
Eugene F. Brigham
University of Florida

Phillip R. Daves
University of Tennessee

T h i r T e e n T h  e d i T i o n

Intermediate  
Financial Management

Australia ● Brazil ● Mexico ● Singapore ● United Kingdom ● United States

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-203



Brief Contents

xv

Part 1 Fundamental ConCePts oF CorPorate FinanCe 1
1 An Overview of Financial Management and the Financial Environment 2
2 Risk and Return: Part I 56
3 Risk and Return: Part II 112
4 Bond Valuation 149
5 Financial Options  199
6 Accounting for Financial Management 231
7 Analysis of Financial Statements 279

Part ii CorPorate Valuation 321
8 Basic Stock Valuation 322
9 Corporate Valuation and Financial Planning 375

10 Corporate Governance 416
11 Determining the Cost of Capital 440

Part iii ProjeCt Valuation 485
12 Capital Budgeting: Decision Criteria 486
13 Capital Budgeting: Estimating Cash Flows  

and Analyzing Risk 527
14 Real Options 579

Part iV strategiC FinanCing deCisions 605
15 Distributions to Shareholders: Dividends and Repurchases 606
16 Capital Structure Decisions 652
17 Dynamic Capital Structures and Corporate Valuation 701

Part V taCtiCal FinanCing deCisions 727
18 Initial Public Offerings, Investment Banking,  

and Capital Formation 728
19 Lease Financing 765
20 Hybrid Financing: Preferred Stock, Warrants,  

and Convertibles 794

Part Vi Working CaPital management 825
21 Supply Chains and Working Capital Management  826
22 Providing and Obtaining Credit 880
23 Other Topics in Working Capital Management 915

Part Vii sPeCial toPiCs 945
24 Enterprise Risk Management 946
25 Bankruptcy, Reorganization, and Liquidation  985
26 Mergers and Corporate Control 1020
27 Multinational Financial Management 1056

aPPendixes
Appendix A Values of the Areas under the Standard Normal 

Distribution Function  1109
Appendix B Answers to End-of-Chapter Problems  1111
Appendix C Selected Equations  1121
Glossary  1139
Name Index  1187
Subject Index  1191

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-203



xvi Brief Contents

WeB CHaPters & WeB extensions
students: Access the Web Chapters and Web Extensions by visiting www 
.cengagebrain.com, searching ISBN 9781285850030, and clicking “Access 
Now” under “Study Tools” to go to the student textbook companion site.

instructors: Access the Web Chapters, Web Extensions, and other instructor 
resources by going to www.cengage.com/login, logging in with your faculty 
account username and password, and using ISBN 9781285850030 to search for 
and to add resources to your account “Bookshelf.”

WeB CHaPters
28 Time Value of Money
29 Basic Financial Tools: A Review
30 Pension Plan Management
31 Financial Management in Not-for-Profit Businesses

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-203



xvii

Preface xxvi

P a r t  I

Fundamental ConCepts oF 
Corporate FinanCe 1

1 An Overview of Financial 
Management and the Financial 
Environment 2
Beginning-of-Chapter Questions 3

introduction 3

How to use this text 4

the Corporate life Cycle 4

Governing a Corporation 10
Box: Be Nice with a B-Corp 12
Box: Taxes and Whistleblowing 14

an overview of Financial markets 14

Claims on Future Cash Flows: types of Financial 
securities 16

Claims on Future Cash Flows: the required rate of 
return (the Cost of money) 21

Financial markets 26

overview of the u.s. stock markets 29

trading in the modern stock markets 31

Finance and the Great recession of 2007 40
Box: Anatomy of a Toxic Asset 47

the Big picture 51
e-Resources 52
Summary 52

2 Risk and Return: Part I 56
Beginning-of-Chapter Questions 56

investment returns and risk 57
Box: Intrinsic Value, Risk, and Return 58

measuring risk for discrete distributions 59

risk in a Continuous distribution 63
Box: What Does Risk Really Mean? 65

using Historical data to estimate risk 65
Box: The Historic Trade-Off Between Risk 
and Return 68

risk in a portfolio Context 69

the relevant risk of a stock: the Capital asset 
pricing model (Capm) 73

Box: The Benefits of Diversifying 
Overseas 80

 the relationship between risk and return in the 
Capital asset pricing model 81

the efficient markets Hypothesis 89
Box: Another Kind of Risk: The Bernie 
Madoff Story 90

the Fama-French three-Factor model 94

Behavioral Finance 99

the Capm and market efficiency: implications for 
Corporate managers and investors 102

