Table of Contents

Preface.......cooevviuiiiiiniiiiiniiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiitiieiiiaeeeaas (X1

INEVOAUCEION v oveennnneeeniieienienieeeeeseesssssessesssssesssessssssssssssssssnssnnens X1

Chapter 1: Financial Management - an Overview ....c.cccccieeieirieciaciececnecacieceacccnccncens 1

1.1
1.2
1.3
1.4
1.5

1.6
1.7
1.8

1.9
1.10
1.11

2.1
2.2

2.3

INErOdUCHION ..o 2
Definition Of FINANCE...coouiiiiiiiiiiiiccccee sttt ettt 2
SCOPE Of FINATICE ..ttt ettt ettt ettt st s en 3
Functions of FINANCE ......coooiiiiiiii e 3
Organizing Finance FUNCHON .........oooiiiiiiiiie e 5
1.5.1  Functions of @ FINance Manager...........cocvviiiiiiiiiiinienieneesiesieseesie e 5
1.5.2  Duties of FInance Manager........coccocveviiiiiiiiiniiniiieecieiese ettt 6
1.5.3  Functions of @ CONIOET ........cocueviiniiriiieiininieteteesc ettt eanens 7
1.5.4  Functions of @ TTEaASUTET ......c.cccuiiviiiiiiiiiiiiteceeee e e 7
Concept of Financial Management.........cocuevuiiiiriiriiniinieieene sttt s 8
Changing Scenario of Financial Management.........c.cceceeriieiirnierniieiinieeieeieereene e 9
Objectives of Financial Management..........oouiiuiiiiiiiiiiiiciieiesesese sttt 9
1.8.1  Profit MaximiZaAtION .......ccueiiiiuiiiiiiiiieii et s s 9
1.8.2  Wealth MaXimiIZatiOn ......ccceerieriieriieieeie ettt ettt sttt st siee s 10
1.8.3  Difference between Profit Maximization and Wealth Maximization ..........cc.ccevueenneene. 11
1.8.4  Value MaximiZAtiON...c..covuteriieniieniieniieiieieeieete oot eteeteeneeneesseesreeneeneeneenneenneenneens 12
SUITIITIATY ..ttt ettt b ettt b e e bt et est e bt sbeeatest e bt sbe et e esnenbesbeeeeesnesbeennennen 14
KT TOITIS ettt ettt ettt ettt ettt ettt en 14
EEXCICISE 1ottt ettt et ettt sttt sttt st sttt sttt eene e 14
Multiple ChoiCe QUESTIONS. ..c.vteutieieeteeteeteett ettt ettt ettt ettt ettt ettt eebe st ettt seeeseaeen 14
Short Answer TYPe QUESTIONS ...c..uiriiiiiriiiienieneereete ettt ettt st 16
Long Answer Type QUESHONS ...c..ouiiuiiieieiiiiieet ettt st saeeanens 19
Chapter 2: Long-Term Financing.....c.ccccevieeiierintiienietcierierciesieccsascnscssssnscssscnscsasense 23
INETOUCTION .ttt ettt ettt ettt ettt e bt e b enaeen 24
Financial Market ... 24
22,1 Capital MATKEL..c.eooviriiiiiiiiiiiccceet ettt 25
2.2.2° MONEY MATKEL ..eonviiniiiiiiiieiteicee ettt sttt sttt s 27
Long-Term Sources of Finance: Shares, Debentures and Term Loans..........ccococeiiiiiiin. 28
2.3 SRATES e e e e 28
2.3.2 DEDEITUTIES ..t 31

