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Preface

NEW TO THIS EDITION

Finance is a dynamic discipline, as illustrated on this book’s cover by the evolu-
tion of payment methods from coins and paper currency to bitcoin. As we made
plans to publish the eighth edition, we were mindful of feedback from users of
the seventh edition and of changes in managerial finance practices that have
taken hold in recent years. For example, in the United States of America, the
Tax Cuts and Jobs Act of 2017 made sweeping changes to the corporate and
personal tax codes. The new tax law changes the corporate tax from a progres-
sive structure to one with a flat 21% tax rate. It also allows firms to immediately
expense many types of capital assets while imposing limits on interest deduct-
ibility. This edition incorporates these changes and highlights how tax changes
may alter firms’ incentives in a variety of ways.

In every chapter, our changes were designed to make the material more up to
date and more relevant for students. A number of new topics have been added at
appropriate places, and new features appear in each chapter:

e We have rewritten all of the Focus on Ethics boxes, using new examples to
highlight situations in which businesses or individuals have engaged in unethi-
cal behavior. The boxes explore the consequences of ethical lapses and the ways
in which markets and governments play a role in enforcing ethical standards.

e New in this edition are Chapter Introduction Videos and animations. In the
introduction videos the authors explain the importance of the chapter content
within the context of managerial finance. The animations for select in-chapter
figures and examples allow students to manipulate inputs to determine out-
puts in order to illustrate concepts and reinforce learning. MyLab Finance
also offers new and updated Solution Videos that allow students to watch a
video of the author discussing or solving in-chapter examples. We have also
updated the financial calculator images that appear in the book to better
match the financial calculator available on MyLab Finance.

e The chapter-ending Spreadsheet Exercises as well as select end-of-chapter
problems in the text are now offered in MyLab Finance as auto-graded Excel
Projects. Using proven, field-tested technology, auto-graded Excel Projects
allow instructors to seamlessly integrate Microsoft Excel content into their
course without having to manually grade spreadsheets. Students have the
opportunity to practice important finance skills in Excel, helping them to
master key concepts and gain proficiency with the program.

e We added new problems to each chapter, many of which require students to
use real-world data and features of the new tax code to reach a solution.

The chapter sequence is essentially unchanged from the prior edition, but
there are some noteworthy changes within each chapter. This edition contains
fifteen chapters divided into seven parts. Each part is introduced by a brief over-
view, which is intended to give students an advance sense for the collective value
of the chapters included in the part.
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Part 1 contains two chapters. Chapter 1 provides an overview of the role of
managerial finance in a business enterprise. It contains new, expanded content
focusing on the goal of the firm and the broad principles that financial managers
use in their pursuit of that goal. Chapter 2 describes the financial market context
in which firms operate, with new coverage focusing on the transactions costs
investors face when trading in secondary markets.

Part 2 contains three chapters focused on basic financial skills such as finan-
cial statement analysis, cash flow analysis, and time-value-of-money calculations.
Chapter 3 provides an in-depth ratio analysis using real data from Whole Foods
just prior to its acquisition by Amazon. The ratios provide opportunities for
interesting discussion about some of the possible motives for that acquisition. We
reorganized the flow of material in Chapter 4 to emphasize first the broad goals
of strategic and operational financial planning and then the importance of cash
flow within any financial plan. In Chapter 5, we rewrote much of the discussion
to make time-value-of-money concepts simpler and more intuitive. We also added
new coverage of growing perpetuities.

Part 3 focuses on bond and stock valuation. We placed these two chapters
just ahead of the risk and return chapter to provide students with exposure to
basic material on bonds and stocks that is easier to grasp than some of the more
theoretical concepts in the next part. New in Chapter 6 is a discussion of the neg-
ative interest rates prevailing on government bonds in Japan and some European
countries, as well as an expanded discussion of the tendency of the yield curve to
invert prior to a recession. Chapter 7 offers new coverage of the use of price-to-
earnings multiples to value stocks.