Summary 103

3 Risk and Return: Part II 112
Beginning-of-Chapter Questions 112

Box: Intrinsic Value, Risk, and Return 113

efficient portfolios 114

Choosing the optimal portfolio 118

the Basic assumptions of the Capital asset pricing 
model 122

the Capital market line and the security market 
line 123

Box: Skill or Luck? 128

Calculating Beta Coefficients 128

empirical tests of the Capm 137

arbitrage pricing theory 140
Summary 143

4 Bond Valuation 149
Beginning-of-Chapter Questions 149

Box: Intrinsic Value and the Cost  
of Debt 150

Contents

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-203



xviii Contents

Who issues Bonds? 150
Box: Betting With or Against the U.S. 
Government: The Case of Treasury Bond 
Credit Default Swaps 152

Key Characteristics of Bonds 152

Bond Valuation 157

Changes in Bond Values over time 162
Box: Chocolate Bonds 165

Bonds with semiannual Coupons 165

Bond Yields 166

the pre-tax Cost of debt: determinants of market 
interest rates 170

the risk-Free interest rate: nominal (rrF) and real 
(r*) 171

the inflation premium (ip) 172

the maturity risk premium (mrp) 175

the default risk premium (drp) 178
Box: The Great Recession of 2007 180
Box: The Great Recession of 2007 182
Box: The Few, the Proud, the . . . AAA-
Rated Companies! 184
Box: The Great Recession of 2007 185

the liquidity premium (lp) 185

the term structure of interest rates 186

Financing with Junk Bonds 188

Bankruptcy and reorganization 188
Summary 190

5 Financial Options  199
Beginning-of-Chapter Questions 199

Box: The Intrinsic Value of Stock 
Options 200

overview of Financial options 200
Box: Financial Reporting for Employee 
Stock Options 204

the single-period Binomial option pricing 
approach 204

the single-period Binomial option pricing 
Formula 210

the multi-period Binomial option pricing model 213

the Black-scholes option pricing model (opm)  215
Box: Taxes and Stock Options 221

the Valuation of put options 222

applications of option pricing in Corporate 
Finance 224

Summary 227

6 Accounting for Financial 
Management 231
Beginning-of-Chapter Questions 231

Box: Intrinsic Value, Free Cash Flow, and 
Financial Statements 232

Financial statements and reports 233

the Balance sheet 233
Box: The Great Recession of 2007 237

the income statement 237

statement of stockholders’ equity 240
Box: Financial Analysis on the 
Web 241

statement of Cash Flows 241
Box: Filling in the GAAP 245

net Cash Flow 245

Free Cash Flow: the Cash Flow available for 
distribution to investors 246

Box: Sarbanes-Oxley and Financial 
Fraud 252

performance evaluation 255

the Federal income tax system 261
Box: When It Comes to Taxes, History 
Repeats and Repeals Itself! 263
Summary 267

7 Analysis of Financial Statements 279
Beginning-of-Chapter Questions 279

Box: Intrinsic Value and Analysis of 
Financial Statements 280

Financial analysis 281

liquidity ratios 282

asset management ratios 285
Box: The Great Recession of 2007 288

debt management ratios 289

profitability ratios 293
Box: The World Might Be Flat, but Global  
Accounting Is Bumpy! The Case of IFRS 
versus FASB 294

