Index

abandonment risk, project financing
988
ABB 353
abnormal returns, efficient markets
277-9
account balancing, cash flow
management 949, 954
accounting
equation 46-7
policies 20-1, 64, 84, 115-16, 134-5,
137, 163, 466, 995
position, concepts 969-70
principles 34, 75, 83, 90, 134-7, 148
603, 884
procedures 143-7
accounting rates of return, (ARR) 336,
350-1, 361, 438
see also Returnon . . .
accounting value indicators
see also earnings per share; return
on ...
value creation issues 297-8, 336-7,
344-63
accounts
see also balance sheets; cash flow
statements; consolidated
accounts; income statements
concepts 58-68, 134-7, 138-9, 13—/,
254, 268-71, 345, 347-51, 438,
754-6,798-9, 843, 947-63
creative accounting 135, 143-7, 345,
347-51
notes to the accounts 155-6
accretions EPS 802
accruals
see also prepayments
concepts 95, 106
accrued interest, bonds 485, 488
additivity rule, value creation issues
633-6
Adidas 358
“adjusted income” treatment 85
adjusted present value (APV) 695, 711
adjustment coefficient, shares 541-2
administration 34-7, 163-4, 174, 671—2
advance dividends 796-7
advertising charges 30
after-sales service, products 127-8,
1323

after-tax considerations, profits 230-53

agency theory 569, 572, 578-9, 588,
639-41, 6434, 715, 779-80, 791,
806, 808, 826, 835, 870, 910, 917,
928, 936-7, 938, 968, 992

agent banks, syndicated loans 618-20

agreement in principle M&As 881

Ahold 74, 801

Air Liquide 405, 438-40, 500, 536, 792,

797

Albert Frére Group 856-7

Alcatel 405, 427, 499, 603, 792, 852,
868, 870

Alitalia 932

all share transactions M&"s 9u4—907,
910

allocative efficiency, farcial systems
266-8

alternative asset mznagement 413

see also haqzing

Altman, Fawea-d 140

American Lepositary Receipts, (ADRS)
war—4

Anierican Express 585

Aiaerican options, concepts 6, 375

AMGA 394

amortization 31-8, 46, 59-66, 1034,
111-14, 143-5, 161-3, 173, 240,
318-20, 332-7, 350, 484, 652, 665

announcements, companies 271

annual general meetings, (AGMs)
796-7, 836, 840-3

annuities 298-99, 301-2, 318-20, 357,
539,732

Antena 3, 353

anti-takeover measures 847-54, 8914

anticipation mechanism capital
increases 821-2

AOL 877

apparent costs, sources of finance
740-2,766-8

apparent dilutions, concepts 820-2

application of funds capital employed
analysis 45-8, 54-5

“backdoor equity” hypothesis
convertible bonds 578-9
bad debts, provisions 100-101,
966-7

Baker, Malcolm 745
balance sheets
accounting equation 46-7
capital 46-55
capital-employed balance sheets
46-55
canceapts 33, 46-55, 82-5, 102-3, 147,
194, 221-6, 238, 241-2, 2623,
438, 630-2, 651-5, 754-7, 992
consolidated accounts 75-88, 918
creative accounting 135, 143-7,
347-51, 438
deferred tax assets and liabilities 84,
97-9
definitions 46-8
examples 54-5
foreign subsidiaries 87-8
formats 46—7
horizontal/vertical formats 46
intangible assets 83-5, 101-4
international comparisons 46
off-balance-sheet commitments
108-10, 241, 438, 520, 523
solvency-and-liquidity analysis
47-55, 219-32
taxation 49-50, 54-5, 84, 97-9,
197-200
working capital 48-51, 54-5, 601,
194, 224-5, 1000
Banco Santander 276, 536
Bang and Olufsen 128
bank guarantees 521, 885
see also guarantees
bank-based economies, concepts
263-7, 878
bankruptcies 47, 206, 221-4, 252, 408,
458, 469, 631, 640, 664, 684, 685,
701-2, 706-9, 724-5, 746, 748,
757-61, 931-940, 984
agency theory 936-8
causes 931-6
concepts 705-9, 724-5, 931-40
costs 705-9, 724-5, 931-40
European procedures 93340
free riders 937-8
notional pooling 960-1
priority rules 931—2
procedures 933-6
restructuring considerations 93440
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bankruptcies (cont.)
signalling theory 936-8
statistics 9335
strategy failings 931-6
taxation 936
banks 1-2, 19-20, 23-4, 46, 262-8, 313,
388, 4701, 507-31, 520, 594-620,
663, 923-5, 945-961, 969-71, 977
see also account balancing; loans
block trades 610
book-building processes 595-6,
599-605, 610, 613—15
bought deals 595-6, 599, 610, 615
capital adequacy ratio (Tier one ratio)
508
CDs 109, 331, 485, 511, 518, 587, 710,
923,985
central banks 263, 471-2, 581, 953,
962
charges 949-50
company relationships 268, 6302
conflicts of interest 269-70
credit ratings 509, 932
debt products 515-21
debt securities 508-10
intermediation 261, 268, 481, 507-12,
975-6
investment products 955-7
LBOs 9234
lead banks 516-18, 596, 600, 611,
618-19
market-financing contrasts 508-510
monthly account statements 19, 20
nonrecourse discounting 512, 520
offerings 594—6, 599-604
overdrafts 23, 50-1, 510, 518, 948,
949, 951, 954, 955
position 969-71
project financing 985-8
regulations 508-10
risk 268, 969
roles 261-2, 268, 481-2, 507-12,
519-20, 594—6, 598-613
sales of securities 594-6, 598-613
savings deposits 261-3, 268, 948-9,
956-8,955-8
SMEs 263-4, 508, 510
swaps 978
syndicates 508-9, 516-17, 595,
598-620, 923
types 263, 268
underwriting services 509-10,
594—605, 606—8, 612—12, 61720
value dating 947-9, 952-6
barrier options 979-80
barriers to entry, markets 126, 1301,
438, 642,739
Basel Il framework 508
BASF 353
Bayer 405, 427, 792, 911
BBVA 360
BCG 127
bear markets 389

bearer certificates 492, 494, 956, 957
behavioural finance 273, 275, 280, 282,
444, 9545
Belgium 35, 424, 530, 534, 537, 597
701, 852, 855, 864, 953
benchmark indexes, stock markets
8445
benchmarking practices 138, 486-7,
746, 614, 974
Bertelsmann 126
best efforts deals, syndicated loans
617-18
beta values 449-50, 452, 455-7
beverage companies, operating margins
164-5
biased self-attribution 275
Bic 353
bid-ask spreads 432-4
bills of exchange 147, 519, 520, 952
binomial method 378, 380, 557-79
Black, Fisher 559-61
Black and Scholes options pricing
model 568-70, 571-2
block ownership, shares 532
blocking minorities, shareholders
838-40
Bloomberg 452, 611
BMW 362, 792
BNP Paribas 360, 792, 794, 556
boards 649, 845-70
Bodie, Zvie 266
bonds 6, 54-5, 94—100, 262-68, 322,
391-2, 408-13;.428-30, 467-75
481-504,,6.:1-20, 722-33, 740-66,
958,962
see u!sc coupons; debt finance
accrued interest 485, 488
average maturity 483, 484-510,
759-66
basic concepts 484-520
benchmarks 486-7, 614
bookbuilding processes 611-6
breakdown analysis 469-72
concepts 6, 391-2, 467-75, 481-504,
611-20, 72233, 740-66, 958, 992
convertible bonds 94, 96-8, 108, 116,
268, 529, 543, 569-71, 574-80
584, 616, 657, 731, 740, 741, 797
836, 859, 924, 927, 939, 992
convexity 497
credit ratings 139, 454, 456, 487, 513,
612, 615, 631, 708, 746, 747,
757-758, 765, 955
default risk 467, 498-503, 587, 723,
740-1, 767, 957, 980, 999
definition 6
discounts 436, 460, 649, 658, 795
duration 488, 498-503, 709, 7614
early redemption 484, 731
equity 391-2, 430, 583-7, 958,
684-5, 721-33, 957
Eurobonds 493-4

exchangeable bonds 94, 100, 570,
576, 587, 616

floating rate bonds 489-94, 510, 570,
754, 759-60, 763-4, 976-7, 979

foreign bonds 512-14

government securities 393, 408, 412,
428-32, 437, 455-6, 470, 482,
486-7, 503, 583, 923-4, 982

grey market 611-12

guarantees 485-9, 511

high-yield debt, (“junk bonds”) 219,
513, 583—4, 611, 613-15, 711, 748

historical performance 391-2, 958

hybrid securities 6-7, 108, 147, 352,
569-87, 702, 731, 740-1

index-linked securities 491—3

inflation rates 435, 456, 468, 653,
744, 764

interest rates 264-6, 322, 393,
467-75, 486-503, 681-3

investment grade debt 450, 492, 501,
513, 584, 611-14, 629

ivsue dates 484, 486-503

issuers 487, 492-3, 502-3, 513, 569,
578, 5803, 585, 609, 611, 612,
615—16

listing techniques 488, 493, 509-10

long-term/short-term investors 469,
759-65

maturities 467-75, 484, 485-510,
722-33, 759-66

modified duration 495-8

nominal value 484, 485-504

portfolios 956

POW 391-2, 457, 578, 995

premiums 430, 550, 670-3

prices 469-70, 474, 488, 503, 577,
982

principal 484, 486-503

prospectuses 612-15

redemption 484, 485-504, 722-33

regulations 608, 611

returns 308, 316-22, 447-51, 459-62,
486-503, 512—16, 722-35

risk 430, 467-75, 481-2, 494-503
512-16, 722-35

secondary markets 482, 486-503,
667

settlement dates 483, 485-503

shares 391-2, 430, 611-12, 684-5,
722-35, 740-66, 958

spreads 486-504, 612—6

statistics 481-504, 512-16

term structure of interest rates
467-75, 7614

terminology 482, 483-5, 485-8

timeframes for investment 468-75

transparency issues 586

types 481-5, 484-504, 512-16

volatility 494-8, 509

warrants 268, 543, 573, 574, 578, 731

“Yankee” bonds 493, 624

yield curves 467-8
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yield to maturity 308, 316-22,
469-70, 486-8, 4947, 573, 730,
741
zero-coupon bonds 467-70, 473, 477,
498, 727
Bongrain 452
Bonos del Estado 6
bonus shares 575
Boo.com 932
book profitability 230-44
seealsoreturnon . ..
book returns see return on capital
employed
book values 47, 53, 76, 81-5, 103, 242,
252-3, 352, 357-8, 432, 4534,
529, 533-5, 605, 630, 642, 6547,
724, 754, 780-2, 802, 822, 824-6,
906, 994, 998
see also net asset . . .
book-building processes, offerings
595—-6, 599-605, 610, 611-16
book-runners 595-6
see also lead banks
“bootstrap game”, M&As 908-9
bootstrapping model, yield curves
470-1
borrowings 32-3, 61-2, 65-7, 507-33,
759-66
see also debt finance
bottom-up approaches, investors
412-13
bought deals, sales of securities 5956,
599, 610, 616
Bouygues Group 459, 790
BP Amoco 603
brands 30, 46, 83, 101-3, 375, 667
see also goodwill
breakeven points
calculations 179-82, 368—9
concepts 178-87, 3689, 405, 458,
75479
definition 178—9
purposes 178-87, 368-9
breakup value, assets 251
bridge loans 520
British Airways 353
British Telecom 267
brokers 162, 267
budgets 19, 184-5, 264, 950-6
Buffett, Warren 909
buildings 46-55, 106-7, 115-16
Bulgari 353
bull markets 389
bullet repayment, loans 317—22
Bunds 6
see also government securities
business contractions/
developments/extensions, real
options 374-81, 579
business managers, roles 1
business models 138, 219
business plans 367, 656