Part 4 contains the risk and return chapter as well as the chapter on the cost
of capital. We believe that following the risk and return chapter with the cost
of capital material helps students understand the important principle that the
expectations of a firm’s investors shape how the firm should approach major
investment decisions (which are covered in Part 5). In other words, Part 4 is
designed to help students understand where a project “hurdle rate” comes from
before they start using hurdle rates in capital budgeting problems. Updates to
Chapter 8 include new historical data on stocks, bonds, and Treasury bills, as
well as examples and problems featuring real data on companies such as Apple,
Google, Coca-Cola, and Wal-Mart. Chapter 9 contains new material on the use
of market-value-based weights in the cost of capital calculation featuring actual
data on the capital structure of Netflix. Throughout the chapter we have revised
examples and problems to reflect today’s low interest rate environment and the
correspondingly low after-tax cost of debt faced by most public companies.

Part 5 contains two chapters on various capital budgeting topics. The first
chapter focuses on capital budgeting methods such as payback and net present
value analysis. A new feature of this chapter is an updated discussion of eco-
nomic value added using data from Exxon Mobil Corp. The second chapter in
this part explains how financial analysts construct cash flow projections, which
are a required component of net present value analysis. It also describes how
firms analyze the risks associated with capital investments.

Part 6 deals with the topics of capital structure and payout policy. These
two chapters contain updated material on trends in firms’ use of leverage and
their payout practices. Chapter 12 provides a new Focus on Practice box dis-
cussing how Qualcomm’s highly skilled labor force turns what often is thought
of as a variable cost into a fixed cost and thereby creates operating leverage.



Preface 29

The chapter also contains new expanded coverage of the role that expected bank-
ruptcy costs play in capital structure decisions. A new discussion in Chapter 13
highlights how and why companies have shifted their payout policies away from
dividends and toward share repurchases over time.

Part 7 contains two chapters centered on working capital issues. A major
development in business has been the extent to which firms have found new ways
to economize on working capital investments. The first chapter in Part 7 explains
why and how firms work hard to squeeze resources from their investments in
current assets such as cash and inventory. The second chapter in this part focuses
more on management of current liabilities.

Although the text content is sequential, instructors can assign almost any
chapter as a self-contained unit, enabling instructors to customize the text to
various teaching strategies and course lengths.

Like the previous editions, the eighth edition incorporates a proven learning
system, which integrates pedagogy with concepts and practical applications.
It concentrates on the knowledge that is needed to make keen financial deci-
sions in an increasingly competitive business environment. The strong pedagogy
and generous use of examples—many of which use real data from markets or
companies—make the text an easily accessible resource for in-class learning or
out-of-class learning, such as online courses and self-study programs.

SOLVING TEACHING AND LEARNING CHALLENGES

The desire to write Principles of Managerial Finance, Brief Edition came from
the experience of teaching the introductory managerial finance course. Those
who have taught the introductory course many times can appreciate the difficul-
ties that some students have absorbing and applying financial concepts. Students
want a book that speaks to them in plain English and explains how to apply
financial concepts to solve real-world problems. These students want more than
just description; they also want demonstration of concepts, tools, and techniques.
This book is written with the needs of students in mind, and it effectively delivers
the resources that students need to succeed in the introductory finance course.

Courses and students have changed since the first edition of this book, but
the goals of the text have not changed. The conversational tone and wide use of
examples set off in the text still characterize Principles of Managerial Finance,
Brief Edition. Building on those strengths, eight editions, numerous transla-
tions, and well over half a million users, Principles has evolved based on feed-
back from both instructors and students, from adopters, nonadopters, and
practitioners. In this edition, we have worked to ensure that the book reflects
contemporary thinking and pedagogy to further strengthen the delivery of the
classic topics that our users have come to expect. Below are descriptions of the
most important resources in Principles that help meet teaching and learning
challenges.

