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PREFACE

Finance educators are united by their commitment to shaping future generations of
financial professionals, as well as instilling financial awareness and skills in non-majors.
Our goal with Fundamentals of Corporate Finance is to provide an accessible presentation
for both finance and non-finance majors.

Writing an Australian edition of a popular US text is both an easy and a difficult task.
The easy component derives from the fact that we had an outstanding manuscript to
work with. Having taught corporate finance courses for many years to undergraduate and
postgraduate students, and to senior executives in various organisations, we came to the
task with a thorough knowledge both of what books were available, and of what works—
and what doesn’t work—for students when it comes to textbooks and their pedagogy. We
have long viewed Berk, DeMarzo and Harford as an exceptional finance textbook and, as
such, were thrilled when approached to adapt it for Australasian conditions. The book
achieves a fine balance between the theoretical underpinnings of finance—which the
American authors skilfully convey in their manuscript—and relevant practical exercises
and examples that reflect contemporary market practice. Rarely have we come across
a textbook in finance that captures and explains difficult concepts in such a clear and
accessible style as this one. Accordingly, this book serves as a valuable reference for
academics, finance practitioners and students alike.

The difficult component of our task derives from the fact that we had to ensure we
upheld the reputation and integrity of the book. An adaptation is more than changing
spelling, symbols and data in tables. In many cases, the essence of arguments must change
markedly when factors such as market size, tax regimes and other peculiarities of the
local region are taken into consideration. This necessitated substantial rewriting of some
chapters and fine-tuning of others. At the same time, we were mindful that we all must go
about our business in a highly integrated global market. It is not an easy task capturing all
the relevant elements of investment, financing, dividend and risk management decisions
in both a regional and an international setting. This is the goal we set out to achieve and
we trust we have achieved it.

THIRD EDITION

In this third edition, we have incorporated around 60 Australian firms in the book in case
studies, examples and exercises, such as a discounted cash flow valuation of JB Hi-Fi. We
have incorporated the Australian regulatory and institutional setting where relevant, and
have included a detailed discussion of how an imputation tax system should impact on the
cost of capital and valuation of Australian firms. We have added new ‘Finance in Focus’
sections and updated content to reflect the current business environment.

PREFACE




GUIDED TOUR: FOR STUDENTS

BRIDGING THEORY AND PRACTICE
Study aids with a practical focus

To be successful, you need to master the core concepts and learn to identify and solve
problems that today’s practitioners face.

The Valuation Principle is presented as the foundation of all financial decision making:
the central idea is that a firm should take projects or make investments that increase its
value. The tools of finance determine the impact of a project or investment on the firm’s
value by comparing the costs and benefits in equivalent terms. The Valuation Principle
is first introduced in Chapter 3, revisited in the part openers and integrated throughout
the text.

LSS CORPORATE INCOME TAX UNDER THE ‘IMPUTATION TAX SYSTEM
Problem
Rework Example 1.1, assuming the Australan ‘imputaton’ta system. You are  shareholder in
acorporation, The corporation earns $100 per share before taxes. Afte
istbute the restof s carings

Solution

« Plan
Eamings before taxes: $100  Corporate taxrate: 30%  Personal tax rate: 45%

In this case, the corporation st paysits taxes. It eamed $100 per share, so the taxes paid by
the company vill be 30% (the corporate tax rate) of $100. Since il o the after-tax earnings will
e paid 1o you as a dividend, you will pay tases of 45% on the company's pre-tax eamings per
share; however, you will lso receive creit fo the tax already paid on those earings.
« Exeaute
$100 per share X 0.30 = $30in I
. plus &

You will pay tax on the grossed-up amount of the dividend of $100, being $70 in cash pius

$30in franking creits. Therefore, your tax iabilty will be $100 X 0.45 = $45; however, this will
by the $30 franking credit, 545~ $30 = 15 n adtional

taxes on that dividend. Thi will leave you with $70 — $15 = $55 from the originl $100 after
alltaves

« Evaluate
As a shareholder, you keep §55 of the original $100 in eanings; the remaining $30 + $45 —
530 = $45 is paid s taves. Thus, your tota effective tax rate under an ‘imputation” system
of taxation is 45 / 100 = 45%, which wil correspond with your personal marginal tax rat,
thereby avoiding double taxation.

