also Cash
flow; Cash management
conversion cycle, 74
divestiture and, 696
forecasting, 147-148
liquidity and, 31
Cash accounts, equity and, 78
Cash budgeting, 147-148
Cash conversion cycle, 74,
630-631
racetrack diagram of, 75
time line, 630-631
time line representation
of, 631
Cash coverage, 88-89, 93
Cash flow, 8-9, 26
balance sheet and, 70
business, 73-75
cash conversion cycle
and, 74
convertible bonds impact
on, 290
credit and, 71-72
discounted, 221
earnings vs., 461
examples, 70-72
free, 79
graphic portrayals of,
13-74
income statement and, 70
probability distributions
of, 485, 490
project NPVs and, 487
as random variables,
484485
rules, 73
standard presentation, 73
statement construction,

75-19
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Cash flow (Continued)
statement of, 79
stocks vs. bonds, 330
terminology, 79
value and, 579
Cash flow estimation
accuracy, estimates for,
467-468
after taxes, 461
assets, 459
company impact of,
461-462
cost of sales, expenses, 459
depreciation and, 459
ethics in, 473
financing costs and, 462
general approach to,
458-459
incremental cash flows
and, 460
for new ventures,
462-466
old equipment and, 462
opportunity cost and, 460
outflow/inflow timing
and, 460
overhead and, 462
pre-start-up, initial outlay,
459
for replacement projects,
469-472
risk in, 486
sales forecast, 459
summarizing, 459
sunk costs and, 460
taxes, earnings and, 459
terminal values, 467-468
working capital and, 461
Cash holdings, cash manage-
ment and, 645
Cash management
check disbursement,
647-648
collection procedures
and, 647-648
definitions, objectives,
645-646
ethics, 652
holding cash and, 645
marketable securities and,
646647
objective of, 646
precautionary demand
and, 645-646
service cost evaluation,
651-653
speculative demand and,
646
transactions demand and,
645
Cash needs
EFR and, 132-134
forecasting, 132-134
Cash outflow
control issues, 651
managing, 651
remote disbursing and, 651

Cash receipts, accelerating,
648-651
Cash transfers, basic procedure
for, 647-648
C-corporation, 14
CDs. See Certificates of
deposit
Census Bureau, 61
CEO. See Chief Executive
Officer
Certificates of deposit (CDs),
208
Certified Public Accountants
(CPAs), financial
records audit by, 185
CFO. See Chief Financial
Officer
Chapter 7, 11, 703. See also
Bankruptcy, reorganiza-
tion
Chattel mortgage agreement,
short-term financing
with, 644
Check Clearing for the 21%
Century Act (Check
21), 649
Check disbursement, cash
management and,
647-648
Check-clearing process
Check 21 and, 649
float and, 648
lock box system in,
648-649
technology impact on,
649
use of, 648
Chief Executive Officer
(CEO)
auditors and, 190
corporate governance
and, 191-192
SOX and, 191-192
Chief Financial Officer
(CFO), 6
auditors and, 190
financial statements and,
184-185
SOX and, 191-192
China
balance of trade with,
730
U.S. trade with, 730
Chrysler, 683
Clean-up requirements, for
short-term loans, 640
Clientele effect, 608
dividends and, 605
investors and, 605
Closely held companies, 177
Closing price, 180
Coefficient of variation (CV),
377
COGS. See Cost of goods sold
Collateral, 11
Collateralized loan, 11
Collection agencies, 656

Collection policy, procedures,
656
cash management and,
647-648
customer relations and,
656
Commercial paper
buyers, sellers of, 641
maturity of, 641
SEC registration and, 641
short-term borrowing
with, 640-641
terms of, 641
Commitment fee, for revolving
credit agreement, 638
Common equity, cost of capi-
tal and, 524
Common size statements,
81-82
Communication, business
planning and, 155
Company growth
internal vs. external, 679
mergers and acquisitions
and, 679
Comparative advantage,
726-727
Comparative information,
sources of, 96-97
Compensating balance
effective interest rate and,
639-640
for short-term bank loan,
639
Compensation committee,
185
Competition, antitrust laws
and, 678
Compound interest, 235-239
Compounding periods
continuous, 253-254
for interest rates, 236-237
time value formulas and,
239-240
Computer simulation, for capi-
tal budgeting, 489-490
Computers, financial planning
and, 155
Concentration banking, 650
Conflicts of interest, 343
agency problem and, 17
creditors vs. stockholders,
18-19
executive stock options
and, 359-360
stakeholders and, 16
Conglomerate mergers, 677,
682
Constant growth mode,
335-337
Consulting services
public accounting indus-
try and, 188
SEC and, 190
SOX and, 190
Consumption, production
and, 169

