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To Stephen A. Ross and family

Our great friend, colleague, and coauthor Steve Ross passed away on
March 3, 2017, while we were working on this edition of Fundamentals
of Corporate Finance. Steve’s influence on our textbook is seminal,
deep, and enduring, and we will miss him greatly. We are confident that
on the foundation of Steve’s lasting and invaluable contributions, our
textbook will continue to reach the highest level of excellence that we
all aspire to.

R.W.W. B.D.J.
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Preface from the Authors

When the three of us decided to write a book, we were united by one
strongly held principle: Corporate finance should be developed in terms of
a few integrated, powerful ideas. We believed that the subject was all too
often presented as a collection of loosely related topics, unified primarily
by virtue of being bound together in one book, and we thought there must
be a better way.

One thing we knew for certain was that we didn’t want to write a “me-
too” book. So, with a lot of help, we took a hard look at what was truly
important and useful. In doing so, we were led to eliminate topics of
dubious relevance, downplay purely theoretical issues, and minimize the
use of extensive and elaborate calculations to illustrate points that are
either intuitively obvious or of limited practical use.

As a result of this process, three basic themes became our central focus
in writing Fundamentals of Corporate Finance:

AN EMPHASIS ON INTUITION
We always try to separate and explain the principles at work on a
commonsense, intuitive level before launching into any specifics. The
underlying ideas are discussed first in very general terms and then by
way of examples that illustrate in more concrete terms how a financial
manager might proceed in a given situation.

A UNIFIED VALUATION APPROACH
We treat net present value (NPV) as the basic concept underlying
corporate finance. Many texts stop well short of consistently
integrating this important principle. The most basic and important
notion, that NPV represents the excess of market value over cost, often
is lost in an overly mechanical approach that emphasizes computation
at the expense of comprehension. In contrast, every subject we cover is
firmly rooted in valuation, and care is taken throughout to explain how
particular decisions have valuation effects.

12



A MANAGERIAL FOCUS
Students shouldn’t lose sight of the fact that financial management
concerns management. We emphasize the role of the financial manager
as decision maker, and we stress the need for managerial input and
judgment. We consciously avoid “black box” approaches to finance,
and, where appropriate, the approximate, pragmatic nature of financial
analysis is made explicit, possible pitfalls are described, and limitations
are discussed.

In retrospect, looking back to our 1991 first edition IPO, we had the
same hopes and fears as any entrepreneurs. How would we be received in
the market? At the time, we had no idea that 26 years later, we would be
working on a twelfth edition. We certainly never dreamed that in those
years we would work with friends and colleagues from around the world to
create country-specific Australian, Canadian, and South African editions,
an International edition, Chinese, French, Polish, Portuguese, Thai,
Russian, Korean, and Spanish language editions, and an entirely separate
book, Essentials of Corporate Finance, now in its ninth edition.

Today, as we prepare to once more enter the market, our goal is to
stick with the basic principles that have brought us this far. However,
based on the enormous amount of feedback we have received from you
and your colleagues, we have made this edition and its package even more
flexible than previous editions. We offer flexibility in coverage, as
customized editions of this text can be crafted in any combination through
McGraw-Hill’s CREATE system, and flexibility in pedagogy, by providing
a wide variety
viii
of features in the book to help students to learn about corporate finance.
We also provide flexibility in package options by offering the most
extensive collection of teaching, learning, and technology aids of any
corporate finance text. Whether you use only the textbook, or the book in
conjunction with our other products, we believe you will find a
combination with this edition that will meet your current as well as your
changing course needs.

Stephen A. Ross
Randolph W. Westerfield

Bradford D. Jordan

13



THE TAX CUTS AND JOBS ACT (TCJA) IS
INCORPORATED THROUGHOUT ROSS
FUNDAMENTALS OF CORPORATE FINANCE, 12E.

There are six primary areas of change and will be reflected in the 12th
edition:

1. Corporate tax. The new, flat-rate 21 percent corporate rate is
discussed and compared to the old progressive system. The new rate
is used throughout the text in examples and problems. Entities other
than C corporations still face progressive taxation, so the discussion
of marginal versus average tax rates remains relevant and is retained.

2. Bonus depreciation. For a limited time, businesses can take a 100
percent depreciation charge the first year for most non-real estate,
MACRS-qualified investments. This “bonus depreciation” ends in a
few years and MACRS returns, so the MACRS material remains
relevant and is retained. The impact of bonus depreciation is
illustrated in various problems.

3. Limitations on interest deductions. The amount of interest that may
be deducted for tax purposes is limited. Interest that cannot be
deducted can be carried forward to future tax years (but not carried
back; see next).

4. Carrybacks. Net operating loss (NOL) carrybacks have been
eliminated and NOL carryforward deductions are limited in any one
tax year.

5. Dividends received tax break. The tax break on dividends received
by a corporation has been reduced, meaning that the portion subject
to taxation has increased.

6. Repatriation. The distinction between U.S. and non-U.S. profits has
been essentially eliminated. All “overseas” assets, both liquid and
illiquid, are subject to a one-time “deemed” tax.