FINANCE IN FOCUS
Corporate taxation around the world
L

8 PARTT INTRODUCTION

Guided Problem Solutions (GPS) are examples that accompany every important concept
using a consistent problem-solving methodology that breaks the solution process into
three steps: plan, execute and evaluate. This approach aids your comprehension,
enhances your ability to model the solution process when tackling problems on your
own and demonstrates the importance of interpreting the mathematical solution.

GUIDED TOUR: FOR STUDENTS




Personal Finance GPS examples showcase the use of financial

analysis in everyday life by setting problems in scenarios such T — 5
. . . < P=gP
as purchasing a new car or house, and saving for retirement. B S

Why do rules other than the NPV rule persist?
“The results from previous studies in both Australia and the US found that not all
firms use the NPV rule. In addition, a substantial number of the firms surveyed
used the payback rule. Furthermore, it appears that most firms use both the NPV
rule and the IRR rule. Why do firms use rules other than NPV if they can lead to
erroncous decisions? One possible explanation for this phenomenon is that the
survey results might be misleading. Chief financial officers using the IRR as a
sensitivity measure in conjunction with the NPV rule might have checked both
the IRR box and the NPV box on the survey. The question they were asked was,
“How frequently does your firm use the following techniques when deciding
which projects or acquisitions to pursuc?’ By computing the IRR and using it in
. they might
have felt they were using both techniques. Nevertheless, a significant minority of
managers surveyed replied that they used only the IRR rule, so this explanation
cannot be the whole story.

One common reason that managers give for using the IRR rule exclusively is
that you do not need to know the opportunity cost of capital o calculate the IRR.
On 4 supericial level, this is true: the IRR does not depend on the cost of capital
You may not the IRR,
need to know the cost of capital when you apply the IRR rule. Consequently, the
opportunity cost s as important to the IRR rule as it is o the NPV rule.

In our opinion, some firms use the IRR rule exclusively because the IRR sums

EXAMPLE 4.6

PERSONAL FINANCE

Denoting our withdrawal as €, we have € = P(r g). Solving this equation for P the initial
amount deposited in the bank account, gives the present value of  growing perpetuity
with initial cash flow €

Present value of a growing perpetuity

PV(growing perpetuity) @

To understand intuitively the formula for a growing perpetuity, start with the
formula for a perpetuity. In the carlier case, you had to put enough money in the bank
to ensure that the interest carned matched the cash flows of the regular perpetuity. In
the case of a growing perpetuity, you need to put more than that amount in the bank
because you have to finance the growth in the cash flows. How much more? If the bank
pays interest at a rate of 5%, then all that is left to take out, if you want to make sure
the principal grows 2% per year, is the difference: 5% - 2% = 3%. So, instead of the
present value of the perpetuity being the first cash flow divided by the interest rate,
itis now the first cash flow divided by the difference between the interest rate and the
rowth rate.

ENDOWING A GROWING PERPETUITY
Problem
In Example 4.3, you planned to donate money to your alma mater to fund an annual $30000
‘graduation party. Gven an interest rate of 8% per year, the required donation was the presert.
value of:

PV=$30000 /0,08 = $375000 today.
Before accepting the money, however, the student association has asked that you increase
the donation to account for the effect of inflation on the cost of the party in future years
Although $30000 is adequate for next year's party, the students estimate that the party's
cost will se by 4% per year thereafter. To satisfy their request, how much do you need to
donate now?