buybacks, shares 62—3, 65-6, 448,
742—4, 788, 796, 798-806, 851,
999
buyers, capital 1-2, 11
buyer’s credit, exports 521
buyin and a management buyout,
(BIMBO) 919—26, 996
see also leveraged . . .
by-function (by-destination) income
statement formats 34-7, 601,
155-6, 158-60
see also income statements
by-nature (by-category), income
statement formats 34-7, 601,
155-6, 158-60
see also income statements

CAC 40, 561, 563
calendar anomalies, share performance
280
call options 96, 374-8, 54865, 571-2,
587, 606, 722-9, 731, 924
see also options
Canada 597
Canal+Group 909
capital
see also equity
adequacy ratio (Tier one ratio) 508
balance sheets 46-55
buyers 1-2, 13
cost of capital 2-3. 252752, 253-5,
269-70, 3313447, 360, 367
447-62, 65073, 693-724, 776-84,
801, 10¢2
financia. managers 1-2, 265, 629-643
intensity concepts 230-2
int=ral capital 7014, 775-84
10Sses 251-3, 329
rationing 300, 314, 587, 701-2, 752,
758
reductions 798-805
turn 231
valuations 11, 45, 82-5, 1223,
269-70, 451-5, 629-43, 649-73,
694-733, 876-95
weighted average cost of capital 242,
330, 345-8, 353-7, 361, 447-55
543, 630r 650’ 652: 654_5’
668-688
capital asset pricing model (CAPM)
concepts 421-35, 444-6, 448, 453,
460, 531, 536, 699
capital employed 17, 45-54, 85, 136—40,
23044, 2523, 3356, 3457
350-62, 447-8, 457-8, 629-37
652—4, 6601, 668, 722-4, 756,
759, 781_31 902, 928: 988
see also balance sheets; enterprise
value; operating assets; return
on ...
concepts 5-54, 85, 136—40, 230-44,
3524, 359, 458-9, 629-43,
728-30, 780—4, 817-19

definition 50, 54, 243
examples 54, 230-44
negative capital employed 241
opening/closing figures 231
capital expenditures 135-6, 137, 157,
159, 172, 208-10
see also fixed assets; investment
outflows
cash flow statements 19, 24, 58-67,
207-8, 217-19, 254-5
concepts 19-24, 36, 58-67, 136, 155,
207-8, 217-19, 254, 753, 993
overinvestment/ underinvestment
dangers 208, 217-18, 732
ratios 206-8
capital gains 1011, 22, 63, 65, 82-6,
217, 329, 395, 497, 541, 639, 656,
665, 668, 683, 698—9, 700-1, 705,
706, 718, 775, 778, 793, 796,
803-4, 854, 866, 879, 903, 907
917,922-3
capital increases 604-8, 702-4, 714-33,
7757, 778-4, 815-903, 993
accounting/legal procedures 823
agency costs 818
anticipation mechanism 8212
capital structure policies 81826
concepts 604-9, 7024, 741-66,
815-26, 993
costs 817-26
creditors 817, 819
definition 816-18
dilutions 816—26, 851—3
EPS 822-6
managers 818-19
new equity puzzle 609
new/old shareholders 818—26
reinvested cash flows 775-6, 778-84,
669-70
rights issues 542, 606—9, 850—1
shareholders 605-9, 702-4, 741-66,
81526
signalling theory 818-19
taxation 818-26
without pre-emptive subscription
rights 609—10, 820-2
capital leases see finance leases
capital market line, concepts 408-9,
410-14, 426, 444—6
capital markets see financial markets
capital structure policies
seealsodebt . .. ;equity ...
accounting and financial criteria
753-6
asymmetric information 637—9
breakeven points 752-6
capital increases 81826
company lifecycles 669-71, 879-80
competitors 668-71
credit ratings 708, 746-7, 757-8, 955
debt-to-equity ratio 220, 221, 684,
995
design considerations 714, 739-50
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capital structure policies (cont.)
detailed workings 751-9
Endesa 792, 890
enterprise value 629-30, 681-9,
759-66
EPS 754-7, 802-5, 823-6
financial flexibility 711-12, 746-7,
757-8, 995
historical influences 746
inflation rates 744
maturity decisions 72243, 759-64
opportunities and constraints 751,
822, 844-7
optimal structures 6819, 742-6,
757-66, 669-70
options theory 721-42, 745
perfect capital markets 685—9
processes 756-64
ROE 754
shareholder preferences 751
signalling theory 637-9, 752-3, 790,
800-1, 818-19, 936-8
speed of change 758-9
taxation shield 693, 695-6, 698-9,
708, 714, 748, 750, 760, 765
tradeoff model 685, 693-714,
74550, 757
value creation issues 667-73, 739-56
capital-employed balance sheets 45-55
capital goods sector, operating margins
159-60
capitalisation 242, 266, 289-302, 358,
410, 452, 533, 825
capitalised development costs
intangible fixed assets 101-4
caps, interest rate options 868
captive insurance companies 972—3
Carlsberg 353
Carrefour 353, 425, 499, 792
carrybacks/carryforwards, losses 98,
168, 252, 332, 643, 909
carveouts 586
cascade structures, groups 8567
cash 19, 29-30, 31, 46-54, 216-25,
254-5, 788-9, 791, 8014, 886-8,
901-7, 945-60
M&As 876-7, 879, 880
pooling concepts 947-51
profitability indicator 2412
ratio 222-3
surpluses 23, 949
wealth contrasts 29-30, 367
zero cash concepts 954
“cash at hand” 63, 67
“cash cows” 218, 587, 921
“cash and equivalents” 66
cash flow from operating activities
definition 64-5, 207-8, 217-19
cash flow per share, concepts 531
cash flow return on investment (CFROI)
344, 350, 357-8, 361
see also internal rate of return
cash flows

bottom-up reconciliations 64
budgets/plans 19, 9504
concepts 5, 1011, 19-25, 29-30,
58-67, 122, 207-8, 216-26, 2635,
268-9, 281, 293, 295-302, 309-16,
326-36, 345, 356-7, 377, 385, 389
390, 395, 413, 447, 46970, 489,
495, 498, 515, 523—4, 633-5, 640
649-53, 656-8, 667-8, 681, 687-8,
709, 712, 748-9, 756, 775,
799-800, 879, 911, 920-1, 935,
945-63, 993
consolidated accounts 64, 74-88, 173,
531, 970
DCF 380, 6501, 658, 664, 669—70
definitions 20-2, 64
examples 24, 66
explicit forecasts 741-50
free cash flows 22-4, 66, 216-17, 335,
356, 424, 452, 481, 633—4, 649-54,
657-8, 683, 708, 779, 780-4, 798,
938
future cash flows 4-5, 10, 23, 293,
308, 329, 357, 389-92, 425, 449,
576, 818, 936, 977
income statements 30, 58-64, 262,
753-60
incremental cash flows 326-36
investment decision princisles 280,
296, 309-321, 326=.6, 367, 447
454-5, 629, 634..729-30
IRR 297, 308-16, )2¢-7, 927
matching princ.nle 222, 268, 760-6
net income 61—y
normalised cash flows 653-4
operating activities 201, 64-7,
200-10, 225-6, 984~7
payiient methods 9514
nrocess classifications 19-24
reconciliations 58-65, 311, 574, 603,
667-9, 955
reinvested cash flows 290-3, 310-12,
669, 776-8, 781, 783-5, 996
taxation 22, 24, 624, 65-7, 331-3,
656-736, 956
terminal values 653-72
time lags 20, 254, 332
top-down reconciliations 64
cash flow management
account balancing 949, 954
bank charges 949-50
behavioural analysis 954
budgets/plans 19, 950—4
cash pooling 947-341
concepts 958-61
day-to-day forecasts 958-61
forecasts 952-7
groups 63, 64, 958-52
intercompany agreements 954
international environment 961—2
investment products 507, 950, 955-8
optimisation techniques 9546
payment methods 952—3

