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Visual Preface
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MindTap for Intermediate 
Financial Management

EvErything you nEEd in onE placE. 
Cut prep time with MindTap preloaded, organized course materials. Teach more efficiently  
with interactive multimedia, assignments, quizzes, and more. 

EmpowEr your studEnts to rEach thEir potEntial. 
Built-in metrics provide insight into student engagement. Identify topics needing extra instruction.  
Instantly communicate with struggling students to speed progress. 

your coursE. your contEnt. 
MindTap gives you complete control over your course. You can rearrange textbook chapters,  
add your own notes, and embed a variety of content—including Open Educational Resources (OER). 

a dEdicatEd tEam, whEnEvEr you nEEd it. 
MindTap is backed by a personalized team eager to help you every step of the way. We’ll help  
set up your course, tailor it to your specific objectives, and stand by to provide support. 

MindTap, featuring all-new Excel Online integration powered by Microsoft, is a complete  

digital solution for the corporate finance course. It has enhancements that take students  

from learning basic financial concepts to actively engaging in critical-thinking applications, 

while learning valuable Excel skills for their future careers.
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Elevate Critical Thinking through a 
variety of unique Assessment Tools

practicE problEms
All of the end-of-chapter problems are available in algorithmic format for either student practice  
applying content presented in the chapter or alternative graded assignment. MindTap is a highly 
customizable assessment delivery platform, so you can pick and choose from a large bank of algorithmic 
problem sets to assign to your students.

bluEprint practicE problEms
Blueprint Practice Problems combine conceptual and application-
driven problems with a tutorial emphasis. Students will know with 
certainty their level of competency for every chapter, which will 
improve course outcomes. 
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gradEd homEwork
MindTap offers an assignable, algorithmic 
homework tool that is based on our proven 
and popular Aplia product for Finance. 
These homework problems include rich 
explanations and instant grading, with 

opportunities to try 
another algorithmic 
version of the problem 
to bolster confidence 
with problem solving.

FinancE in action casEs
MindTap offers a series of Finance  
in Action analytical cases that 
assess students’ ability to perform 
higher-level problem solving and 
critical thinking/decision making.

tEsting
Mindtap offers the ability to modify 
existing assignments and to create 
new assignments by adding 
questions from the Test Bank.
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Cengage Learning and Microsoft have partnered in MindTap to provide students with a 

uniform, authentic Excel assignment experience. It provides instant feedback, built-in video 

tips, and easily accessible spreadsheet work. These features allow you to spend more time 

teaching finance applications and less time teaching and troubleshooting Excel. 

These new algorithmic activities offer pre-populated data directly in Microsoft Excel Online, which runs 
seamlessly on all major platforms and browsers. Students each receive their own version of the problem data  
in order to use Excel Online to perform the necessary financial analysis calculations. Their work is constantly 
saved in Cengage cloud storage as part of homework assignments in MindTap. It’s easily retrievable so students 
can review their answers without cumbersome file management and numerous downloads/uploads.

Access to Excel Online as 
used in these activities 
is completely free for 
students as part of the 
MindTap course for 
Intermediate Financial 
Management, 14e. 
It is not in any way 
connected to personal 
Office 365 accounts/
local versions of Excel, 
nor are Microsoft 
accounts required to  
complete these activities 
in MindTap.

Microsoft Excel Online  
activities are aimed 
at meeting students 
where they are with 
unparalleled support 
and immediate feedback.

                          Building valuable Excel skills for future  
business careers while making data-driven decisions
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ExcEl vidEo tips
Each activity includes a walk-
through video of a similar 
problem being worked in Excel 
Online to offer suggested 
formulas to use for solving 
the problem. It also offers tips 
and strategies, which assist in 
understanding the underlying 
financial concepts while working 
within Excel.

calculation  
stEps and  
ExcEl solutions
Each activity offers 
configurable displays that 
include the correct answers, 
the manual calculation steps, 
and an Excel solution (with 
suggested formulas) that 
matches the exact version 
of the problem the student 
received. Students can 
check their work against the 
correct solution to identify 
improvement areas. Instructors 
always have access to review 
the student’s answers and 
Excel work from the MindTap 
progress app to better 
assist in error analysis and 
troubleshooting.

Microsoft Excel Online activities aimed at meeting
students where they are with unparalleled 

support and immediate feedback

Copyright 2022 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 2022 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-322



viii

adaptivE whErE  
it counts
The new Adaptive Test Prep 
App helps students prepare 
for test success by allowing 
them to generate multiple 
practice tests across 
chapters until they have 
confidence that they have 
mastered the material.

The adaptive test program grades practice 
tests and indicates the areas that have 
or have not been mastered. Students 
are presented with an Adaptive Study 

Plan that takes 
them directly 
to the pertinent 
pages in the 
text where the 
practice question 
materials are 
referenced.