Solution
« Plan
[ 1 2 3
50000 $30000 %108 530000 x 1.087
The cost of the party next year is $30000, and the cost then increases 4% per year

forever. From the timeline, we recognise the form of a growing perpetuity and can value
it that way.

up the attractiveness of an investment opportunity in a single number without

requiring the person running the numbers to make an assumption about the cost

of capital. However, if a CFO wants a brief summary of an investment opportunity.

but does not want an employee to make 4 cost of capital assumption, he or she. =
can also request a plot of the NPV as a function of the discount rate. Neither

this request nor a request for the IRR requires knowing the cost of capital, but
the NPV profile has the distinct advantage of being much more informative
and reliable.

PART 2 INTEREST RATES D VALLING CASH FLOWS

flows, yielding a single IRR. What discount rate and compounding rate should we use?
One natural choice is our cost of capital for this project, which is 15%

: | ; Finance in Focus boxes highlight contemporary

examples of how theory works in the real
world, impacting business problems and
company practices.

Figure 86 (sce page 234) presents the NPV profile for our modified cash flows.
As the figure shows, there is now only a single IRR, at 15.25%. Because our cost of
capital is 15%, we would properly accept the project using the IRR rule. Also note that
the advantage of using 15% as our discount and compounding rates when modifying

INVESTMENT DECIION RULES CHAPTERS 235

cannibliation displace sales of an existing product, the situation is often referred 1o as cannibalisation.
Vinen s of 2 frs

rew product dspace
saesof one of s
exsting products

The lost sales of the existing project are an incremental cost to the company of going
forward with the new product.

made

Sunk costs
A sunk cost f

Common Mistake boxes alert you to frequently
mistakes stemming from misunderstanding core concepts and BT, ol i of b i o ool b

be included in its analysis. You may hire a market research firm to do market analysis
1o determine whether there is demand for a new product you are considering and the
analysis 50 you decide ot to go forward with
the project. Does that mean you do not have 1o pay the research firms bill2 O course you
stll have to pay the bill, emphasising that the cost was sunk and incurred whether you
wwent forward with the project or not.

calculations—in the classroom and in the field.

flow should ot affect your decision. 1f the cash flow is the same regardless of the decision,
then decision.

costs you may encounter

ey not directly atributable (0 a single business activity but instead affect many different

areas of the corporation. Examples include the cost of maintaining the company’s
the CEO.

business activities for accounting purposes. To the extent that these overhead costs are

fixed and will be incurred in any case, they are not incremental to the project and should

e, ot be included. Only include as incremental expenses the additional overhead expenses
that arise because of the decision to take on the project.

COMMON MISTAKE

The sunk cost fallacy
Being influenced by sunk costs s such a widespread mistake that it has a special name:
Sunk cost fallacy. The most common problem is that people ‘throw good money after
bad. That is, people sometimes continue to invest in a project that has a negaive NPV
because they have already invested a large amount in the project and feel that by
ot continuing it, the prior investment will be wasted. The sunk cost fallacy is also
sometimes called the ‘Cancorde effect’ a term that refers to the British and French
governments' decision to continue funding the joint development of the Concorde
aircaft even after it was clear that sales of the plane would fal far short of what was
necessary to justfy s continued development. The project was viewed by the British
However,

halting proj
‘would result in nothing—ultimately prevented either government from abandoning
the project. Following a devastating crash, the Concorde was finally retred in 2003 for
lack of financial viabily

72 PARTS VALUATION AND THEFRM
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TIME VALUE OF MONEY:
VALUING CASH FLOW
STREAMS

LEARNING OBJECTIVES NOTATION

After studying this chapter, you should be able to: C  cashflow

1 value a series of many cash flows; €, cashflow that arrives
in period n

2 value a perpetual series of regular cash flows called a

future value
perpetuity;

/, future value in period n
3 value a common set of regular cash flows called an
; £ growth rate
annuity;
number of periods
4 value both perpetuities and annuities when the cash

initial principal or
flows grow at a constant rate; princip:

deposit, or equivalent
calculate the number of p present value
return of a loan or investmen

sh flow, or rate of
present value

value cash flow streams with non-annual payments. interest rate or rate of

Numbered and labelled equations. The first
time a full equation is given in notation form,

it is numbered. Key equations are titled and

revisited in the summary and in end papers.