value dating 947-63
zero cash concepts 954
cash flow statements concepts 19-24,
30, 58-67, 207-9, 2545, 753
central banks 123, 138, 471-2, 581
centralised organisations, cash pooling
958-61
certificates of deposit (CDs) 6, 264, 482,
485, 957
see also commercial paper change
Chapter 11 procedures, US 933
characteristic lines, financial securities
448-50
charges 30, 58-63, 76-95, 15474,
178-88, 356-7, 437, 486, 705,
797-9, 920, 949-51
chartists 412-13
see also technical analysis
cheques 267, 949-51
Chicago Board of Trade 982
Chicage Mercantile Exchange 982
ciief executive officers (CEOs) 868—9
chief financial officers (CFOs) 1-11
see also financial managers
Chile 456, 597
China 597
chirographic creditors, concepts 511-12
Cisco 793
Citicorp 585
clawback commitments 109
clawbacks, sales of securities 596
clearinghouses, derivatives 9824
closing rate translation method, foreign
subsidiaries 87-8
club deals, syndicated loans 618
Coca-Cola 241, 654
COFACE 980, 981, 986
collars, interest rate options 979
collateral 109, 485, 507-11, 985
collateralised debt obligations (CDOs)
923
collective bargaining 171
combined leverage 370
see also financial . . .,
operating . . .
commercial banks 268-9
see also banks
commercial function, income
statements 36
commercial loans 518
commercial paper 6, 263-5, 482, 485,
508, 513-17, 528, 757, 758, 957
see also certificates of deposit; debt
finance
commercial position, concepts 969-70
commercial risk 387-8
commercial synergies 671—3
commitment fees, syndicated loans
619—20
committed facilities, syndicated loans
51618, 617-20
commodities 2, 5, 108, 206, 982
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communications, financial
communications 269-70, 638, 747,
854, 870, 891
companies bank relationships 268,
6302
controls 74, 80-1, 171, 205, 275, 586,
839, 849, 856, 863, 967
corporate governance 641, 833-56
corporate structure 705, 729, 835-57
delistings 844, 846
disclosures 269-70, 286, 345, 882-6
economic analysis 123-8, 274
event studies 271-2, 277-9
family-owned companies 218, 796,
835, 838-9, 850, 921-2
financial analysis 12147, 251-6
financial communications 269-70,
638, 747, 854, 870, 891
financial world relationships 268,
630-2, 693-723, 789-91
holding companies 531, 715, 836,
841-2, 848-50, 855
lifecycles 125, 375, 693—4, 746,
748-50, 879
listed companies 194, 221, 265, 276,
358, 581, 605-607, 631, 63941,
659-61, 663, 671, 762, 792, 798,
835: 840_43r 854: 862_3: 865_6y
869, 900, 910—-22
position 969-70
unlisted companies 457-9, 605,
631-2, 651-2, 924—8
valuations 11, 45, 82-5, 122-3,
269-70, 451-5, 629-43, 649-73,
694-733, 876-95
value creation issues 11, 1213,
126-7, 132, 154, 158-60, 193,
253-6, 328-9, 344-62, 458,
629-43, 671-2, 713-14, 739-66,
77584, 910-11
comparables model, enterprise value
659-664
comparative analysis, financial analysis
138-9, 493-4, 654, 659, 702, 864
competitive bidding bonds 611-6
competitive risk 396
competitors 122-26, 172, 196, 206, 208,
375, 387, 634, 642, 714, 745-50,
846, 879, 907
completed contract accounting method,
construction contracts 96, 117
complex issues, financial analysis
94-116
compound interest 291, 485
concessions 101
confirmed credit lines 980
conflict resolution function, financial
systems 267-8, 710-14, 731-3
conflicts of interest 268, 639, 694, 710,
762, 863, 869, 870
conglomerates 664, 841, 855, 877,
910-11
conservatism principle 102

consolidated accounts
see also groups
accounting harmonisation needs
85-6
audits 74, 867-8
balance sheets 74-89, 753
cash flows 64, 65, 947-51
concepts 54, 64, 74-88, 98, 146, 156,
1734, 233, 240, 253, 531, 664,
778,970, 993
equity method of accounting 75,
78-9, 81, 117, 241, 656
examples 76-7, 78, 81, 173—4
foreign, subsidiaries 86-8, 961
full consolidations 75-6, 81
goodwill 76, 82-5, 253
historical costs 756, 77
income statements 74-88, 1734,
240, 753
inflation rates 86-8
intra-group transactions 86, 947-51
level of control 80-1
losses 81
minority interests 55-6, 64, 76-7, 80,
81, 84, 147, 167, 174, 245, 253, 543,
657
ownership levels 8o-1
pro forma financial statemeriis 31,
156
proportionate consolications 75,
79-80, 117
scope of consoliaation 75, 80-2, 138,
146, 156
share buy-acks s05-6
SPVs 82, 544-15, 535, 882, 957-8
standards 76, 85, 95, 96, 103, 111, 117
consulidations, concepts 74-88,
$18-21,993—4
censtant amortisation, loans 317-22
sonstruction contracts, concepts
317-19, 484
consumer credit 263-8
contingency value rights 547
contingent assets 109-10
see also off-balance-sheet
commitments
contingent claims 818
contingent liabilities 53, 109, 520
see also off-balance-sheet
commitments
contingent taxation, concepts 98
contingent value right (CVR) 888
continuous time models, Black and
Scholes options pricing model
560-1
contracts, financial securities 5-6
contribution margin, concepts 180, 367,
3957
contribution of shares, M&As 900—4
controls
companies 640-1, 653, 663, 667,
670-3, 701-2, 705, 753, 766, 776,
798-9, 819—20

consolidated accounts 74-82
strategic value 671-3
conversion premium, convertible bonds
576
conversion ratio, convertible bonds
575-6
conversion value, convertible bonds
5767
convertible bonds 96, 108, 116, 268,
529, 543, 569-71, 574-80, 584,
598, 616, 657, 731, 740, 741, 797,
836, 924, 927, 939
see also hybrid securities
agency theory 639-41
concepts 569-71, 574-80, 584, 598,
616, 657, 731, 740, 741, 797, 836
creditors 639-41
definition 574—9
examples 577-8, 580, 581
exchangeable bonds 100, 570, 576,
587, 616
nterest rates 571
‘'matching” hypothesis 578
pricing models 571-4
signalling theory 637
taxation 97-8, 579
terminology 570
types 569-70, 582-7
uses 560, 571-2, 574
convertible preferred stocks, concepts
5823
convexity 495-7
see also modified duration
corporate bonds 482, 492, 5034,
611-13, 614, 775
see also bonds
corporate cultures 134
corporate finance, concepts 1-11,
29-54, 629-43
corporate governance 833-57, 862-72
corporate investment and production
policies, restrictive covenants
7313
corporate profitability
see also profitability
concepts 230-44
corporate structure 641, 815-26,
835-57
see also companies; shareholders
agency theory 569, 572-3, 578-9,
639-43, 779-80, 791, 835, 870,
910, 917, 928
anti-takeover measures 847-54,
8945
concepts 133-3, 815-26, 835-57
corporate governance 641, 843-8
employee shareholdings 114-16,
134, 598-99, 701, 789, 841-2, 8438,
852
family-owned companies 796, 835,
838-9, 850, 862, 871, 9212
foreign listings 602-3, 845
golden shares 852, 894
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corporate structure (cont.)
groups 50, 74-88, 113-14, 243, 518,
618, 635, 672-3, 731-3, 83942,
855-7
holding companies 531, 836, 841,
848-9, 855
loyal shareholders 532, 797, 848,
851, 891
LSPs 849-50
M&As 82-5, 101, 268, 271, 277, 345,
349, 520, 576, 663, 8367, 848,
851-4, 876-80, 891, 899-911
regulatory protection 852-3
right of approval 850-1
rights issues 541, 606, 608-611, 791
share buybacks 62, 519, 732, 788,
797-801, 804-6, 851
voting rights 6, 75-8, 802, 117, 482,
528, 579-81, 632, 641, 835-57
warrants 268, 529, 543, 547, 570-87,
608_9: 731, 7979, 836r 848r 924,
927,935, 939
corporate treasurers 2, 9, 507-12, 518,
945, 954-63
corporations
see also companies
importance 721
structures 815-26, 835-57
correlated returns 360, 379, 395-413
cost of capital
beta values 449-50, 452, 455-7
calculations 449-50, 681—9
CAPM 447-9, 453, 457, 460
concepts 3, 242, 252, 269, 3301,
345_8: 353_6r 357, 3619 3671
447-62, 467-75, 543, 604, 630,
650-5, 668, 682—9, 697, 701-14,
748, 758-9, 766, 776, 779, 845,
847, 855-7, 997, 1000
cost of equity 420-46, 447-62,
531-2, 650, 657-8, 685-8, 695-¢;
708, 711, 776-7, 801, 845
definition 447
direct calculations 448-51
emerging markets 455-7
enterprise value 448-51, 4823, 650,
654-73, 6819
environmental influences 461-2
frequency of revisions 462
importance 447
indirect calculations 4512
managerial influences 458-62
multinational companies 455
negative net debt 456—7
opportunity costs 641, 704, 776
optimal capital structures 681—9,
742-6
practical applications 454-7
reduction measures 458-9, 845
ROCE 230-44, 335-6, 3447, 350,
353, 652, 654-5, 659, 682
cost of debt 447-52, 683-9, 693-718,
740-66, 782—4

cost of equity 420-46, 447-62, 531-2,

650, 657-8, 685-8, 695-9, 708,
711, 776-7, 801, 845

APT 431-2, 459-62

ARR 435-6

CAPM 447-9, 453, 457, 460

concepts 420-46, 447-62, 531-2,
650, 657-8, 685-8, 695-9, 708,
711, 776-7, 801, 845

cost of capital 447, 460, 685-9,
694-714

current market prices 436—7

DDM 436-7, 460, 649, 658

Fama-French model 432, 792—3

historical returns 426, 434-6, 459,
531

investor protection 432-4

liquidity premium 432-4

market rate of returns 435-6, 776-84

MM theorem 685-700

multifactor models 431-2

P/E ratio 437-8, 659-65, 823-4,
908-9

risk 420-38, 459, 531, 683-8

size premium 432-3

cost of funds, concepts 2, 3-4
cost of goods sold, income stateiaerits

346

cost of money 2—3
cost of sales, income stav=wients 35-6,

164

cost-cutting strat2gi=5362, 920
costs 3, 9, 20, 20, 52-7, 127-30, 154-75,

178-88, 163, 508-12, 739-66

see als> charges; operating . . .

agencytheory 569, 572-4, 639-41,
779-80, 791, 835, 870, 910, 917,
928, 936

apparent costs 740-1, 776

bankruptcies 706-11, 724-6, 931-40

breakeven points 180-8, 368-9, 405,
458,754

capital increases 817-26

consolidated accounts 75-88

cyclical effects 178, 1856, 458

economies of scale 127-8, 132, 878,
959

employees 36, 160-2, 362

equivalent annual costs 301-2

financial distress costs 688, 693—4,
709-10, 931-40

financing categories 50812, 740-66

fixed costs 170-87, 195, 368-70, 405,
458

income statement formats 34-7

inventories 104-5, 130, 157-8

liquidation 251-3, 933-40

minimisation processes 1, 3, 10

opportunity costs 488, 641, 704, 776

scissors effect 136, 168-70, 174, 178

sources of financing 740-5

startup costs 101-4, 115, 144

transaction costs 273, 275, 279, 604,
765,775,793

value of securities 3, 264-5, 481-9

variable costs 179-87, 368-9, 458

Cost-volume-profit analysis see

breakeven . ..

