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amortisation, 113 bank guarantee (BG), 294
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future value, 64 256,259,261,264,267-8,281,285,293-5,
growing annuity, 72 309,319

© in this web service Cambridge University Press www.cambridge.org



www.cambridge.org/9781108486965
www.cambridge.org

Cambridge University Press
978-1-108-48696-5 — Corporate Finance
Sunil Mahajan

Index

More Information

330 | Index

Barings Bank, 259-60
basis risk, 245, 254-5
beggar thy neighbour policy, 273
behavioural finance, 317-18
beta coefficient, 140, 142
CAPM, 141
project beta, 141
risk premium, 141
Bharati Telecom (Airtel), 39,121
bill discounting, 295
BlackRock, 320
Black—Scholes option pricing model, 176
BMW, 71,272
Bombay Stock Exchange (BSE), 30, 33, 41, 44-5, 47,
75,244,253
board of directors, 12,15, 35,213, 215,227
evaluation, 14
executive and non-executive directors, 11
functioning, 13-14
independent directors, 12
responsibility, 14
bonds, 3, 5,9-10, 24, 30, 34,37, 54, 62-3, 74, 136,
149,177,202-3,218, 252,280,299, 320
callable, 75
capital-index, 182
commodity-linked, 182
concept, 163
convertible, 1,17-18, 31, 182, 281
corporate, 134,183, 201
coupon bearing, 281
credit rating, 134
equity-indexed, 239
embedded options, 182
features of, 489
fixed interest rates, 241
floating rate, 31
gentleman prefer, 133
government (see government (treasury) bonds)
inflation linked, 62, 133
junk, 18,182
level coupon, 164, 167
masala (see masala bonds)
municipal (see municipal bonds)
payment-in-kind (PIK), 31,182
pricing, 3,164-5, 201
pure-discount, 167
rating, 134

rights in liquidation, 49
risk, 133
tax free, 220, 224-5
yield, 183, 185
zero-coupon (see zero-coupon bonds)
book building, 39
book value, 112,119, 150, 162-3, 166, 185, 209, 299,
303, 307,309,318
break even, 82
Buffet, Warren, 37, 237,239

call
option, 49, 246-8
provision, 49
cannibalism, 113
capital asset pricing model, 138-9, 184
beta coefficient, 1402
risk free rate, 140-1
risk premium, 140-1
capital budgeting, 16, 19, 54, 92
accounting rate of return method, 93,104,119
cash flows
initial, 108
operating, 108
terminal, 108
inflation, 114
internal rate of return method (IRR), 96-103
international, 277
mutually exclusive projects, 103
net present value (NPV) method, 94-6, 98-103
payback period method, 93, 104
process, 92—4
profitability index (PI), 103—4
project cash flows and principles, 96, 105-7
project categories, 94-5, 98
capital gains, 1,35,53,112,128,131, 184,214,
219-20, 225-6
capital inflows
equity raising~GDR/ADR, 275
external commercial borrowing (ECB), 275
foreign direct investments (FDI), 275
foreign portfolio investments (FPI), 275
capital structure, 1768
conflict of interest, 190, 202, 205
financing decisions in practice, 200, 208
internal versus external financing, 208
irrelevance, 217-18
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carrying costs, 288, 290
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credit, 293
cycle, 2867
dividend, 214-16, 218, 220, 229
flow, 1-2, 4-5,9,14-15,18-19, 29-30, 32, 34,
36-8,48-51,54-5,58-61, 63-70, 73-6,
79-80, 84-5,92-101,103-23, 126, 131,
133-5,144-5,158,161-3, 165,167,170,
177-8,180-8, 192-3, 196-200, 20210,
213-17,221-3,228,231, 237,241, 245,
248,252,256,259-61,269-72,274,277,
283-4,288-9,291-2, 303, 305, 307, 309,
311-12,320
settlement, 250-1, 266
Chicago Board of Trade, 252
Chicago Mercantile Exchange, 242
chief executive officer (CEO), 8,11, 13,15
chief finance officer (CFO), 2-3, 48, 213-14, 227,
229,235,237,271,287,290,293,295-6
Coca-Cola Company, 10, 98
Colts Industries, 209
commercial paper (CP), 34,294
common size
analysis, 311
statement, 311
Companies Act, 1956, 6, 14
competitive advantage period (CAP), 157
compounding, 534, 58
concept of, 59
continuous, 78—80
intra year, 63, 767
continuous compounding, 78
contract multiple, 244-5, 253, 258
convertible debentures, 1, 17-18, 31, 36, 182, 266,
276,280-1
corporate finance functions, 16
corporate governance, 11-16, 309
cost of capital (COC), 32,94, 97,112, 141, 154-5,
158-9,170-2,180-1
cost of debt, 111, 154,178-9, 183—4, 186
cost of equity, 184-6, 195, 213, 321-2
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pre-tax and post-tax, 184
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use of funds determines, 187-8
weighted average, 98,195,199, 302
coupon interest, 37,63,77,111, 149,163, 167-8,
177-8,183,185,198,210, 215. 321
covenants (debt), 48
coverage ratios, 299, 305-6, 311
credit, 1-2,17, 28, 155, 215, 284-5, 289
5Cs, 292
analysis, 292,299
collateral, 292
management and policy, 291-2
policy, 291
rating, 32-3, 56, 134, 184, 210, 213, 237,294, 312
risk, 131-3, 258
secured and unsecured, 49, 294
Crisil rating agency, 32, 56, 75,312
cum-dividend, 227-8
currency, 2, 18, 31, 33, 35-6, 56, 134, 144-6, 256,
261,264-77,280-1,293
appreciation/depreciation, 265, 269, 272-3, 275-6
exposure, 266