Timelines. Introduced in Chapter 3, timelines
are emphasised as the important first step in

solving every problem that involves cash flow.

« Execute
15000
= - 837592
950 = s8375.92 tody

« Evaluate
The bond is worth much less today than its final payoff because of the time value of money.

As we have seen in this sec
aslong

ash flows at different points in time
nm:m

i

QLULERY  The three rules of valuing cash flows

1 Only values at the same point in time can be  None
compared or combined.

1€ a cash flows future value, we must _Fulure value of a cash flow;

r Example he fol

lmber i Recuring Futre
cancept o Perads Payments Vaue
Cacutor ke @D (v ] [ ]
e 10 o 0 15000

B PART2 INTERESTRATES AND VALUING CASH FLOWS
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port the hist

the Data Group, select Formulas, then Insert Function, and then
lation.

TEACHING EVERY STUDENT TO THINK FINANCE

Simplified presentation of mathematics

Because one of the hardest parts of learning finance for non-
majors is mastering the jargon, maths and non-standardised
notation, Fundamentals of Corporate Finance systematically uses:

Notation boxes. Each chapter begins with a notation box that
defines the variables and the acronyms used in the chapter and
serves as a ‘legend’ for your reference.

s we discussed in Chapter 3, 10 evaluate a project  finandial manager must

In Chapter "% we wil e
understand how interest rates are quoted,
this chapter to cash flows that occur more

s me. 13 chapter, we. b on the. 100k e
2sh flows. We wil develop shortcuts for

are quoted and deter
e e e oo of
than once per year.

4.1VALUING A STREAM OF CASH FLOWS

S LEARNING
s | OBJECTIVE

$1000 1000 $1000 2

0

PART 4 RISKAND RETURN

TIME VALUE OF MONEY ALUING CASH FLOW STREAMS CHAPTER S 89

Using Excel boxes describe
Excel techniques and include
screenshots to serve as a

guide for you when using this
technology.

Financial calculator instruc-

tions, including a box in
Chapter 4 on solving for
future and present values, and
appendices to Chapters 4, 6
and 15 with keystrokes for
HP-10BII and TI BAII Plus
highlight this
problem-solving tool.

Professional,




PRACTISE FINANCE TO LEARN FINANCE

Working problems is the proven way to cement and demonstrate an understanding of

finance.

Concept Check questions at the end of each section enable you to
test your understanding and target areas needing further review.

PROBLEMS

A astersk *indicates problems with a higher leve of diffculy.

Interest rate quotes and adjustments
1

the equivalent discount rate for a period length of:

b one year;
< one month

2 You are considering two ways of financing an Easter holiday. You could put it on your credit ard, at
15% APR, compounded monthly, o borrow the money from your parents, who want an 8% interest
payment every six months. Which s the lower rate?

3 Which do you prefer: a bank account that pays 5% per year (EAR) for three years or:
2. an account that pays 2.5% every six months for three years
b.an account that pays 7.5% every 18 months for three years?
€ an account that pays 0.5% per morith for hree years?

4 You have been offered a job with an unusual bonus structure. As long s you stay with the firm, you
wil get
of this incentiveifyou plan to work for the company for a totalof 42 years and the interet ateis 6%
(ear?

s

10%
Ko companded il e 59 PR compeed . Compe s AR Tt o esret
choice, (Assume there are 365 days in the year)

6 Your bank account pays interestwith an EAR of 5%. What i the APR quete for this account based on

B e e e e of an
annuity that pays $100 every sx months for fve

B You have boe ccapted e » ubfe course o 3 unersy. The nivesy quarntee tht your
tuition will ot ncrease for the three years you attend university. The frst $10000 tuion payment is
due n six months. After tha, the same payment is due every six months unti you have made 2 total
of six payments. The university offers a barik account that alows you 10 withdaw money every six
months and has a fixed APR of 4% (semi-annual) guaranteed to remain the same oter the next three
years. How much money must you deposit today i you ntend to make o further deposts and would
like 10 make all the tuition payments from this accoun, leaving the account empty when the last
paymentis made?