2.3.3  Difference between Shares and Debentures ..........oovvvvvevieiiiiiiiiiiiiiiii 32



vi H Table of Contents

2.4

2.5
2.6
2.7

3.1
3.2

3.3

3.4

3.5

3.6

3.7
3.8
3.9

4.1
4.2

234 T LIOANS. .ccutiiiteiiiie ettt et 33
Medium-Term Sources of FINANCE ......oceeiiiiiiiiiiieieeeeeee e 34
241 Lease FINANCE . c.ccouiviiiiiiiiiicteeeeseeee ettt e 34
242 HIre PUIChase.....c.ooiviiiiiiiiiiiicictceeeee et 36
2.4.3  Venture Capital.......cccociiiiiiiiiiiiiiceeeeteeete ettt st s 36
244 PUDLC DEPOSIES .eonviiiiiiiiiiiniiesiiee ettt ettt ettt 37
2.4.5  Retained Earnings........ccoocooiiiiiiiiiiiii s 37
SUITIITIATY ettt ettt ettt se e e a e s at e sht e sbe e sat e sbt e sb et sbe e sbeesbeesbeesbeenbeesaneeaneens 39
KEY TOIINS ..o 39
BEIXEICISE ettt ettt ettt ettt ettt ettt ettt ettt eaean 40
Multiple ChoiCe QUESTOMS. c..c.verteriieuretiniieiteitete st ettt eeteste sttt eeteste st sbeeteenne bt saeesnennenieetnens 40
Short Answer Type QUESHOIS ....co.evieieriirireiieteneseetetente ettt sttt sttt eae b sbeennene 42
Long Answer TyPe QUESTIONS ..c...erviiiiiiiiiiniteiie sttt ettt ettt ettt et esaeebeeneeneennees 45
Chapter 3: Short-Term FInancing .....ccceevieiiieiiiiieiiiiieiiiiiietiteietitciescccsescsccasense 33
TNErOAUCHION ..o e 56
Short-Term FINANCING ...coo.eiriiiiiiiee ettt st 56
3.2.1  Objectives of Short-Term FINancing ...........cccccociiiiiiiiiiiiiiiiceececee 56
3.2.2  Need of Short-Term FINancing..........ccccccoevieieiininiiiiieeeese e 57
3.2.3  Advantages and Disadvantages of Short-Term Financing..........c..occocvevvevencncnnienene. 57
Sources of Short-Term FINAnCINg.........cccccceririiiiiinininieieeceeceee et 58
3.3.1  Trade Credit coueeeviniiiieieiiniceieeieesc ettt st ennen 58
3.3.2  CuStOmEr AQVAIICES ..oveiriiiniiiiieniieniienicente ettt ettt ettt et 39
3.3.3  Installment Credit ..o 39
Agencies providing Short-Term FINancing.......c.cccoccovveiviiiiiiiiiiiiciiiceeeese e 60
3.4.1  Commercial Bank ... 60
3.4.2  Co-Operative Bank........cocooiiiiiiiiiiiicce e 63
3.4.3  National Bank for Agriculture and Rural Development (NABARD) ......c..ccccocveeeenenne. 63
Instruments for Short-Term FINAnCINg........coccocirvieriiniiniiieniinenceteeseeeetene e seeieens 64
3.5.1  Commercial PAPErs.......cccociiiiiiniiiiiiiiinctceesee et 64
3.9.2  Certificate Of DEPOSIS .covueiruiirieriiirienieeneenteente ettt ettt ettt e 65
3.9.3  Bills Of EXChan@e ...cc.cooviiiiiiiiiiiiiiic ettt 65
FACTOTINE .ttt et ettt ettt ettt st et set e st setesaneeaneeat 65
3.6.1  INature of FACOTING ...cc.eiviiiiiiiiiiiiie ettt s 66
3.6.2  Functions of @ FaCtOT.....c.eoiiiiiiiiiiee e e 67
3.6.3  Advantages and Disadvantages of Factoring...........c.cceceeeviiiiieninininienencnceeceene. 67
SULTIITIATY L.ttt ettt ettt sttt a e st es e bt she et e e bt s bt et ente bt eaeeeee bt sbeennenee 68
KEY TOIINS ettt ettt 68
BEIXCICISC 1. 68
Multiple ChoiCe QUESTIONS. ..c..eetiettetietteteetteteete ettt ettt ettt ettt eerteee ettt eeneeeneeeresaneen 68
Short Answer Type QUESHIONS ....co.viiuiiiiiiiiiiiiieree ettt ettt et et ettt eae 71
Long Answer TYPe QUESTIONS .....coueiriiriiriiritenienieenteenie ettt ettt ettt et eeteeatesateseteseaesine e 73
Chapter 4: Concepts of Organizational Health and Financial Analysis ......c..cccceeuveeeee. 79
INETOUCTION ..ttt ettt ettt ettt ettt et e e enaeen 80
Parameters for Determining Organizational Health ..., 80
4.2.1  Profitability......ooeeiieiiiieieeee e 81
422 LAQUIAIEY coeveiiieieie ettt 83

4.2.3  Solvency and EffICIENCY ......cocuiriiiiiiiiiiiiiiiii et 85



Table of Contents M vii

4.3 Tools of FInancial ANalYSIS.........cocueueriiririiiiiiniieeeiee ettt sttt 87
4.3.1  Percentile Financial Planning............ccccooieiiiiiiiiiiiniiiiceeseceeeee e 87

4.3.2  CommoOn SIZe STALCINICIIT c..c..eeueeureiiiiiiietetente ettt sttt eetet et steessensenbesbeensesnenuesueeneens 87

4.3.3  Comparative STAEITICII .....co.eetertirtirieietenieetetete e eteetent et eteesse st sttt esne st steseeennenaens 89