debt, 1,6-7,9,17-19, 28-9,31-2, 37-8, 49, 58,
75,80,92,111-12,125,152-5, 162-4, 166,
176-80, 182-203, 205-10, 215-17, 235, 237,
261,267,274-5,280-1,284-5,288-9,292,
294,299-302, 3046, 310, 321-2

debt covenants, 48

debt-equity ratio, 162,180, 187, 192-3, 195, 201,
205,305, 311

deed of trust/ indenture, 48

Deere & Company, 202, 290

Dell Computers, 290-1

depreciation, 108-9, 233, 265, 269-75

non-cash expense, 106, 108, 151-3, 155-6, 289
straightline, 112-13, 119
written down value (WDV), 112
derivatives, 239—-40
currency, 256
forwards, 242
futures, 243-5
interest rate, 241-2, 245, 252,256
instruments, 36, 145
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nature of, 240-1
options, 245-8
weather, 242-3
swaps, 261
Dimson, Elroy, 130
discounted cash flow (DCF) model, 150-2, 1578,
160-3, 168,180
discounted payback period, 119
discount factor, 59, 96
discounting, 9, 58,151,183, 198,277
bills, 295
discount rate, 11, 64-5, 69, 72-3, 96,112, 159,
163-4,180, 198,236
discount factor, 59
DishTV, 93
disintermediation, 28
diversification, 7, 42, 138—40, 144, 181, 203
dividend, 1, 3, 35,37, 48, 75, 168-72, 200-3, 207
cash, 214-23,225-6
dividend discount model, 168
dividend distribution tax (DDT), 220, 224
dividend payout ratio, 169, 180, 216, 218, 222-3,
228-9
dividend reinvestment plan (DRIP), 228
irrelevance, 217-18
policy, 222-6,228-9
record date, 227-8
retention ratio, 226
stock, 221, 223-9
yield, 128-9, 184, 224, 226-8
dividend discount model (DDM), 168-9

earnings before interest and taxes (EBIT), 154, 158,
177,196-7,236,301,306-7,321

earnings per share (EPS), 8,161-2,170,172,178-9,
218-19,227,236,308-9

economic entities, 5,23, 274

economic value added (EVA), 182, 321-3

Edward, Altman J, 311

efficient markets hypothesis (EMH), 316-18

EID Parry Ltd, 10, 57

employee stock option plans (ESOPs), 10, 15, 39-40

equated monthly instalments (EMIs), 34, 49, 54, 63,
71,76,80-5,136,142

equity, 1, 3-7, 9-10, 12-19, 24, 28-32, 35-41, 48-9,
56,58,112,124-5,131, 135-6,148-50, 152—
4,157,162-3,168-72,176-80, 182, 184-209,