Consumption preferences,
exchange rate move-
ments impact by, 718
Consumption tax, 41
Continuing operations, 68
Continuous compounding,
253-254
Continuous random variables,
3717
probability for, 378
Contribution margin, 569
Controller, 7
Conversion price, ratio
calculation of, 288-289
of convertible bonds, 288
Convertibility, of currencies,
720
Convertible bonds
advantages of, 290
call provisions of, 291
cash flow impact by, 290
conversion premium of,
292
conversion ratio of, 288
as deferred stock pur-
chases, 290
dilution and, 295
dilutive disclosure for, 295
EPS impact on, 294-296
financial statements
impact by, 290
forced conversion, 291
overhanging issues, 291
risk of, 289
stock vs., 289
valuation, pricing of,
291-294
Convertible securities, pre-
ferred stock, 40, 296
Corporate acquisitions, capital
structure theory and,
588-589
Corporate earnings, taxation
of, 12-13
Corporate fraud, of 1990s,
early 2000s, 187-188
Corporate governance, 188
audit committee, 185
board of directors and,
185-186, 342-343
CEO accountability and,
191-192
compensation committee,
185
financial statements,
184-185
SOX and, 181, 187-188,
191-192
stock-based compensa-
tion, wealth and,
183-184
Corporate raider, 684
Corporate restructuring. See
Mergers and acquisi-
tions
Corporate taxation, 48-52
income tax schedule, 48



Corporations
C-type, 14
dividends paid to, 51
financial disadvantage of,
12
limited liability, 13-15
raising money for, 13
S-type, 14-15
tax treatment of, 11-12,
51-52
Cost, 28. See also Carrying
cost; Cost ratio;
Ordering cost
of retained earnings, 603
Cost of capital, 423-424
adjustments and, 521
capital components, 515
capital structure, 515
common equity, 524
common stock, 527
component cost calcula-
tion for, 521-528
comprehensive example
of, 531-536
concepts, 515-520
debt, 522-523
flotation costs and, 521
intuitively, 516
IRR and, 500
NPV and, 500
preferred stock, 522-524
purpose of, 514-515
retained earnings and,
524-526
taxes and, 521
WACC and, 517-518
Cost of debt, return on capital
vs., 554
Cost of goods sold (COGS),
28, 85-86
Cost ratio, 82, 147
Coupon rate, payments, of
bonds, 272
Covenants, 607
Coverage ratio, 88
CPAs. See Certified Public
Accountants
Credit. See also Trade credit
cash flow and, 71-72
terms of, 636
Credit agency, 638
Credit policy
A/R and, 654
sales conflict with, 654
Credit sales, 654
terms of, 655
Creditors, 18
financial information for,
64
secured vs. unsecured,
702
stockholder vs., 18-19
Cross rates, 714
Currency exchange, 712
convertibility and, 720
Current accounts
working capital and, 629

working capital, funding
requirements and,
628-629
Current assets, 33
short-term borrowing
against, 641-644
Current liabilities, 37
Current ratio, 80, 83-84, 93
Current yield, 180
Customer relations, collections
policy and, 656
CV. See Coefficient of variation

Daimler-Benz, 683

DaimlerChrysler AG, 683

Days sales outstanding (DSO),
85

Debenture bonds, 297
Debt, 4, 87. See also Bond(s)
cost of, 522-523
forecasting, 148-149
leverage and, 38
long-term, 38
non-amortized, 194, 272
restructuring of, 699
returns on, 369-370
secured, 702
self-liquidating, 632
supply and demand
curves for, 196
Debt contracts, 607
Debt financing, 5
leverage and, 29
maturity matching in,
171
U. S. tax system and,
584-587
Debt investment
through bonds, 194
terms of, 194
Debt management, 83
ethical, 302
Debt management ratios,
87-89
cash coverage, 88-89, 93
debt in, 87
debt ratio, 87, 93
fixed charge coverage, 89,
93
TIE, 88
Debt markets, 196-198
supply and demand in,
196-197
term segmentation of,
207
Debt ratio, 87, 93
Debt to equity ratio, 88, 93
Debt/interest problem, itera-
tive numerical
approach to, 127-130
Decision tree analysis,
490-493
complex, 493

conditional probabilities
and, 493-494
NPV and, 491493, 495
Deductions, 45
Default risk, 200, 300
Deferred tax, 36
Degree of financial measure-
ment (DFL), 562-563
Degree of operating leverage
(DOL), 574
Demand, exchange rate
impact on, 714
Depreciation, 25-26, 29, 34
accelerated, 34, 468
accumulated, 34
cash flow estimation and,
459
fixed asset, 13, 35
of leased assets, 313
MARCS and, 468-469
NBV and, 34
non-cash expense, 36
tax books and, 35-36
useful life estimate and, 35
Derivative securities, 350
DFL. See Degree of financial
measurement
Diluted EPS, 296
Dilution, 294
convertible bonds and,
295
Disclosure, securities and, 176
Discount rate, for mergers and
acquisitions, 685
Discounted cash flow, 221
Diversification
business-specific risk and,
387
market-specific risk and,
387-389
risk and, 679-680
Divestiture
cash and, 696
through cash sale, 696
through liquidation, 694
mergers and acquisition
vs., 696
methods of, 696-697
poor performance and, 696
reasons for, 696
through spinoff, 697
strategic fit and, 696
Dividend(s), 342. See also
Residual dividend
theory
clientele effect and, 605
company view of, 603
contractual restrictions
on, 607
cutting, 608
debt contracts and, 607
discretionary nature of,
600
expectation theory and,
606
investors cash flow and,
601-602
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legal restrictions on, 607
payout ration of, 609
personal taxes and, 4546
signaling effect of,
605-606
of stock, 612
stock price and, 601
stock repurchase as alter-
native to, 615-616
stock splits and, 611-612
tax treatment of, 603,
611
value and, 599-600
Dividend aversion
investors and, 604
taxes and, 604
Dividend decision, policy
retained earnings and,
601
smaller regular dividend,
609
stable dividend per share,
609
target payout ratio, 609
year-end extra, 609-610
Dividend growth approach, to
expected rate of return,
526
Dividend irrelevance, 601
Dividend payments
declaration date, 610
ex-dividend date, 610
key dates, 610
mechanics of, 610-611
payment date, 610
Dividend payout ratio, 133
Dividend preference theory,
stockholders and, 604
Dividend reinvestment plans,
610-611
stock dividends ws.,
614-615
Dividend yield, 180
DOL. See Degree of operating
leverage
Double entry accounting
system, 26-27
Double taxation
of corporations, 12, 15
of earnings, 12
LLCs and, 15
DSO. See Average collection
period; Days sales out-
standing
Du Pont equations, 92-96
ROA and, 92, 95
ROE and, 94-95
ROS and, 92
Dunning, 656