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-203



xixContents

market Value ratios 296

trend analysis, Common size analysis, and 
percentage Change analysis 300

tying the ratios together: the dupont 
equation 303

Comparative ratios and Benchmarking 304

uses and limitations of ratio analysis 306
Box: Ratio Analysis on the Web 307

looking beyond the numbers 307
Summary 308

P a r t  i i

Corporate Valuation 321

8 Basic Stock Valuation 322
Beginning-of-Chapter Questions 322

Box: Corporate Valuation and Stock 
Prices 323

legal rights and privileges of Common 
stockholders 324

types of Common stock 325

stock market reporting 326

Valuing Common stocks—introducing the Free 
Cash Flow (FCF) Valuation model 327

the Constant Growth model: Valuation When 
expected Free Cash Flow Grows at a Constant 
rate 332

the multistage model: Valuation when 
expected short-term Free Cash Flow Grows at a 
nonconstant rate 335

application of the FCF Valuation model to 
microdrive 339

do stock Values reflect long-term or short-term 
Cash Flows? 347

Value-Based management: using the Free 
Cash Flow Valuation model to identify Value 
drivers 348

Why are stock prices so Volatile? 351

Valuing Common stocks with the dividend Growth 
model 352

the market multiple method 359

Comparing the FCF Valuation model, the 
dividend Growth model, and the market multiple 
method 360

preferred stock 362
Summary 363

9 Corporate Valuation and Financial 
Planning 375
Beginning-of-Chapter Questions 375

Box: Corporate Valuation and Financial 
Planning 376

overview of Financial planning 377

Financial planning at microdrive inc. 378

Forecasting operations 379

 evaluating microdrive’s strategic initiatives 385

 projecting microdrive’s Financial statements 387

 analysis and selection of a strategic plan 392

the CFo’s model 395

 additional Funds needed (aFn) equation 
method 396

Forecasting When the ratios Change 400
Summary 404

10 Corporate Governance 416
Beginning-of-Chapter Questions 416

Box: Corporate Governance and 
Corporate Valuation 417

agency Conflicts 417

Corporate Governance 421
Box: Would the U.S. Government Be an 
Effective Board Director? 425
Box: The Dodd-Frank Act and “Say on 
Pay” 428
Box: The Sarbanes-Oxley Act of 2002 and 
Corporate Governance 429
Box: International Corporate 
Governance 432

employee stock ownership plans (esops) 434
Summary 437

11 Determining the Cost of Capital 440
Beginning-of-Chapter Questions 440

Box: Corporate Valuation and the Cost 
of Capital 441

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-203



xx Contents

The Weighted Average Cost of Capital 442

Choosing Weights for the Weighted Average Cost 
of Capital 443

After-Tax Cost of Debt: rd(1 2 T) and  
rstd(1 2 T) 445

Box: How Effective Is the Effective 
Corporate Tax Rate? 448

Cost of Preferred Stock, rps 451

Cost of Common Stock: The Market Risk Premium, 
RPM 452

Using the CAPM to Estimate the Cost of Common 
Stock, rs 456

Using the Dividend Growth Approach to Estimate 
the Cost of Common Stock 459

The Weighted Average Cost of Capital 
(WACC) 461

Box: Global Variations in the Cost  
of Capital 463

Adjusting the Cost of Equity for Flotation 
Costs 464

Privately Owned Firms and Small Businesses 466

The Divisional Cost of Capital 468

Estimating the Cost of Capital for Individual 
Projects 470

Managerial Issues and the Cost of Capital 471
Summary 473

P a r t  I I I

PROjECT VAlUATIOn 485

12 Capital Budgeting: Decision 
Criteria 486
Beginning-of-Chapter Questions 486

Box: Corporate Valuation and Capital 
Budgeting 487

An Overview of Capital Budgeting 487

The First Step in Project Analysis  489

net Present Value (nPV) 490

Internal Rate of Return (IRR) 493

Modified Internal Rate of Return (MIRR) 500

Profitability Index (PI) 503

Payback Period 504

How to Use the Different Capital Budgeting 
Methods 506

Other Issues in Capital Budgeting 509
Summary 516

13 Capital Budgeting: Estimating Cash 
Flows and Analyzing Risk 527
Beginning-of-Chapter Questions 527

Box: Project Valuation, Cash Flows,  
and Risk Analysis 528

Identifying Relevant Cash Flows 528

Analysis of an Expansion Project 533
Box: Mistakes in Cash Flow Estimation 
Can Kill Innovation 541