Application: Discount rates and loans.

You make monthly payments on your car loan. It has a quoted APR of 6% (monthiy compounding)
the outstanding

10 Sppose Cotal ne & g Gmonh, 995 AP ot o 04 e 0 b

what wil

11 Suppose L ot gar s fer 2 0 mur\gage i an EAR of 3% 1 youpln 1 brow
$300000, what will jour monthly payment

12 S ove o ke ot $20000 o o with 5% AP, compounced oty T s for e
years.
princpalof the loan and how much willgo towards inerest?

13 “You are buying a house and the mortgage company offrs o letyou pay a ‘point (1% of the total
amount of the loan) to reduce your APR from 5.5% 10 5.25% on your $400000, 30-year mortgage
with monthiy payments. f you plan 1o b in the house for at least ive years, should you do it?

14 You have decided to refinance your mortgage. You plan to borrow whatever i outstanding on your
current mortgage. The current monthy payment is 52356 and you have made every payment on
fime. The original tem of the mortgage was 30 years, and the morigage s exactyfou years and

i old. You have just made your
A o it do Yo oot o e moge oy

INTEREST RATES AND VALUING CASH FLOW.

Data Cases present in-depth
scenarios in a business setting
with questions designed to
guide students’ analysis.

Integrative Cases occur at
the end of most parts and
present a capstone extended
problem for each part with a
scenario and data for you to
analyse based on that subset
of chapters.

End-of-chapter

problems

EXAMPLE 9.2

TAXING LOSSES FOR PROJECTS IN PROFITABLE COMPANIES

Problem
Suppose that Koala Corn Flakes (KCF) plans to launch a new line of high-fiore, giuten-ree
breakfast pasties. The heavy advertsing expenses associated with the new product aunch
will generate operating losses of $15 millon next year for the product. KCF expects 10 earn
oS e S e el I O
paysa thenew
e e

Solution

« Plan
We need KCF's pre-tax income with and without the new product losses and its tax rate of
30%

+ Execute.
Without the new product, KCF will owe $460 milion x 30% = $138 millon in corporate taxes
next year. With the new product, KCF's pre-tax incorne next year will be only $460 millon —
$15 millon = $445 milion, and it will owe $445 million x 30% = $133.5 millon in tax.

« Evaluate

Th $1335milion=
$4.5 million. Because the losses on the new product reduce KCF's taxable income dollar for
dollar, it i the same s if the new product had 2 tax bl of negative $4.5 million.

ut interest expenses? In Chapter 2, we saw that to compute a firm’s net
profit, we must first deduct interest expenses from EBIT. When evaluating a capital

which is a separate decision. Here, we wish to evaluate the carnings contributions from
the project on its own, separate from the financing decision. Ultimately, managers may
also look at the additional camings consequences associated with different methods of
financing the project.

Thus,
ornot th
choices until Parts 5 and 6 o this book. — alelte the net roft ssuming no

Net proit that does
notindude ntrest
expenses asociated
with e

debt (no leverage), prof 9.3,as in the pro-forma

in Example 9.1, as the unlevered net pmﬁl of the project, to e
debt. We will

are included in the NPV, but in the cost of capital, rather than the project cash flows.