EAA. See Equivalent annual
annuity
EAR. See Effective annual rate
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Earnings
capitalization of, 253
cash flow estimation and,
459
cash flow wvs., 461
dividend decision and, 601
double taxation of, 12
before tax, 30
taxation of, 11-12
Earnings after tax (EAT), 50,
126127, 550-551
Earnings before interest and
taxes (EBIT), 29, 88,
550
business risk and, 552,
567,572
DFL and, 563
operating leverage and,
572-574
Earnings before tax (EBT), 48
Earnings dilution, 394
Earnings per share (EPS), 91,
550-551, 553-554
convertible securities
impact on, 294-296
DFL and, 563
dilution and, 294-295
FASB and, 295
leverage and, 551
management of, 555-558
stock price and, 184, 294
valuation model, 341
Eastman Kodak, 682
EAT. See Earnings after tax
EBIT. See Earnings before
interest and taxes
EBIT-EPS analysis, 565
leverage and, 566
EBT. See Earnings before tax
Economic conditions,
exchange rate move-
ments impact by, 718
Economic ordering quantity
(EOQ) model
inventory safety stocks
and, 662-663
Economic value added (EVA),
94-95, 537
Economics, financial theory
and, 9-10
Economies of scale, mergers and
acquisitions and, 680
Economy, interest rates impact
on, 195
Effective annual rate (EAR)
APR ws., 239
of interest, 237-239
Efficient market hypothesis
(EMH), 181, 349
EFR. See External funding
requirement
EMH. See Efficient market
hypothesis
Employee stock options, 182,
359
Energy prices, real options
and, 498

Engineering expense, 142
Enron, 69, 193, 343
EOQ. See Economic ordering
quantity model
EPS. See Earnings per share
Equity
cash accounts and, 78
leverage and, 550
preferred stock, 40, 252,
296, 345-348
retained earnings and, 39
returns on, 369-370
sources of, 524
sustainable growth rate
and, 135
Equity financing, 5
Equity investors, 328, 344
Equivalent annual annuity
(EAA)
for business projects,
442-443
NPV and, 443444
Ethical investing, 18-19
Ethics, 18
in business planning, 154
in cash flow estimation,
473
in cash management, 652
financial information and,
68-69
Eurobonds, 722-723
Eurodollar, Eurodollar market,
716, 722
EVA. See Economic value
added
Exchange rate movements
consumption preferences
impact on, 718
economic conditions
impact on, 718
government intervention
and, 718-719
government policy impact
on, 718
reasons for, 718
supply and demand
impact on, 716-718
terminology of, 715
Exchange rates, 712
changing, 714-716
cross rates and, 714
demand impact by, 714
forward, 715
price and quantity impact
of, 712-714
risk, 714-715
spot, 715
Exchanges. See also Foreign
exchange market
AMEX, 175-176
brokers and, 174
listing on, 179
Nasdagq, 178
NYSE, 175
Executed return, on stock, 379
Executive compensation,

181-182

direct payments and, 186
loans, 192
stock options, 359
Exemptions, 45
Expansion option, in capital
budgeting, 500
Expectations theory
dividends and, 606
signaling effect and, 606
yield curves and, 206
Expected rate of return, divi-
dend growth approach
to, 526
Expected return, 372
investors and, 337
Expense, 29
depreciation and, 36
Expense ratio, 82
Expropriation, political risk of,
723
External funding requirement

(EFR), 132-134

F

FASB. See Financial
Accounting Standards
Board
Federal government securities,
202
Finance
accounting and, 7-8
language of, 9
overview of, 3
Vice President of, 6
Finance and administrative
expense, 142
Finance charges, fixed, 88
Finance department
controller, 7
organization of, 7-8
treasurer, 7
Financial Accounting
Standards Board
(FASB)
EPS, diluted EPS reporting
requirements of,
295
on expensing options
upon issue, 360-361
FASB 13, 311-312
FASB 123, 123(R),
311-312
FASB 128, 295
finance lease capitaliza-
tion requirement of,
312
options and, 360-361
ownership according to,
311
public accounting industry
and, 188
Financial analysis, analysts,
orientation of, 64, 68,
70