4.3.4  RAtio ANALIYSIS. couteriiiitiiiieiieieee ettt ettt ettt et en 91

4.3.5  Du Pont ANalySsis.....c.ccorieiiiniinienieniee ettt 95

4.4 SOIVEd THIUSIIATIONS ..ottt ettt st sb e sb e bt e sbe e s bt e sbeesbeenbeenbeenae 96
4D SUITIIIIATY ettt ettt ettt ettt s et e sat e sbt e sat e sb et sbt e sbtesbt e sbtesbeesbeesbeesbeeseneeene e 110
4.6 Recapitulation of FOrmulac.........cccociiiiiiiiiiiiiiiiiei e 111
4.7 KEY TOIINS oot e 112
4.8 EXCEICISC contiiiiiiieitett ettt et ettt et ettt st et st san e s e eas 112
Multiple ChoiCe QUESHOMS. c..euvitieiieteierteeitetenie ettt ettt eaeeete sttt eaeesnesre it eeeenneniesaeeene 112

Short Answer Type QUESHIONS ....couiiuiiiiiiiiiiiiieiee ettt 114

Long Answer TyPe QUESHIONS ..c..civtiriiriinienienienteenteeie ettt ettt st s 117

4.9 Numerical Problemis......c..cooiiiiiiiiiiiiiiicc ettt 123
Chapter 5: Cash Flow and Funds Flow Statements ......cccccvviviiiniiiinniincciinncincccncenns 129
.1 INEPOUCTION ottt ettt st sttt ettt et e sbee bt e e 130
5.2 Cash FIOW STAtEIMEIIT .eoiuiiiiiiiiiiiiiiieeeeee ettt ettt sttt st eae 130
5.2.1  Methods for Preparing Cash Flow Statement..........ccccocveeeniniiiienincninieieeneeeennes 131

5.2.2  Advantages and Disadvantages of Cash Flow Statement..........ccccocevereeieniincnncnccene. 134

5.2.3  Solved IIUSLIAtIONS ..c.veeureriiieieeitentestcettetent ettt ettt ettt ettt sbe et et saeeaeennen 135

3.3 ConcePt Of FUNA .ooiiiiiiiicec e e e s 136
3.3.1  Sources of FUNAS «..coouiiiiiiiiiictece e 137

5.3.2  Application of FUNdS .........cccoiiiiiiiii e 138

5.4 Funds FIOW Statemment.....cooiiriieriiiiiiie ettt st sttt s sbe e 139
5.4.1 Method of Preparing Funds Flow Statement...........cccoeceviiininiinininiicicieceenee. 139

5.4.2 Importance and Limitations of Funds Flow Statement............cccecevininienininninneenn. 144

5.5  Difference between the Cash Flow and Funds Flow Statements .......c.ccoccovevccevieninincninnennn. 158
D0 SUITIIMATY c.eontiiiiiieiiet ettt ettt et ettt st eat e bt bt et est e bt sbeeeeentesbeebeeseenbesaeennens 161
D7 KEY TOITIS ettt ettt sttt 161
D8 EEXEICISE .ottt ettt ettt ettt he e he e b e naeenae 161
Multiple ChoiCe QUESTIONS. .....eiutirteriieeite ettt ettt sttt sttt sttt e sbeesbeesbeesbeesbeesbeenbeenne 161

Short Answer Type QUESHIONS ....coviviiiiiiiiiiiiieee ettt 163

Long Answer Type QUESHOMNS .....oouiiuiiieiiiiiieieerte sttt s eaeeane 166

5.9 Numerical Problemis. ..ottt 172

Chapter 6: Leverages ...cccvieitieiieiiiiieiirierieciecescescetssscsccsccscessssssssscssscscessssssssscess 179

6.1 INrOdUCHON ....oviiiiiiiiiiiii e 180
6.2  Exploring the Concept of Leverage in FINAnce ......c.coceeevceecienininceienininciienenesceeeenee 180
6.2.1  Exploring Financial Leverage ........c.cccocverieriiniiniiniiniiienienecneceeeeeeseeeee e 181
6.2.2  Exploring Operating Leverage..........ccouerierieriiniinieiieieeieeieeieeie e 185
6.2.3  Exploring Combined Leverage ..........ccocouiiiiiiiiiiiiiiiiiiciccs e 187
5.3 SUINIITIATY .ottt ettt ettt ettt ettt et ettt e a bttt e et e et e ot e ab e eatesb bt satesaee s e beenbeenbeenne 196
6.4  Recapitulation of FOrmMuUlae........ccccoiiiiiiiiiniiiiiiiiciccce e 196
6.0 KEY TOIINS oot 197
6.6 EIXCEICISE .oouviiiiiiiiiiii i 197
Multiple Choice QUESHOMS. .. ..eevieiiriiereeteete ettt sttt sttt et et e e e e e sreene e 197

Short Answer Type QUESHIONS ...covivuiiiiiiiiiiiiieie ettt 199



viii W Table of Contents

6.7

Long Answer Type QUESHOMNS ...c..oouiiuiiieiiniiniieietenie sttt eaeeae 201
NUMETICAl PrODIEIMIS .. cotiiiiiiiiiieiee ettt 204

Chapter 7: Financial Business DeciSions.....cccceviieiiiiiiiiiincinrieciecieccierceccsccsceccnsess 207

