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net present value, 514, 516-17, 533-34
myths about, 512

types of

financial lease, 512-14




Subject Index 875

ial Management

Merger and acquisitions Net profit margin, 595 expiration, 131-32, 134-48
analysis | | Net working capital (NWCQ), 392, 405 holder, 130-33 145-45 149
73 illustration, 763-64, 770-72 778, 780 ratio, 581-86 index, 134-36 ’ ’
43 AetuiBive tICAEY 774 New issues naked, 138
financing, 762, 767 . financial instrument, 469 premi{un 131-35, 139-42
forms of, 757-58 | f’ pricing of, 471 put 130—?21 133-44 146-50
leveraged buy-outs, 779 , New issues market, 468-69 sell;r 132-54 139 ’141 143
57,779, 782 motives and benetfits of s Nominal cash flows, 234-35 tradir;g in Iné]ié f34 ’
12, 520, 524 accelerated growth, 760 Nominal discount rate, 234-36 writer 132-33' 1!38 143
89, 407 diversification of risk , 761 Nominal interest rate, 811, 821-22 Orderiné costs ;02466 713
86, 389, 407 enhanced profitability, 760 Non-conventional investments, 172-73, 182 Ordinary sharés, 482-8%, 488-89

Non-convertible debentures (NCDs), 491, 505-06
Non-diversifiable risk, 117

Non-notification factoring, 691, 693
Non-operating cash flows, 369

Non-peak level credit, 743

Non-systematic risk, 761

Normal distribution, 77, 84-86

Numerical credit scoring, 679 n
0 Payback, 276-77, 280, 290

, . acceptance rule, 163, 165
Objective probability, 83, 274 evaluation, 158, 160, 163, 166-68, 171

OTC market, 468, 479
Out-of-the-money option, 130
Outward clearing, 728

Overall cost of capital, 190, 193, 200-07
Overdraft, 742-43

Owners of residue, 3

financial benefits, 762
increased market power,762
53 reduction in tax liability, 762
negotiations
tion of India (LIC), 485 earnings growth, 772
nt assets) exchange ratio, 770-73

regulation of
legal measures against takeovers, 782

legal procedures, 784
#657 protection of minority shareholders interests, 783

transfer of shares, 783
Miles-Ezzell formula, 403

eory, 662 Modernisation, 158-59 A
194 Money, 8 Ob]ech}res, 2, 6,89, 11-12 reciprocal and the rate of return, 169
7, 729 Money market, 814-16 Operat}ng capital budgeting, 309 Payment float, 728-29

Operating cycle, 648-53, 659 Payout ratio, 420, 422, 427, 431, 434

Money market operations, 814-15, 822

ing rate (LIBOR), 820
Monitoring, 301

Operating expense ratio, 596
Operating exposure, 813

Peak level credit, 743-44, 748
Pertect capital market, 342, 347, 350, 352, 464,

142, 145 Monopolies and Restrictive Trade Practice Operating inventory, 710 467
| RTP) Act, 758 . ’ -68
=(c):i25i0n 442 Mong/[ Carlc)) sircnulation 284 WpeTaEIgenseati K51 4060] Permanent working capital, 653, 664
i32_33 ; Moral hazard. 526 : Operatmg leverager* 7r 123: 124; 126; 316; 327—30,. 335 Perpetual bonds, 48, 51

Mortgage, 34, 744 Operating options, 308 Perpetuity, 27, 30-31, 34, 37
m Multi—period fcapital constraint, 262 Operat;::g- i il Personal leverage, 352

Multi-period compounding, 32-33, 35, 37, 40, 45 Oifj;itg*lst)élz?i; 2%51 P gl\fis’ 6??14

‘ ; .l . ’ € .