counterparty risk see default risk
coupon reinvestment risk 470, 494,

497-8

COUPONS 454, 470-1, 491, 497, 557, 569,

763
see also interest rates

covariance 397-411

see also market risk

Covenants 510, 519, 523, 615, 702, 710,

731732

covered warrants 571

Cox, J., 557
Crashes 275, 564, 742

see also crises

creadiveraccounting 135, 143-7, 345,

347-51

cradit

cards 269

concepts 20-1

default swaps 980
derivatives 980-1

insurance 980

lines 518, 703, 950, 962, 980

credit facility see syndicated loans
credit ratings

see also default (counterparty) risk

agencies 121, 140, 4534, 498-9,
502-3, 513, 580, 582, 584, 631,
709, 712, 863, 932, 959

banks 510, 932

bonds 454, 501, 503, 614, 757

concepts 121, 140, 453-4, 498-9,
502-3, 513, 580, 582, 584, 631,
709, 712, 863, 932, 959

examples 499-503

implicit ratings 453

long-term/short-term debt ratings
499-503

processes 502-3

ratios 139-40

roles 498-503

scoring techniques 140-1, 498, 763,
932,971

spreads 503-4, 612

credit risk see default (counterparty)

risk

credit scoring, techniques 140-1, 498,

763,932, 971

Credit Suisse 360
creditors 10, 52, 112, 136, 223, 2424,

262, 331, 352, 448, 481-2, 511,
5345, 5724, 578, 584, 631-2,
637, 639, 641, 682, 688, 694,
698-702, 709-10, 721-33, 775,
778-9, 799-800, 816, 818-19, 870,
911, 920, 931-9, 952
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see also debt finance; hybrid
securities; working capital
agency costs 710-11, 762-3, 9367
bankruptcies 47, 206, 2214, 252,
408, 458, 469, 631, 640, 664, 684,
685, 701-2, 706-9, 7245, 746,
748, 757-61, 931-940, 984
capital increases 816, 818
conflict resolution function 731-3,
936-8
convertible bonds 578—9
debt redemption priority rights
511-12
protection 731-3
reinvested cash flows 775-6, 779-84
restrictive covenants 731-3
roles 632
shareholders 701-14, 721-33, 93440
warrants 573—4, 731-3
crisis 252-3, 471, 487, 515, 561, 705,
711-12, 742, 797-8, 93140
see also crashes
cross-default clauses, covenants 519
cultural issues see corporate cultures
cumulative abnormal returns (CARs)
277-8
currency
derivatives 413, 454, 510, 9805
options 978-9
risk 137, 388, 396, 564, 760, 764,
970-82
structure 759-64
swaps 976-7
translation adjustments 94, 97-8
current accounts 518, 948, 949, 956,
970
current assets 32, 46-54, 2236, 756,
995
see also assets
current liabilities 2234
see also liabilities
current market prices, cost of equitv
436-7
current ratio, concepts 223—4
current rate translation method see
closing rate translation method
customers 19—20, 103, 127-8, 196—206,
362, 952-62
see also receivables
cyclical costs 178, 185-6, 458
cyclical risks, breakeven points 186, 458

Daimler 353, 427, 499, 536, 604, 801,
878-80

Danone 231, 271, 427, 452, 792, 852

data rooms, M&As 883—4

Datastream 138

day-to-day forecasts, cash flow
management 951-3

days of finished goods inventory ratio
199

days of goods held for resale ratio 199

days’ inventory ratios 198-9

days of raw material ratio 199
days of work in progress ratio 199
days/payables ratio, working capital
198
days/receivables ratio, working capital
197
“death spirals”, equity lines 609
debit cards 267
debt cycles, concepts 19-24, 138
debt finance 2-6, 19-24, 45-51, 58-63,
65-7, 96, 108, 117, 122, 13941,
21626, 23444, 264, 2801,
330-1, 388, 405, 444, 447-62
467-72, 481-504, 507-25, 527,
534-5, 547, 5714, 578-87, 954,
994
see also bonds; commercial paper;
financing; leverage . . . ;loans;
net debt
agency costs 71011, 762-3, 936-7
balance sheets 32-3, 46-54
bankruptcies 47, 206, 221-4, 252,
408, 458, 469, 631, 640, 664, 684,
685, 701-2, 706-9, 7245, 746,
748, 75761, 931-940, 984
banks 2—3, 19-20, 23-4, 45, 261 5,
268-9, 481-2, 507-30
benefits 694706, 721-23
breakeven points 754-0
concepts 764-6, 957-,994
conflict resolutivn 1sues 266-7,
731-2,935<7
controlling henefits 705-6
cost of dekt47-62, 685-94,
693:7:4
Crises 252-3, 471, 487, 515, 705, 742,
45
currency structure 759-65
debt-to-equity ratio 220-1, 684
definitions 5-6
design considerations 739-45
earnings 31-2, 58-62, 4812
equity contrasts 32, 458, 481-3,
583-7, 629-43, 6845, 694-714,
956,958
exchangeable bonds 94, 100, 570,
576, 587, 616
financial distress costs 688, 693,
709-10, 712-13, 750
financial flexibility 693, 702, 711-12,
748-50, 757
historical influences 762
historical performance 424-6, 429,
460, 488, 560
income statements 36-7, 59-60
interest rates 2, 3, 6, 9, 66, 86, 170,
261, 2646, 322, 393, 467-75
486-503, 681-3
investment decision principles 280,
296, 309-321, 326-36, 367, 447,
454-5, 629, 634, 729-30
issue volume restrictions 509-10

LBOs 219, 437, 513, 515, 581, 705-6,
840-2, 917-28, 996
market value 242, 252-3, 454, 483,
495, 522, 523, 533-9, 606, 629,
642, 650, 655—60, 700, 708, 724,
743
marketable securities 23-4, 65-7
mezzanine debt 511, 514, 574, 923,
9246
options theory 721-33
perpetual subordinated loans and
notes 111-2
preference (preferred) shares 581,
582-3
ratios 219-5
redemption priority rights 511-12
refinance rates 453, 514
restrictive covenants 731-2
risk 6, 23, 143, 467-75, 487-8, 517,
681-8, 695, 702-14, 722-3
sccuritisation 508, 511-15, 9256,
958
senior debt 492, 511, 514, 923-6,
938-9
subordinated debt 511-16, 580, 582,
585, 923-4, 985
taxation shield 693, 695-6, 698-9,
708, 714, 748, 750, 760, 765
term structure of interest rates
467-75,763
total debt service 317-19
types 481-2, 507-30, 759-64
vulture funds 219
warrants 268, 543, 573, 574, 578, 731
debt redemption priority rights 511-12
debt securities
see also bonds; financial securities
concepts 6, 467, 481-2, 4889,
491-2, 494, 498r 510, 512—14, 5767
580, 581, 5845, 631, 634, 711,
802, 956, 957
types 489-504
debtors see receivables
debt-to-equity ratio 220-1, 684
see also leverage
decision trees, concepts 380
decision-making issues 309, 329, 351,
427, 641, 836, 870, 958, 999
declining balance basis, depreciation
336
DECS 585
default (counterparty) risk 467, 486,
488, 498-99, 502-3, 519-21, 614,
708-9, 740-1, 938, 956-7, 968,
977, 980-1
see also credit ratings
defeasance, off-balance-sheet
commitments 981
deferred charges/payments 60
see also trade . . .
deferred redemption periods, bonds
484, 486
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deferred tax assets and liabilities 84-5,
97-9, 146
deficits of resources, financial systems
261-83
defined benefit pension plans 111
defined contribution pension plans
110—11
deflation effects 172
degree of combined leverage 370
degree of financial leverage (DFL) 370
degree of operating leverage (DOL) 370
delistings, companies 852, 916
Dell 793
Deloitte 927
Delta 562, 563
see also gamma
demand, financial securities 2—3
demergers, concepts 899—911
demographic trends 124-5
Denmark 597, 865
deposit accounts 948
depositary receipts (DRs) 603-4
deposits, derivatives 980
depreciation 20-1, 32-36, 46, 53,
59-67, 104, 115, 143~4, 155, 159,
163, 172-3, 186-7, 206—9, 328,
331-2, 348, 350, 355-7, 497, 522
524, 651-3, 661-3, 665, 923, 993,
1000
see also fixed assets
deregulation 11, 126, 438, 642, 878
derivatives
see also futures . .
swaps
Concepts 9, 413, 454, 495-7, 510, 517,
562, 563, 980-5
credit derivatives 980-1
markets 981-5
Deutsche Bank 841, 869, 878
Deutsche Telekom 360, 405, 454, 587,
604, 630, 842, 878
Diageo 500, 747
diffusion processes, state variables

. ; options;

474~
dilution profits/losses, concepts 94,
34475
dilutions
concepts 85, 99, 349, 543, 5714,
579, 582, 657, 702, 746, 755, 800
802, 816, 819-26, 905-7, 924, 994
EPS 571, 635, 754-6, 782, 784
802-3, 821—4
types 820-1
direct calculations, cost of capital
448-51
direct costs, bankruptcies 706-9
direct finance, concepts 261-2
direct methods, valuations 649-50
Directorate-General for Economic and
Financial Affairs of the European
Union 482—3
directors 75, 161, 362, 586, 641, 701-2,
711, 745-6, 753, 796, 799, 836,