7.1
7.2

7.3
7.4
7.5
7.6
7.7

7.8

INErodUCHION ..oouviiiiiiii s 208
Analyzing Financial Business DeCISIONS ........cccevuirviiriieriiiiiiinienienieneeneeseesee e 208
7.2.1  Cost-Volume-Profit ANalysis.......ccoceerirriiriiriiiiiiieeiceteneeneeseese et 208
7.2.2  Break-Even ANalySiS........ccociriiiriiniiniinieieeeneete ettt ettt 210
7.2.3  Marginal COStIE «...cooviiriiiriieiieiieeee ettt et ettt st sttt 215
7.2.4  Margin of Safety...ccoooiiiiiiiiii e e 215
SOIVEd THUSTIATIONS ...ttt et et e b e b et esbe e bt e sbeesbeenae 219
SUITIITIATY ..ttt ettt et et h e et e h e bt e e e saeeae e a e bt et e e sueeaeennes 240
Recapitulation of FOrmulae..........cocoooieniiniiniiniii e 241
KEY TOIINS weonieieeit ettt sttt 241
EXETCISE .ttt et 242
Multiple ChoiCe QUESHOMS. c..euvetieiienieierteeiietenie ettt ettt ettt sttt sb et esee bbb eseesbe i enee 242
Short Answer Type QUESHIONS ....coviviiiiiiiiiiiiieee ettt 244
Long Answer TYPe QUESTIONS .....eevtriiriiitieiieeiie ettt sttt s e e sbee e 247
Numerical Problemis......o.oooi oottt 249

Chapter 8: Budget: Concept and Types....ccccceevieiiieiiniiieiieiiieiieriierieciiecieccecsceneess 233

8.1
8.2
8.3

8.4
8.5
8.6
8.7

8.8

INETOUCTION .ttt sttt st et e s e sbeenee 254
ConCEPt OF BUAGEL...c..cieeiiiiiiiiiicte ettt sttt ennen 254
TYPES OF BUAGEL ..ot s s 256
8.3.1  Performance Budget.........c.ccciriiiiiiiiiiiiiiiiiiiiiicce e 257
8.3.2  TIXCd BUAGEL .ntiiniiiiiiiieie e e 258
8.3.3  Flexible BUdGet......covuiiiiiiiiiiiiiieiietet e 259
8.3.4  Incremental Bud@et.......ccooiiiiiiiiiiiiiiiiic e 259
8.3.5  Zero-Based Budgeting (ZBB) ......cc.cccooiiiiiiiiicee e 259
8.3.6  RoING BUd@et ....ooueivieiiiiiiiiiiieiiicc e 261
8.3.7  Cash BUudgel..cc.coouiniiiiiiiiiiiiiiiieietesceee ettt 261
SOIVEd THIUSEIATIONS ...ttt 261
SUITIITIATY ettt ettt et et et et e bt e bt et et et et emb e e bt et e bt embeenbeenbeenaee 268
KT TOITIS ettt sttt sttt et e 268
EXETCISE .. e e s 269
Multiple ChoiCe QUESTIONS. ....veiutiriteriieeiie ittt sttt sttt st et sbe et e sbe e e e sbeesbeesbeenbeennee 269
Short Answer Type QUESHIONS ...co.eeuieiiriiriiiieieineeeeee et 271
Long Answer Type QUESHONS ...c..oouiiuirieiiiiiieieieste ettt 274
Numerical Problems.........ccocoiiiiiiiiiiiiiii 276

Chapter 9: Capital Structure Management....c.c.ccceeeieeiecincinecieciscisccnccsccnscnscnceess 283

9.1
9.2

9.3

INErOdUCHION ..o s 284
Capital Structure Management........coeereeieerieiieiieieeieeieete ettt et senesene e 284
9.2.1 Internal Factors affecting Capital Structure Management ........cc.cceeeeveeneenneenennennn 285
9.2.2  External Factors affecting Capital Structure Management............cococcceenininenenn. 285
9.2.3  General Factors affecting Capital Structure Management ........ccccceeeeveeneeniennennennn 285
CapItalIZAtION ...ttt ettt ettt 286
9.3.1  Over-CapitaliZation .......c.ccoieuieieriiniiiieieeee ettt ettt s 286

9.3.2  Under-CapitalIZation ........c..coeeieriinirieieninieeiteene sttt ettt st sae st eeeennenes 287



Table of Contents M ix

9.4  Theories of Capital Structure Management ...........coccecveeveririeieiienienenieeeiese e seeaeens 288
9.4.1 NetIncome APProach.........cccccooiiiiiiiiiiiiiii e 288

9.4.2 Net Operating Income Approach .........cccoccvvivieniniiiiiininiiieecceeeaen 289

9.4.3 Modigliani-Miller ApProachi..........occeecviiiiiiniiiiiiiieeeeeeee e 290

9.4.4 Traditional APProach ........cociviiiiiiiiiiiiiiie e 290

0.5 G0t OF CaPILaAl c..veeniieiiiiiiiieicecee ettt st st 291
9.5.1  Cost 0f Debt Capital ......coeeueiieiiiiiiieieie et 292