Help students prepare for exam success with

Adaptive Test Prep, only available in MindTap
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FEEdback is kEy
Students also receive robust 
explanations of the problems to 
assist in further understanding. 
Many of the quantitative 
test questions feature video 
feedback that offers students 
step-by-step instruction to 
reinforce their understanding 
and bolster their confidence.
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Getting Down the Basics 
is important

In order for you to take students further into the applications of finance, it’s important 

that they have a firm handle on the basic concepts and methods used. In MindTap for 

Intermediate Financial Management, we provide 

students with just-in-time tools that—coupled  

with your guidance—ensure that they build a  

solid foundation.

prEparing For FinancE
Students are more confident and prepared when they have 
the opportunity to brush up on their knowledge of the 
prerequisite concepts required to be successful in finance. 
Tutorials/problems are available to review prerequisite 
concepts that students should know. Topics covered include 
Accounting, Economics, Mathematics, and Statistics, as well 
as coverage of various Financial Calculators and Excel.

WHY IS THIS  
IMPORTANT TO ME? 
For many students, the idea of taking  
finance is intimidating. Beyond that, students 
report that they become more engaged with 
the course material when they see its relevance 
in business. The “Why is this important to me?” 
activity asks the student to complete a short self-
assessment activity to demonstrate how they 
may already have personal knowledge about 
the important finance concepts they will learn 
in the chapter material. It is intended to help the 
student, especially the non-finance major, better 
understand the relevance in the financial con-
cepts they will learn.
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problEm walk-through vidEos
Embedded in the interactive MindTap 
Reader and linked to select problems 
in MindTap, Problem Walk-Through 
Videos provide step-by-step instructions 
designed to walk students through 
solving a problem from start to 
finish. Students can play and replay 
the tutorials as they work through 
homework assignments or prepare for 
quizzes and tests—almost as though 
they had you by their side the whole 
time. Ideal for homework, study 
outside the classroom, or distance 
learning, Problem Walk-Through Videos 
extend your reach to give students 
extra instructional help whenever and 
wherever it’s most useful. 

concEpt clips
Embedded throughout the new 
interactive MindTap Reader, Concept 
Clips present key finance topics to 
students in an entertaining and 
memorable way via short animated 
video clips. These video animations 
provide students with auditory and 
visual representation of the important 
terminology for the course.
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Customizable Course and 
                         Mobile On-the-Go study tools  
                    based on YOUR Needs
MindTap for Intermediate Financial Management, 14e offers features that allow you to 

customize your course based on the topics you cover.

lEarning path customization
The learning path is structured 
by chapter so you can easily hide 
activities you wish to not cover, or 
change the order to better align with 
your course syllabus. RSS feeds and 
YouTube links can easily be added 
to the learning path or embedded 
directly within the MindTap Reader. 

mindtap erEadEr 
Provides Convenience
Students can read their full course eBook on their smartphone. 
This means they can complete reading assignments anyplace, 
anytime. They can take notes, highlight important passages,  
and have their text read aloud, whether they are on- or off-line.

MindTap 

Mobile
Empower 

students to  

learn on their 

terms—anytime, 

anywhere,  

on- or off-line.
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thE gradEbook
Keep Students Motivated
Students can instantly see their grades and 
how they are doing in the course. If they 
didn’t do well on an assignment, they can 
implement the flashcards and practice quizzes 
for that chapter.

notiFications
Keep Students Connected
Students want their smartphones to help them 
remember important dates and milestones—
for both the social and academic parts of their 
lives. The MindTap Mobile App pushes course 
notifications directly to them, making them 
more aware of what’s ahead with:

  Due date reminders
  Changes to activity due dates, score 

updates, and instructor comments
  Messages from their instructor
  Technical announcements about  

the platform

Flashcards and Quizzing
Cultivate Confidence and Elevate Outcomes
Students have instant access to readymade flashcards specific to their course. They can also create flashcards 
tailored to their own learning needs. Study games present a fun and engaging way to encourage recall of key 
concepts. Students can use pre-built quizzes or generate a self-quiz from any flashcard deck.
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crEatE a sEamlEss usEr ExpEriEncE
With LMS Integration, your students are ready to learn on the first day of class. In just a few simple steps, 
both you and your students can access Cengage resources using a LMS login.

contEnt customization with dEEp linking
Focus student attention on what matters most. Use our Content Selector to create a unique learning 
path that blends your content with links to learning activities, assignments, and more.

automatic gradE synchronization*
Need to have your course grades recorded in your LMS gradebook? No problem. Simply  
select the activities you want synched, and grades will automatically be recorded in your  
LMS gradebook.

* Grade synchronization is currently available with Blackboard, BrightSpace (powered by D2L), Canvas, and Angel 8.

LMS 
Integration

Cengage’s Learning 

Management System 

(LMS) Integration is 

designed to help you 

seamlessly integrate our 

digital resources within your 

institution’s LMS. 

LMS integration is available with the Learning Management Systems instructors 

use most. Our integrations work with any LMS that supports IMS Basic LTI Open 

Standards. Enhanced features, including grade synchronization, are the result  

of active collaborations with our LMS partners.