"S> CONCEPT CHECK |
' v .

incremental earnings?
| 4 Why dowe focusonly , rather than all
of the firm? ]
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offer first-rate

materials for you to practise and build

confidence. Selected end-of-chapter problems

DATA CASE*

Torget. with companys

arice she had read in a leading management journal, This artice noted several comparies that had
improved their share price performance through effective working capital management, and the board
member wias intrigued. She wondered whether Target was managing its working capital cffectrely and.
if not, whether the company could accomplish something similar How was Target managing its working
capital, and how does it compare 10 its compettor Walmar, a company well known for working capital
management?

freely vaiable

onthe inemet,

1 Obtain

a Enmrmen:kersvmhn\ﬂ(m\Mh!boxand(h:kcn TGTYavqu(nrp Click o Target Corp'

b, Nextick on under ‘Financials’. C

¢ Cickan Solance Shee ond copy and pate th Gata 50 that 1 5 on he same workhet a5 the
income stateme

Obtan Waimarts QWM francil sttements for e

syl (WMT) inthe box and clck on WMT WalMart Store

Compute the CCC for Target for each of thelast fouryears

a. Compute the inventory days using Cost of Revenue” a costof goods sold and a 365-day yer.

b, Compute accounts receivable days using a 365-day year.

. Compute accounts payable days using a 365-day year

d. Compute the CCC for each year.

How has Targets CCC changed over the lst few years?

Compare those of Walmart

2. Compute the inventory turmover atio 2 costof revenue / inventory.

b, Compute the receivable turnover rato as total revenue / net receivables

. How do Target numbers compare to Walmart'?

Determine how Targets free cash flow would change f Targets; inventory and accounts receivable

balances were adjusted to meet Walmarts raios

Determine the

payable days 1075 days.

8 Determine the net amount of aditional free cash flow and Target’s CCC i s inventory and receiables
turmorer ratos were at Walmarts leves and s payable days were 75 days.

Discuss any advantages and disadvantages of binging the CCC more n ine with s compeitor.

NOTES

When you use you et cad to pay foryour groceries, i  cah sl for the store. The cedit card
company pays the store cash upon confirmation of th transactio, even f you G0 o pay your ret
card il on time
Hasbro i
See T, Opler, L inkowitz, . Stz an . Wiamson, T eterminants and implications of Corporate
Cash Holdings., Journal of FinancilEconomic, 52,1 (1999), p. 3-36
1 the data et on the websites ndcated fo s case become unavailabie i the future, the data ets
will b poste o th textoook' webie.

'WORKING CAPITAL MANAGEMENT

are available in MyLab™ Finance, the fully
integrated homework and tutorial system.

This case draws on material from Chapters 11-13.

You work for HydroTech, a large manufacturer of high-pressure industrial water pumps.
‘The firm specialises in natural disaster services, ranging from pumps that draw water
from lakes, ponds and i dmugm stricken arcas to pumps that remove high

he chief Your boss
has asked you to calculate Hvmeedn WACC in preparation for an exccutive retreat at
Thredbo. ¥ the agenda! Atleast
you hand to gather the information:

1 the rikfree rate o Interest, In this case, the y\:ld of the 10-year government bond,
which is 3%:

2 HydroTech's:
a. market capitalisation (its market value of equity), $100 million;
b. CAPM beta, 1.2;
. total book value of debt outstanding, $50 million;
d. cash, $10 million.

D Eoe b P e E S et b )
which is 5

‘With this information in hand, you are now prepared to undertake the analysis.

Case questions

1 Calculate HydroTech's net deb.

Compute HydroTechs equity and (net) debt weights based on the market value of
equity and the book value of net debt.

Calculate the cost of equity capital using the CAPM, assuming a market isk premium
of 5%,

-

Using a tax rate of 30%, calculate HydroTech's effective cost of debt capital.
Caleulate HydroTech's WACC.

6 Whenis it appropriate to use this WACC to evaluate a new project?

RISKAND RETURN
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Solutions Manual

The Solutions Manual provides students with detailed, accuracy-verified solutions to all
the in-chapter and end-of-chapter problems in the book.

PowerPoint Presentation

The PowerPoint Presentation is available in lecture form and includes art and tables from
the book and additional examples. Revised for this edition, the PowerPoint presentation
includes tables and figures, examples, key terms and spreadsheet tables from the textbook.

