
PREFACE

WHY THIS BOOK?

In the course of teaching business law classes, I have seen some students confused
by the most basic concepts like ‘‘stock’’ or ‘‘bond’’ or ‘‘valuation’’ or ‘‘net income’’ or
‘‘balance sheet’’ or ‘‘capital markets’’ or ‘‘equity’’ or ‘‘DCF’’ or ‘‘present value’’ or ‘‘EPS’’
or ‘‘derivative.’’ For most students, the first introduction to business is Business Asso-
ciations where students read classic cases involving complex decision making of
corporate executives and boards, such as a complex buyout transaction (Smith v.
Van Gorkom), a corporate and accounting fraud (Francis v. United Jersey Bank), a
spinoff of an investment involving complex accounting and finance issues (Kamin v.
American Express Co.), the application of the efficient market hypothesis in a secu-
rities fraud action (Basic, Inc. v. Levinson), and valuation of the corporate entity
under the discounted cash flow method (Weinberger v. UOP, Inc.). These cases
are complicated, and the business concepts therein are significant in their own
right. Bright students may read these cases and understand the legal rules, but
they may be blind as to context.

As a matter of baseline knowledge, law students should have a better understand-
ing of corporations and our complex economy. Yet we should not be surprised if they
don’t have such knowledge. There is no reason to expect a former philosophy or
political science major to come to law school with prerequisite knowledge. This
problem goes to the core of practical training of future business lawyers. Students
know that they have a problem. In the past, they have asked me if there is a book
they can read to learn essential business concepts. In my view, there is not an ade-
quate book that teaches business principles with ample explanations and examples
that illustrate and reinforce difficult, abstract concepts. I wrote this book because
there is a need for it in legal education.

When I say ‘‘essential business concepts,’’ the most glaring deficit is a lack of
working knowledge in essential principles of accounting, financial statement analy-
sis, essential principles of finance and valuation, the economics of the firm, financial
instruments, capital markets, corporate transactions, and business strategy. These
concepts are interconnected. One cannot learn applied finance without some pro-
ficiency in accounting. One cannot fully understand corporate transactions and capi-
tal markets without some proficiency in finance. One cannot fully appreciate a
business client’s legal problems without some understanding of how markets and
business transactions work. These interconnected concepts may be alien to students
who have not majored in business, finance, or accounting—that is, most law
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students. Yet students should know them in order to fully appreciate concepts seen
in courses such as Business Associations, Securities Regulation, Corporate Finance,
Bankruptcy, Taxation, Business Planning, Mergers & Acquisitions, and any course in
corporate or real estate transactions.

This book is not a substitute for formal coursework in the specific subjects cov-
ered. In the ideal world, this book would be unnecessary because law students focus-
ing on business law would have completed formal coursework in business school in
financial accounting and corporate finance, about 6 credit hours of rigorous business
training. Some exposure to other business subjects such as management and strategy
may also be helpful to understand how businesses work and business clients think.
The world is not ideal, however, and such coursework in the traditional 3-year law
school curriculum is rarely completed. Most law students may be constrained by
time, energy, money, academic credits, administrative hurdles, or simple reluctance
to venture across campus to the business school classroom. The purpose of this book
is to give students a working knowledge of essential concepts in business.

This book is written from the business client’s perspective and with an eye toward
laying the foundational business knowledge for transactional practice. Having been a
former investment banker and a client of business lawyers in my previous profession,
I have focused on providing basic competency in business concepts that a sophis-
ticated business client, like a public corporation, would expect from business law-
yers. This book focuses on teaching useful intellectual skills associated with a
working knowledge of accounting, financial statement analysis, finance, valuation,
capital structure, financial instruments, capital markets, corporate transactions, and
business strategy.

In writing this book, I minimized tedious text. As lawyers, we are trained to be
thorough in facts and information, but I have resisted this instinct. As you read this
book, you will notice that there are very few footnotes, extraneous citations to various
law review articles, or tangential discursions. This book teaches essential concepts of
business with minimal density of facts and information that can overwhelm neophyte
students. The law student is already immersed in a new, abstract discipline called
‘‘the law’’; and dense text in multiple foreign and quantitatively oriented disciplines
can be tedious, intimidating, and a hindrance to learning. This book does not provide
a comprehensive informational coverage of the subject matter, and intricacies are not
explored. This may seem odd for a textbook, but students can readily look up facts
and information: For example, how are generally accepted accounting principles
promulgated? Such information might be nice to know and may be necessary at
some point, but there are other more important priorities in teaching essential busi-
ness skills. An author is always confronted with coverage choices in writing. Acquir-
ing information is easy; learning skills is hard. I wrote this book to teach law students
essential skills by emphasizing useful business concepts and their application to
business and legal problems.

This book has an ambitious goal of providing the minimal information necessary
for students to understand essential business concepts embedded in the analysis of
many business law problems. Several factors were paramount in writing this book:

1. students want clear, succinct explanations of difficult concepts;
2. students don’t want dense or abstract text;
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3. students don’t want lengthy discussions from law review articles on intellec-
tually fascinating but less practical topics;

4. students want ‘‘just the basics’’ rather than an exhaustive ‘‘A through Z’’ ency-
clopedic treatment, which is better done in formal separate coursework in
accounting, finance, and other graduate business courses;

5. students want business concepts to be tangibly connected to legal problems
and the practice of business law and corporate advisory work.