Copyright 2022 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 2022 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-322



xv

Brief Contents
Preface              xxv

Part I Fundamental ConCePts oF CorPorate FInanCe 1
1 An Overview of Financial Management and the Financial Environment 2
2 Risk and Return: Part I 59
3 Risk and Return: Part II 115
4 Bond Valuation 152
5 Financial Options  202
6 Accounting for Financial Management 232
7 Analysis of Financial Statements 283

Part II CorPorate ValuatIon 327
8 Corporate Valuation and Stock Valuation 328
9 Corporate Valuation and Financial Planning 382

10 Corporate Governance 424
11 The Cost of Capital 448

Part III ProjeCt ValuatIon 493
12 Capital Budgeting: Decision Criteria 494
13 Capital Budgeting: Estimating Cash Flows  

and Analyzing Risk 537
14 Real Options 588

Part IV strategIC FInanCIng deCIsIons 615
15 Distributions to Shareholders: Dividends and Repurchases 616
16 Capital Structure Decisions 662
17 Dynamic Capital Structures and Corporate Valuation 714

Part V taCtICal FInanCIng deCIsIons 745
18 Initial Public Offerings, Investment Banking,  

and Financial Restructuring 746
19 Lease Financing 783
20 Hybrid Financing: Preferred Stock, Warrants,  

and Convertibles 809

Part VI WorkIng CaPItal management 841
21 Supply Chains and Working Capital Management  842
22 Providing and Obtaining Credit 894
23 Other Topics in Working Capital Management 930

Part VII sPeCIal toPICs 961
24 Enterprise Risk Management 962
25 Bankruptcy, Reorganization, and Liquidation  1001
26 Mergers and Corporate Control 1035
27 Multinational Financial Management 1076

Copyright 2022 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 2022 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-322



Brief Contentsxvi

WeB CHaPters & WeB eXtensIons 
students: Access the Web Chapters and Web Extensions by visiting www 
.cengage.com, searching ISBN 9780357516669 and clicking “Access Now” 
under “Study Tools” to go to the student textbook companion site. They can  
also be found in MindTap.

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 9780357516669 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

aPPendIXes  1129
Appendix A Values of the Areas under the Standard Normal  

Distribution Function  1129
Appendix B Answers to End-of-Chapter Problems  1131
Appendix C Selected Equations  1143
Glossary  1161
Name Index  1213
Subject Index  1217

Copyright 2022 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 2022 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-322



xvii

Preface xxv

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 5

Governing a Corporation 10
Box: Be Nice with a B-Corp 11
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) 20

the Functions of Financial institutions 25

Financial markets  30

overview of the u.s. stock markets 33

trading in the modern stock markets 35

Finance and the Great recession of 2007 44
Box: Anatomy of a Toxic Asset 51

the Big picture 54
 e-Resources 55
Summary 55

2 Risk and Return: Part I 59
Beginning-of-Chapter Questions 59

investment returns and risk 60
Box: Intrinsic Value, Risk, and Return 61

measuring risk for discrete distributions 62

risk in a Continuous distribution 66
Box: What Does Risk Really Mean? 68

using Historical data to estimate risk 68
Box: The Historic Trade-Off between Risk  
and Return 71

risk in a portfolio Context 72

the relevant risk of a stock: the Capital asset 
pricing model (Capm) 76

Box: The Benefits of Diversifying  
Overseas 83

the relationship between risk and return in the 
Capital asset pricing model 84

Box: Another Kind of Risk: The Bernie 
Madoff Story 92

the efficient markets Hypothesis 93

the Fama-French three-Factor model 97

Behavioral Finance 102

the Capm and market efficiency: implications for 
Corporate managers and investors 104

Summary 106

3 Risk and Return: Part II 115
Beginning-of-Chapter Questions 115

Box: Intrinsic Value, Risk, and 
Return 116

efficient portfolios 117

Choosing the optimal portfolio 121

the Basic assumptions of the Capital asset  
pricing model 125

the Capital market line and the security market 
line 126

Calculating Beta Coefficients 131

empirical tests of the Capm 140

arbitrage pricing theory 143
Summary 146

Contents

Copyright 2022 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 2022 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-322



Contentsxviii

4 Bond Valuation 152
Beginning-of-Chapter Questions 152

Box: Intrinsic Value and the Cost of 
Debt 153

Who issues Bonds? 153
Box: Betting With or Against the U.S. 
Government: The Case of Treasury Bond 
Credit Default Swaps 155

Key Characteristics of Bonds 155
Box: You Can Take That to the 
Bank 157

Bond Valuation 160

Changes in Bond Values over time 165
Box: Chocolate Bonds 168

Bonds with semiannual Coupons 169

Bond Yields 170

the pre-tax Cost of debt: determinants of market 
interest rates 173

the risk-Free interest rate: nominal (rrF) and real 
(r*) 174

the inflation premium (ip) 176

the maturity risk premium (mrp) 178

the default risk premium (drp) 181
Box: The Global Economic Crisis 183
Box: Great Recession of 2007 185
Box: The Few, the Proud, the . . . AAA-
Rated Companies! 187
Box: The Global Economic Crisis 188

