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1 J Financial Management: An Overview

The Financial System
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llosel Financial Management

 

Trade Credit Inter-firm credit arising from credit sales. It is recorded as an account receivable(debtor) by the seller and as an account payable (creditor) by the buyer.

Transaction Exposure Risk to a firm with known foreign currency cash flows due to changesin exchange rates (cf. economic exposure, translation exposure).

Translation Exposure Risk of unfavourable effects on a firm’s statements that may arisefrom changes in exchange rates (cf. economic exposure, transaction exposure). 9‘7
ITreasurer Financial officer concerned mainly with the task of financing and activitiesrelated thereto.

Turnover Ratios Turnover ratios, also referred to as activity ratios or asset managementratios, measure how efficiently the assets are employed by the firm.

Unfunded Debt Debt that matures in less than one year (cf. funded debt).
Unique Risk (unsystematic risk, specific risk) Risk that cannot be diversified away.
Unlisted Security Security which is not listed on a recognised stock exchange.
Unsystematic Risk Risk that can be diversified away. It is also referred to as unique risk,specific risk, residual risk, or diversifiable risk.

Vertical Merger A merger between a supplier and its customer.

WACC Weighted average cost of capital.

Warrant Call option issued by a company.

Weak-form Efficiency Prices reflect all historical market related information.
White Knight A friendly suitor sought by a target company threatened by an unwelcomesuitor.

Winner’s Curse Uninformed bidders tend to over-bid and become winners.

Working Capital There are two measures of working capital: gross working capital and networking capital. Gross working capital is the total of current assets. Net working capital is thedifferenCe between the total of current assets and the total of current liabilities.
Workout An informal arrangement between a borrower and lenders.

Written Down Value Method A depreciation method according to which the depreciation
charge is a percentage of the written down value of the asset. '/
Yield Curve A curve representing the promised yield to maturity of debt instruments of a
given risk and the maturity of the instrument.

Yield to Maturity The rate of return earned on a security if it is held till maturity.

Z Score Measure of the probability of bankruptcy.

Zero Coupon Bond A bond that makes no coupon payments and is issued at a steep
discount over its face value.
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Degree of total leverage 502

Demergers 862

Depository receipts 927

Depreciation 62

Direct comparison approach 759

Direct quote 910

Direct taxes 61

Directors' report 59

Disbursement float 586

Discounted cash flow approach 763

Discounted payback period 297

Discriminant analysis 616,667

Disinvestment 964

Diversifiable risk 217

Divestitures 827,860

Divisional cost of capital 376

Doubling period 143

Du Pont analysis 87

Duration 699

Earning power 81

Earnings -price approach 369

Economic order quantity (EOQ)

Effective rate of interest 160

Efficient frontier 242

Efficient market 413

Electronic funds transfer 589

Employee stock option scheme (ESOS) 887

Equity capital 424

Equivalent loan amount 722

Eurobond 914

Eurocurrency loans 924

Eurodollars 924

European Business Excellence Model 899

European options 261

EVA®801

EV-EBIDTA margin 83

Exchange ratio 839

Exercise price 261

EXIM bank 929

External commercial borrowings 925

External funds requirement 122

F

Factoring 660

Feasible combination
FIFO 638 s approach 394

Finance lease 712

Financial assets 26

Financial break-even 335

Financial intermediaries 32

Financial leverage 223

Financial markets 26

Financial modeling 117

Financial risk 509

Fisher effect 917

Fixed assets 46

Fixed assets coverage ratio 505

Fixed assets turnover 80

Fixed charges coverage ratio 77

Float 586

Floatation costs 378

Floating rate bonds 690

Foreign bond 925

Foreign exchange market 909

Forfaiting 929

Forward contracts 979

Forward discount 913

Forward interest rate 702

Forward interest rate 705

Forward market hedge 934

Forward premium 912

Forward rate 912

Forward rate agreement 980

Free cash flow 65

Free cash flow to equity 782

French auction 441

Future value interest factor (FVIF) 141

Futures contracts 98]

Futures price 981

(3

Geometric mean 206

Global depository receipts (GDRs) 927

Going concern value 172

Gordon model 525

Greenmail 852

Gross exchange rate 908

Gross profit margin 80

G-secs 592

Index

 

|1059l

ti

Hedging 977

Hillier model 335

Hire purchase 723

H-model 186

Holding company 864

Horizontal merger 828

Hypothecation 653

Immunisation 701

Income tax 62

Indifference curve 244

Indirect quote 910

Indirect taxes 63

Inflation risk 684

Initial public offering (IPO) 438

Institutional imperative 875

Insurance 990

Interest coverage ratio 77

Interest rate parity 915

Interest rate risk 684

Interest rate swaps 985

Interest rates 28

Internal accruals 427

Internal growth rate 123

Internal rate of return 289

International bond 925

International Fisher effect 917

Intrest coverage ratio 503

Intrinsic value 172

Inventory turnover 78

Inverse floaters 692

Investment banking 455

I

Junk bonds 692

Just-in-time system 639

I.