Risk Analysis in Capital Budgeting 542

Measuring Stand-Alone Risk 543

Sensitivity Analysis 544

Scenario Analysis 547

Monte Carlo Simulation 551

Project Risk Conclusions 554

Replacement Analysis 555

Real Options 557

Phased Decisions and Decision Trees 559
Summary 563

Appendix 13A Tax Depreciation 576

14 Real Options 579
Beginning-of-Chapter Questions 580

Valuing Real Options 580

 The Investment Timing Option: An 
Illustration 581

The Growth Option: An Illustration 592

Concluding Thoughts on Real Options 598
Summary 599

P a r t  I v

STRATEGIC FInAnCInG DECISIOnS 605

15 Distributions to Shareholders: 
Dividends and Repurchases 606
Beginning-of-Chapter Questions 606

An Overview of Cash Distributions 607

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-203



xxiContents

Box: Uses of Free Cash Flow: 
Distributions to Shareholders 608

procedures for Cash distributions 610

Cash distributions and Firm Value 614

Clientele effect 617

signaling Hypothesis 619

implications for dividend stability 620
Box: The Great Recession of 2007 621

setting the target distribution level: the 
residual distribution model 622

the residual distribution model in practice 624

a tale of two Cash distributions: dividends versus 
stock repurchases 625

the pros and Cons of dividends and repurchases 635
Box: Dividend Yields around the 
World 636

other Factors influencing distributions 637

summarizing the distribution policy decision 638

stock splits and stock dividends 640
Box: The Great Recession of 2007 641

dividend reinvestment plans 643
Summary 644

16 Capital Structure Decisions 652
Beginning-of-Chapter Questions 652

Box: Corporate Valuation and Capital 
Structure 653

an overview of Capital structure 654

Business risk and Financial risk 655

Capital structure theory: the modigliani and miller 
models 660

Box: Yogi Berra on the MM 
Proposition 663

Capital structure theory: Beyond the modigliani 
and miller models 665

Capital structure evidence and implications 670

estimating the optimal Capital structure 675

anatomy of a recapitalization 682
Box: The Great Recession of 2007 686

risky debt and equity as an option 687

managing the maturity structure of debt 690
Summary 693

17 Dynamic Capital Structures and 
Corporate Valuation 701
Beginning-of-Chapter Questions 701

Box: Corporate Valuation and Capital 
Structure Decisions 702

the adjusted present Value (apV)  
approach 703

the modigliani and miller models  706

the Compressed adjusted present Value (CapV) 
model 707

the Free Cash Flow to equity (FCFe)  
model 709

multistage Valuation When the Capital structure is 
stable 710

illustration of the three Valuation approaches for a  
Constant Capital structure 714

analysis of a dynamic Capital  
structure 720

Summary 722

P a r t  V

taCtiCal FinanCinG deCisions 727

18 Initial Public Offerings, Investment 
Banking, and Capital Formation 728
Beginning-of-Chapter Questions 728

the Financial life Cycle of a start-up 
Company 729

the decision to Go public 730

the process of Going public: an initial public 
offering 732

equity Carve-outs: a special type of ipo 744

other Ways to raise Funds in the Capital 
markets 745

Box: Where There’s Smoke, There’s 
Fire 750

investment Banking activities  753
Box: What Was the Role of Investment 
Banks? 755

the decision to Go private 756
Summary 758

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-203



xxii Contents

19 Lease Financing 765
Beginning-of-Chapter Questions 765

Types of Leases 766

Tax Effects 769

Financial Statement Effects 770

Evaluation by the Lessee 773

Evaluation by the Lessor 778

Other Issues in Lease Analysis 781
Box: What You Don’t Know Can Hurt 
You! 782
Box: Lease Securitization 784