the liquidity premium (lp) 188

the term structure of interest rates 189

Financing with Junk Bonds 190

Bankruptcy and reorganization 191
Summary 192

5 Financial Options 202
Beginning-of-Chapter Questions 202

Box: The Intrinsic Value of Stock 
Options 203

overview of Financial options 203

the single-period Binomial option pricing 
approach 207

the single-period Binomial option pricing 
Formula 213

the multi-period Binomial option pricing 
model 215

the Black-scholes option pricing model 
(opm) 218

the Valuation of put options 224

applications of option pricing in Corporate 
Finance 226

Summary 228

6 Accounting for Financial 
Management 232
Beginning-of-Chapter Questions 232

Box: Intrinsic Value, Free Cash Flow, and  
Financial Statements 233

Financial statements and reports 234

the Balance sheet 234
Box: The Great Recession of 2007 238

the income statement 238
Box: A Matter of Opinion 240

statement of stockholders’ equity 241
Box: Financial Analysis on the Web 243

statement of Cash Flows 243
Box: Filling in the GAAP 247

net Cash Flow 247

Free Cash Flow: the Cash Flow available for 
distribution to investors 248

Box: Financial Statement Fraud 254

performance evaluation 257

Corporate income taxes 262

personal taxes 268
Summary 269

7 Analysis of Financial Statements 283
Beginning-of-Chapter Questions 283

Box: Intrinsic Value, Free Cash Flow, and  
Financial Statements 284

Financial analysis 285

profitability ratios 288
Box: The World Might Be Flat, but Global 
Accounting Is Bumpy! The Case of IFRS 
versus FASB 289

asset management ratios 291

liquidity ratios 294

Copyright 2022 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 2022 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-322



xixContents

debt management ratios 296

market Value ratios 301

trend analysis, Common size analysis, and 
percentage Change analysis 304

tying the ratios together: the dupont 
equation 308

Comparative ratios and Benchmarking 310

uses and limitations of ratio analysis 311
Box: Ratio Analysis on the Web 312

looking Beyond the numbers 312
Summary 313

P a r t  I I

Corporate Valuation 327

8 Corporate Valuation and Stock 
Valuation 328
Beginning-of-Chapter Questions 328

Box: Corporate Valuation and Stock 
Prices 329

legal rights and privileges of Common 
stockholders 330

Classified stock and tracking stock 331

stock market reporting 332

Valuing Common stocks—introducing the Free 
Cash Flow (FCF) Valuation model 333

the Constant Growth model: Valuation When 
expected Free Cash Flow Grows at a Constant 
rate 338

the multistage model: Valuation When 
expected short-term Free Cash Flow Grows at a 
nonconstant rate 342

application of the FCF Valuation model to 
microdrive 346

do stock Values reflect long-term or short-term 
Cash Flows? 355

Value-Based management: using the Free 
Cash Flow Valuation model to identify Value 
drivers 356

Why are stock prices so Volatile? 359

dividend Valuation models 360

the market multiple method 366

Comparing the FCF Valuation model, the 
dividend Growth model, and the market multiple 
method 367

preferred stock 369
Summary 370

9 Corporate Valuation and Financial 
Planning 382
Beginning-of-Chapter Questions 382

Box: Corporate Valuation and Financial  
Planning 383

overview of Financial planning 384

Financial planning at microdrive inc. 385

Forecasting operations 386

evaluating microdrive’s strategic initiatives 392

projecting microdrive’s Financial statements 394

analysis and selection of a strategic plan  399

the CFo’s model 402

additional Funds needed (aFn) equation 403

Forecasting When the ratios Change 408
Summary 411

10 Corporate Governance 424
Beginning-of-Chapter Questions 424

Box: Corporate Governance and 
Corporate Valuation 425

agency Conflicts 425

Corporate Governance 429
Box: Financial Reporting for Employee 
Stock Options 435
Box: The Dodd-Frank Act and “Say  
on Pay” 436
Box: The Sarbanes-Oxley Act of 2002 and 
Corporate Governance 437
Box: International Corporate 
Governance 440

employee stock ownership plans (esops) 442
Summary 445

11 The Cost of Capital 448
Beginning-of-Chapter Questions 448

Box: Corporate Valuation and the Cost  
of Capital 449

the Weighted average Cost of Capital 450

Copyright 2022 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 2022 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-322



Contentsxx

Choosing Weights for the Weighted average Cost 
of Capital 451

the Cost of debt 453

Cost of preferred stock, rps 458

Cost of Common stock: the market risk premium, 
rpm 460

using the Capm to estimate the Cost of Common 
stock, rs 463

using the dividend Growth approach to estimate 
the Cost of Common stock 466

the Weighted average Cost of Capital 
(WaCC) 469

Box: Global Variations in the Cost of 
Capital 471

adjusting the Cost of equity for Flotation 
Costs 472

privately owned Firms and small Businesses 474

the divisional Cost of Capital 475

estimating the Cost of Capital for individual 
projects 478

managerial issues and the Cost of Capital 479
Summary 481

P a r t  I I I

proJeCt Valuation 493

12 Capital Budgeting: Decision 
Criteria 494
Beginning-of-Chapter Questions 494

Box: Corporate Valuation and Capital 
Budgeting 495

an overview of Capital Budgeting 495

the First step in project analysis  497

net present Value (npV) 498

internal rate of return (irr) 501

modified internal rate of return (mirr) 508

profitability index (pi) 511

payback period 512

How to use the different Capital Budgeting 
methods 515

other issues in Capital Budgeting 518
Summary 525

13 Capital Budgeting: Estimating Cash 
Flows and Analyzing Risk 537
Beginning-of-Chapter Questions 537

Box: Project Valuation, Cash Flows, and 
Risk Analysis 538

identifying relevant Cash Flows 538

analysis of an expansion project 543
Box: Mistakes in Cash Flow Estimation 
Can Kill Innovation 552