79 mu{f}P}e dlSCﬂH;lnahIlt anf;?lf;go% e of capital formula, 191 Poisgj pills, 775
303, 310 Mﬁmhglefsitde: 3 628 4712 ’79 i overall vs. specific cost of capital, 192 Policies, 3, E;, 12-15
5 Mutually exclusive investments, 160 cslisseom, 1] Policy obligations, 369

Mutually exclusive projects, 9, 160, 163, 166, 174, 176, sareholders opportunities and values, 190 Pooling of interest, 778-79, 784

255-57 sy i ey i Opportunity cost of capital (OCC), 4, 9, 18-19, 33-34, Portfolio, 90-92, 94-109

L 2(_)0, 211, 213, 216 159-61, 163, 165-66, 170, 173, 177-78, 189-93, 386-88,  Portfolio opportunity set, 100, 103-04, 112
apital, 164 -I. 1995-403, 405, 411 Portfolio return, 90-92, 94, 96-97, 99, 103
ey, 289-90 Optimum capital structure, 4, 345-47, 355, 361, 364, Porttolio risk, 90, 92, 95, 96-98, 101, 103, 105, 108,
172-73 Natural hedge, 801 366 111-12

Net advantage of a lease (NAL), 518, 531 Opt?mum CaSh_ balance, 729-30 Porttolio theory, 90, 100-101

Net assets turnover, 592 OPf{mum credit policy, 673, 675, 677-78 Portfolio return: two-asset case, 90-92, 94, 96, 97, 99
0 Net cash flows , 222, 223-29 Opﬁmum production run, 705 100 r 27
), 119 Net income approach, 343-44 Option, 130-150, 794-97 Portfolio risk

American, 131, 147, 149
binomial model for, 145

and correlation, 93-100

, 87,73, 104, 108-09
measuring, 92

Net operating income approach, 348, 352

[VA), 827, 830-36
alue ratio, 600, 838
201

719-23, 729-32

bank finance (MPBF), 747, 752

L, 109

Net present value (NPV), 9, 17,33, 117, 158, 160-61,
179-81, 220, 228, 240, 241, 243, 247, 398, 410
return-risk trade-off , 117
Net present value (NPV) method
acceptance rule, 165, 167-68, 171, 180
ARR method, 170, 171

evaluation of, 171

Black and Scholes (B-S) model, 146
buyer, 131-34, 139-49

call 130

call premium, 132

delta, 145-47

delta or hedge ratio, 147

B L SO L TORNPRRT o O Ly [N [V o,

N-security case, 101
two-asset case, 90, 92, 96, 100
Pre-emptive rights, 484
Precautionary motive, 701, 713
Preference share, 46, 55-57, 69, 191-92, 195-96, 201,
482-83, 488-89, 494 |