Other Reasons for Leasing 785
Summary 787

20 Hybrid Financing: Preferred Stock, 
Warrants, and Convertibles 794
Beginning-of-Chapter Questions 794

Preferred Stock 795
Box: The Romance Had No Chemistry, 
but It Had a Lot of Preferred Stock! 797
Box: Hybrids Aren’t Only for 
Corporations 799

Warrants 801

Convertible Securities 807

A Final Comparison of Warrants and 
Convertibles 815

Reporting Earnings When Warrants or  
Convertibles Are Outstanding 816

Summary 817

P a r t  V I

WORkIng CAPITAL MAnAgEMEnT 825

21 Supply Chains and Working Capital 
Management  826
Beginning-of-Chapter Questions 826

Box: Corporate Valuation and Working 
Capital Management 827

Overview of Supply Chain Management 828

Using and Financing Operating Current 
Assets  830

The Cash Conversion Cycle 834

Box: Some Firms Operate with Negative 
Working Capital! 840

Inventory Management 840

Receivables Management 842
Box: Supply Chain Finance 844

Accruals and Accounts Payable (Trade 
Credit) 846

Box: A Wag of the Finger or Tip of the 
Hat? The Colbert Report and Small 
Business Payment Terms 847

The Cash Budget 850

Cash Management and the Target Cash 
Balance 854

Box: Use It or Lose Part of It: Cash  
Can Be Costly! 855

Cash Management Techniques 856
Box: Your Check Isn’t in the Mail 859

Managing Short-Term Investments 860

Short-Term Bank Loans 861

Commercial Paper 865

Use of Security in Short-Term Financing 866
Summary 867

22 Providing and Obtaining Credit 880
Beginning-of-Chapter Questions 880

Credit Policy 881

Monitoring Receivables with the Uncollected 
Balances Schedule  884

Analyzing Proposed Changes  
in Credit Policy 888

Analyzing Proposed Changes in Credit Policy: 
Incremental Analysis 891

The Cost of Bank Loans 898

Choosing a Bank 902
Summary 904

23 Other Topics in Working Capital 
Management 915
Beginning-of-Chapter Questions 915

The Concept of Zero Working Capital 916

Setting the Target Cash Balance 917

Inventory Control Systems 923

Accounting for Inventory 924

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-203



xxiiiContents

the economic ordering Quantity (eoQ) 
model 927

eoQ model extensions 934
Summary 940

P a r t  V i i

speCial topiCs 945

24 Enterprise Risk Management 946
Beginning-of-Chapter Questions 946

Box: Corporate Valuation and Risk 
Management 947

reasons to manage risk 948

an overview of enterprise risk  
management 950

a Framework for enterprise risk 
management 953

Categories of risk events 956

Foreign exchange (FX) risk 958

Commodity price risk 959

interest rate risk 964
Box: The Game of Truth or LIBOR 970

project selection risks 973

managing Credit risks 976

risk and Human safety 979
Summary 980

25 Bankruptcy, Reorganization,  
and Liquidation  985
Beginning-of-Chapter Questions 985

Financial distress and its Consequences 986

issues Facing a Firm in Financial distress 988

settlements without Going through Formal 
Bankruptcy 989

Federal Bankruptcy law 991

reorganization in Bankruptcy (Chapter 11 of 
Bankruptcy Code) 992

liquidation in Bankruptcy 1003
Box: A Nation of Defaulters? 1007

 anatomy of a Bankruptcy: transforming the Gm 
Corporation into the Gm Company 1008

other motivations for Bankruptcy 1010

some Criticisms of Bankruptcy laws 1010
Summary 1011

26 Mergers and Corporate 
Control 1020
Beginning-of-Chapter Questions 1020

rationale for mergers 1021

types of mergers 1024

level of merger activity 1025

Hostile versus Friendly takeovers 1026

merger regulation 1027

overview of merger analysis 1029

estimating a target’s Value 1030

setting the Bid price 1034

Who Wins: the empirical evidence 1036

the role of investment Bankers 1038

other Business Combinations 1039

divestitures 1041

tax treatment of mergers 1042

Financial reporting for mergers 1046
Box: Tempest in a Teapot? 1048
Summary 1049

27 Multinational Financial 
Management 1056
Beginning-of-Chapter Questions 1056

Box: Corporate Valuation in a Global 
Context 1057

multinational, or Global, Corporations 1058

multinational versus domestic Financial 
management 1059

Box: Meet Me at the Car Wash 1060

exchange rates 1061

the Fixed exchange rate system 1067

Floating exchange rates 1067

Government intervention in Foreign exchange 
markets 1073

other exchange rate systems: no local Currency, 
pegged rates, and managed Floating rates 1074