risk analysis in Capital Budgeting 553

measuring stand-alone risk 554

sensitivity analysis 554

scenario analysis 557

monte Carlo simulation analysis 561

project risk Conclusions 564

replacement analysis 565

phased decisions and decision trees 566

other real options 570
Summary 571

 13A Depreciation for Tax Purposes 585

14 Real Options 588
Beginning-of-Chapter Questions 589

Valuing real options 589

the investment timing option: an 
illustration 590

the Growth option: an illustration 601

Concluding thoughts on real options 607
Summary 609

P a r t  I V

strateGiC FinanCinG deCisions 615

15 Distributions to Shareholders: 
Dividends and Repurchases 616
Beginning-of-Chapter Questions 616

an overview of Cash distributions 617
Box: Uses of Free Cash Flow: 
Distributions to Shareholders 618

procedures for Cash distributions 620

Copyright 2022 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 2022 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-322



xxiContents

Cash distributions and Firm Value 624

Clientele effect 627

signaling Hypothesis 629

implications for dividend stability 630

setting the target distribution level: the residual 
distribution model 631

the residual distribution model in practice 633

a tale of two Cash distributions: dividends versus 
stock repurchases 634

the pros and Cons of dividends and 
repurchases 644

Box: Dividend Yields around the 
World 646

other Factors influencing distributions 646

summarizing the distribution policy decision 648

stock splits and stock dividends 649

dividend reinvestment plans 652
Summary 653

16 Capital Structure Decisions 662
Beginning-of-Chapter Questions 662

Box: Corporate Valuation and Capital 
Structure 663

an overview of Capital structure 664

Business risk and Financial risk 664

Capital structure theory: the modigliani and miller 
models 670

Box: Yogi Berra on the MM 
Proposition 673

Capital structure theory: Beyond the modigliani 
and miller models 676

Capital structure evidence and implications 682

estimating the optimal Capital structure 687

anatomy of a recapitalization 694

risky debt and equity as an option 699

managing the maturity structure of debt 702
Summary 705

17 Dynamic Capital Structures and 
Corporate Valuation 714
Beginning-of-Chapter Questions 714

Box: Corporate Valuation and Capital 
Structure Decisions 715

the adjusted present Value (apV) approach 716

the modigliani and miller models 719

the Compressed adjusted present Value (CapV) 
model 721

the Free Cash Flow to equity (FCFe) model 723

multistage Valuation When  
the Capital structure is stable 724

illustration of the three  
Valuation approaches for a  
Constant Capital structure 729

analysis of a dynamic  
Capital structure 735

Summary 737

P a r t  V

taCtiCal FinanCinG deCisions 745

18 Initial Public Offerings, 
Investment Banking, and Financial 
Restructuring  746
Beginning-of-Chapter Questions 746

the Financial life Cycle of a start-up 
Company 747

the decision to Go public 748

the process of Going public:  
an initial public offering  750

equity Carve-outs: a special type of ipo 762

other Ways to raise Funds  
in the Capital markets 763

Box: For Sale, Corporate Charter, Like 
New, Low Miles! 766

investment Banking activities  771
Box: What Was the Role of Investment 
Banks? 773

the decision to Go private 773
Summary 776

19 Lease Financing 783
Beginning-of-Chapter Questions 783

types of leases  784

reporting leases on Financial statements 786

Copyright 2022 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 2022 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-322



Contentsxxii

lease analysis: determination of tax status by the 
internal revenue service (irs) 789

lease analysis: non-tax-oriented leases 790

lease analysis: tax-oriented lease 792

evaluation by the lessor 795

leases, taxes, and the 2017 tax Cuts  
and Jobs act 798

other issues in lease analysis 799

other reasons for leasing 800
Summary 802

20 Hybrid Financing: Preferred Stock, 
Warrants, and Convertibles 809
Beginning-of-Chapter Questions 809

preferred stock 810

Warrants 816

Convertible securities 822

a Final Comparison of Warrants and 
Convertibles 830

reporting earnings When Warrants or Convertibles 
are outstanding 831

Summary 832

P a r t  V I

WorKinG Capital manaGement 841

21 Supply Chains and Working Capital 
Management 842
Beginning-of-Chapter Questions 842

Box: Corporate Valuation and Working 
Capital Management 843

overview of supply Chain management 844

using and Financing operating Current 
assets  845

the Cash Conversion Cycle 850
Box: Some Firms Operate with Negative 
Working Capital! 856