Test Bank

The Test Bank provides a wealth of accuracy-verified testing material. Updated for the
new edition, each chapter offers a wide variety of true/false, short answer and multiple-
choice questions. Questions are verified by difficulty level and skill type, and correlated to
the chapter topics. Numerical problems include step-by-step solutions.

FLEXIBILITY GUIDE

Fundamentals of Corporate Finance offers coverage of the major topical areas for
introductory-level undergraduate courses. Our focus is on financial decision making
related to the corporation’s choice of which investments to make or how to raise the
capital required to fund an investment. We designed the book with the need for flexibility
and with consideration of time pressures throughout the semester in mind.
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PART 1 INTRODUCTION
Ch. 1: Corporate Finance and the Financial Manager
Ch. 2: Introduction to Financial Statement Analysis

PART 2 INTEREST RATES AND VALUING CASH FLOWS

Ch. 3: Time Value of Money: An Introduction

Ch. 4: Time Value of Money: Valuing Cash Flow Streams

Ch. 5: Interest Rates
Ch. 6: Bond Valuation
Ch. 7: Share Valuation: The Dividend-Discount Model

PART 3 VALUATION AND THE FIRM

Ch. 8: Investment Decision Rules
Ch. 9: Fundamentals of Capital Budgeting

Ch. 10:Share Valuation: A Second Look

PART 4 RISK AND RETURN

Ch. 11: Risk and Return in Capital Markets

Ch. 12: Systematic Risk and the Equity Risk Premium
Ch. 13: The Cost of Capital

PART 5 LONG-TERM FINANCING
Ch. 14: Raising Capital
Ch. 15: Debt Financing

PART 6 CAPITAL STRUCTURE AND VALUATION
Ch. 16: Capital Structure |

Ch. 17: Payout Policy |

PART 7 FINANCIAL PLANNING

Ch. 18: Financial Modelling and Pro-forma Analysis
Ch. 19: Working Capital Management

PART 8 SPECIAL TOPICS
Ch. 20: Option Applications and Corporate Finance
Ch. 21: Mergers and Acquisitions

Ch. 22: International Corporate Finance
Ch. 23: Insurance and Risk Management

Introduces the Valuation Principle and
time value of money techniques for
single-period investments

Presents how interest rates are quoted
and compounding for all frequencies

Introduces stocks and presents the
dividend-discount model as an
application of the time value of
money

Introduces the NPV rule as the ‘golden
rule’ against which we evaluate other
investment decision rules

Provides a clear focus on the distinction
between earnings and free cash flow

Builds on capital budgeting material
by valuing the ownership claim to the
firm’s free cash flows and addresses
market efficiency and behavioural
finance

Calculates and uses the firm’s overall
costs of capital with the WACC method

These chapters begin with perfect
markets and then show how frictions,
including agency costs and asymmetric
information, can influence financial

policy

Makes the critical distinction between
sustainable and value-increasing
growth in determining the firm’s value

Looks at the overall market for
mergers and acquisitions and considers
the motivations for and the typical
process of a transaction
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MyLab Finance for Berk/DeMarzo/Harford/Ford/Mollica

Fundamentals of Corporate Finance, 3rd edition
A guided tour for students and educators

Auto-generated tests
and assignments
Each MyLab comes
with pre-loaded
assignments,

all of which are

Study Plan Builder

1 Homework and Tests: Quizzes & Tests

Quizzes & Tests ~ | All Chapters

All Quizzes and Tests.

Asslgnment

automatically

graded and include
selected end-of-
chapter questions and
problems from the
textbook.