With the 12e we’ve also included coverage of:

Clawbacks and deferred compensation
Inversions
Negative interest rates
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NYSE market operations
Direct Listings and Cryptocurrency Initial Coin Offerings (ICOs)
Regulation CF
Brexit
Repatriation
Changes in lease accounting
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Coverage

This book was designed and developed explicitly for a first course in
business or corporate finance, for both finance majors and non-majors
alike. In terms of background or prerequisites, the book is nearly self-
contained, assuming some familiarity with basic algebra and accounting
concepts, while still reviewing important accounting principles very early
on. The organization of this text has been developed to give instructors the
flexibility they need.

The following grid presents, for each chapter, some of the most
significant features as well as a few selected chapter highlights of the 12th
edition of Fundamentals. Of course, in every chapter, opening vignettes,
boxed features, in-chapter illustrated examples using real companies, and
end-of-chapter material have been thoroughly updated as well.

x
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xv

In-Text Study Features

To meet the varied needs of its intended audience, Fundamentals
of Corporate Finance is rich in valuable learning tools and
support.

CHAPTER-OPENING VIGNETTES
Vignettes drawn from real-world events introduce students to the
chapter concepts.

PEDAGOGICAL USE OF COLOR
This learning tool continues to be an important feature of
Fundamentals of Corporate Finance. In almost every chapter,
color plays an extensive, nonschematic, and largely self-evident
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role. A guide to the functional use of color is on pages xlv-xlvi
of this front matter.

xvi

IN THEIR OWN WORDS BOXES
This series of boxes features popular articles on key topics in the
text written by distinguished scholars and practitioners. Boxes
include essays by Merton Miller on capital structure, Fischer
Black on dividends, and Roger Ibbotson on capital market
history. A complete list of "In Their Own Words" boxes appears
on page xliv.
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xvii

REAL-WORLD EXAMPLES
Actual events are integrated throughout the text, tying chapter
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concepts to real life through illustration and reinforcing the
relevance of the material. Some examples tie into the chapter-
opening vignette for added reinforcement.

SPREADSHEET STRATEGIES
This feature introduces students to Excel and shows them how to
set up spreadsheets in order to analyze common financial
problems-a vital part of every business student's education.
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CALCULATOR HINTS
Brief calculator tutorials appear in selected chapters to help
students learn or brush up on their financial calculator skills.
These complement the Spreadsheet Strategies.
xviii

CONCEPT BUILDING
Chapter sections are intentionally kept short to promote a step-
by-step, building block approach to learning. Each section is
then followed by a series of short concept questions that
highlight the key ideas just presented. Students use these
questions to make sure they can identify and understand the most
important concepts as they read.

SUMMARY TABLES
These tables succinctly restate key principles, results, and
equations. They appear whenever it is useful to emphasize and
summarize a group of related concepts. For an example, see
Chapter 3, page 68.
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LABELED EXAMPLES
Separate numbered and titled examples are extensively
integrated into the chapters. These examples provide detailed
applications and illustrations of the text material in a step-by-step
format. Each example is completely self-contained so students
don't have to search for additional information. Based on our
classroom testing, these examples are among the most useful
learning aids because they provide both detail and explanation.

xix

KEY TERMS
Key Terms are printed in bold type and defined within the text
the first time they appear. They also appear in the margins with
definitions for easy location and identification by the student.
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HIGHLIGHTED CONCEPTS
Throughout the text, important ideas are pulled out and presented
in a highlighted box-signaling to students that this material is
particularly relevant and critical for their understanding. For
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examples, Chapter 10, page 313; Chapter 13, page 434.

EXCEL MASTER
Icons in the margin identify concepts and skills covered in our
unique, RWJ-created Excel Master program. For more training
in Excel functions for finance, and for more practice, log on to
McGraw-Hill's Connect Finance for Fundamentals of Corporate
Finance to access the Excel Master files. This pedagogically
superior tool will help get your students the practice they need to
succeed—and to exceed expectations.
xx

CHAPTER SUMMARY AND CONCLUSIONS
Every chapter ends with a concise, but thorough, summary of the
important ideas–helping students review the key points and
providing closure to the chapter.

CHAPTER REVIEW AND SELF-TEST PROBLEMS
Appearing after the Summary and Conclusions, each chapter
includes a Chapter Review and Self-Test Problem section. These
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questions and answers allow students to test their abilities in
solving key problems related to the chapter content and provide
instant reinforcement.

CONCEPTS REVIEW AND CRITICAL THINKING
QUESTIONS
This successful end-of-chapter section facilitates your students'
knowledge of key principles, as well as their intuitive
understanding of the chapter concepts. A number of the
questions relate to the chapter-opening vignette–reinforcing
student critical thinking skills and the learning of chapter
material.

xxi

END-OF-CHAPTER QUESTIONS AND PROBLEMS
Students learn better when they have plenty of opportunity to
practice; therefore, Fundamentals, 12e, provides extensive end-
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