trading in Foreign exchange: spot rates and 
Forward rates 1078

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-203



xxiv Contents

Interest Rate Parity 1079

Purchasing Power Parity 1082
Box: Hungry for a Big Mac? Go to 
Ukraine! 1083

Inflation, Interest Rates, and Exchange 
Rates 1083

International Money and Capital Markets 1084
Box: Stock Market Indices around the 
World 1087

Multinational Capital Budgeting 1090
Box: Death and Taxes 1091

International Capital Structures 1095

Multinational Working Capital 
Management 1097

Summary 1100

APPEndIxES
Appendix A Values of the Areas under 

the Standard Normal Distribution 
Function 1109

Appendix B Answers to End-of-Chapter 
Problems 1111

Appendix C Selected Equations 1121

GloSSAry 1139
NAmE INDEx 1187
SuBjECt INDEx 1191

WEB CHAPtErS & WEB ExtENSIoNS
Students: Access the Web Chapters and Web Extensions 
by visiting www.cengagebrain.com, searching ISBn 
9781337395083, and clicking “Access now” under “Study 
Tools” to go to the student textbook companion site.

Instructors: Access the Web Chapters, Web Extensions, 
and other instructor resources by going to www 
.cengage.com/login, logging in with your faculty 
account username and password, and using ISBn 
9781337395083 to search for and to add resources to 
your account “Bookshelf.”

Web Chapters
28 Time Value of Money

29 Basic Financial Tools: A Review

30 Pension Plan Management

31  Financial Management in not-for-Profit 
Businesses

Web Extensions
Web Extension 1A An Overview of derivatives

Web Extension 1B An Overview of Financial 
Institutions

Web Extension 2A Continuous Probability 
distributions

Web Extension 2B Estimating Beta with a 
Financial Calculator

Web Extension 4A A Closer Look at Zero Coupon, 
Other OId Bonds, and Premium Bonds

Web Extension 4B A Closer Look at TIPS: Treasury 
Inflation-Protected Securities

Web Extension 4C A Closer Look at Bond Risk: 
duration

Web Extension 4d The Pure Expectations Theory 
and Estimation of Forward Rates

Web Extension 6A The Federal Income Tax System 
for Individuals

Web Extension 8A derivation of Valuation 
Equations

Web Extension 11A The Cost of Equity in the 
nonconstant dividend Growth Model with 
Repurchases

Web Extension 12A The Accounting Rate of Return 
(ARR)

Web Extension 13A Certainty Equivalents and 
Risk-Adjusted discount Rates

Web Extension 14A The Abandonment Real Option

Web Extension 14B Risk-neutral Valuation

Web Extension 16A degree of Leverage

Web Extension 16B Capital Structure Theory: 
Arbitrage Proofs of the Modigliani-Miller Theorems

Web Extension 17A Projecting Consistent debt 
and Interest Expenses

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-203



xxvContents

Web Extension 17B Bond Refunding

Web Extension 18A Rights Offerings

Web Extension 19A Percentage Cost Analysis

Web Extension 19B Leasing Feedback

Web Extension 19C Leveraged Leases

Web Extension 19D Accounting for Leases

Web Extension 20A Calling Convertible Issues

Web Extension 21A Secured Short-Term Financing

Web Extension 21B Supply Chain Finance

Web Extension 25A Multiple Discriminant Analysis

Web Extension 28A The Tabular Approach

Web Extension 28B Derivation of Annuity Formulas

Web Extension 28C Continuous Compounding

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.

Copyright 2019 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-203