These factors suggest a minimalist approach, with user-friendly explanations and
concrete, engaging examples that reinforce difficult concepts. ‘‘Minimal’’ should not
be confused with superficial. Even basic business concepts are quite difficult to
grasp, and they may not come naturally to the neophyte. Some of the concepts
explained in this book are the core ideas of Nobel Prize-winning works that have
long been applied in the practice of business. Essential business concepts must be
explained clearly. Lastly, essential concepts in business cannot be discussed in a
vacuum. These subjects must be contextualized for law students.

I wrote this book with versatility in mind. It is not a casebook in the traditional
sense. Concepts are generously, but succinctly, explained. This book is modeled on a
university textbook in accounting, finance or economics rather than a law school
casebook. However, this book has edited appellate cases at the end of every chapter.
Many of the cases are classic cases in Business Associations, Corporate Finance, or
Securities Regulation; others are well represented in business law casebooks; still
others involve famous or notorious episodes in American business history, such as
Enron, WorldCom, and Bear Stearns. The purpose of these cases is not to provide
systematic coverage of legal doctrines, or to provide redundant coverage of old chest-
nuts from standard doctrinal courses. Rather, the purpose is to illustrate the business
principles embedded in important or famous cases in business law. These cases
augment coverage in doctrinal courses by contextualizing business concepts in the
framework of legal analysis. They illustrate the connection between the familiar
(appellate case law) and the unfamiliar (business concepts).

I wrote this book in a way that smart, diligent students can learn the materials
independently, or use it as a continuing reference in law school and later in profes-
sional practice. This book can be used as a required text or recommended supplement
to any business law course. It can also be used as a required text for an independent
course that prepares law students for a sustained course of study in business law,
including courses in Business Associations, Securities Regulation, Corporate Finance,
Bankruptcy, Taxation, Business Planning, Mergers & Acquisitions, Entrepreneurial
Law, White Collar Crime, and any courses in corporate or real estate transactions.
Suggested course titles for an independent preparatory course are Business Basics,
Essential Concepts in Business, Business 101, Introduction to Business & Law, or
Introduction to Accounting, Finance, and Markets. From a pedagogical perspective,
an introductory preparatory course in essential business concepts is a sensible addition
to a law school’s curriculum, perhaps offered in the tail end of spring semester for 1Ls
or the first half of fall semester for 2Ls. The subject ‘‘essential concepts in business’’
does not fit neatly into a category of legal doctrine, but that is no reason to not offer
such a course to prepare students with no prior knowledge for a rigorous study of
business law. As one commentator notes,
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Yes, law students are bright and much can be learned on the job; but we are failing
them when we do not provide them with the opportunity to master the essential
knowledge they need for having successful careers, particularly hard-to-master
knowledge that is neither easily nor quickly mastered on one’s own. If you think
I am overdramatizing the situation, ask yourself, how many autodidacts in the
accounting or finance profession have you met lately? While the best business
lawyers do not need to become financial economists or accountants, they need
a thorough working knowledge and mastery of the concepts and the relevant
literature.1

An introductory preparatory course fits neatly into the current trend toward
greater emphasis on interdisciplinary teaching at law schools. It also fulfills the mis-
sion of teaching core business knowledge necessary for working with sophisticated
clients and projects.2

COMMENT ON THE SECOND EDITION

The second edition has a number of changes. This edition has the usual refinements
and minor edits that are expected of a new edition, including new edited cases
and more examples and illustrations throughout the book. In some chapters,
discussion has been substantially updated with new materials. Chapters 7 and 8
have been flipped in order. ‘‘Risk and Returns’’ now precedes ‘‘Time Value of
Money.’’ A new chapter has also been added. Chapter 15, ‘‘Business Strategy,’’ intro-
duces students to the concept of strategy, which (should) drive most business deci-
sions including the engagement of corporate transactions such as capital raisings and
mergers and acquisitions.

AUTHOR’S NOTE ON CASE EDITING

Cases and other primary texts have been edited. The editorial process necessarily
changes the style and substance of the original case opinion. As with all case editing,
the most prominent editorial changes to the original text are: (1) deletions of most
citations to legal sources and extraneous footnotes; (2) deletions of certain sections
of opinions such as extraneous facts, procedural history, standard of review, and legal
analysis. When materials were deleted, I have not indicated the deletion with ellipses
( . . . ), except that ellipses in the original text were left intact. When necessary, I
have also deleted portions of sentences that may have referred to deleted materials,
or other similar circumstances requiring editing. Again, these deletions were not
noted with ellipses, except that capitalization of the first word of the edited sentence
is noted with brackets []. There is a tradeoff between exacting accuracy and con-
venient reading. The editorial process strove for visual appeal and easier reading. The
cases are not presented to teach legal doctrine. They are presented to illustrate busi-
ness concepts in legal problems. They are a part of the narrative structure of this

1. Roberta Romano, After the Revolution in Corporate Law, 55 J. Legal Educ. 342, 352-53 (2005).
2. See John C. Coates IV et al., What Courses Should Law Students Take? Lessons from Harvard’s BigLaw

Survey, 64 J. Legal Educ. 443 (2015).
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book. At the end of the day, multiple ellipses and editorial exactness of brief writing
add little to the law student’s reading experience or understanding of business con-
cepts other than communicating the obvious fact that cases in law textbooks have
been edited. The complete case opinions are readily available for students to read on
their own.

Robert J. Rhee, J.D., M.B.A.
John H. and Marylou Dasburg Professor of Law

University of Florida Levin College of Law
Gainesville, Florida

August 2015
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