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Figure 1.2

Total Value of
Firm’s Assets

Total Value of the Firm

to investors in

the Financial Em.,rmnm

-

oow»

A. Firm issues securities

debt payments

_ AL - Dividends and

C. Cash flow from
firm’s assets

_ D. Government
_ Other stakeholders

Firm issues securities to raise cash.
Firm invests in assets.

Firm’s operations generate cash flow.
Cash is paid to government as taxes.
Other stakeholders may receive cash.

Reinvested cash flows are plowed back

into firm.
Cash is paid out to investors in t
of interest and dividends.
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