
Cases in Finance
Third Edition

David F. Scott, Jr.
Phillips-Schenck Chair in American Private Enterprise;

Executive Director of the Dr. Phillips Institute
for the Study of American Business Activity;

and Professor of Finance,
University of Central Florida

John D. Martin
Margaret and Eugene McDermott Professor

of Banking and Finance,
University of Texas al Austin

J. William Petty
W. W. Caruth Endowed Chair

of Entrepreneurship,
Professor of Finance,

Baylor University

Arthur J. Keown
R.B. Pamplin Professor of Finance,

Virginia Polytechnic Institute and
State University

John G. Thatcher
Associate Professor of Finance,

University of Wisconsin—Whitewater

Sharon S. Graham
Associate Professor of Finance,
University of Central Florida

Prentice Hall, Englewood Cliffs, New Jersey 07632



Contents

Preface vü

•*i SECTIONI »*
Financial Analysis and Planning-

CASE 1 Abington-Hill Toys, Inc.
Part 1: Financial Ratio Analysis 1

CASE 2 Abington-Hill Toys, Inc.
Part 2: Financial Planning 5

CASE 3 Abington-Hill Toys, Inc.
Part 3: Financial Planning 7

CASE 4 Sundown Ski Wear
Financial Ratio Analysis 10

CASE 5 Bradford Drug, Inc.
Financial Ratio Analysis 15

CASE 6 American Department Stores, Inc.
Financial Ratio Analysis 21

CASE 7 Hasbro, Inc.
Financial Ratio Analysis 29

CASE 8 Hokie Pool Sales
Cash Budgeting 35

CASE 9 Harlington Manufacturing Company
Cash Budgeting 39

CASE 10 The Jackson Farm
Part 1: Cash Budgeting 42

CASE 11 The Jackson Farm
Part 2: Financial Ratio Analysis 49

CASE 12 Gilcrest Patio Furnishings, Inc.
Part I: Cash Budgeting and Financial Planning 58

CASE 13 Gilcrest Patio Furnishings, Inc.
Part 2: Financial Planning 64



iv CONTENTS

CASE 14 Thompson Toys, Inc.
Part 1: Cash Budgeting and Financial Planning 67

CASE 15 Thompson Toys, Inc.
Part 2: Financial Forecasting and Financial Planning 73

<M SECTIONII *&
• Working Capital Management

CASE 16 Texas Transistor
Cash Management 75

CASE 17 Huff Manufacturing Company
Cash Management 80

CASE 18 Solt of the Earth
Accounts Receivable Marginal Analysis 85

CASE 19 McArthur Sales Company
Monitoring Accounts Receivable 91

CASE 20 The Over Bearing Company
Accounts Receivable Policy 97

CASE 21 Neeley Beverage, Inc.
Inventory Management 103

** SECTIONIII fe
Capital Investment Decisions —-

CASE 22 Davidson Tractor and Implement Company
Capital Budgeting: Introductory 107

CASE 23 Danforth & Donnalley Laundry Products Company
Capital Budgeting: Relevant Cash Flows 115

CASE 24 Lamar Ironworks, Inc.
Capital Budgeting: Relevant Cash Flows 120

CASE 25 Benefits Monthly, Inc.
Capital Budgeting: Relevant Cash Flows
and Decision Criteria 123

CASE 26 Harding Plastic Molding Company
Capital Budgeting: Ranking Problems 127

CASE 27 Ron Willingham Courses, Inc.
Capital Budgeting: Basic Difficulties 133

CASE 28 Fly-by-Night Airlines
Capital Budgeting: Replacement Decision 137



Contents

CASE 29 Simpson and Selph, Ltd.
Capital Budgeting: Replacement Decision
with Cost of Capital 142

CASE 30 Chapman Coal Corporation
Capital Budgeting: The Risk-Adjusted Rate of Return

and Certainty-Equivalent Approaches 145
CASE 31 Central Florida Computer Company

Capital Budgeting: Risk Adjusted Discount Rate 150
CASE 32 University City Lounge

Capital Budgeting: Probability Distributions 154
CASE 33 Little New Orleans Amüsement Park

Capital Budgeting: Simulation from
Probability Distributions 161

CASE 34 Grubstake Mining Company
Capital Budgeting: Multiperiod Capital Asset

Pricing Model 167
CASE 35 Reflex Energy Company, Inc.

Capital Budgeting and the CAPM 174

<«$ SECTIOniV **•

•Valuation and the Cost of Capital-

CASE 36 Connally Oil Company
Valuation 181

CASE 37 The Bonneau Company
Acquisition and Valuation 190

CASE 38 Fort Meyers Lincoln-Mercury Dealership, Inc.
Privately Held, Small Business Valuation 202

CASE 39 Wyoming Energy Development, Inc.
Cost of Capital 218

CASE 40 Texon Production, Inc.
Cost of Capital 223

*i SECTION V z±
-Long-Term Financing Decisions-

CASE 41 Woods General Producers
Break-Even Analysis, Operating Leverage,
Financial Leverage 229



vi CONTENTS

CASE 42 Foster Brewing Company
Financial Structures: Overview 233

CASE 43 J. B. Füller, Inc.
Financial Leverage Analysis 238

CASE 44 DeSmedt-Baker, Inc.
Leverage Analysis 243

CASE 45 Colorado Business Instruments
Long-Term Financing Choices 250

CASE 46 Richardo Oil and Gas Corporation
Lease versus Purchase Analysis 257

CASE 47 Hamlin Duplicating Company
Lease versus Purchase Decision 260

CASE 48 Barringer Fabricators, Inc.
Refunding a Bond Issue 263

CASE 49 Salem Rack Company, Inc.
Bond Refunding 266

CASE 50 Commute Air
Bond Refunding Decision 269

CASE 51 Rollins Manufacturing Company, Inc.
Convertible Securities 271

CASE 52 Computer Synectics
Agency Theory and Capital Structure 276

CASE 53 Bronson Electronics Company
Convertible Bonds: Options Pricing Model 282

•** SECTION VI **>
Noteworthy Financial Management Problems-

CASE 54 Traner Furniture Company
Dividend Policy 287

CASE 55 Hyatt Petroleum Corporation
Mergers and Acquisitions 295

CASE 56 Northwest Toy Company
Interest Rate Futures Market 304

Appendix A 308
Appendix B 313