Users of Principles of Managerial Finance, Brief Edition have praised the
effectiveness of the book’s Teaching and Learning System, which they hail as one
of its hallmarks. The system, driven by a set of carefully developed learning goals,
has been retained and polished in this eighth edition. The “walkthrough” on the
pages that follow illustrates and describes the key elements of the Teaching and
Learning System. We encourage both students and instructors to acquaint them-
selves at the start of the semester with the many useful features the book offers.
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Six Learning Goals at the start of the

chapter highlight the most impor-

1 tant concepts and techniques in the
chapter. Students are reminded to

think about the learning goals while

working through the chapter by stra-

tegically placed learning goal icons.
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The Role of Manageiial Finance

LEARNING GOALS [ MyLab Finance Chapter Introduction Video ]

[T Define finance and the

—To help students understand the rel-

managerial finance WHY THIS CHAPTER MATTERS TO YOU
function. . M : .
In your professional life evance of a chapter within the over
Describe the goal of the . R
firm, and explain why ACCOUNTING You need to undk d the between tt archlng framework Of managerlal
maximizing the value of the and finance functions within the firm, how decision makers rely on the fina . R .
firm is an goal you prepare, why i a firm’s value is not the same as
for a business. maximizing its profits, and the ethical duty you have when reporting financial fmance, every Chapter has avallable m
results to investors and other stakeholders. D 1 M :
ki o ey INFORMATION SYSTEMS You need to understand why financial information is yLab Finance a ShOI‘t Chap ter mtro
D o e important to managers in all functional areas, the documentation that firms must duCtiOH VideO b n authOI'
manager. produce to comply with various regulations, and how manip i ion for y a .
Explainthe Key principles personal gain can get managers into serious trouble.
that financial managers use MANAGEMENT You need to understand the various legal forms of a business .
when making buses rgaisaton. how o commaniens e gon o o 5 aploy e e Every chapter opens with a feature,
decisions.  the and disadh of the agency relationship . .
o e looal o gf | Petwean s managers an i owner, and o compansation st an titled Why This Chapter Matters
LG Eesc” OO egat SE=c align or misalign the interests of managers and investors. .
usiness organization.
g MARKETING You noed to understand why increasinga ' reveus or ket to You, that helps motivate student
LGO Describe the nature of the share is not always a good thing, how financial managers evaluate aspects of . . . .
principal-agent relationship customer relations such as cash and credit management policies, and why a firm's mnterest by hlghllghtlng bOth pr OfCS-
between the owners and brands are an important part of its value to investors. . .
managers of 8 CPOANON.  PERATIONS You nes 0 st th fancil baneis of creasing a ' sional and personal benefits from
Cl e"Pta'" SUAEIETE production efficiency, why maximizing profit by cutting costs may not increase the h . . h h 1 . 1
corporate governance Frens valu, and b Bt o) Cuting el oy ol neres
e v irm’s value, and how managers have a duty to act on behalf of investors when ac leVlng the C apter earnlng goa S.

operating a corporation.
manage agency problems.

In your personal life Its first part, In Your Professional
Tow Hpls rmciplos s vl you eanege oot o mobey s afscrvay Life, discusses the intersection of the

finance topics covered in the chapter
with the concerns of other major
business disciplines. It encourages
students majoring in accounting,
information systems, management,
marketing, and operations to appre-
ciate how financial acumen will help
them achieve their professional goals.
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The second part, In Your Personal Life, identifies topics in the chapter that will
have particular application to personal finance. This feature also helps students
appreciate the tasks performed in a business setting by pointing out that the tasks
are not necessarily different from those that are relevant in their personal lives.

— —— Learning goal icons tie chapter content to the
. Inance an e rirm

: T learning goals and appear next to related text sec-
The field of finance is broad and dynamic. Finance influences everything that . L
firms do, from hiring personnel to building factories to launching new advertis- tions and again in the chapter-end summary, end-

ing campaigns. Because almost any aspect of business has important financial

dimensions, many financially oriented career opportunities await those who o :

i RO e I N U I TR OO RO of-chapter problems and exercises, and supplements
yourself pursuing a career in another discipline such as marketing, operations,

Secounting, Suppty chain, or human resources, soul find that unceretanding 4 such as the Test Bank and MyLab.

few crucial ideas in finance will enhance your professional success. Knowing
how financial managers think is important, especially if you’re not one yourself,
because they are often the gatekeepers of corporate resources. Fluency in the lan-
guage of finance will improve your ability to communicate the value of your
ideas to your employer. Financial knowledge will also make you a smarter con-
sumer and a wiser investor with your own money.