Financial assets, 3—4
bond, 4
investments in, 4
mutual fund, 44
stock, 4
Financial books, 26
Financial calculators, using,
226-229
Financial information
annual report, 64, 67
confidence in, 69
continuing operations, 68
Enron and, 69
ethics and, 68-69
investors, financial ana-
lysts and, 64
management and, 64
restructuring charges, 64
for SEC, 65
sources, uses of, 63—66
10-K, 65
unusual activities, 68
users of, 64
vendors/creditors and, 64
Financial instrument, 172
Financial intermediaries,
172-173
Financial leverage, 552-554
compounding effect of,
576-5717
financial risk and,
558-559
operating leverage vs.,
575-5717
Financial management, over-
sight and, 6-7
Financial markets, 4-5, 170.
See also Debt markets;
Stock market
classification of, 171-172
EMH and, 181, 349
government and, 193
Financial performance, stock
price and, 184-185
Financial plan
assumptions in, 124-125,
136-139
inherent conflicts in, 151
as set of goals, 151
Financial planning, 117, 123.
See also Business plan,
planning
bottom-up, 153
computers and, 155
at departmental level, 146
financial needs anticipa-
tion and, 118
management issues in,
151-155
modified percentage of
sales method, 130
percentage of sales meth-
ods and, 130, 132-135
procedural approach, 126
repetitive calculations in,
155
risk in, 152



scenario analysis, 153
top-down, 152
underforecasting in, 153
Financial problems, analytical
tools for, 557-558
Financial projections, 123
percentage of sales
method and, 130,
132-135
Financial ratios, 80
indirect planning assump-
tions and, 138
Financial risk, 88, 551-552
debt financing and, 552
financial leverage and,
558-559
Financial statements
accounting systems and,
24-27
AJR, 25
balance sheet, 26
cash flows, 26
CFO and, 184-185
convertible bonds impact
on, 290
CPAs and, 185
depreciation, 25-26
implications of, 27
income, 25-26
leases, lessees on, 309,
312-313
misleading, 184, 310,
359-360
operating leases treat-
ment in, 312-313
presentation, 34
restatement of, 187
stocks and flows of, 28
Financial system, sectors of,
168
Financial theory, economics
and, 9-10
Financing, 5. See also Short-
term financing
accruals, 636
activities of, 77-78
A/D, 636
cash flow estimation and,
462
debt vs. equity, 50
of inventory, 644
with line of credit, 638
off balance sheet, 310
with promissory note, 638
with prompt payment dis-
count, 637, 655
with revolving credit
agreement, 638-639
short-term, 636-645
taxes and, 50
with trade credit, 636
with unsecured bank
loan, 638
of working capital, 634
Fixed asset turnover, 86-87,
93
Fixed assets, 33-34, 77

capital plan and, 13
depreciation and, 13, 35
forecasting, 137
Fixed coverage charge, 89
Fixed financial charges, 38, 88
Flexibility options, in capital
budgeting, 500
Float
check-clearing process
and, 648
lock boxes and, 650
Floor brokers, 174
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(FPL), dividend cutting
by, 608
Flotation costs, cost of capital
and, 521
Forecasting
A/D, 148
AR, 148
business plan and, 121
debt and interest,
148-149
payroll, 149-150
Foreign bonds, 722
Foreign Corrupt Practices Act,
724
Foreign exchange market, 712
British pounds vs. U.S.
dollars, 717
Foreign securities, portfolio
investment in, 711
Forward exchange rates, 715
hedging with, 715-716
FPL. See Florida Power and
Light
Free cash flow, 79
Free trade, comparative advan-
tage, protectionism
and, 726-727
Fundamental analysis, 332,
348
Future value (FV)
of annuities, 230-233
of annuity due, 249-251
of money, 221
PV and, 228
FV. See Future value

G

GAAP. See Generally
accepted accounting
principles

Gambling, investing vs., 392

GDP. See Gross domestic
product

General Electric, 682

General Motors (GM), 64-65,
608

Generally accepted accounting
principles (GAAP), 65

Globalization, 727-728

illegal immigration and,

729-730

job migration, outsourc-
ing and, 728-729
knowledge based jobs
and, 729
labor migration and,
729-730
GM. See General Motors
Golden parachutes, 694
Gordon model
of constant normal
growth, 335-336
retained earnings and,
526
stock valuation using,
335-336, 401
Government securities, risk-
free rate in, 202
Governments, government
policy
exchange rate movements
impact by, 718-719
international monetary
system and, 719-721
Gross domestic product
(GDP), imports,
exports and, 711
Gross margin, 29
Gross working capital, 628
Growth, internal vs. external,
679
Growth models of common
stock valuation
development of, 332-335
dividend streams and,
333
mixed-based argument,
333-334
predicted growth rates
and, 332