843, 847, 850-1, 86371, 881, 888,
924, 967
see also managers
corporate governance 862-72
remuneration 134, 331, 481, 485, 547,
555
types 639-41
disclosures 269-70, 345-6, 882-6
discontinuing operations, concepts
discounted cash flow (DCF) 425, 498,
649-51, 658, 668
discounted payback periods 334-5
discounting 289, 293-302, 3089, 367,
379, 469, 470, 476, 508, 519-20,
658,723, 997
see also net present values
discounts
bonds 484-486, 490, 597-8, 605-8,
610, 619
bought deals 610
conglomerates 855
financial securities 295, 484-486,
490, 597-8, 605-8, 610, 619
holding companies 855
IPOs 280, 599—602, 608-13, 8/44.,.928
minority interests 540, 586,657
rights issues 606—9
valuations 649-73
discrete time models £5¢9
disintermediation, concepts 262, 264,
482,878
disposals, assets 25, 33, 63—4, 254, 993
distribution.1727, 372, 699, 732,
7589, 788-805
dividands 699, 732, 758-9, 788-805
praduction 132-3
diversification
concepts 8, 10, 134, 201, 265, 268,
394-403, 420-38, 634—6
financial managers 10, 6346
fundamental concepts 421
limitations 428-32, 634-6
portfolios 8, 201, 265, 268, 394-403,
420-38, 634-6, 956-7
risk 394-403, 420-38, 634-6
time diversification 427-8
diversified companies 455-7
divestitures, debt-to-equity mixes 759
dividend discount model (DDM) 436,
460, 649, 658,795
dividend per share (DPS), concepts 529,
539, 541
dividend yields per share, concepts
529-30, 792-805
dividends 2, 10-11, 22-4, 33, 35, 45,
61-3, 66-7, 86, 216-26, 393,
426-38, 458, 460-2, 4813,
529-43, 647-66, 694-724, 731-3,
758-9, 788-805, 835-57, 994
balance sheets 50
capital reductions 798-805

concepts 33, 35, 43, 45, 61-3, 65-6,
788-805
distribution proportions 699, 731-3,
759, 788-805
duration 796
equilibrium markets 788-91
growth rates 792-6
income statements 32-7, 61-4
international comparisons 792-803
marginal returns 788
market values 788-91, 801-3
nonoperating working capital 49
options pricing 553-60
payment methods 796
payout ratio 530, 538, 788-805
policies 788-805
preference (preferred) shares 581,
582-3
ratios 528-43, 759, 792-805
reductions 790
restrictive covenants 731-3
znare buybacks 797-804
signalling theory 790-2, 800-1
taxation 98, 529, 642-3, 694-701,
778,793, 795-6, 800-1, 8045
TSR 359—-60
volatility 796
withholding taxes 98
divisions 855-6, 910—11
demergers 910-11
subsidiaries 855-6
documentary credits see letters of
credit
Dow Jones (D))
free float indexes 532
Industrial Average 273
due diligence 595, 614
duration 492-3, 498, 520-1, 683, 761-4,
796
Dutch auctions 799
Dutch clauses, 842
dynamic analysis, financing 216—21

early redemption, bonds 484, 731
earnings 17, 29-37, 58-67, 121-174,
178-87, 235-6, 348-9, 481-504,
529-31, 53740, 7546, 759,
764-5, 776-84, 788-98
see also dividends; income
statements; profits; wealth
accounting procedures 1437
beta coefficient 401-2, 425-6
breakeven points 180-1, 186, 369,
405, 458
cash flow perspectives 58-62, 122-3,
2545
concepts 17, 29-37, 58-67, 121-174,
178-87, 235-6, 348-9, 481-504,
529-31, 53740, 754-6, 759,
764-5, 776-84, 788-98
creative accounting 135, 438
definition 31
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equity finance 233, 448, 688, 699,
716, 821
financing cycles 33, 64, 65, 21826
intermediation 264-5
investment cycles 34-7, 65-7,
209-11, 218
normal earnings 99, 184
operating cycles 30-2, 35-6, 63-7
operating leverage 137, 178-88,
369-70
retained earnings 33, 35, 46, 55,
776-84
stability principle 170-1
taxation 31-7, 624, 65-7, 331-3,
656-736
earnings before interest, taxes,
depreciation and amortization
(EBITDA)
see also gross operating profits
concepts 31-7, 58-67, 111-12, 139,
155, 160-1, 173, 1867, 219-26,
332-3, 335, 345, 350, 652, 659-61,
663, 665, 743, 782, 882, 905, 923,
993, 994, 997
definition 31, 161
importance 161, 332-3, 335
margin analysis 154-74, 184
multiple 535, 661-882
net debt 219-20, 226
sector comparisons 162-6, 2201,
237
earnings before interest and taxes
(EBIT)
see also operating profits
concepts 32, 35, 62, 111, 154, 159, 161,
163-168, 1734, 189, 220, 332,
344, 347, 368-70, 5346, 650-73,
7545, 882,905,994
multiple 535, 660-3
earnings per share, (EPS)
accretions 802, 9o5—7
capital increases 822-6
capital structure policies 754-6,
802-4, 822-5
concepts 345-50, 370, 528-9, 571,
635, 754-6, 782, 784, 802—3
821-4, 906-7, 994
dilutions 349, 543, 572-4, 746, 824
limitations 348-9, 746
earnout clauses, M&As 882
easylet 353,358
economic analysis 1237, 152, 274
see also macro . . . ; markets; micro
economic cycles, yield curves 471-5
economic profit 352-5, 359, 361, 653—4,
668
economic rents 438, 642-3, 739
economic risks 389-91, 413, 511
see also systematic risk
economic sectors, concepts 122-4, 329
economic value added (EVA) 327, 346,
352-6

economic value indicators 242, 334-5,
344-62, 745
see also cost of capital; net present
value ...
economies of scale 127-8, 132, 492,
671, 878, 959
the economy, finance links 1, 8, 653-8
Edison 500, 572
effective annual rate, interest rates
320-2
effective rates of return 320, 453-5
efficient frontier, concepts 40611, 421
efficient markets 270, 275-8, 295, 392,
412-13, 425, 431, 435, 538, 637
903, 910, 928, 935-6, 938, 968
anomalies 279-83
arbitrageurs 282—3
bankruptcies 936-40
behavioural finance 273-5, 280, 282
CAPM 421-17
concepts 270, 275-8, 295, 392,
412-13, 425, 431, 435, 538, 637,
903, 910, 928, 935-6, 938, 968
experts 2725
insider information 272-5, 685-7
limitations 275—9, 685-7
liquidity 273, 282-3, 936-40
prices 267-8, 272-5, 4123
rational investors 273-5. 51
returns 273-5, 403-11..425, 449-51
semi-strong form 2tfci2nt markets
271, 275-9
strong form etiiciznt markets 272-5
technical anclysis 270, 412, 431
tests 272~
trangactivn costs 272-5, 279-80
weak form efficient markets 270-1,
276-7
elacironic funds transfers 267, 952
2lectronic road shows, offerings 593,
611-12
embedded options 547, 570
emerging markets 422, 455-7
Employee Stock Ownership
Programmes (ESOPs) 841—2
employees
concepts 22, 110-11, 114-16, 134, 160,
328, 335, 362, 596, 598-9, 641,
656r 701, 789’ 799, 841_2v 844_51
847, 852, 880
costs 36, 160-1, 362
economic analysis 133-4, 160-2
inertia of costs 160
pension provisions 110-11
productivity 1601, 172, 389
recruitment 172, 328
redundancies 11011, 113
shareholders 112, 11416, 136-7, 4,
53940, 655-7, 841-2, 852
stock options 112, 114-16, 136-7, 4,
53940, 655-7, 841-2
end-of-period snapshots 45-55
Endesa 729, 890

engagement commissions, syndicated
loans 518
enhancements, SPVs 908
ENI 360, 405, 427
Enron 793, 862, 869, 932
enterprise resource planning (ERP) 951
enterprise value, (EV) 447, 452, 482,
527, 534-5, 540, 629-30, 650,
654-7, 659-3, 681-7, 693-5
699-700, 721-6, 728, 730, 761,
917, 994
see also capital employed; market
values
capital structure policies 655-73,
682-714
comparables model 531, 534, 538,
765,993
concepts 447, 452, 482, 527, 534-5,
540, 629-30, 650, 654-7, 659-3,
681-7, 693-5, 699-700, 721-6,
728,730, 761,917, 994
cost of capital 447-50, 543, 683-714,
670-3
DCF 425, 498, 649-51, 658, 668
definition 681-3, 723
equity value 482, 527-43, 681—9,
759-66
financial securities 681-9, 527-8,
72333
long-term/short-term, debt contrasts
759-66
managers 706
multiples 660-1, 668-9
optimal capital structures 669-70,
681-9, 693-714, 759-66
option model 722-33
valuations 451-5, 629-43, 64973,
694-733, 876-95
environmental influences, cost of
capital 461-2
EON 360
EONIA 491
equal instalments, loans 318-22
equilibrium markets 578, 788-806
equipment
seealso plant . ..
lines 517
equity
see also capital
bonds 408-13, 428-30, 467-75,
481-504, 611-20, 72233, 740-66
cost of equity 420-46, 447-62,
531-2, 650, 657-8, 685-8, 695-9,
708, 711, 776-7, 801, 845
cycles 19-22
lines 608-9
multiples 662-5
premium puzzle 429
risk premium 420-38, 456
ROE 232, 235-44, 344-5, 3501,
361, 437, 533, 540, 682, 7801,
996
time value 724-33
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equity (cont.)
valuations 45, 82-5, 122-3, 26970,
451-5, 629-43, 649-73, 694-733,
876-95
equity affiliates see associates
equity finance 233, 448, 688, 699, 716,
821
see also dividends; financing; shares
balance sheets 46—55
concepts 233, 448, 688, 699, 716, 821
conflict resolution issues 267-8,
710-14, 7313
convertible bonds 94, 96-8, 108, 116,
268, 529, 543, 56971, 574-80
584, 616, 657, 731, 740, 741, 797,
836
debt contrasts 32, 458, 481-3, 583-7,
629-43, 684-5, 694-714, 956, 958
debt-to-equity ratios 220, 221, 684,
995
definition 6
earnings 33, 62—4, 482-3, 528-43
historical influences 746
historical performance 391-2, 958
hybrid securities 6-7, 108, 147, 352,
569-87, 702, 731, 740-1
income statements 30, 58-64
insurance aspects 745-8
internal financing 702-4, 740, 742,
775-84
investment banks 268
leverage effect 232-44, 330, 405,
437, 683-4, 819, 994
mezzanine debt 251, 514, 574, 923,
9246
options theory 721-42, 745
policies 788-805
preference (preferred) shares 581,
582-3
restrictive covenants 731-3
risk 6, 23, 143, 467-75, 487-8, 517,
681-8, 695, 702-14, 722-3
roles 721-2
sales, of securities 594—6, 598-613
taxation 98, 529, 642-3, 694-701,
778,793, 795-6, 800-1, 8045
types 6, 507-24
warrants 268, 543, 573, 574, 578, 731
equity method of consolidation
accounting
see also associates; consolidated
accounts
concepts 75, 78-9, 81, 117, 241, 656
equity per share 347, 351
equity value 482, 527-43, 649, 655,
659, 662, 665, 6812, 726-8,
760-2, 792, 816, 904, 905
capital increases 824
enterprise value 629-30, 681-9,
759-66
per share 531, 802
reinvested, cash flows 776-7