inventory management 856

receivables management 858

accruals and accounts payable (trade Credit) 861

the Cash Budget 865

Cash management and the target Cash 
Balance 869

Cash management techniques 870

managing short-term investments 873

short-term Bank loans 875

Commercial paper 879

use of security in short-term Financing 880
Summary 881

22 Providing and Obtaining Credit 894
Beginning-of-Chapter Questions 894

Credit policy 895

monitoring receivables with the uncollected 
Balances schedule  898

analyzing proposed Changes in Credit policy 903

analyzing proposed Changes in Credit policy: 
incremental analysis 906

the Cost of Bank loans 912

Choosing a Bank 917
Summary 918

23 Other Topics in Working Capital 
Management  930
Beginning-of-Chapter Questions 930

the Concept of Zero Working Capital 931

setting the target Cash Balance 932

inventory Control systems 938

accounting for inventory 939

the economic ordering Quantity (eoQ) 
model 942

eoQ model extensions 949
Summary 955

P a r t  V I I

speCial topiCs 961

24 Enterprise Risk Management 962
Beginning-of-Chapter Questions 962

Box: Corporate Valuation and Risk 
Management 963

reasons to manage risk 964

an overview of enterprise risk management 966

Copyright 2022 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 2022 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-322



xxiiiContents

a Framework for enterprise risk management 968

Categories of risk events 971

Foreign exchange (FX) risk 973

Commodity price risk 975

interest rate risk 979

project selection risks 989

managing Credit risks 992

risk and Human safety 995
Summary 996

25 Bankruptcy, Reorganization, 
and Liquidation 1001
Beginning-of-Chapter Questions 1001

Financial distress and its Consequences 1002
Box: Bankruptcy and the Global 
Pandemic 1003

issues Facing a Firm in Financial distress 1005

settlements without Going through Formal 
Bankruptcy 1005

Federal Bankruptcy law 1008

reorganization in Bankruptcy (Chapter 11 of 
Bankruptcy Code) 1009

liquidation in Bankruptcy 1019

anatomy of a Bankruptcy: transforming the Gm 
Corporation into the Gm Company 1023

other motivations for Bankruptcy 1025

some Criticisms of Bankruptcy laws 1026
Summary 1027

26 Mergers and Corporate Control 1035
Beginning-of-Chapter Questions 1035

rationale for mergers 1036

types of mergers: Business types, acquisition 
methods, and Hidden liabilities 1040

level of merger activity 1042

Hostile versus Friendly takeovers 1043

merger regulation 1045

overview of merger analysis 1047

estimating a target’s Value 1048

setting the Bid price 1052

Who Wins: the empirical evidence 1055

the role of investment Bankers 1056

other Business Combinations 1058

divestitures 1060

merger tax treatments 1061

Financial reporting for mergers 1065
Summary 1068

27 Multinational Financial 
Management 1076
Beginning-of-Chapter Questions 1076

Box: Corporate Valuation in a Global 
Context 1077

multinational, or Global, Corporations 1078

multinational versus domestic Financial 
management 1079

Box: Meet Me at the Car Wash 1080

exchange rates 1081

the Fixed exchange rate system 1087

Floating exchange rates 1088

Government intervention in Foreign exchange 
markets 1094

other exchange rate systems: no local Currency, 
pegged rates, and managed Floating rates 1095

Forward exchange rates and risk 
management 1098

interest rate parity 1100

purchasing power parity 1103
Box: Hungry for a Big Mac? Go to 
Ukraine! 1104

inflation, interest rates, and exchange 
rates 1104

international money and Capital markets 1105
Box: Stock Market Indexes around the 
World 1108

multinational Capital Budgeting 1110

international Capital structures 1116

multinational Working Capital management 117
Summary 1121

Copyright 2022 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 2022 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-322



Contentsxxiv

appendiXes
Appendix A Values of the Areas under 

the Standard Normal Distribution 
Function 1129

Appendix B Answers to End-of-Chapter 
Problems 1131

Appendix C Selected Equations 1143

GLOSSARy 1161
NAME INDEx 1213
SuBjECT INDEx 1217

WEB CHAPTERS & WEB ExTENSIONS
Students: access the Web Chapters and Web extensions 
by visiting www.cengage.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

Web Extensions
Web extension 1-a an overview of derivatives

Web extension 1-B the 2017/18 tax reform and 
its impact on Corporate Finance

Web extension 2-a Continuous probability 
distributions

Web extension 2-B estimating Beta with a 
Financial Calculator

Web extension 4-a a Closer look at Zero Coupon, 
other oid Bonds, and premium Bonds

Web extension 4-B a Closer look at tips: treasury 
inflation-protected securities

Web extension 4-C a Closer look at Bond risk: 
duration

Web extension 4-d the pure expectations theory 
and estimation of Forward rates

Web extension 6-a the Federal income tax system 
for individuals

Web extension 8-a derivation of Valuation 
equations

Web extension 11-a the Cost of equity in 
the nonconstant dividend Growth model with 
repurchases

Web extension 14-a the abandonment real 
option

Web extension 14-B risk-neutral Valuation

Web extension 16-a Capital structure theory: 
arbitrage proofs of the modigliani-miller theorems

Web extension 16-B  Bond refunding

Web extension 17-a projecting Consistent debt 
and interest expenses

Web extension 19-a percentage Cost analysis

Web extension 19-B leveraged leases

Web extension 20-a Calling Convertible issues

Web extension 21-a secured short-term Financing

Web extension 21-B supply Chain Finance

Web extension 25-a multiple discriminant 
analysis

Web extension 28-a derivation of annuity 
Formulas

Web extension 28-B Continuous Compounding

Copyright 2022 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 2022 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.  WCN 02-200-322



xxv

Preface
Much has happened in finance recently. Years ago, when the body of knowledge 
was smaller, the fundamental principles could be covered in a one-term lecture 
course and then reinforced in a subsequent case course. This approach is no longer 
feasible. There is simply too much material to cover in one lecture course.