Hedging, exchange rate risk,
716

High-tech firms, risk of, 383

Holding companies, 681

Horizontal mergers, 677, 681

antitrust laws and, 683

Hostile takeovers, mergers and

acquisitions and, 682

[llegal immigration, globaliza-
tion and, 729-730

Imbedded annuities, PV of,
259

In play, mergers and acquisi-
tions and, 686

INCO. See International
Nickel Company

Income, 4, 25-26

ordinary, 43
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taxable, 45
Income statement, 26, 28-30
cash flow and, 70
COGS, 28
cost, 28
departmental detail and,
146
depreciation, 29
earnings before interest,
taxes and, 29
EBIT and, 29
expense, 29
gross margin, 29
net income, 30
operating activities and,
76
operating profit, 29
overhead and, 28
presentation of, 28
sales, 28
terminology used on, 30
Indentures, 607
Independence hypothesis, 582
Individual taxes. See Personal
taxes
Inflation adjustment, 199
interest rate and, 199
real rate of interest and,
203
Initial public offering (IPO),
178
Insider information, 176
Insolvency, 697
Insolvent company, creditor
actions against,
697-698
Institutional investors, 173
Insurance companies, 173
Interest, 271. See also Interest
rate
compound, 235-238
forecasting, 148-149
non-annual compound-
ing, 235
real rate of, 203
Interest charges, 38
Interest coverage, 88
Interest rate(s). See also Prime
rate
base rate, inflation and,
198
bond pricing and,
272-273, 215, 279-280
bonds impact by, 195
compensating balance
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components of, 198-199
compounding periods of,
236-239
economy impact by, 195
effective annual, 237
future value factor for, 223
inflation adjustment and,
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model of, 201-202
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risk and, 201, 279, 501
risk premiums and,
198-199
securities impact by,
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stocks impact by, 195
yield curves and, 205-206
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201, 279, 501
Internal rate of return (IRR),
430-431
calculating, 432
cost of capital and, 500
decision rules for,
431-432
financial calculators,
spreadsheets and,
437-438
multiple solutions, 434
for mutually exclusive
projects, 432
NPV and, 431, 435-436
random variable of, 485
reinvestment assumption,
434-435
for stand-alone projects,
431
technical problems with,
434
Internal Revenue Service
(IRS), 61
International bonds, 722
International business. See also
Multinational corpora-
tions
direct investment in, 711
growth of, 711
imports, exports and, 711
International Business
Machines (IBM), divi-
dend cutting by, 608
International capital markets,
721-723
bonds, 722-723
Foreign Corrupt Practices
Act and, 724
political risk in, 723
transaction, translation
risks in, 723-725
U.S. dollar and, 721-722
International monetary
system, governments
and, 719-721
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International trade
with China, 730
current issues in, 726-730
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352
Inventory, 32, 627
ABC system for, 664

backorders, 658
benefits of carrying, 658
carrying costs of, 659-661
control of, 659-670
EO model and, 660-663
financing of, 644
on hand, 660
JIT systems, 664
lead times, 663
management of, 657-660,
659-670
ordering costs, 659
overstated, 33
reorder points, 663
responsibility for, 658
safety stocks, 662-663
for steadily used item, 660
stockouts, 658
tracking, 664
writing off, 33
Inventory reserve, 33
Inventory turnover, 85-86, 93
Inverted yield curve
banking stock prices and,
208
implications of, 207
Investing/investment, 4, 270
activities of, 77
business project as,
430-431
in debt vs. equity,
369-370
gambling vs., 392
leverage and, 353-354
longer-term, 271
one-year, 270, 371-372
return on, 18, 371-372
Investment banking, 172
mergers and acquisitions
and, 678, 684
Investment decisions, tax rates
and, 4748
Investment opportunity sched-
ule (IOS), MCC and,
530-531
Investment timing options, in
capital budgeting, 500
Investor, 64
business plans and, 118
clientele effect and, 605
dividends and, 601-602,
604
equity, 328, 344
expected return and, 337
independent analysts and,
193
optimal capital structure
and, 559-560
preferred stock, 347-348
price manipulation
impact on, 187
risk and, 387
taxes/taxation and,
347-348
IPO. See Initial public offering
IRR. See Internal rate of
return

IRS. See Internal Revenue
Service
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JIT. See Just in time

Job migration, globalization
and, 728-729
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mergers and acquisitions
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Just in time (JIT), inventory
systems, 664

Just in time (JIT) inventory,
suppliers and, 664

K

Kgp See Risk-free rate
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Labor, globalization and,
729-730
Lafarge Group, A/R control at,
657
LBOs. See Leveraged buyouts
Lead times, for inventory, 663
Lease payments, fixed cover-
age charges and, 89
Lease-buy analysis, 318-321
Leases, leasing, 5, 309
advantages of, 321
development of, 309
ease of credit, 322
from lessor perspective,
316-317
leveraged, 323-324
liquidity and, 322
mathematics of, 316-317
no money down, 321
obsolescence risk and, 322
operating and capital,
311-312
purchase vs., 318-321
restrictions, 322
sale and lease back, 322
tax implication of, 322
Lending
maturity risk in, 201
personal guarantees and,
14
risks, 198-201
Leverage, 29. See also
Financial leverage;
Operating leverage
AOL Time Warner and,
560
business strategy and, 578
compounding effect of,

576-577

debt and, 38
downside of, 554-555
EBIT-EPS analysis and,
566
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equity and, 550
investment and, 353-354
managing through,
555-558
optimum, 560
options and, 353-354
risk and, 551-552
ROE, EPS and, 551
stock at book value and,
562
stock price impact by,
560
Leverage leases, 323-324
tax benefits of, 324
Leveraged buyouts (LBOs),
695-696
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AJP, 36
current, 37
long-term debt, 38
understated payables, 36
working capital and, 629
Liens, 644
Limited liability corporation
(LLC), 13-14
double taxation and, 15
Line of credit, 638
Liquidation, 702
divestiture through, 694
Liquidity, 80, 83
marketable securities and,
31
Liquidity preference theory,
yield curves and, 206
Liquidity ratios, 83-84, 93
Liquidity risk, in lending,
200-201
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LLC. See Limited liability cor-
poration
Loans. See also Mortgage loans
amortization, 246-247
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to executives, 192
Lock box systems
check-clearing process
and, 648-649
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float and, 650
Long-term debt, 38
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ward, 51-52