214-19,221,225,227,229, 231, 235-6,
239-42,244-5,248,250-1, 253, 255-8, 261,
275,280-1,299-305,308,311,321-2
equivalence, 65, 69-70
Euro/euro, 2,29, 33, 35-6, 241, 252,256, 264-8,272
European option, 247
e-voting, 12
exchange rate, 2, 5, 267, 36, 132, 143-5, 160, 242-3,
245,251, 256,265,271-4,281
determination of, 275-6
fixed, 19
floating, 266
impact of changes in, 268-70
pegged, 267
risk, 270
ex-dividend, 227-8
exercise (strike) price, 245-9, 251
exercising the option, 248
expected return, 10, 129, 134, 137-8, 141, 191, 1934
external commercial borrowing (ECB), 2, 4,275, 281

face value, 31, 163—4, 167-8,227-8
factoring, 294-5
financial
distress, 200, 202, 2056, 208, 312
leverage, 234-7, 300, 304-6
financial markets, 22-3
functions, 23—4
institutional mechanism, 28-30
participants, 24, 42—4, 46
perceptions, 39-40, 45-6
types, 31-45
Fintech, 318-20
Fisher Price Inc, 283,290, 296
Fitch rating agency, 32, 312
fixed costs, 206, 231, 233-5, 237,301-2
fixed income security, 31-2, 76
floatation costs, 225-26
floating rate bonds, 31, 182
flow to equity method of valuation, 162
foreign direct investment (FDI), 275, 279-81
foreign exchange markets, 31, 35-6, 264-8
foreign portfolio investment (FPI), 275,280
forwards, 1-2, 20, 36, 120, 130, 143, 185, 242-5,
251-3,260-1, 265,277
free cash flow (FCF), 9, 14-15, 63, 107-8, 152-8,
168,175,180, 183-4,202-6,209, 217,221,
231,284,289
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future value (FV), 59-60, 64
futures, 243-5

risk, 56,133, 136, 158
treasury inflation protection securities (TTPS),

62-3
generally accepted accounting principles (GAAP), information asymmetry, 14, 201
8-9 Initial Public Offering (IPO), 28, 38-41, 148, 153

General Motors Acceptance Corporation (GMAC),  Tngtitutional Investor Advisory Services India Ltd
51 (IIAS), 13

global depository receipts (GDRs), 2,275, 280-1 insurance, 6,29, 130, 135, 142, 233,239, 245, 278,

Government (treasury) bonds, 29, 32, 56, 64, 76, 134, 288,291,319

165-7 expenses, 288

growing
annuity, 72,161
perpetuity, 75-6,161,170

self-insurance, 143
transfer and pooling of risk, 142
interest coverage ratio, 306

growth stocks, 223 interest rate, 5, 23, 26, 31, 36, 49, 52-3, 557, 59-63,

65,71,77,84,95,99,126,136, 139, 144, 146,
164-5, 168,190, 198, 241-2, 245, 256, 270,
295

effective and nominal, 62, 78

real interest, 53,55

HDFC Bank, 24, 29, 33, 40, 75, 139, 309
HDEFC 1td, 3, 34
hedging, 240, 252

meaning of, 143

mechanics, 253

risk, 132
risk in, 254-5 o7
Hindalco Ltd, 92, 104, 266 risk-free, 134-5, 140
swap, 261