9.5.2  Cost of Preference Capital .........ccooooiiiiiiiiiiiiiiiicc e 292

9.5.3  Cost of Equity Capital........cccccceeiiriiriiiiiiiiiiiieieicec et 293

9.5.4 Cost of Retained Earnings .........cocoeceeveniininiieiiniiicicceeenc e 297

9.5.5 Weighted Average Cost of Capital........ccccoevierienieniniiieniinineeiereneneeeerene e 297

9.5.6  Marginal Cost of Capital.........cccccoiriiiriiniininiiieeceet ettt 299

9.6 SOIVEd THUSLIAtIONS ..eeuveenrieiieiieieeicete ettt ettt et st sttt st s e s nae 300
0.7 SUINIMIATY .ttt sttt she e sbeesbeesbeesbeesbe e b e bt e e e naeenaee 306
9.8  Recapitulation of FOrmulae.........ccoccoviiiiiiiiiiini e 306
0.9 KT TITIS 1ttt ettt st sttt et e sb e 307
910 EXEICISE cuveenteentieitete ettt ettt ettt ettt ettt et ettt at e s a e e atesate s bt e sbeesbe e s bt e s bt e s bt e bt e bt e sheenbeenns 307
Multiple Choice QUESHIONS. ...c..eviiiieieiieiieieetete ettt ettt ettt eae 307

Short Answer Type QUESHOIS ....oo.tieeieriiriirieientineeeetene ettt sttt ettt st eseesenresaeeeeennes 309

Long Answer Type QUESHOIS ..c..evuiiiiieiiniriietetenie ettt sttt st eseesse e st eeeennenaesaeeneenne 312

9.11  Numerical QUESTIOMS ...cc.utetirrirtirtirte ettt et sttt sttt stee st steesbeesbeesbeesbeesbeenbeenbeenbeenneenuee 321
Chapter 10: Concept of Time Value of Money.....cccevviniiniieciececiiinciacieciececncencenees 323
LO.1 INEPOQUCTION .ttt ittt st sttt st st st st s saeesaeesaeesbeenaee 326
10.2 Time Value of MONCY ......ooiiiiiiiiiiiii e 326
10.3  Future Value of Cash FLOW ..c..cooiiiiiiiiiiiii e 327
10.3.1 Future Value of Single Cash FIOW .......cccoociiiiiiiiiiiiiiiccecccseeees 327

10.3.2 Future Value of ANNUILY ...cc.ooiiiiiiiiiiiiiicieceeeceese ettt 329

10.4  Present Value of Cash FIOW c...ccooiiiiiiiiiiiiiiiicce et 330
10.4.1 Present Value of Single Cash FIOW........ccccouinininiiiiininiiiiiinnccteiese e 330

10.4.2 Present Value of ANNUILY ..cooueiiiiiniiiniinienieneeeese ettt 332

10.5 Net Present Value of Gash FIOW .co..cooiiiiiiiiiiiiiiiiteeeeeeese e 333
10.6  Determining Internal Rate of Return ......coccoociiiiiiiiiiiiiiiicce e 334
10.6.1 Implication of IRR under Different Conditions ........c..ccocevverieniinienrienienieeieneee 335

10.6.2 Evaluation of TRR .....ccoiiiiiiiiie s 335

10.7  Project Selection and Evaluation ........c..c..cocceceiiiiiiiiiiiiieceeeeese e 336
10.8  Capital RAtIONING ..c..coiiieriiiiiiieieieiceitetetestc ettt ettt ettt ettt esnesaesaeennens 336
10.9  Capital BUud@Eting......ccccoviriiiieiiniiiiiieetenteste sttt ettt et sttt sbe st naesueeaeennens 337
10.10 Evaluation of Capital Bud@eting.........coceriiriiniiniiniiniieieeicecececete et 337
10.10.1 Traditional Methods ........c.cooviiiiiiiriinienienreeee et 338
10.10.2 Time-Framed Methods ........c.coouiiiiiiiiiiiiiiiee et 338

10,11 SOIVEd THUSIIATIONS ..euvientientiiieeieete ettt sttt st st st st sbe e bt e sbeesbeesbeenaee 339
1012 SUIMIMATY ¢ttt ettt ettt ettt st sh et e e sae s eaeeane 349
JO.18 K@Y TOIIIIS ittt ettt ettt et st e st e bt et esabeeebeeenaee 349
LO.14 EEXEICISE .veenvientienieeie ettt ettt ettt ettt et st sttt s st st st sae e s bt e saeesaeesaeesaeenaeesaeenaeenae 349
Multiple ChoiCe QUESHOMS. c..euviteeiietenierteeitetente ettt ettt ettt et eete sttt eteennesne i eeeesne b saeeene 349