equity-accounted financial investments,
cash flows 656
equivalent annual costs, PVs 301-2
Ericsson 353, 58, 360, 397-99, 4034,
406-8, 867
ethical concerns, tracking stocks 586—7
Eurex 982
EURIBOR 486, 490-1, 926, 977, 982
Euro Medium Term Notes (EMTNSs) 513,
612
euro-denominated bond markets 482-3
Eurobonds, concepts 493
Euronext 265-6, 464, 563, 602, 610,
845,982
European Bank for Regional
Development (EBRD) 986
European Central Bank 953, 962
European Directive, M&As 847, 893—4
European options, concepts 6
European Union 482, 704, 764-6, 852,
864, 893, 953
see also individual countries
anti-takeover measures 847, 891, 894
balance sheets 46—7
bankruptcies 931-40
block ownership 532
capital structure policies 681-3, /39,
746
commercial paper 513-14; /58
company valuations A£7-i3, 6713,
824-6
consolidations 7= -6
convertible boids 584, 598
credit ratires 513, 612, 615, 746-7,
757-8
dividanas 792-801
expacted returns 393
1anatly-owned companies 835, 838-9
foveign listings 6023, 845
LBOs 917-19
M&As 878-84, 910-11
market-based economies 2646, 878
rights issues 606
securitisation issuance 515
EuroStoxx 394, 4034, 583, 743
event studies, concepts 271, 277
event trees, concepts 380
exceptional items, concepts 33-5, 168,
345, 884
exchange rates
see also currency . . .
risk 9, 281, 513, 945, 962, 975
exchange ratio, M&As 9o4-11
exchangeable bonds 94, 100, 570, 576,
587, 616
exclusive negotiations, M&As 883
executives see directors
exercise date, options 548-51
exercise period, options 548-51
exit strategies
joint ventures 842
LBOs 917-19
secondary markets 7-8

expanded net present value (ENPV), real
options 376-81

expansion analysis, markets 125-7,
201-2, 747, 7901, 842

expected equity risk premium, concepts
423-4

expected returns 270-1, 293, 309, 351,
3934, 397, 399, 407-410, 422
426_7r 429-30, 433, 436’ 444, 475,
488, 614, 629, 654, 668, 684, 688,
698, 704, 741, 992, 999

expected yield, bonds 486

expense deferrals, loans 582

expenses 30, 34-7, 144, 222, 262, 280,
328, 332-3, 3689, 4534, 494,
580, 687, 694-6, 707, 712, 732
745, 781-2, 803

see also charges

expert systems, financial analysis 141—2

experts, efficient markets 272—5

explicit forecasts, cash flows 651-73

ex;loiters 520-1

axpropriation effect, concepts 730

see also tradeoff . . .

external capital, concepts 7014

External Credit Assessment Institutions
(ECAIs) 509

external factors, financial assessments
171

external perspectives, financial analysis
138-9

extraordinary general meetings (EGMs)
837-8, 889-91

extraordinary items, concepts 334, 35,
168, 333

face value see nominal value
facility fees, syndicated loans 619—20
factoring (invoice discounting) 520,
708, 981
fair value 295, 309, 388, 410, 431, 522,
535, 593, 656, 728, 935
Fama, Eugene 270
Fama-French model 432
family-owned companies 796, 835,
838-9, 850, 862, 871, 9212
fashions 125, 578
Fiat 353, 792, 877, 879
FIFO (First In, First Out) 105
film industry 128
finance
the economy 1, 8, 878—9
leases 51, 107, 511-12
negotiation concepts 4, 508, 612, 651,
670, 672, 710, 843, 876, 880-6,
903-5
sources 1-7, 22-9, 519-25, 756, 776,
782, 825, 840, 879, 945
finance position, concepts 970
finance theory
bankruptcies 9323, 937
capital increases 817—9
LBOs 922
financial analysis
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see also economic analysis
accounting documents 254
accounting policies 134-5, 143-7, 971
aims 121-3
audits 121, 134, 200, 838, 863, 882,
885
balance sheets 32-3, 46-54, 1023,
141, 194, 238
capital employed 17, 45-54, 85,
136-40, 629-43
cash flows 22-4, 66, 216-17, 335,
356, 424, 452, 481, 633-4, 649-54,
657-8, 683, 708, 779, 780-4, 798,
938
comparative analysis 138-9, 670-97
complex issues 94-117
concepts 121-47, 430, 498, 971
conclusions 251-5
corporate cultures 134
credit ratings 139, 454, 456, 487, 513,
612, 615, 631, 708, 746, 747,
757-758, 765, 955
definition 121-2
earnings 17, 29-37, 58-67, 121-174,
178-187, 235-6, 348-9, 481-504,
529-31, 53740
expert systems 141-2
external/internal perspectives 122—3
forecasting 642, 651-8, 753-6
fundamental concepts 20-4
income statements 30, 34-7, 60-1,
88-64, 155—6, 158-60
invested capital 17, 45-55
leverage 137, 178-88, 369-70
margin analysis 154-74, 184
normative analysis 139, 186
off-balance-sheet commitments 981
options 552-65
performance methods 121-47
ROCE 125, 136-7, 23044, 335-6,
3447, 350, 353, 652, 654-5, 657
682, 754, 781, 824, 996, 998
rules of thumb 139
sales 139-41, 156—206, 23044,
780-3
stakeholders 362
standard plan 137-9
techniques 139—42
trends 125, 131, 136-8, 15574,
183-8, 968-9
working capital 48-51, 54-5, 601,
194, 224-5, 1000
financial approach, capital markets 2—3
financial assets, real assets 5, 12
financial breakeven, concepts 180-2
financial communications, companies
269, 270, 638, 747, 854, 870, 891
financial distress costs 579, 688, 693,
709-10, 71213, 748, 750
financial engineering, concepts 6-7,
458, 633-6
financial expenses, concepts 33, 35,
62-7, 115

financial flexibility 493, 585, 693, 702,
711-12, 748-50, 757, 765
financial holding companies 796, 841,
855, 917-28, 968
financial income, concepts 23-24, 33,
35, 62, 64, 86, 97, 145, 16667,
173-4, 238-42, 337, 643, 949
financial indicators, evolution 344-62
financial institutions 263, 268, 513, 521,
531, 569, 571, 615, 617, 852, 980,
982
financial instruments
see also financial securities
concepts 2-5, 8
financial intermediaries see
intermediation
financial investors
see also investors
concepts 636
financial leverage
see also leverage . . .
concepts 235, 330, 369-70, 742, 754,
781-2, 800, 819, 995
financial managers
see also chief financial officers;
corporate treasurers
asset dealers 329
concepts 301, 326-7, 329, 332-3,
348, 351, 357, 360, 372,421, 543,
547, 633, 636, 628,43, 694, 764
843
financial securities 1-12, 265-6
negotiation:concepts 9-10, 637-59
options £47
real options 373-81
reality checks 10-11
renutation issues 9, 638
roles 301, 3267, 329, 332-3, 348,
351, 357, 360, 373, 421, 543, 547,
633, 636, 638, 643, 694, 764, 843
salesmanship skills 1-3, 11, 593-620
secondary markets 7-8, 2656
financial markets
see also market-based economies
behavioural finance 273, 275, 280,
282, 444, 954-5
concepts 1-11, 261-83, 593-620,
630-55
definitions 7-8
developed markets 263-5
efficient markets 270, 275-8, 295,
392, 41213, 425, 431, 435, 538,
637,903, 910, 928, 935-6, 938
968
equilibrium markets 578, 788-806
foreign listings 602, 845
globalisation 264-5, 399
importance 265
investor types 280-3, 593-605
issue volumes 509—10, 595-8
legal issues 265-6, 512, 823
mimicry behaviour 266, 274-5

optimal structures 681—9, 693-733,
75784
rise 261-6
sales of securities 7, 145-147,
593-620
transaction volumes 265, 273, 412,
432-3, 845
transparency issues 264-5
value creation issues 297-8, 336-7,
344-63
volatility 274, 389-413, 555-73,
1000
financial planning, concepts 510-2
financial resources, concepts 22-9,
519-25, 756, 776, 782
financial risk see risk
financial rules of thumb, financial
analysis 139
financial sanctions, investors 631-2,
815
financial securities 1-11, 295, 484486,
490, 597-8, 605-8, 610, 619
cee also bonds; debt . . . ; equity
finance; financial instruments;
shares
characteristic lines 403-5
concepts 1-11, 295, 484486, 490,
597-8, 605-8, 610, 619
contracts 4-5
definition 4-5
demand/supply 2-3
discounts 280, 436, 460, 649, 658,
795
enterprise value 629-30, 681-9,
759-66
hybrid securities 6-7, 108, 147, 352,
569-87, 702, 731, 740-1
issue volume restrictions 509-10
issuers 2-11, 100, 111-12, 262, 268,
487, 492-3, 502-3, 513, 569, 578,
580-3, 585, 609, 611, 612, 615-16
market values 295-7, 308-10, 329,
345-50, 352, 358-61, 4534, 569,
580-1, 586-7, 629, 642, 650,
655-56, 657—9, 6602, 664, 671,
681-2, 696—97, 712-13, 72224,
740, 779-782, 815-26
offerings 5946, 599-604
options 6, 9, 96, 107-9, 373-81, 413,
479, 547-62, 722-33, 805-6,
978-80
sellers 1-3, 593-620
tax incentives 8
time factors 4-5
types 5-6
US foreign listings 602—4, 845-7
valuations 11, 45, 82-5, 122-3,
269-70, 451-5, 629-43, 649-73,
694-733, 876-95
value maximisation needs 1-3, 12
yields 10, 310, 316-22, 450, 4534,
467-75, 486-504
financial statements see accounts
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financial strategy 185, 537, 547, 642,
880-5,959
financial structure see capital structure
policies
financial sweeteners, M&As 8812
financial systems
concepts 261-83, 351, 631, 999
functions 266-8
financial year 95, 154
“financiality” aspects, assets 5
financing

see alsodebt ... ;equity ...
accounting/legal/taxation features
512, 642

concepts 19, 22-3, 32-5, 48-50,
60-7, 135-6, 216—26, 31214, 330,
405, 472, 683-9, 693-719, 775-84

cycles 22-3, 32-3, 35, 49, 63-7, 218,
950

dynamic analysis 217-20

function 266-8, 50629

internal financing 702-4, 740, 742,
775-84

investment decision principles 280,
296, 309-321, 326-36, 367, 447,
4545, 629, 634, 729-30