# Ch. 1 Study Plan Builder

Sample Tests and Quizzes

Samgle Tests and Quizzes

# Ch. 2 Study Plan Builder

® Ch. 3 Study Plan Builder

# Ch. 4 Study Plan Builder

# Ch. & Swdy Plan Builder

Time
Lirnit

Manage View
0 5 0
Gradebook
Atternpts Seore
Tof e 98%

Sample tests and quizzes can be taken for practice or fo build your study plan. Sample tesis and quizzes do not affect your grade.,

Attempts  Gradebook

Score
1of oo 100%:
10f o 2%
0of o
0of e

Assignable content
Educators can select
content from the Study

Assignment Managsr

New Homework

Plan and/or Test Bank O A D e eions N O CSR S
Name Week 1 Homework Question Source
and assign to students Book  Berks Fundamantals of Corparaes Finanos 36 2 Show saie, boe
Chapter 1 Carparata Finance and tha Financial Manager .
as homework or i e

Availability | Al questions

quizzes.

Media

Avaible Owations [24)
» O Guesbon 1o

My Selections (4)
. #  Question ID

Media

Aod b 3 Prob

Preview & Remove | View student homewark

e A T e A A Y

Show other custom guestions Refl

skmalched guestons

# show aigedlhmic questions
Show addiional test bank questions

# Show cusiom questions (+) for this book

& Selection

¥ Mew Assignment Cetais
Section / Book Assoclation

Section 1.1: Why study fnance
Section 1.1: Why study finance
Seclion 1.2 The ree lypes af fims

Section 1.2 The three types af fims

L
Questians 4
Estimated time: Foints: 4
1m B+
208
485

IR )

soten || & = | =

=
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MyLab Finance www.pearsonmylabandmastering.com

1.2 The three types of firms
10f 7 (0 compiete) w

£ Question

Problem 1-1 (book) %
What ara impertant diffarances babween an Australan coporatioe [l #Text Pages

W Grapner

Thers i 10 il e the numbe of awners an Ausvasan ¢ B FRancial Cakcuiato

Invastors in an Australan comporation may reman anonyr B Ask My Instructon

Tha incom of an Australian comeraticn is subject 1o dou
[ 0. The Australan comporation must establish a charter in e

Salsct al that apply

Click to select your answer(s), then click Check Angwer

All parts showing (N

B 12 The Tusee Trpes ef = x

s

C O | 8 Securw | hips et pransoncan s

Fisancial Manager » 13 Tha Thies Types of Fims

1.2 The Three Types of Firms

We begin our study of corporate finance by introducing the four

major types of fisms: sele traders, partnerships, and corporations. We
explain each organizational form in tusn, but cus primary focus i on
the most important form—the corporation. 1n addition to describing
what a corporation is, we also provide an overview of why

corporations are so successul.

Sole Proprietorships

A sole proprietorship is a business owned and run by one person.
Sabe proprietorships ane wsaally very small with few, if any,
ernplovers, Although they do not account for much sales revenue in
the economy, they are the most common type of firm in the world,
aly 72% of

businesses in the Australia are sole proprietorships, although they

as shawn in Figere 116 Statistics indicate that ¢

generate only 4% of the revenuse.” Contrast this with corporations,

which make up under 18% of firms but are responsible for 83% of

Study Plan

Recommendations Progress All Chapters

Practice the sections, then take a Quiz Me to prove mastery and earn mastery points (MP).

Recommended sections

1.1 Why study finance?
1.2 Three types of firms

1.3 The financial manager

1.4 The financial manager’s place in the corporation

1.5 The stock market

(]
g @ Practice Quiz Me
g @ Practice Quiz Me
= ® Practice Quiz Me
= @ Practice Quiz Me
= @ Practice Quiz Me

=]

Learning resources

To further reinforce

understanding, Study

Plan and homework

problems link to

additional learning

resources.

e Step-by-step guided
solutions

e Animations

e Links to relevant
sections of the
eText for review of
material for all Study
Plan questions.

Study plan

A personalised Study
Plan is generated from
each student’s results
on assignments or
sample tests. The Study
Plan indicates Learning
Objectives where they
need more practice,
and helps them work
towards mastery.
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