Short Answer Type QUESHIONS ....cocuiiuiriiiiiiiiiiiciee ettt 352

Long Answer TyPe QUESTIONS ..c..cevuiiriiriinienienienteenieeie ettt ettt sieesaee e 354

10.15 Numerical QUESTIONS .. cc.veitiitieieeie ittt ettt ettt sttt st e st e sbeesbeesbeesbeesbeesbeesbeenaee 356



x M Table of Contents

Chapter 11: Working Capital Management .....cccceeeeeieeiniiecinciiecinccscisccsccsccnscsceas 399

T1.T INtrOdUCHON L.t 360
11.2  Concept of Working Capital Management.......c..ooevceeerienineneenieneneneeieneneseeeresseniesneenens 360
11.3  Principles of Working Capital Management..........ccoeeveenienienienienienenceieereeeesee e 361
11.4  Factors Affecting Working Capital Management ........c..ccoceeveeneenienieneenienceneeieereeeeeeenene 362
11.5 Working Capital and Operating Gycle ........ooieiiiriiniiniiieieeeeeeeeeeeeeee e 363
11.6  Financing of Working Capital Requirement...........cooeeviiniiniiiiiiiiiiciieeiciceseeseeseeee e 364
11.7 Recommendations of Committees on Working Capital Management...........ccceeeveneenennenn. 365
11.8  SoIved THUSTIATIONS ..e..eiiiiiieiierieesie ettt sttt e st e bt e bt e sbeesbeesbeesbeesbeenaes 366
L1.9 SUITIMATY c.ititieiieeteceet ettt sttt ettt sb st e e bt st eat e b e saesaeennenaesueennens 373
L1.10 KEY TOITIS 1ottt ettt ettt et et et et et e e s s nae 374
LILTT EXEICISE it s e 374
Multiple ChoiCe QUESTIONS. .....eiutirtiitieieeite ettt ettt sttt sttt st e e e e e sieenbeenbeereennee 374

Short Answer Type QUESHIONS ....coviiiiiiiiiiiiiiieee et 376

Long Answer TYPe QUESTIONS .....eeviviiriiriiiittiiie ettt sbeesbee e 380

11.12 Numerical QUESTIONS. ...c..couiiiiiiieieiieteeitetete sttt ettt ettt sttt ettt eanene s eaeenne 384
Chapter 12: Dividend Policy ....cccccieiiiiiniiiiieiiiiiiiiiiiiieiieiieciiiiiiiieciecieciecescnceneeec 391
|52 B G315 Yo Ta 13 o1 (o) o HUU OO OO OSSR 392
12.2 DiIvIdend POHCY .....co.eiiiiiiiiiiiiiieieceeee ettt s 392
12.3  Approaches to Dividend POLCY ........cocooiiiiiniiiniiii e 393
12.3.1 TIrrelevance Approach (Modigliani and Miller) ..o, 393

12.3.3 Relevance Approach (Walter and Gordomn) ...........coceeveerienienienienieneeneeneeneeneenne 394

12,4 Factors Determining Dividend POLCY ......coccooiiriiniiniiniiniiiccccccccceceee e 396
12.5 Types of Dividend PolCy ..........ocoiiiiiiiiiii e 397
12.6  Forms of Dividend Payment ...........coccoooiiiiiiiiiic e 398
12,7 SUITIMATY .ottt et et ettt ettt et sae et eane 399
12,8 Key TOIMS .ot 399
12,9 EXCEICISE wouviiiiiiiiiiii ittt e 400
Multiple ChoICE QUESHOMS . ...veuvitieiietenieeitetetenie ettt sttt ettt sttt ettt eetessenaesaeeeeessenaesaeennenne 400

Short Answer Type QUESHIONS ...coviiiiiiiiiiiiiiiieie ettt 402

Long Answer TyPe QUESHIONS ..c..civiiriiriirienienienteenteete ettt ettt st s 404
Chapter 13: Receivables and Inventory Management .....c.cceveevieiineiincinecieciencincennens 407
13,1 INtrOAUCHON ...ttt s s 408
13.2  Concept of Receivables Management. .......o.oiiiiiiiiiiiiiiiiiiiiceciee e 408
13.3  Objectives of Receivables Management...........ocueviiiiieieniniiieieneneeeeeeese e 408
13.3.1 The Cost 0f RECEIVADIES....c..tiiiiiiieiieiieiieiee e 409

13.3.2 The Benefits of Receivables ..., 409

134 Credit POLCIES «..ooviiiiciieiiiiiice et 410
13.5  Credit TermS . .coiiiiiiiiiiiiiii e 410
13.5.1  Credit Period........cccooiiiiiiiiiiii 411

13.5.2 CGash DISCOUNT ......ccuiiiiiiiiiiii e s 411

13.6 Collection POLCIES .......iiuiiiiiiiiiie e 412
13.7  Concept of Inventory Management . .........coeoieieieriniiieieneneee et 412
13.8  Objectives of Inventory Management.......c..ooieieieriniiieieienieeeeeeeeie e 413
13.8.1 Cost of Holding INVENTOTY ...c.evueeuiiniiniiiiiiiiiiieieieniceeetetese ettt 413