Management
agency problem and, 17,
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financial information

and, 64
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interpreting, 531
I0S and, 530-531
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528-529
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WACC and, 519-520
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Market price, mergers and
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Market risk, 385-386
CAPM and, 398-399
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portfolio theory and,
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206-207
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91-93
Market transactions, primary
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Market value, 83, 533
book value vs., 518-519
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94-95, 537
Market value ratios, 90-92
book value, 91-93
market to book value
ratio, 91-93
P/E ratio, 91, 93
Marketable securities, 31
cash management and,
646647
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markets; Financial mar-
kets; Foreign exchange
market; Securities
market
Market-specific risk, diversifi-
cation and, 387-389
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Maturity risk
for bonds, 279
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588-589. See also
Business combinations;
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advisors to, 684
analysis, price premium
and, 685-693
antitrust violations and,
69, 693
assets and, 680
CAPM and, 688-689
cash flow estimating for,
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company growth and, 679
corporate raiders and, 684
debt issuance, share
repurchase and, 693
defensive measures in,
676, 684, 693-695
definitions, terminology,
procedure, 675-678
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ing and, 694
discount rate for, 685
diversification and,
679-680
divestiture vs., 696
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economies of scale and,
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ego, empire and, 681
empire building and, 681
firm in play, 686
friendly procedure, 676
global, 683
golden parachutes and,
694
greenmail in, 694
guaranteed sources, mate-
rials and, 680
history of, 681-684
hostile takeovers and, 682
investment banks and,
678, 684
junk bonds and, 691
management self-interest
and, 677
market price and, 686
megamergers, 683
negotiations and,
686687
NPV and, 685
overpaying for, 693
per-share price and,

685-686

poison pills and, 694
price challenge in, 693
price premium in, 686
pricing, 685
reasons behind, 679
relationships and, 675
risk and, 679-680
size of, 683
social, economic, political
effects of, 684
SRPS and, 694
stockholders and,
675-676
supermajority approval of,
694
synergies, 679
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tactics anticipating
takeover, 694
targets of, 675
tax losses and, 680-681
tender offer and, 676
unfriendly procedure,
676-6717
value to acquirer,
685-686
white knight in, 693
Microsoft, 67
Miller, Merton, 581
MM theory
arbitrage concept and,
583
assumptions, reality of,
581
bankruptcy costs in,
587-588
independence hypothesis
and, 582
optimal capital structure
and, 588
MNCs. See Multinational cor-
porations
Modified accelerated cost
recovery system
(MARCS), 468-469
Modigliani and Miller capital
structure theory. See
MM theory
Modigliani, Franco, 581
Money. See also Time value of
money
earning power of, 198
ease of raising, 13
future value of, 221
FV, 221
present value of, 221
price of, 197
PV, 221
raising, 5, 13, 170-171
Money markets, 171
Monte Carlo simulation,
489-490
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(Moody’s), bond rat-
ings, 298-299
Morgan Stanley, 682
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Mutual fund, 4, 173

MVA. See Market value added

Naked options, 355
NASD. See National
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Securities Dealers
Automated Quotation
System
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178
unlisted securities on, 178
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Securities Dealers
(NASD), 178
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Securities Dealers
Automated Quotation
(NASDAQ) System,
178-179
National debt, 172
NBV. See Net book value
Negotiations, in mergers and
acquisitions, 686—687
Net book value (NBV), 34
Net income, 30
retained earnings and, 40
present value (NPV)
of business projects,
433-434
cost of capital and, 500
decision rules, 426430
decision tree analysis and,
491-493, 495
EAA and, 443-444
financial calculators,
spreadsheets and,
437-438
IRR and, 431, 435-436
mergers and acquisitions
and, 685
Monte Carlo simulation
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random variable of, 485
reflecting risky cash flows,
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scenariofsensitivity analy-
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Net working capital, 38. See
also Working capital
financing, 632-634
New York Stock Exchange
(NYSE), 174-176
Nasdaq vs., 178
NPV. See Net present value
NYSE. See New York Stock
Exchange
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Off balance sheet financing,
310
Operating activities, 76
Operating cycle, 630
Operating income. See
Earnings before interest
and taxes
Operating leases
capitalization of, 312
financial statement treat-
ment of, 312-313
Operating leverage
compounding effect of,
576-571
defined, 568
EBIT variation and, 572
effect of, 571-573
expected EBIT and,
572-574
financial leverage vs.,
575-577
fixed and variable costs,
cost structure and,
567-568
risk of, 567, 572
terminology, definitions,
567-568
Operating profit, 29
Operational planning, 120
Operations, cash conversion
cycle, 630-631
Opportunistic repurchase, of
stock, 616617
Opportunity cost, 225-226
cash flow estimation and,
460
Opportunity cost rate, 225
Optimal capital structure
MM theory and, 588
real investor behavior
and, 559-560
Options, 349-358. See also
Call options; Warrants
covered, 355
downside, risk of, 355
exercise of, 355
expensing, 360-361
expiration of, 354-355
FASB and, 360-361
leverage and, 353-354
naked, 355
price volatility of, 354