Lead manager 442

Lead steers 511

Leading and lagging 937

Letter of credit 608

Leverage analysis 499

  



 

l1060|

Leveraged buyout (LBO) 853 \

LIBOR (London interbank offer rate) 924

Linear programming model 395

Lintner model 546

Liquidation value 172

Liquidity preference theory 705

Loan amortisation 153

Lock-box 587

Long position 979

D4

Margin amount 654

Marked to market 981

Market risk 217

Market segmentation theory 706

Market value to book value ratio 83

Matching principle 568

Materials requirements planning 673

Maturity period 173

Maximum permissible bank finance 655

Memorandum of understanding 963

Mergers 826

Miller and Modigliani position 527

Miller and Orr model 598

Minimum alternate tax 62

Modified internal rate of return 294

Modigliani and Miller position 469

Money market hedge 936

Moral hazard 992

Multifactor model 253

Multinational Corporations 908

Multiple rates of return 292

Mutual funds 34

hi

National Stock Exchange 193

Negative cash cycle 571

Net advantage of leasing (NAL) 721

Net cash flow 54

Index

 

Nominal rate 29

Non-diversifiable risk 217

Normal distribution 212

Numerical credit scoring 615

(3

Open account 608

Operating cycle 569

Operating exposure 933

Operating lease 712

Operating leverage 222

Operating profit margin 81

Opportunity costs 309

Optimal portfolio 243

Option forward 936

Order point 636

Overdraft 652

Over-the counter (OTC) markets 28

P

Pacman defence 852

Parta system 898

Partnership 4

Pass through certificates (PTCs) 694

Payback period 296

PBIT-EPS analysis 494

Percent of sales method 113

Pledge 654

Poison pills 852

Pooling of interest method 835

Portfolio risk 237

Pre-emptive right 425

Preference capital 428

Preferential allotment 449

Preferred habitat theory 705

Prepetuity 158 .

Present value interest factor for an annuity

PVIFA) 152

l’resent value interest factor (PVIF) 145

Proforma balance sheet 114

Proforma profit and loss account 113

Project finance 727

Prospectus 441

Provisions 46

Public deposits 657

Public limited company 6

Purchase method 835

Purchasing power parity 916

Pure play 377

Put option 263

Put-call parity theorem 267

Q

Q ratio 84

Qualified insititutional placement 450

Qualified Institutional Buyers (QIBs) 440

It

Radical position 533

Random walk 413

Rate of return 210

Rational expectations hypothesis 532

Ready forwards 593

Real rate 29

Receipts and payments method 581

Reinvestment risk 685

Reserve Bank of India (RBI), 34

Reserves and surplus 45

Return on invested capital 706

Rights issue 445

Risk adjusted discount rate 349

Risk neutral valuation 271

ROI~ROE analysis 497

Rollover contracts 935

Rule of 69, 72, 143

IS

 

Index

 

Secured loans 45

Securities Exchange Board of In
d.

Securitisation 694
la (SEED 35

Security market line 224, 248
Semi strong form efficiency 415

Senscx 194

Sensitivity analysis 329

Separation theorem 246

Share buyback 551

Share capital 45

Short position 979

SIBOR 924

Signaling theory 484

Simple interest 142

Simulation analysis 336

Sinking fund depreciation 804

Slump sale 860

Smoothed residual dividend policy 545
Sole proprietorship 4

Spellovers 968

Spinoff 863

Splitoff 863

Spot price 983

Spot rate 911

Staggered board 852

Standard deviation 210

Statement of cash flow 54

Stock and debt approach 758

Stock market 192

Stock splits 550

Strike price 261

Strong form efficiency 415

Structured notes 692

Sum of the years digits method 724

Sunk Cost 309

Supplier’s credit 928

Sustainable growth rate 125

Swap rate 911

Swaps 984

Systematic risk 217

'106ll

. . 6

Present value of a growmg annulty. 15

Ne: 'float isgpproach 465 Present value of growth opportunities 192e incom . I '

Net operating income approach 466 Price-earrlungls rSaWtI: S83986

Net operating profit after tax 65 Erinlilgthfifiyy 437 p

riva

Ne: EfgfietnthElil: 8:55 Private limited company 6e

' ' Private placement 449

Ngt'h:tgraa§iit;fisle8tmg 937 Probability distribution 209IS

N ‘ a1 price 29 Profit and loss account 480mm

Safety stock 636

Sale and lease back 712
T

Sales forecast 112

Samurai bonds 926

Sarbanes Oxley Act 884

Scenario analysis 331

SEBI takeover code 850

Secondary market 27

Secondary public offer 444

Takeovers 848

Tandon Committee 655

Tata business excellence model 899

Term loans 429

Term structure of interest rates 701

Three-stage growth model 780

Time line 139

I

 