Hindustan Unilever Ltd (HUL), 4, 157,181, 222,
227,235,291

hurdle rate, 97,182

hybrid instrument, 17-18

intermediation, 24-5, 27, 46
banks and financial institutions, 4, 132
market-based structures (disintermediation), 28
internal rate of return (IRR), 93, 96-105,117-23

Tbbotson & Sinquefield, 53 intra-year compounding, 63, 76—8

1BM, 220, 223
IICRA rating agency, 32,312
impact cost, 435
in the money (ITM), 247-9
incremental capital output ratio (ICOR), 25-8
incremental cash flows, 107, 110-13
indenture, 48
index, 240, 242, 251-3, 257
-based futures, 255
Dow Jones, 41
equity-based, 239
futures contracts, 244
profitability index (PI) (see profitability index
(PD) Laker Airlines, 264
volatility index (VIX) (see volatility index (VIX)) Larsen & Toubro (L&T) Ltd, 7,17, 29, 155,181
indexing, 317 law of one price, 44-5
letter of credit (L.C), 294
level-coupon bond, 167
leverage, 233—4
and banks, 235-6

intrinsic value, 150
investment banker, 148, 160
functions, 40
SEBI approval, 40
inventory, 1-2, 17, 152-3, 155-6, 235, 240, 283-91,
293,307-8,310
number of days’sales, 304
turnover, 304
investor relations, 3

IPO underpricing (see underpricing of IPOs)

JP Group, 92,200, 210
junk bonds, 18,182

India Infrastructure Finance Company Ltd, 51
inflation, 55, 57, 62, 135,273-4,276

capital budgeting, 114

real return, 62, 125
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degree of financial leverage, 237
degree of operating leverage, 234
in different industries, 234-5
financial, 235
operating, 234
total, 236-7
leveraged buyouts (LBO), 205
liberalized remittance scheme (LRS), 267-8
limited liability partnership, 6
Lintner’s model of dividends, 222-3
liquidation, 177, 251
rights in, 49
value, 150
liquidity ratios, 307-8
long-term equity anticipation securities (LEAPS),
248-9

margin of safety, 101, 103—4, 116
marginal tax, 184, 186
margins, 2, 104, 160, 179, 184, 186
initial, 258
mark-to-Market, 258-9
of safety, 101, 103
market capitalisation, 95, 150, 185
market risk premium, 131
market value, 13, 16, 150, 185-6, 200, 209, 257, 307,
316
market-to-book value ratio, 299, 309
Maruti Suzuki Ltd, 12,151
masala bonds, 33,271
mean, 1367
arithmetic, 129
geometric, 129
McDonalds, 269
Mercedes-Benz, 312
mergers and acquisitions (M&A), 2,16
Microsoft, 15,91, 214-16, 224, 234-5
modified IRR (MIRR), 100
Modigliani-Miller (MM) theorem, 188-90
arbitrage, 191-2
creating value through assumptions, 190
expected return on equity, 191, 193—4
irrelevance of capital structure, 189-90, 193-5
Nobel Prize in economics, 190
propositions, 193-5
money market, 30, 34,295
Moody’s rating agency, 32, 312

Morningstar Investment Services, 53
mortgage, 142
backed securities, 34, 49
features of, 80
financing, 3
loan period, 83
municipal bonds, 33
mutual fund, 6, 13,24, 29, 42-3,164-5, 241,252,
254
mutually exclusive projects, 103, 1202

Nasdaq, 39

National Stock Exchange (NSE), 41, 44-5, 75, 244,
247,254, 258,266,317,319

negative amortization, 82

net operating profit after tax (NOPAT), 153-6, 184,
217,289,303,321-2

net present value (NPV), 14,93-105, 115, 118-23,
130, 141,169,171, 182, 184, 201, 2034,
207-8,218,222-3,226,277,321

net worth, 139, 150, 209, 303, 309, 314

New York Stock Exchange (NYSE), 29-30, 312

Newton and South Seas Company, 125-6

Nick, Leeson, 259

NIFTY, 44, 184, 240, 244-5, 250-255, 257-8, 317

Nobel Prize in economics, 176, 190, 211 (see also
Modigliani-Miller [MM] theorem)