As the body of knowledge expanded, we and other instructors experienced 
increasing difficulties. Eventually, we reached these conclusions: 

 ● The introductory course should be designed for all business students, not just 
for finance majors, and it should provide a broad overview of finance. There-
fore, a text designed for the first course should cover key concepts but avoid 
confusing students by going beyond basic principles. 

 ● Finance majors need a second course that provides not only greater depth on 
the core issues of valuation, capital budgeting, capital structure, cost of capital, 
and working capital management but also covers such special topics as merg-
ers, multinational finance, leasing, risk management, and bankruptcy. 

 ● This second course should also utilize cases that show how finance theory is 
used in practice to help make better financial decisions.

When we began teaching under the two-course structure, we tried two types 
of existing books, but neither worked well. First, there were books that emphasized 
theory, but they were unsatisfactory because students had difficulty seeing the use-
fulness of the theory and consequently were not motivated to learn it. Moreover, 
these books were of limited value in helping students deal with cases. Second, there 
were books designed primarily for the introductory MBA course that contained 
the required material, but they also contained too much introductory material. We 
eventually concluded that a new text was needed, one designed specifically for the 
second financial management course, and that led to the creation of Intermediate 
Financial Management, or IFM for short.

The Next Level: Intermediate 
Financial Management
In your introductory finance course you learned basic terms and concepts. However, 
an intro course cannot make you “operational” in the sense of actually “doing” 
financial management. For one thing, introductory courses necessarily focus on 
individual chapters and even sections of chapters, and first-course exams generally 
consist of relatively simple problems plus short-answer questions. As a result, it is 
hard to get a good sense of how the various parts of financial management interact 
with one another. Second, there is not enough time in the intro course to allow 
students to set up and work out realistic problems, nor is there time to delve into 
actual cases that illustrate how finance theory is applied in practice.

Now it is time to move on. In Intermediate Financial Management, we first 
review materials that were covered in the introductory course, then take up new 

we b
students: Access the 
Intermediate Financial 

Management 14e 
companion site and online 

student resources by visiting  
www.cengage.com,  

searching ISBN 
9780357516669 and 

clicking “Access Now” 
under “Study Tools” to go 

to the student textbook 
companion site.

Instructors: Access the 
Intermediate Financial 

Management 14e 
companion site and 

instructor resources by 
going to www.cengage 

.com/login, logging 
in with your faculty 

account username and 
password, and using ISBN 
9780357516669 to reach 

the site through your 
account “Bookshelf.”
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material. The review is absolutely essential, because no one can remember every-
thing that was covered in the first course, yet all of the introductory material is 
essential for a good understanding of the more advanced material. Accordingly, we 
revisit topics such as the net present value (NPV) and internal rate of return (IRR) 
methods, but now we delve into them more deeply, considering how to streamline 
and automate the calculations, how to obtain the necessary data, and how errors 
in the data might affect the outcome. We also relate the topics covered in different 
chapters to one another, showing, for example, how cost of capital, capital structure, 
dividend policy, and capital budgeting combine forces to affect the firm’s value.

Also, because spreadsheets such as Excel, not financial calculators, are used for 
most real-world calculations, students need to be proficient with spreadsheets so 
that they will be more marketable after graduation. Therefore, we explain how to 
do various types of financial analysis with Excel. Working with Excel actually has 
two important benefits: (1) a knowledge of Excel is important in the workplace and 
the job market, and (2) setting up spreadsheet models and analyzing the results also 
provide useful insights into the implications of financial decisions.

Corporate Valuation as  
a Unifying Theme
Management’s goal is to maximize firm value. Job candidates who understand the the-
oretical underpinning for value maximization and have the practical skills to analyze 
business decisions within this context make better, more valuable employees. Our goal 
is to provide you with both this theoretical underpinning and a practical skill set. To 
this end we have developed several integrating features that will help you to keep the 
big picture of value maximization in mind while you are honing your analytical skills:

 ● Every chapter starts off with a series of integrating Beginning of Chapter Ques-
tions that will help you to place the material in the broader context of financial 
management. 

 ● Most chapters have a valuation graphic and description that show exactly how 
the material relates to corporate valuation. 

 ● Each chapter has a Mini Case that provides a business context for the material. 
 ● Each chapter has an Excel spreadsheet Tool Kit that steps through all of the 

calculations in the chapter. 
 ● Each chapter has a spreadsheet Build-a-Model that steps you through con-

structing an Excel model to work problems. We’ve designed these features and 
tools so that you’ll finish your course with the skills to analyze business deci-
sions and the understanding of how these decisions impact corporate value.

