Ch. 1 (Wk 3 Reading):  Practice Problems 13, 14, and 15 on pg. 23
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Goals of the Firm. You may have heard big business criticized for focusing on short-term per-
formance at the expense of long-term results. Explain why a finm that strives to maximize stock
price should be fess subject {0 an overemphasis on short-term resuls than one that simply max-
imizes profits




[image: image2.png]14. Goals of the Firm. We claim that the goal of the firm is to maximize current market value.
Could the following actions be consistent with that goal?
4. The firm adds a cost-of-liing adjustment to the pensions of its retired employees.
b. The firm reduces its dividend payment, choosing to reinvest more of earnings in the busi-
. The firm buys a corporate jet for ifs executives.
d. The firm drills for oil in a remote jungle. The chance of finding ol is only 1in 5.




[image: image3.png]Goals of the Firm. Explain why each of the following may not be appropriate corporate goals:
a. Increase market share.

b. Minimize costs.

¢. Underprice any compeitors

d. Expand profits




Ch 2 (Wk 3 Reading):  Practice Problem 14 on pg. 42
[image: image4.png]14. Corpor . Financial markets and intermediaries channel savings from investors to
corporate investment. The savings make this journey by many different routes. Give a specific
example for each of the following routes
a. Investor o financial intermediary, to financial markets, and to the corporation.

b. Tnvestor to financial markets, o a financial intermediary, and to the corporation.
. Investor to financial markets, to a financial intermediary, back to financial markets, and o
the corporation.





Ch 13 (Wk 3 Reading):  Quiz Problem 1, 3, and 5 on pg. 362-363

[image: image5.png]1. Equity Accounts. The authorized share capital of the Alfred Cake Company is 100,000 shares.
The equity is currently shown in the company’s books as follows:

Gommon stock (§1.00 par value)  § 60,000

Additional paid-in capital 10000
Retained earnings 30,000
Common equity 100,000
Treasury stock (2,000 shares) 5,000

Net common equity 95,000




[image: image6.png]4. How many shares are issued?
b, How many are outstanding?
¢. How many more shares can be issued without the approval of shareholders?
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Financing Terms. Fill in the blanks by choosing the sppropriate term from the following list
lease, funded, floating-rate, eurobond, comvertible, subordinated, call, sinking fund, prime rate,
private placement, public issue, senior, unfunded, eurodollar rate, warrani, debentures, term
oan.

a. Debt maturing in more than 1 year is often called debt

b, An issue of bonds that is sold simultancously in several countries is traditionally called a(n)

. 1 a lender ranks behind the firm's general creditors in the event of default, the loan is said.
tobe

d. Tn many cases a firm is obliged to make regular contributions o a(n) . which is
then used to repurchase bonds.
. Most bonds give the firm the right to repurchase or the bonds at specified prices.

£ The benchmark interest rate that banks charge o their customers with good to excellent
eredit is generally termed the.

& The interest rate on bank loans s often tied to short-term interest rates. These loans are usu-
ally called oans.

h. Where there is a(n) . securites are sold directly o a small group of institutional
investors. These securities cannot be resold to individual imvestors. In the case of a(n)

debt can be freely bought and sold by individual investors.

i. Along-term rental agreement is called a(n)

i Aw) bond can be exchanged for shares of the issing corporaion.

k A gives its owner the right to buy shares in the issuing company at a prede-
termined price.
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[image: image8.png]Preferred Stock. In what ways is preferred stock like long-term debt? In what ways is it like
common stock?