pricing models for, 358
secondary market of, 358
trading in, 354
worthless, 354
Ordering cost, of inventory, 659
Ordinary annuity, 229
Ordinary income, 43
tax treatment of, 604
OTC. See Nasdaq; Nasdaq
exchange
Qutside directors, 344
Outsourcing, 728-729
of knowledge based jobs,
729
Overhead, 28
Oversight, 6-7
Owners, ownership, 4
direct investment by, 39
stock dividends and, 612
stock splits and, 612
of widely held company,
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Parent companies, 681
Parsons, Richard, 561
Payables
stretching, 36
understated, 36
Payback decision rules
for mutually exclusive
projects, 425
for stand-alone project,
425
Payback period, 424-425
Payout ratio, of dividends, 609
Payroll, forecasting, 149-150
Payroll accruals, 37
PCAOB. See Public Company
Accounting Oversight
Board
P/E ratio. See Price/earnings
ratio
Pension funds, 173
Percentage of sales method,
financial projections
based on, 132-135
Performance measurement
EVA, 537
MVA, 537
Perpetuities, 579
preferred stock dividends,
252, 346
PV of, 252-253
Personal guarantees, lending
and, 14
Personal taxes, 44—45
dividend, capital gain cal-
culations, 45-47
schedules, 45
PI. See Profitability index
Planning assumptions
direct vs. indirect,

138-139

in financial planning,
124-125
financial ratios and, 138
Pledging receivables, 641-642
recourse under, 642
Poison pills, 694
Political risk
of expropriation, 723
in international capital
markets, 723
Portfolio investment, in for-
eign securities, 711
Portfolio theory, 371, 373
investing vs. gambling
and, 392
market risk and, 390
random ws. expected
value in, 373-375
Portfolios, 6, 388
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and, 389
beta for, 395-396
diversification in,
387-390
performance of, 387
risk and return for,
386-387
Preauthorized checks, 651
Precautionary demand, cash
management and,
645-646
Preemptive rights, of stock-
holders, 344
Preferred stock, 40, 296,
345-348
bankruptcy priority of,
347
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vs., 347
contractual constriction
of, 607
cost of, 522-524
cumulative feature of,
347, 607
dividends of, 252
investor payments and,
347-348
maturity, return of princi-
ple and, 347
payment assurance of, 347
tax deductibility of, 348
valuation of, 346-347
voting rights of, 347
Present value (PV)
of annuities, 241-243
of annuity due, 251
discount to, 221
FV and, 228
of imbedded annuities,
259
mathematical expression
for, 227
of money, 221
of perpetuity, 252-253
securities and, 270
Present value payback method,
426

Price. See also Stock price(s);
Valuation
exchange rate impact on,
712-1714
inflation adjustment and,
199
investors impact by, 187
manipulation, 187
risk, 201, 279
Price volatility, of options
market, 354
Price/earnings (P/E) ratio, 91,
93
expected growth and, 91
stock market and, 91
Pricing models. See also
Valuation
for options, 358
practical limitations of,
340
Primary market transaction,
172
Prime rate, revolving credit
agreement and, 638
Privately held companies, 177
Probability distribution
with large and small vari-
ances, 380
of return on stock invest-
ment, 379
Production, consumption and,
169
Products and services, supply
and demand curves for,
195
Profit, 79. See also Operating
profit
Profit margin, 89
Profitability, 83
Profitability index (PI),
440-441
NVP wvs., 439-440
Profitability ratios
ROA, 90, 93
ROE, 90, 93
ROS, 89-90, 93
Progressive tax systems, 49
marginal, average rates
and, 42
Project cash flows, 422-423
Project types
mutually exclusive, 422,
425, 428-429, 432
risk and, 421422
standalone, 422, 425,
427-428, 431
Promissory note, 271, 638
Prompt payment discount,
financing with, 637, 655
Prospectus, 177
Proxy fights, 344, 696
Public accounting industry
consulting services and,
188
FASB and, 188
self-regulation in, 188
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SEC and, 65
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Oversight Board
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lishment of, 190

Public trust, securities analysts
and, 186, 192
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Pure interest rate, 198-199

Pure play company, 503

Pure play method, for risk-
adjusted rate of return,
503-505

Put options, 357

PV. See Present value

Q

Quaker Oats, 692
Quick ratio, acid test, 84, 93

Raising money, capital struc-
ture and, 516
Random variable(s), 373-374
cash flows as, 484-485
continuous, 377-378
IRRs, 485
NPV, 485
return on stock invest-
ment as, 378-379
variance, standard devia-
tion of, 375-377
Rates of return, 271. See also
Risk-adjusted rates of
rates of return
CAPM and, 525
stock price impact by,
396-397
Ratio analysis, 80-97
average vs. ending values,
83
common size statements,
81-82
comparisons, 80-81
coverage ratios, 88-89
debt management ratios,
87-89
interpretation of, 96-97
limitations, weaknesses
of, 97
Ratios
categories of, 83
cost ratio, 82
expense ratio, 82
liquidity, 83
quick ratio, acid test, 84,
93
return on sales, 82
Real asset, 3
value of, 271