l =™




al Management

Subject Index 877

66 Rate of return, 4, 2 Ris ) .
sccouning, 160, 17 0108, 72 B R ot e 206, e Peuuiatrong form of oficiancipridd
evetais, 7B conventi;nal tech;-l ; u;s tofh 9(-12190, 793-802 Sens1t1V_ity analysis, 277, 280-82, 290, 300, 636
0, 44 expected return and risk, 82 . calii) equivaleqnt 278_8(e)m = Separation theorem, 104-05, 112, 629
5 payback reciprocal and, 169 S payback, 276.77 gﬁt-;lp cost, 705 "
hoprs ' | : . adow prices,
8 Ra:iaon::;]ll;’zi;)f, 79 f delc'lizli((;idgusted discount rate, 277 Share, 2-‘14:1 7:138
standards of comparison, 582 Y steps inrefggpproach bonus, 441-445, 449
Ratios , B o o T . buyback of, 442, 449, 453-456
io, 46, 67, 409, 438, 451, 599 activity, 583, 589 ; hedging, 793_’95 zgne;eptf gf \.rcalll.xe(;i 424
assets turnover, 59 | TeE. . o M nstant dividend, 446-47
95’24172 cash. 581 1 pr izizglty i;';’;?llimog_ iP_I;rogches earning-price (E/P) ratio, 67
ship, 14 competitors, 582 recognitiorlf of, 300 Ay e b earr‘lings capitalization, 62-64
costs, 675 coverage, 989 ' relative measure of, 276 eqU}t}-r :
33, 235, 237 current, 584 e analysisf dividend capitalization, 57
¢ dividend decision, debt, 581, 583 X DCF break-even analysis, 281 effect on shareholders wealth, 487
53 debt-equity ratio, 587 pros and cons of, 282 pros and cons of, 485, 487, 489, 492
debtors turnover, 591-92 | W ol analysis: 289 subscription price, 484, 486, 487
diagnostic role of, 606 statistical techniqués o handle terms and procedures, 485
dividend-payout, 599 . - probability defined, 273 VRlIRONEIE gt
industry, 582 statistical techniques Eo handle growth in dividends, 59
leverage, 583, 586 coeffici f variati ordinary, 148
liquidity, 584 l ¥ l(tjlednt of variation, 273, 276 teatures of, 483, 488 .
nilrket value-to-book value (MV/BV), 599 ! stalzljlec;:aid girﬁzimz;f; 13?5274-76 private placement, 485
operating expense, 596 Risk and return, 77 ) 2795, pros and cons of, 484, 487, 489, 492
past, 581-83 | expected, 79, 82-83 public issue of equity, 485
nt or account, 553-54, 563, 630-32, price-earnings, 599 | free security, 103-05, 107-08 reporting of, 482
profitability, 583, 593 N-security, 101 preference, 191, 193, 195
8 projected, 582-83 Risk averters, 289 prc;-ference shares
quick, 584-85 Risk management strategy, 801 eatures of, 56
types of, 583 Risk neutrality, 146 Ly anc} s
Real assets, 2, 46 Risk of defauit, 10 pr%ce, earn'mgs and dividends, 65
Real cash flows , 23;153555237 Risk of expropriation, 819 Epri(i:te-earmngs (P/E) Ratio, 67
Real discount rate, 254- Risk premium
: 16(_), 167, 179, 180, 262, 266 YTRITT g ghony citemy Risk-gd'ustecrln:jii% 13,.-t36,, 38, 65, 75, 82,125 bonus share, 449
< o Real options, 297, 303-04, 310 Lt Certai]nty eqmva?:rﬁ f:lrlr;:::ief227160f227786-801r e i g
Redeemable preference share, 56-57, 69, 196, 558, Risk-adjusted discount ratio, 277 reverse split, 453
~07 562 Risk-averse, 84-85 ’ glﬁare exchange ratio, 669-673
396, 411, 492, 510, 524-26 Regression, 118-121 | Risk-free portfolio, 138 Sharehprlce index, 119, 466
62. 266 Reinvestment assumption, 177-78 ' Risk-free rate, 10, 18, 36, 38 are oldgrs, 3, 7,386
aly;is (PVA), 711 Reinvestment rate, 177-78 Risk-neutral, 84-85 eXpectatu?r} of, 443
7 142. 143, 149 Reorder point, 702, 706-07, 712-13 Risk-return relationship, 10 opportunities and values, 190
! , 143, Replacement chains, 256, 260 Risk-return trade-off 10‘, el Shareholders value, 760, 772, 785
Replacement cost of, 406 Roll; e analysis, 830, 836-37
79, 784 p 0 | ing settlement, 475, 480 fianacérial imulicats £ 837
ng of bills, 743 Replacement decisions, 159 | iLE Igd lp ca ion of,
‘v 809-10, 812-13, 821 Replacement value, 47 olders value creatu‘:m.(SV.C)f 830, 837
1Ly, 4 ’ Required rate of return, 4, 15, 18, 28, 38 “ Shareholders wealth maximization (SWM), 2, 7, 9
147 Residual income, 833 Safety stock, 706- Sh e
. Retained earnings, 551, 555, 561, 566 y stock, 706-708, 713-14 ort hedge, 796, 799
, 143, 147 Retention ratio, 420, 422, 425-28 Sale-and-lease-back, 511, 512 Short position, 138, 142, 145
Return, 90-100,’ 102-112 ‘ Sales signalling, 363
“ ancertatnity-of. 8 variability of, 324, 329-333 simulation analysis, 284, 285, 290
Return on equity (ROE), 597, 599, 605, 607, 611 Salvagfa value, %22, 225-31, 235, 236, 238 Slfng¥e taxation, 433 ,
Return on investment (ROI), 3-4, 170, 178, 322, 588, >cenario analysis, 282-85, 290 oinking fund, 22, 23, 26, 28, 36-38, 194, 488, 490
506 Secondary lease, 511 Small scale enterprises (SSEs), 536 I
ﬂ Revenue expenditure, 221, 238 oecondary markets, 472 Security market line (SML), 107-08
ey Securities, 2, 5, 7, 14 Special tax benefits, 394, 398, 411