IRR 313-14, 927

pecking order theory 701-14, 746

project financing 521, 985-8

ratios 218-26

refinanced debt 453-5

reinvested cash flows 310-13, 775-6,
778-84, 669-70

sources 1-7, 22-9, 519-25, 756, 776,
782, 825, 840, 879, 945

specific purpose, secured financing
519-21

static analysis 219

working capital 224-6, 519

finished goods 34-7, 55, 59-60, 104,
130, 157, 173, 178, 199, 203

see also inventories

Finland 597

firm underwriting, concepts 509, 593-5,
599, 608

firm value see enterprise value

Fitch 139, 499-500

fixed assets

see also assets; capital expenditures;
depreciation

balance sheets 46-55, 147, 20610,
241, 6302

concepts 22, 24, 30-2, 35-7, 4654,
61-7, 101—4, 106-9, 115-17, 143-7,
2069, 238-9, 396, 652, 665, 710,
714, 749, 884, 992, 995

definitions 30, 35, 46, 48, 51

disposals 24, 33, 63, 122, 254, 993

impairment losses 32, 35, 46, 59, 60,
62, 81, 83—4, 86, 1001, 117, 1446,
1614, 173, 240

intangible assets 1003, 117, 144,
255, 666—7

leases 51, 107, 511-12, 522-5, 666—7
loss accounting 32-5
noncash charges 63, 161, 163
ratios 206—-9
risk 206—-9
rules of thumb 139
valuations 31-2, 82-5, 117, 124,
666-70
fixed costs 170-87, 195, 368-70, 405,
458
see also costs
fixed price offerings, IPOs 601
fixed income securities 404, 467-75,
481-504, 969
see also bonds
flexible approaches, risk 367, 373-81,
711-14, 746-50, 758-9, 765, 957
floating rate debt 489-94, 510, 570,
754, 759-60, 763-4, 976-7, 979
floors, interest rate options 979
flotations 8, 595, 919—20
see also initial public offerings
flowback problems, IPOs 600
food retailers 219, 449, 920
food and homecare sector, operatirg
margins 162, 165
force majeure 595, 987
forecasting 642, 651-8, 7525
cash flow management ago-6
day-to-day forecasic 251-6
normative margin :20-7
trends 125, 131, :56-8, 15574,
183-8, 95%-9
foreign bands 512-4
foreign ticiings 602, 845
foieign subsidiaries 86-8, 961, 970
sce also currency translation
adjustments
formula approach, portfolio risk
397-400
forward currency transactions 973-8
forward rate agreements (FRAs) 974-6
forward rates, concepts 470, 474,
974-6, 978
forward transactions 957, 973—4, 981
forward_forward rates, concepts 474,
97475
France 6, 35, 98, 112, 197, 204-5, 276,
358, 399-400, 405, 4224, 437,
483, 495, 499, 530, 534, 537, 561,
577, 581, 597, 611, 630, 639-40,
673,699, 701, 744, 790, 792,
798-9, 806, 837, 839, 847, 8523,
855-6, 863-6, 868, 871, 888, 886,
892, 932-4, 938, 953, 982, 986
France Telecom 358, 611, 630, 792, 871
fraud risk 388
free cash flows
see also cash flows
concepts 22-4, 66, 216-17, 335, 356,
424, 452, 481, 633—4, 649-54,

657-8, 683, 708, 779, 7804, 798,
938
definition 22, 23
examples 62, 66, 335, 356, 6334,
650—4
free cash flows to firm (FCFF), enterprise
value 452, 650—1
free float factor, shares 4323, 532-3,
541, 839, 871
free riders 641, 937
free share awards, concepts 541-2
French, Kenneth 432, 792-3
FTSE 100, 561
FTSE 300, 871
full consolidations 75-6, 81
see also consolidated accounts
full listings 602—4
functions, by-function income
statement formats 34-7, 60-1,
155-6, 158-60
fund managers 267
see also asset management
iindamental analysis, concepts 412-13
fangibility see further issues of bonds
further issues of bonds (fungibility)
483,982
future cash flows, concepts 4-5, 10, 23,
293, 308, 329, 357, 389, 425, 449,
576, 651, 658, 681, 818, 936, 977
future transactions, shares 543
futures contracts 5, 9, 974, 983-4

gamma 561-3
see also delta

Garman and Kohlhagen options pricing
model 560

GDP 653, 744

gearing see debt-to-equity ratio

general and administrative costs
income statements 34-36, 104,
164, 172, 174

General Electric (GE) 362, 450, 855,
869, 911

General Motors (GM) 405, 585, 656, 795

geographical segmentation, markets
124

geometric averages 425, 430, 436,
4734

Germany 6, 35, 112, 134, 197, 204205,
265, 388, 399400, 422-24, 499,
530, 534, 537, 561, 597, 640, 673,
701, 766, 837, 839, 847, 848,
8646, 868, 886, 892, 934, 938,
953, 982

Gilts 6

see also government securities

“glamour” divisions 218

GlaxoSmithKline 360, 801

Glencore 515

globalisation, capital markets 264-5,
399

glossary 992—1000

going concerns 195-6



INDEX 1021

golden shares 852, 894
Goldman Sachs 585, 617
Goodwill 32, 46, 76, 82-5, 98—9, 101-3,
117, 145, 240-3, 253, 438, 529,
906, 995
see also intangible assets
accounting methods 82-5, 98-9,
240-3
concepts 82-5, 98-9, 101-3, 117, 145,
240-3, 253, 438, 529, 906, 995
consolidated accounts 74-88, 253
impairment tests 83-5, 100-1, 117,
240
M&As 85, 101
negative goodwill 84-5, 668
treatment 84-5, 98-9, 240-1, 488,
579
valuations 667-70
Gordon formula 436-7
government securities 393, 408, 412,
428-32, 437, 455-6, 470, 482,
486-7, 503, 583, 9234, 982
see also bonds
Graham, John 745-6
Greece 597
greenshoes, sales of securities 596
grey market, concepts 611-12
gross fixed assets
see also fixed assets
concepts 206
gross operating profits
see also EBITDA
definition 31
gross trading profits, concepts 158-60
Group Arnault 856
Groups 50, 7488, 113-14, 243, 518,
618: 634_5r 672_31 7313, 839_421
855-7
see also consolidated accounts;
subsidiaries
cascade structures 856-8
cash flow management 63-5, 958=42
concepts 50, 74-88, 113-14, 243, 518,
618, 634-5, 672-3, 731-3, 839-42,
855-7
conglomerates 664, 841, 855, 877
holding companies 531, 715, 836,
841-2, 848-50, 855
organisational considerations 641
growing perpetuities, formula 300
growth analysis 124-6, 208-9, 109,
217-19, 749, 762-3
growth rates, dividends 792-6
growth stocks, concepts 279-80, 413,
536, 792-804
guarantees 109-10, 485, 511-25, 596,
702, 748, 880, 884-5, 933, 987-8
Gucci Group 134
Gurley, John 261

Habitat 132

hard rationing, concepts 314
Harrods 128

Harvey, Campbell 745

hedge funds, concepts 413, 616
hedging 280-1, 413, 561, 616, 761-5,
986, 972-3
concepts 280-1, 413, 5614, 761,
972-3, 986
matching principle 761-6
options 561-5, 977-81
speculation contrasts 281
Heidelberg Cement 792—3
Heineken 353
herd behaviour 267-8, 274-5
Hicks, John 263
Hicks, Muse 922
hidden options, concepts 374-6
high-yield debt (“junk bonds”) 219, 513,
583-4, 610-11, 613-15
historical costs 75-6, 78, 82, 115, 117,
1545, 460
historical equity risk premium, concepts
422-6
historical returns 434-6, 460-1, 531
holding companies 727-30,
849, 8545, 882, 917-28,
995
holding periods, shares 393, 699
homogeneous expectations, CAPM.
421-31
Hong Kong 597
horizontal formats, balanc< «iicets 47
hostile takeovers 855, 20, 391
HSBC 360, 394
hybrid securities £-7
731-3, 7402
see also can veitivle bonds;
prefeicave (preferred) shares;
WArTanis
ag:ncy theory 569, 578-9
concepts 6-7, 569-87, 731-3, 7401
definition 569
exchangeable bonds 100, 576, 587,
616
investment certificates 570-1
mandatory convertible bonds 108,
569, 582-3, 584-5
origins 570
signalling theory 569, 579
tracking stocks 586-7, 603
types 569-87, 7313
hypercentralised organisations, cash
pooling 959-61
hyperinflationary countries,
consolidated accounts 88
Habitat 132
hard rationing, concepts 314
Harrods 128
Harvey, Campbell 745
hedge funds, concepts 413, 616
hedging 280-1, 413, 561, 616, 761-5,
986, 972-3
concepts 280-1, 413, 5614, 761,
972-3, 986
matching principle 761-6
options 561-5, 977-81

.08, 569-87

speculation contrasts 281
Heidelberg Cement 792—-3
Heineken 353
herd behaviour 267-8, 274-5
Hicks, John 263
Hicks, Muse 922
hidden options, concepts 374-6
high-yield debt (“junk bonds”) 219, 513,
583-4, 610-11, 613-15
historical costs 75-6, 78, 82, 115, 117,
1545, 460
historical equity risk premium, concepts
422-6
historical returns 434-6, 460-1, 531
holding companies 727-30, 849, 854-5,
882, 917-28, 995
holding periods, shares 393, 699
homogeneous expectations, CAPM
421-31
Hong Kong 597
horizcntal formats, balance sheets 47
hcstite takeovers 855, 870, 891
HS3C 360, 394
hybrid securities 6-7, 108, 569-87,
731-3, 7401
see also convertible bonds;
preference (preferred) shares;
warrants
agency theory 569, 578—9
concepts 6-7, 569-87, 731-3, 740-1
definition 569
exchangeable bonds 100, 576, 587,
616
investment certificates 570-1
mandatory convertible bonds 108,
569,582-3, 5845
origins 570
signalling theory 569, 579
tracking stocks 586-7, 603
types 569-87, 7313
hypercentralised organisations, cash
pooling 959-61
hyperinflationary countries,
consolidated accounts 88