13.8.2 Benefits of Holding INVENTOIY ....cc.eoviiiiiriiniiiienierieneeeeeeseese e 413

13.9 Tools and Techniques of Inventory Management..........ceceeeueeveriirienienieneeneeneeneeneenieennes 414



Table of Contents M xi

13.9.1  StOCK LEVEIS..cuiiiiiiiiiite ettt ettt 414

13.9.2 VED ADALYSIS c.coutiiiiiiiiieietecie ettt sttt sttt sne s eanens 415

13.9.3  FSD ANALYSIS .e.veouieiiiiiniieiieienicsiece ettt ettt ettt sttt ennen 415

13.9.4 Justin Time (JIT) Inventory Management ..........cccecueeceerverrennenieeneeneeneeneeseeseenes 415

13.9.5 A B C SYSTEINL tnttiniieiieiieieeie ettt ettt ettt 416

13.9.6 Economic Order Quantity (EOQ) Model.........coccevieniiniiniiniiniiiieiciccieciceeeee 416

13.10 Reorder POINt ......ooiiiiii e 417
L1311 SALEY StOCK..ceutiiiiiitite ettt sttt sttt st 418
13.12 SolVed THUSTIATIONS ..e.veiueieiieiieiiteie ettt ettt ettt e bt et e st e bt e bt e sbeesbeenbeesbeesbeennes 418
13,13 SUIMIMATY ...ttt ettt ettt et h e st sa e e et e ae e eae e 430
13,14 KEY TOITIIS weouvieiiiiiiiiii ettt sttt ettt ettt et et et e s nae 430
13,15 EEXEICISE vttt e 430
Multiple ChoiCe QUESTIONS. .....eevirtirtiereete ettt ettt sttt et e e e e e sbeesbeenreereennee 430

Short Answer Type QUESHIONS ....coviiuieiiiiiiiiiit ettt s 432

Long Answer TYPe QUESTIONS .....eevtiiiiiiiiieiiieiteeiie ettt sttt e e 436
Chapter 14: Corporate Restructuring and Mergers ....c.cccoveevierinreieritcincincciacinccnnnes 443
141 INtrOAUCHON ...ttt s s e 444
14.2  Concept of Corporate REStructurIng .........cccccveriiririieiieniiiiieieneeeeeree e 444
143 TYPES OF IMIEIZETS. ..cuiiiiiieiieieeiteieiete ettt eae 445
14,4 Benefits Of MIETZETS ..cuieriiiiiiiieiieieee ettt ettt s nae 446
14.5 Determining the Organization’s ValUe ......c..coccoieieriininiiieiinieniiccieenceeerene e 446
14.5.1 Book ValUue....cciiiiiiiiiii e 447

14.5.2 Appraisal Value.......ccooiiiiiiii 447

14.5.3 Market VAlUe ....c.oooiiiiiiii e s 447

14.5.4 Earnings Per SHATC.........couiiiiriiriiiieietertes ettt sttt ettt e 447

14.6 Financing Techniques In MErgers.......cc.ooiiiiiiiiiiniiiiicieieseee et 448
14.7 Merger as a Gapital Budgeting DeciSIon..........ccccoiiirieiiininiiieeeeeeeee e 448
14.8 Tax Aspects Related t0 MEIGET........ooviriiiiiiiiiierienert et 449
14.9 Legal and Procedural ASpects Of METZETs........coviiiirierierieniieniieniienieenieenieeeenieere e 450
14.10 Solved THUSTIAIONS .....iiviiiiiiiti e s s s 450
LA T T SUININIATY .ottt ettt et ettt st st st st st e s b saeesbeesbeesueesbeesueenbeenuee 455
14,12 Ky TOIMIS 1.t 455
1413 EEXCICISE ittt et s s b e e s e 456
Multiple Choice QUESHIONS. c..c..eviiiieieiietieiieiete ettt ettt 456

Short Answer Type QUESHIONS ...co.eeieiiriiiiiiieieiereeeeree et s 458

Long Answer Type QUESHOMS ..c..oouiiiiieiininiiitetente sttt sttt ettt eetessenae st eeeensenaesaeeneene 461
Chapter 15: Risk and Return Analysis ....ccceieiiiinriniieciaciecieiiiecieciecececcecseceacesenes. 463
15,1 INtrOdUCHON ..ot 464
15.2  Risk and Return of SIngle ASSETS......coviiriiriiriiniiniiiececeic ettt 464
15.2.1  Sensitivity ANALYSIS .o..eeruierierieriieniieieeieentente ettt 465

