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[0 O [3] The assets of the firms are on the left-hand side of the balance sheet. Assets representhow a firm has spent
its time and money and are usually categorized as either current or fixed.Fixed assets are those that will last a long
time, such as a building. Some fixed assets are tangible,such as machinery and equipment. Other fixed assets are
intangible, such as patents, trademarks,and the quality of management. The other category of assets, current assets,
comprises those thathave short lives, such as inventory or accounts receivable. The products that your firm has
madebut has not yet sold are part of its inventory. Unless you have overproduced, the products willeventually be
sold. At that time, one asset (I inventory[d will be converted into another O cashd .0 [0 [4] Before a corporation
can invest in an asset, it must obtain funding, which means thatit must raise the money to pay for the investment.
Many firms obtain funding from a varietyof different sources. The right-hand side of a firms balance sheet
sometimes summarizes theoutstanding different types of financing the firm has used, hence, we often observe a
numberof sources rather than just a single provider. A firm will issue [ selll] pieces of paper called debt[] loan
agreements] or equity shares [J stock certificatest] . Debt obligations are owed to creditors,and the stockholders
are the debtors. Typically however, shareholders have the right of limitedliability, which means they are not
personally responsible for repaying the firms debt obligations. Therefore lenders base their loan decisions on their
assessment of the corporations ability (1 andwillingness(] to repay their credit obligations. Similar to our
classification of assets as long-lived or short-lived, so too are liabilities. A short-term loan or debt obligation is
called a currentliability. Short-term debt represents loans and other obligations that must be repaid within oneyear.
Long-term debt is debt that does not have to be repaid within one year. Shareholders equityrepresents the
difference between the value of the assets and the debt of the firm. These are theclaims held by the owners of the
corporation. In this sense, it is considered a residual claim onthe firms assets. That is, shareholders get paid only
after all other financial obligations of the firmhave been satisfied.[] [I [5] From the balance-sheet model of the firm,
it is easy to see why finance can be thought ofas the study of the following four questionst] [0 OJ [0 10 In what
long-lived fixed assets should the firm invest its financial resources(]

Thisquestion concerns the lefi-hand side of the balance sheet. Of course, the nature of the businessthe firm has
chosen to operate in typically determines the type and proportions of assets thefirm needs. We use the terms capital
budgeting and capital expenditure to describe the processof committing, investment capital and managing
expenditures on long-lived assets. An examplewould be whether Motorola should build a new manufacturing plant
to meet the expectedincrease in demand for its cellular phone products.
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