Nokia, 91

nominal rate, 62, 192

non-performing assets (NPAs), 7,130-1, 199, 235

operating
cash flow, 29, 106, 108-9, 151, 154, 1568, 177,
187,196,223,231,306
cycle, 285-7
leverage, 175,234-7
opportunity cost, 57,110, 112
optimal capital structure, 188
out of the money (OTM), 247-9
over-the-counter (OTC) markets, 242-3, 258,268

partially convertible bonds, 1

partnership, 6,11, 22

payback period, 93,104, 118-19

payout ratio, 172,223, 2267

pecking order theory, 207,209

perpetuity, 157,168,170, 188,198
concept of, 74
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perpetual bonds, 74-5
Philippon, Thomas, 46
plough back ratio/retention ratio, 170-2, 226
pre-tax and post-tax cash flows, 184
preferred stock, 104, 215
present value (PV), 54-5,59-61, 64-7,70-2, 161,
164,167,172,183,200, 309
present value of growth opportunities (PVGO), 172
price
ask, 268
bid, 93
discovery, 26, 28, 44
future/forward, 45, 170, 243,316
nominal, 55, 62, 69-70
option, 176, 245-8
settlement, 249-51
spot, 252,254
value versus, 149-50
strike (exercise) (see exercise [strike] price)
price earnings ratio (P/E) ratio, 157,161-3,218-19,
299,308-9,318
primary market, 38, 41, 48
private equity, 10, 16, 29, 38-40, 201, 280-1
private placement, 75
profit margin, 3004, 310
profitability index (PI), 103—4
profitability ratio, 301
project cash flows, 96,105-7,110-11,113-14
prospectus, 40
protective covenants, 48
public issue, 1,4, 29, 39-41, 201, 216, 280

quick ratio, 299

rate of return, 9, 59, 74
on equity, 35, 38
nominal, 62
real, 55, 62,114,136
required, 55-7, 75-6
ratio analysis
acid test, 308
application, 311-12
asset turnover, 300, 303
comparative analysis, 309-11
coverage, 305-6
current ratio, 307-8
debt to assets, 305
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debt to equity, 305
equity multiplier, 305
financial leverage, 304-5
gross profit margin, 302
interest coverage, 306
inventory turnover, 304
market price to book value, 309
meaning of, 299
net profit margin, 300-3
payables turnover, 304
price earning, 308-9
receivables turnover, 304
return on assets, 301
return on capital, 303
return on equity, 300-1
times burden covered, 306—7
Raymond Ltd, 13, 216, 243, 284
real options, 320-1
reintermediation, 29
relative measures of valuation, 161-2
Reliance Industries Litd, 29, 42—4, 92-3, 1834, 246,
251,280
repurchase of stocks/buyback of equity, 214-15,
218-21
Reserve Bank of India (RBI), 5, 29, 36, 51, 144, 166,
212,266-7,280-1
residual period, 157-60
retention (plough back) ratio. See plough back ratio/
retention ratio.
return on assets (ROA), 177-8, 194, 235, 288, 3014,
323
Return on equity (ROE), 5, 35, 38, 140-2, 162, 184,
188,194-5,197, 236, 299-305
return on investments, 2, 5, 8-9,17,102-3, 136, 157,
171-2,182,222,290, 322
return on net worth, 303
reverse engineering of debt, 210
rights
issue, 41
offer, 131
risk, 124-6
acquisition, 131
allocation of, 153
aversion, 135
credit, 131-2
market/price, 28
operating, 47-8,132-3
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and return, 126-7
standard deviation as a measure of, 136—8
systematic, 13940
transfer of, 27, 294
and uncertainty, 130
unsystematic, 141
risk free rate of return, 140
risk premium, 56, 134-5, 140-1, 213
Robo advisor, 320
Royal & Sun Alliance, 224
return on US stocks, 53,124, 134