Real options, in capital budg-
eting, 495, 499
Real rate of interest, inflation
adjustment and, 203
Real risk-free rate, 204
Receivables. See also Accounts
receivable
factoring, 643-644
financing of, 641-642
overstated, 32
write off of, 32
Recourse, under pledging
arrangement, 642
Red herring, 177
Reg AC. See Regulation
Analyst Certification
Registered bonds, 297
Regulation Analyst
Certification (Reg
AC), SEC and, 193
Remote disbursing, 651
cash outflow and, 651
Reorder points, for inventory,
663
Replacement chain method, in
business projects, 442
Replacement projects, cash
flow estimation for,
469412
Residual dividend theory, 605
Residual values, capital leases
and, 317-318
Restructuring charges, 64
Retained earnings, 30, 39
cost of capital and,
524-526
dividend decision and, 601
Gordon model and, 526
MCC and, 528-529
net income and, 40
return and cost for,
525-526
Return on assets (ROA), 90,
93
Du Pont equations and,
92,95
Return on capital, cost of debt
vs., 554
Return on capital employed
(ROCE), 554-555
Return on equity (ROE), 90,
550-551, 553-554
Du Pont equations and,
94-95
leverage and, 551
Return on sales (ROS), 82,
89-90, 93
Du Pont equations and, 92
Return on stock investment
probability distribution
of, 379
as random variable,
378-379
Revolving credit agreement,
638-639
commitment fee of, 638
prime rate and, 638

Risk, 88. See also Financial
risk; Risk-free rate
alternative views on, 381
aversion to, 373, 382,
399, 403-404, 486
beta and, 394
business vs. financial, 551
in capital budgeting,
484-495
of convertible bonds, 289
definition of, 372-373,
504-505
diversification to reduce,
679-680
equity vs. debt, 369-370
feelings about, 373
of high-tech firms, 383
interest rates and, 501
in international capital
markets, 723-725
investor/portfolio owner
and, 387
leverage and, 551-552
market vs. business-
specific, 385-386
merger and acquisitions
to reduce, 679-670
movement in return as,
386
of options, 355
in and out of portfolio,
388
portfolio return and,
386-387
portfolio theory and, 371
project types and,
421-422
return and, 370-371, 383
risk-adjusted rates of
return and, 500-505
stand-alone, 382
statistical concepts of,
383
stocks vs. bonds, 194
systematic vs. unsystem-
atic, 385-386
transaction, translation,
723-725
in treasury securities, 202
as variability, 379, 381
variation as, 552
Risk premiums, 526-527
in lending, 198-199
Risk-adjusted rates of return,
501
accounting beta method
for, 505
beta and, 503-505
for business projects,
501-502
capital budgeting and,
500-505
CAPM and, 504-505, 525
estimating, 502-504
pure play method for, 505
SML and, 503
starting point for, 501
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Risk-free rate (kg.), 397. See
also Real risk-free rate
adjustments to, 403
in government securities,
202
SML and, 403
ROA. See Return on assets
ROCE. See Return on capital
employed
ROE. See Return on equity
ROS. See Return on sales

S

Safety stocks
correct level of, 663—-664
EOQ and, 662-663
Sales, 28
for cash of securities, 696
contribution margin, 569
with credit, 654
terms of, 655
Sarbanes-Oxley Act of 2002
(SOX), 343
CEOs and, 191-192
CFOs and, 191-192
consulting services, 190
corporate governance
and, 181, 191-192
impact of, 194
PCAOB and, 190
provisions of, 187-188
public accounting indus-
try before, 188
Savings and investment,
169-171
SBA. See Small Business
Administration
Scenario/sensitivity analysis
in capital budgeting,
487-489
NPV and, 489-490
S-corporation, 14-15
SEC. See Securities and
Exchange Commission
SEC Act of 1934, 343
Secondary market transac-
tions, 172
Secured bonds, 297
Secured debt, in bankruptcy,
702
Securities, 4. See also
Derivative securities
disclosure and, 176
foreign, 711
future income PV and,
270
interest in, 194
interest rate impact on,
194
liquidity and, 31
portfolios of, 6
price of, 7
return rates on, 270, 385
sinking fund for, 234
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Securities analysis, analysts,
348-349
brokerage firms and, 186,
192
independent, 193
public trust and, 186, 192
Securities and Exchange
Commission (SEC),
65,176
commercial paper and, 641
consulting services and,
190
public company account-
ing and, 65
Reg AC and, 193
Securities market, SML as por-
trayal of, 399-400
Security market line (SML)
CAPM and, 397-398
Gordon model and, 401
ke and, 403
market equilibrium and,
400-401
market risk and, 398-399
risk aversion and,
399-400, 404405
risk-adjusted rates of
return and, 503
securities market and,
399-400
validity, acceptance of,
405-406
valuation and, 401
vertical intercept of, 400
Self-liquidating debt, 632
Share rights plans (SRP),
merger and acquisitions
and, 694
Shareholders, tender offer to,
676
Shelters, mergers and acquisi-
tions and, 680
Short-term financing
with chattel mortgage
agreement, 644
with commercial paper,
640-641
with liens, 644
secured by current assets,
641-644
with trust receipt, 644
Signaling effect
of dividends, 605-606
expectations theory and,
606
Sinking funds, 302
for bonds, 234
for securities, 234
Small business, business plan
for, 122-123
Small Business Administration
(SBA), 60
SML. See Security market line
Snapple, 692
Sole proprietorship, 10
financial disadvantage of,

11

raising money for, 11
tax treatment of, 11
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