cial Management &
Subject Index 879

01, 720-21 Term structure of interest rates, 662 Variable costs, 7, 327, 330 |
actor, 457 Terminal cash flow, 222, 225, 230, 238 Variable working caI;ital 653 Working capital
3 Terminal value, 226, 229, 238, 392, 405 Variance, 79-81, 83-84 9(; 92-104, 106-09, 111, 275 S dhpaun iy
g, 660 Time preference for money, 17-18, 36, 38 ; Varying cost of Capitai 1; g ‘ , 111, 275-76 balance of, 651 ~
09, 805 Time series aPalysis, 522—87319 arad 2 Venture capital, 536-5 i ‘ bailk f-in7ance fof =/ - |
B Time value of money, 8, 17-19, 23, 306, . in developed ' oan, 743, 744, 747, 748, 75
50 Total assets furnover, 503 | F." Vertlual me;er!C;S'USnt;éelS; 536; 540, 542—43, 545-46 ﬂOW, 550, 5521 554_565 . 0
12 Trade bills, 727 ! Vertical spread, 141 from operations, 550;:554
i Trade credit, 673, 693, 740-43, 750 gross, 648 o
Trade references, 686 needs, 659
Trade-off theory, 360 | net, 224, 557, 648
Trading on equity, 317-18 , o permanent and variable, 653
77, 79-86, 90, 92-100, 102, 106, 108, Transaction costs, 346, 350, 352, 363, 374 wiﬁi.rc?’ mociicel, of dividend relevance, sources of, 557, 562
-76, 285, 289, 290, 330-333 Transaction exposure, 812, 813, 816, 822 declilstm O% 424 turnover, 589-593
e 2 500 . o ; : ning firms, 423
 in financial position, 554, 556, 561, Transaction motive, 720 erowth firms, 423 HBES of, 552, 554, 558, 562, 564
Translation exposure, 812, 814, 816, 822 . normal firm | 423 Work}ng capital flow, 556, 560
449, 450, 457 Treasurer, 13-15 ks et 81198 - Work}ng capital from operation, 557, 559-61, 566
, 374 | Treasurer’s functions Charac{erist;cs 4-'99 -06 Work@g capital gap, 747 :
ge Board of India (SEBI), 364 controller of, 13-14 | P g 4,.9501 Working capital policy, 656, 658, 663
798 Tre asury bll].S, 799 , o AOHLEIT] ?—) 64 9, 501 World market index, 817
13, 150 Tree harvesting problem, 258 - e;tion of 498- . | Written-down value, 226-27, 230
191 _ Turnaround financing, 537 Wealth maximization, 2, 7, 9-12, 14
valuation approach, 10 ’
_ U Weak form of efficiency, 466 .
!getmg, 399 Weighted average cost (;f capital (WACC e batel
28-29, 641, 837, 840-21 Uncertainty, 8, 9, 272-74, 276-78, 284, 447, 724 gy g g it ity s e bl
9, 637, 827, 837-39, 841-42, 845 Uncertainty of returns, 8 410 , 50, 567, 591, 403-04, 406, Yield to maturity, 48-49, 51-52, 56, 69
payable, 742, 750 Under-investment, 371 investment evaluation, 190, 202
135, 141, 142, 144 Underlying asset, 130-34, 143-46 limitations of, 394 T n
‘ Underwriting, 485, 488, 492 Wet lease, 512
Er:cg)g 480 Idnlevered ]:).t‘:':t.?.’ti,.r ?(8%1%89{;]':70? w!gte knight, 774—75. Zero coupon bonds, 38
- nsystematic risk, 11U, idely~held companies, 373 Zero-interest bond, 34, 38
B Dats Up-fronted lease, 510 Zero-interest debentures (ZID), 4
heet, 780 Utility theory, 289-90 A 8.0, B2
) benefits and limitations of, 289
33, 238
h, 62-63, 197 i
. 627, 637-41, 828, 831
0, 802
9 Vaghul working group, 749
Valuation, 10, 145-48, 386, 391, 392, 394, 403, 404, 408,
5-76, 781 409
» Joan, 800 and financing, 386
et risk, 102 option, 130
7-18, 122, 761 Valuation model, 10, 11
Value
book value, 47, 599