 

I 1062 |

l assets turnover 80

T221 business return (TBR) 812

Total shareholder return 811

Trade credit 650

Trade draft 931

Tradeoff theory 481

Traditional position 468

Transaction expos
ure 932

Translation exposure 933

Treasurer 17

Treasury bills 591272

sur bonds

T35: stalges growth mo
del 185, 778

U

Underwriters 442

Uniform annual equivalent 391

Unique risk 217

Unsecured loans 45

Unsystematic risk 217

V

Venture capital 435

Vertical merger
828

Index

 

W

Walter model 523

Warrants 737

Weak form efficiency 415 I 71

Weighted average cost of capital 3

Weighted marginal cost of capital 372

White knight 852

Working capital leverage 674

Y

Yankee bonds 926

Yield 82

Yield to call 178

Yield to maturity 177

Z

Zero coupon bonds 690

O Author's Profile

Dr Prasanna Chandra, Director of Centre for Fmanual Management Is a n M BA, I ’h I.) ( Finance)He has over four decades of teaching experience in postgraduate and cxecutivu Ig-ducauun
programmes. He was a professor of finance at Indian Institute of Management, Bangalore fornearly two decades. He was a visiting professor offinanceat Southern Illinois University, USAfor two years. He was appointed as a member of several committees including the CapitalIssues Advisory Committee, the High Powered Committee on Insurance Sector Reforms, andthe SEBI Committee on Derivatives. He has served or is servmg on the boards of a number oforganizations including Torrent Pharmaceuticals, Power Finance Corporation, Unit Trust oiIndia Investment Advrsory Servrces Limited, Inter-Connected Stock Exchange of India, IFCI,
“M (B), ICFAI, Templeton Mutual Fund. Bangalore Stock Exchange Limited, and KarnatakaSoaps and Detergents Limited. He has been a consultant to many organizations.
Dr Chandra has conducted executive semina rs for a number of organizations like 1N DAL,

lnfosys, Tata Motors, ITC, NllT. TISCO, Sasken Communications, Tata-IBM, LI'I'B, BllliL,
Bharat Shell, ANZ Crindlays, HMT, Canara Bank, Vvsya Bank, ONCC, Wipro. (JAIL,
Microsoft, Motorola, and Tata PoWer.

He has published seven books — Financial Managwnenl. Theory and Pim'lit'c; I’m/eels:
Planning, Analyszs, financing, Implenn'nlalion, and Review; lnwshneni Analysis and Portfolio
Management; Managing Investments, Finance Sense; Fumlanu'ntals of Financial Managenwnl and
VII/“(Hit)” of Equity Shares and has authored over 70 articles in professional journals and
business periodicals. He has been a Fulbright Scholar and a UNDP Fellow. He has received
several honours including the 81’st Tearlier Award from the Association of Indian Management
Schools

  



Eighth Edition (.P N1~ [ MH Professronal Series in Finance

FINANCIAL MANAGEMENT

Theory and Practice

Financial Management: Theory and Practice

celebrates 27th year of its publication. Over these two

and a half decades, Indian business and finance have . Anew chapter titled Global

considerably changed owing to deregulation, Financial Crisis

liberalisation, privatisation, globalisation, and the _ '

ascendance of the services sector. The book has kept 12 new Seetlons 0n varlous

pace with these changes and captures the central topics

themes and concerns of corporate financial

management—making. it both contemporary and

comprehensive.

The book seeks to:

0 Build understanding of the central ideas and

theories of modern finance

Notable additions in this edition:

12 new minicases

The accompanying CD contains:

. , _ , , Additional solved problems
Develop famillarlty With the analytlcal

techniques helpful in financial decision making Additional self-“33“ PTOblemS

Furnish institutional material relevant for Excel spreadsheets

understanding the environment in which
. . . Over 20 su lementa notes on

financral de01s1ons are taken pp ry
advanced topics

Discuss the practice of financial management

To enhance the utility of the book, an Instructor’s Manual (which contains PowerPoint presentations,

quizzes and Solutions Manual) is available at http://highered.mcgraw-hill.com/sites/0071078401

Dr Prasanna Chandra, MBA and PhD in Finance, is Director of Centre for Financial Management

(CFM), Bangalore. He has about four decades of teaching experience in postgraduate and executive

education programmes. He has been a member of several committees, and a consultant to as well as a board

member of several organizations. Recipient of many honours, including the Fulbright Scholarship, UNDP

Fellowship and Best Teacher Award from AIMS, Chandra is credited with writing 70 articles in

professional journals and business periodicals, and 6 books.

Visit us at : www.tatamcgmwhil|.com

The McGraw-Hill Compunles
; ‘ l

ISBN-132 978-0-07-107840-5

ISBN-10: 0-07-107840-1

% Professional
I I I I

9 780071 078405 