Design of the Book
Based on more than 30 years working on Intermediate Financial Management and 
teaching the advanced undergraduate financial management course, we have con-
cluded that the book should include the following features:

 ● Completeness. Because IFM is designed for finance majors, it should be self-
contained and suitable for reference purposes. Therefore, we specifically and 
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purposely included: (a) some material that overlaps with introductory finance 
texts, and (b) more material than can realistically be covered in a single course. 
We included in Chapters 2 through 5 some fundamental materials borrowed 
directly from other Cengage Learning texts. If an instructor chooses to cover 
this material, or if an individual student feels a need to cover it on his or her 
own, it is available. In other chapters, we included relatively brief reviews of 
first-course topics. This was necessary both to put IFM on a stand-alone basis 
and to help students who have a delay between their introductory and second 
financial management courses get up to speed before tackling new material. 
This review is particularly important for working capital management and such 
“special topics” as mergers, lease analysis, and convertibles—all of which are 
often either touched on only lightly or skipped in the introductory course. 
Thus, the variety of topics covered in the text provides adopters with a choice 
of materials for the second course, and students can use materials that were 
not covered for reference purposes. We note, though, that instructors must be 
careful not to bite off more than their students can chew.

 ● Theory and applications. Financial theory is useful to financial decision makers, 
both for the insights it provides and for direct application in several important 
decision areas. However, theory can seem sterile and pointless unless its useful-
ness is made clear. Therefore, in IFM, we present theory in a decision-making 
context, which motivates students by showing them how theory can lead to better 
decisions. The combination of theory and applications also makes the text more 
usable as a reference for case courses as well as for real-world decision making.

 ● Computer orientation. Today, a business that does not use computers in its 
financial planning is about as competitive as a student who tries to take a 
finance exam without a financial calculator. Throughout the text we provide 
computer spreadsheet examples for the calculations and spreadsheet problems 
for the students to work. This emphasis on spreadsheets both orients students 
to the business environment they will face upon graduation and helps them 
understand key financial concepts better.

 ● Global perspective. Successful businesses know that the world’s economies are 
rapidly converging, that business is becoming globalized, and that it is difficult to 
remain competitive without being a global player. Even purely domestic firms can-
not escape the influence of the global economy, because international events have 
a significant effect on domestic interest rates and economic activity. All of this 
means that today’s finance students—who are tomorrow’s financial executives— 
must develop a global perspective. To this end, IFM also contains an entire chap-
ter on multinational financial management. In addition, to help students “think 
global,” we provide examples throughout the text that focus on the types of glob-
al problems companies face. Of course, we cannot make multinational finance 
experts out of students in a conventional corporate finance course, but we can 
help them recognize that insular decision making is insufficient in today’s world.

Beginning of Chapter Questions
We start each chapter with several Beginning of Chapter (BOC) questions. You will 
be able to answer some of the questions before you even read the chapter, and you 
will be able to give better answers after you have read it. Other questions are harder, 
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and you won’t feel truly comfortable answering them until after they have been dis-
cussed in class. We considered putting the questions at the ends of the chapters, but 
we concluded that they would best serve our purposes if placed at the beginning. 
Here is a summary of our thinking as we wrote the questions:

 ● The questions indicate to you the key issues covered in the chapter and the 
things you should know when you complete the chapter.

 ● Some of the questions were designed to help you remember terms and concepts 
that were covered in the introductory course. Others indicate where we will be 
going beyond the intro course.

 ● You need to be able to relate different parts of financial management to one 
another, so some of the BOC questions were designed to get you to think about 
how the various chapters are related to one another. These questions tend to be 
harder, and they can be answered more completely after a classroom discussion.

 ● You also need to think about how financial concepts are applied in the real 
world, so some of the BOC questions focus on the application of theories to the 
decision process. Again, complete answers to these questions require a good bit 
of thought and discussion.

 ● Some of the BOC questions are designed to help you see how Excel can be used 
to make better financial decisions. These questions have accompanying models 
that provide tutorials on Excel functions and commands. The completed models 
are available on the textbook’s Web site. Going through them will help you 
learn how to use Excel as well as give you valuable insights into the financial 
issues covered in the chapter. We have also provided an “Excel Tool Locater,” 
which is an index of all of the Excel skills that the BOC models go over. This 
index is in the Excel file, Excel Locations.xlsx. Because recruiters like students 
who are good with Excel, this will also help you as you look for a good job. It 
will also help you succeed once you are in the workplace.

We personally have used the BOC questions in several different ways:
 ● In some classes we simply told students to use the BOC questions or not, as they 

wished. Some students did study them and retrieve the Excel models from the 
Web, but many just ignored them.

 ● We have also assigned selected BOC questions and then used them, along with 
the related Excel models, as the basis for some of our lectures.

 ● Most recently, we literally built our course around the BOC questions.1 Here 
we informed students on day one that we would start each class by calling 
on them randomly and grading them on their answers.2 We also informed 
them that our exams would be taken verbatim from the BOC questions. They 
complained a bit about the quizzes, but the students’ course evaluations stated 
that the quizzes should be continued because without them they would have 
come to class less well prepared and hence would have learned much less than 
they did.

1Actually, we broke our course into two segments, one where we covered selected text chapters and 
another where we covered cases that were related to and illustrated the text chapters. For the case 
portion of the course, students made presentations and discussed the cases. All of the cases required 
them to use Excel.
2Most of our students were graduating seniors who were interviewing for jobs. We excused them from 
class (and the quizzes) if they informed us by e-mail before class that they were interviewing.
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