scenario analysis, 107
seasoned offering/ follow on offer, 41
secondary market, 15, 39-42, 46, 164,167,227
Securities and Exchange Board of India (SEBI), 5,
12-13, 32, 40, 51, 133,239, 251, 280
Securities and Exchange Commission, USA, 5
security, financial
traded and non-traded security, 49
sensitivity analysis, 159-60
settlement of contract, 243—4, 249-51
shareholders’ meeting
annual general meeting (AGM), 12, 35
special general meeting, 12
share/stock repurchases/ buyback, 148,201,214, 218,
220
shortage (stockout) costs, 289-90
short-selling, 192
signalling, 201-2, 206-8, 211, 2234
singularity, 319-20
sole proprietorship, 6,11
South Seas Company, 125
speculation, 35, 42,268, 275
spot exchange rate, 277
spread, 28, 43, 56,135,193
bid-ask, 268
stakeholders, 9-10, 16, 35, 37,177,190, 201, 239,
259,299,323
standard deviation, 136—8, 250
Standard & Poor rating, 32
statutory liquidity ratio (SLR), 24, 166
stock exchange, 12, 15, 28, 38, 41, 149, 227-8
Bombay Stock Exchange (see Bombay Stock
Exchange [BSE])
Nasdaq (see Nasdaq)
National Stock Exchange (see National Stock
Exchange [NSE])

NYSE (see New York Stock Exchange [NYSE])
stock market, 29, 39,48, 53,125, 133—4, 140-1, 224,
240-1, 244,299
stock split, 138,216
strategic corporate risk
economic/strategic, 145-6
transaction, 144-5
translation, 145
strategic exposure, 19, 256
strike (exercise) price (see exercise [strike] price)
sunk costs, 110,112
sustainable growth rate, 289
swap, 2, 36, 40, 132,242, 261
Society for Worldwide Interbank Financial
Telecommunication (SWIFT), 268
systematic risks, 139-41

takeover and managerial performance, 16
target capital structure, 186-7, 207
Tata Motors Ltd, 1-2, 104
Tata Tea Ltd, 49, 92
tax shield
concept, 197
value, 197-200, 205—6
term loan, 18,49, 201
term structure of interest rate, 63
time value of money, 9
cash flow depiction, 76
clever use, 69
concept, 51
fundamental idea, 54
future value, 59
future value interest factor, 67
future value interest factor of an annuity, 67
future value of an annuity, 68
present value, 54-5, 59-60, 64—6
present value interest factor, 67
present value interest factor of an annuity, 67
present value of an annuity, 68, 71-2
special considerations, 63
total leverage, 236-7
total societal impact (TSI), 323
Toyota Motors, 145-6, 271
trade-off theory, 2067
transaction exposure, 144-5
translation exposure, 145

treasury bills, 18, 34,281,295
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treasury inflation protection securities (TIPS), 62-3,

136
treasury notes and bonds, 31, 56
TSB Lloyds, 10

underpricing of IPOs, 240
unsystematic risk, 139-41

valuation
bonds/debt, 163-7
concept, 148
corporate, 152-6

discounted cash flow (DCF) model, 150-1

equity, 162, 168-73
facets, 150
flow to equity model, 162
relative measures of, 161-2
value
book, 150
face, 31,150, 163-4,167-8,226-8
intrinsic, 150
market, 150

maximisation, 8-10, 16, 20, 51,102, 148, 178-80,

182,185,188,191, 321
vs. price, 149-50
variable costs, 113,231, 233-5, 302
Vedanta Ltd, 228
VISA Inc., 41
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volatility index (VIX), 250

weighted average cost of capital (WACC), 183,
186-7,199, 205,302
what-if analysis, 160
working capital, 19, 24, 32,108, 113,117, 153, 155—
6,158,163,174, 286,292,298, 300, 307
cycle, 287
features, 284-5
financing, 293-5
planning, 288-90
strategy, 296
survey of, 287
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