compound value, 19-23, 31 |

going concern, 47

761-62, 774-76, 782-84 liquidation value, 47

95 of an annuity due, 31

e, 745-48 present value, 17, 20-23, 31, 33-35 l
s, 2 replacement value, 47

cture, 192, 200-01, 206, 208-09, 364, Value additivity, 9, 222

389, 391-92, 404 principle, 163, 166-67, 176-77

) 448, 449, 457 Value drivers, 835



Fmandal TENTH EDITION
Management

The importance of financial management can hardly be overemphasized; it I1s a critical aspect of management. The tenth
edition of the much acclaimed Financial Management has been thoroughly revised.
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Highlighting the ‘modern’ analytical approach to corporate finance decision-making, the text has been restructured to
focus on finance theory and its implications in the financial decision-making process involving investment, financing,
dividend and working capital management. It also discusses sources and instruments of short-term and long-term
finances, mergers and acquisitions, international financial management, shareholders’ value creation, EVA, balanced
scorecard, corporate governance and the interface between financial and corporate policies. Most importantly, the
book helps students to relate theories and concepts to practice. The book is different from others in terms of coverage
and presentation and provides comprehensive coverage for MBA, MCom, CA, CFA, ICWA and other postgraduate and

professional courses.

The book demonstrates that the subject of finance is simple, interesting and relevant in practice.
The book is application-oriented and focuses on the analytical approach to financial decisions,

making it a one-point reference for all its readers.

| atest topical material has been added in several chapters. The new features include:

B Check Your Concepts
B Quiz Exercises
B Practical Projects

Free Students’ CD containing

Answers to Review Questions and Problems
Additional problems with solutions for practice from CA and other professional examinations

Comprehensive Cases for analysing financial decisions in complex, real-life situations

Additional problems with answers, along with questions from latest papers

PowerPoint presentations for all chapters
Excel-based Financial Problems to practice the use of spreadsheets in finance

Web Links for an exhaustive list of finance-related sites
Key Definitions and Formulae as a useful ready reckoner

A respected name in academic circles, Dr 1 M Pandey is currently Professor of Finance, Department of Commerce, Delhi
School of Economics, University of Delhi. A PhD from Delhi Schoo! of Economics, he was earlier Professor, Indian Institute of
Management, Ahmedabad (1IM-A) where he also served as Officiating Director, Dean and Chairman of Fellow Programme.
Dr Pandey also served as Dean, School of Management, Asian Institute of Technology, Thailand, from 2005-07. He has
taught at many international Universities/Institutes in USA, France, UK, Malaysia, Sri Lanka, Thailand and Vietnam.

Dr Pandey’s research interests are focused on strategic financial management, financial decision-making processes,
comparative financial systems, capital markets and financial services, with a special focus on emerging markets.

A prolific writer and a name to reckon with in his field, Dr Pandey has authored/co-authored ten books, five monographs
and has written more than 100 articles and management Cases. He was the Editor of IIMA’s journal Vikalpa: The Journal
for Decision Makers and is on the editorial board of several international journals. Currently on the board of Indorama
Polymer Limited, Thailand, he has in the past served on the Boards of IFCI and HPCL, among others.
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