15.2.2  Probability Distribution. ........c.occiiiiiiiiiii e 465

15.2.3  Standard Deviation ........c.cccoiiiiiiiiiiiiii e 466

15.2.4 Coeflicient Of VATTAtION .....oo.eerierieiieiieiieieeieesee sttt ettt see e eneeesieeneees 466

15.3 Return and Risk of POTtfolio .......ooviiiiiiiiiiiiiiieee e 466
154 Selection of POrtfOLIO .....c.oiuiiiiiiiiiiiiiiiciececsce e 467
15.4.1 TechniCal ASPECT....cciccuieiieiiieiieiieiteitete ettt ettt ae 467

15.4.2 Personal ASPECL .....cciiiiiiiiiiiiiiiiiii e s 468



xii M Table of Contents

15.5 Capital Asset Pricing Model (CAPM) .......coooiiiiiiiiiiiece e 468
15.6  Risk Evaluation Methods ......cooiiriieiiiiiiieieieeeeee e 469
15.6.1 Discount Rate Method..........ccccoiiiiiiiiiiiiiiii, 470

15.6.2 Certainty-Equivalent Method ..........ccooveviniiiiiininiiiiiiniceencceeeee e 470

15.6.3 Decision-tree Method........ccooiiiiiiiiiiice 470

15.7  Solved THUSIIAtIONS ....cviiiiiiiiiiiiiiiiee e s 471
15.8  SUINIMIATY .ottt ettt et b et b e sb e e sbe e s bt e s bt e s bt e sbeesbeenbeenbeenbeenbeenaee 477
15,9 KT TOIIIIS 1ttt sttt st s h e bt e s b e e bt e b e bt e nb e e b e e b e e sbe e bt e b e naee 477
15.100 EXCICISE 1vveutteniietietiesie ettt ettt ettt et et e bt et e bt e bt e bt e bt e bt e bt e sbeenbeenbeenbeenns 477
Multiple Choice QUESHIONS. ...c..etiiiieieiieiieiieiente ettt ettt et 477

Short Answer Type QUESHOIS ....oo.tieeririiririeieniineeeetene ettt ettt ettt eesessesresbeeeeennes 479

Long Answer Type QUESHOIS ..c..oouiiiiieiininiietetenie sttt sttt ettt eetesse e st eeeennenaesaeeneenne 482
Chapter 16: Management of Cash and Marketable Securities.....c.cccceevvececnecnrncee... 483
16.1  INtrOdUCHON ..ot 486
16.2  Objectives of Cash Management ........cooverieriiniinieiieeee ettt 486
16.3  Motives for Holding Cash .......coccoooiiiiiiiiiiiiiiiteeeeee e 486
16,4 Cash Budgeting ....c..covuiiiiiiiiiiiiii ettt st 487
16.5 Factors Determining Cash INEedSs. .......ccoviiiiiiiiiiiiiiieee e 488
16.6 Techniques of Cash Management .........coooiiieiiniiiiieienceeeeeee e 488
16.7  Marketable SECUITHES .....c.eouiiuiiiiiiieiiiicee e 490
16.7.1 Factors Determining Selection of Marketable Securities ...........coccovivirciniicnennne. 490

16.7.2 Types of Marketable SECUTITHES .....coovtiiieriieriieiieiieieeieeteeteee et 491

16.8  Solved THUSIIAtIONS .. .oviiiiiiiiiiiiiiiiei e e s 492
16.9  SUIITIATY .ottt sttt b e bt bt sbeesbe e s bt e s bt e sbeesbeenbeenbeenbeenbeenbeenaee 499
16.10 KV TOITIS 1eutiiiiiiie ittt ettt e b e b e sb e e b e et esbeesbeesbeenaee 499
16,11 EXEITISE vttt ettt ettt et ettt et e e bt e bt e bt e bt e bt e bt e bt e sbeenbeenbeenbeenns 499
Multiple Choice QUESHOM .. ..ouuiiiiiieiiiiitieietee ettt ettt eaeeae 499

Short Answer Type QUESHOIS ....eo.tieereriiririeieniinteeeetene ettt ettt st nre e eeeennes 502

Long Answer Type QUESHOMNS ..c..oouiiieieiiniirietetente ettt sttt sttt sae st eeeensesaesaeeneenne 504

O Ty T . 1 |
Case Study-1: Impact of Global Financial Crisis on Indian Economy..........cccccocooeviiinininnnnnnn. 507
Case Study-2: South-East As1an GIISIS ....cc.eeouiruiiiiiiiiienieeienteste sttt siee e 511
Case Study-3: BSL Company Ltd. .....c..ccociiiiniiniiniiicece et 516
Case Study-4: Red Berry Energy Limited ........ccoociiiiiiiniiniiniiieec e 520
Case Study-5: Red Steel Authority of India Limited......c..coooieriiniiniiniiniiieeeeeceeee e 524

Additional QUeStionS .....ccceieieiiiiiiiiiieiiiititiiietititietitietatttcetitttcacsteacassscacessscassess D29

8 LT T o X 1




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