Ibbotson Associates 433
idiosyncratic risk see specific risk
Ikea 132
illiquidity risks 221-5, 335, 706-10, 756,
940, 955-7, 966-7, 971-88
see also liquidity
immutable assets 30
see also fixed assets
impairment losses 32, 46, 59-60, 62-7,
834, 117, 144, 159, 173, 240
see also writedowns
impairment tests, goodwill 83-5, 1001,
117, 240
implicit ratings, credit ratings 453
implied volatility 563
importers 521
in-the-money options 553-65, 725-6
incentive contracting, concepts 762—3
incentive schemes, managers 134
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income concepts, bonds 485-98
income statements
accounting procedures 143-7, 154
“adjusted income” treatments 84
brokers 261-4

by-function/nature formats 36-7, 59,

60-1, 155-6, 158, 174

cash flows 30, 58-67, 254-5, 652-64

concepts 30, 32-7, 58-67, 97

154~74, 240, 753-6, 652—64, 975-6

consolidated accounts 76-95, 174,
240-1, 921

creative accounting 135, 143-7, 438

debt finance 323, 62-4

deferred tax assets and liabilities
97-9, 146

dividends 33, 38, 61-3, 65-7

equity finance 33, 38, 61-3, 65-7

examples 35, 180

foreign subsidiaries 87-8, 168

formats 34-7, 1734

interest rates 32-3, 38, 61-3, 655-6

intermediation 261-2, 975-6

international comparisons 346

M&As 85, 172

pension costs 111-12

pro forma financial statements 81-2,

156
reconciliations 58-67, 311
taxation 37, 61-2, 64-5, 97-9,
159-60, 167, 23443
income stocks, concepts 413, 530,
792-806
income tax 33, 61-2, 159-60, 167,
23444, 694-701, 803—4
see also taxation
incremental cash flows 326-36
incremental IRR, concepts 314-315
index trackers 412-13, 586-7, 603
index-linked securities, concepts 9+
indirect calculations, cost of capital
451-62, 459-62
indirect costs, bankruptcies 707-9
indirect finance, concepts 261-2
indirect methods, valuations 649-73
industrial and commercial base 115-16
see also intangible assets; tangible
assets
industrial managers 373-81, 987-8
industrial organisations, types 130-2
industrial risk 387-8, 396, 421
industrial strategy 185-6, 739, 746
industrial synergies 634-5, 671-3,
959-60
inertia effects, concepts 171
inflation rates 86-8, 105, 171-2, 201,
243, 263, 302, 388, 395-6, 435
455, 467-9
469, 491, 742
bonds 467-8, 470, 490-1, 742
capital structure policies 744

concepts 86-8, 105, 171-2, 201, 243,
388, 395-6, 435, 455, 467-9, 470,

491, 744
foreign subsidiaries 86-8
interest rates 243, 263, 264-6,
467_91 470, 490, 744
inventories 105, 172, 201
risk 388-9, 393, 395-6, 435, 4556
467-9, 470
inflation-indexed bonds 470
inflows, balances 44-54, 761—2
information
asymmetric information 269, 593,
637-9, 637, 693, 701-6, 732,
752-3, 818-9, 910-11
cascade 274
disclosures 269-70, 345-6, 862-3
efficient markets 270-2, 275-80,
637-9, 650, 903, 935-6
financial systems 266-7, 270-5,
636—41
insider information 272-5, 638-9
investors’ needs 593-620, 636-7
mimicry concepts 274-5
real options 373-82
sales of securities 593-620, 702:-4

information technology see tect:1010gy

ING 360
initial public offerings (IPO<) zCo,

5934, 598-604, 622<13, 750, 819,

833, 8534, 87¢

see also listed coianunies

book-building processes 595-6,
597-8, €21-16

concepts 289, 593-4, 598-604,
61:_:3: 750, 819: 833, 853_4’ 879

dis:aunts 280, 597-8, 601-2, 605,
612-13, 8534

foveign listings 602-4, 845

minority shareholders 844-5, 891

prices 280, 597-8, 612-16, 843-5,
8535

processes 598-604, 843-5

prospectuses 593-4, 599-604,
612-14

retail public offerings 599, 601-4, 608

underpricing anomalies 280, 597-8,
612-13
US foreign listings 602-4, 845
innovations 131, 132—-3, 2089, 2646,
362, 374-81, 5834
inside shareholders 133
see also shareholders
insider information 272-5, 638-9
insolvency, definition 53
institutional investors 1, 261-6, 269,

513, 532-3, 596, 599-604, 629-32

852,956
insurance 262, 513, 744-5, 840, 972,
977-81

intangible assets 31-2, 37, 46, 53, 54-5,

64-5, 82-5, 99, 1014, 15, 117,
144-7, 253, 666-7

see also goodwill

balance sheets 82-5, 102-3

book values 103, 119, 884-5

concepts 31-2, 37, 46, 53, 64-5,
82-5, 99, 101-4, 15, 117, 253, 666—7

valuations 666-7, 667-70

Intel 231
intercompany agreements

cash flow management 954-5
international comparisons 203—4

interest rate swaps (IRSs) 470-1, 486-7,

491, 510-11, 974-5, 975—6

interest rates 2—9, 11, 22-5, 32-5, 61-3,

66, 85, 186, 219-33, 241-3, 261,
2645, 289-302, 316—22, 370,
387-95, 461, 467-75, 481-3
484-91, 538-9, 694-733, 742-66,
920, 973-88

bonds 264-6, 322, 393-4, 467-75,
481-3, 484, 485, 694-733, 742-66

“entral banks 263, 4712

compound interest 291, 485-6

concepts 2—4, 22-5, 61-3, 186,
219-33, 241-3, 261, 264-5,
289-302, 316—22, 370, 387-92,
3945, 461, 467-75, 481-3,
508-12, 516-25, 538-9, 694-733,
742—-66, 920, 973-88

conertible bonds 583

convexity 4967

cost of money 3

debt finance 2, 3-4, 6, 11, 22-5, 66,
86, 201-2, 21726, 253-5, 2646,
322, 387-92, 465-75, 481-3,
508-12, 694-733, 742-66, 920

derivatives 470-1, 486-7, 491, 510-11,
560-1, 694-733, 9734, 9756,
979-80

EBITDA 31-8, 59-67, 101—4, 155-6,
160-6, 332-6, 350-1, 652, 659-73

effective annual rate 320-2

floating rate debt 489-91, 494504,
759, 763-4, 970, 976-7

FRAs 974-5, 976

income statements 32-3, 35, 38,
60-2, 967

inflation rates 243, 263, 302, 467-9,
471, 491, 74475

inventory costs 117

loans 316—22, 508-12, 516—21

long-term/short-term rates 3-4,
2646, 471-5, 759-66

maturities 467-75, 759-66

modified duration 495-7

nominal interest rates 316—22, 468,
74275

options 556-7, 721-33, 979-81

P/E ratio 537-8

proportional rate 322—3

real interest rates 263-5, 467-8,
7425
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risk 9, 261, 289-302, 388-93, 395-6,
467-72, 494-504, 516-21, 536,
759-66, 962, 957, 966-88

risk-free interest rates 261, 289-302,
389, 40811, 420-46, 4534, 462,
467-8, 540, 556-70, 694-733

spot rates 469-72, 9734

term structure of interest rates
467-75, 763

theory of segmentation 472—3

interest-bearing accounts 948, 956

interim interest payments, inventory
costs 104

intermediation, concepts 2, 9-10,
261-68, 486-7, 508-12, 975-6

internal capital, concepts 701-4, 775-84

internal financing 33, 35, 38, 45, 61-2,
309-11, 7014, 775-84

see also reinvested cash flows

benefits 775-84

concepts 309-11, 775-84

equity value, 775-6, 778-80

marginal returns 783—4

returns 7767, 780—4

stakeholders 778-84

taxation 778

value creation issues 776-80

internal perspectives, financial analysis
1224
internal rate of return (IRR)

see also cash flow return on
investment

calculations 308

capital rationing 31416

concepts 297, 308-22, 326-36,
357-8, 447, 469, 486, 523

definition 308-9

discount rates 312-13

financing/investment options 311-12

formula 308

incremental IRR 315-16

investment criterion uses 309, 3:6-7

limitations 309-16

modified IRR 30911

multiple IRRs 311-12, 314-16

mutually exclusive projects 314-16

NPVs 296, 309-22, 326

popularity 3267

International Accounting Standards
Board (IASB) 74-5, 78-9, 81-4,
103-8, 111, 144, 168, 240, 543,
799

US GAAP contrasts 117

International bonds see Eurobonds

International Financial Reporting
Standards (IFRS) 75, 117

internationalisation trends 126

Internet 124-5, 162, 267, 274, 381, 611,
817, 826, 877

intragroup transactions, consolidated
accounts 85, 952-5

intrinsic risk see specific risk

intrinsic value

DCF 469, 480-3, 813-14, 818-40
options 552-70, 724-33
inventories 48-51, 59-61, 83-7, 104—6,
117, 132-3, 144-5, 158-9, 193-209,
221-6, 2534, 521, 884
see also working capital
accruals concepts 106
balance sheets 46-55, 221-6
concepts 48-9, 51, 59-61, 837,
1046, 117, 1445, 158-9, 193209,
221-6, 2534, 521, 884
costs 104-5, 117
days’ inventory ratios 198-200
income statements 34-7, 59-62
inflation rates 106, 171-2, 201
interim interest payments 1045
liquidity ratios 222—6
loans 520
net profits 105-6, 143-4
overstated valuations 157-8
replacement costs 105-6, 253
valuations 21, 37, 83-5, 104-6, 158-9,
217-18, 253, 666
inverse floaters, concepts 490
inverse P/E 539
invested capital
see also net debt; sharehold+ s’
equity
definition 49
examples 53-4, 65—£
financial analysis 2., 44-54
investment analysis11-12, 32, 33, 35,
38, 45, 60-1,247-9, 412—-13,
507-291629*43, 656-8, 739,
775-€4;055-8
see zlso ussets
as.sociates 75, 78-80, 167, 240-1
{FROI357-8, 361
councepts 11-12, 24, 32, 45, 207-9,
261-83, 412-13, 507-29, 629—43,
656-8, 739, 775-84, 955-8
consistency needs 331
cost of equity 420-46, 685-9, 776-84
decision principles 328-36, 507-25,
629-43, 650-70, 727-33, 955-8
financial markets 1-14, 261-83
flexible approaches 367, 373-82,
685-7, 723-4, 761-2
incremental cash flows 326-36
IRR 297, 308-22, 357-8
marketable securities contrasts 24,
25
NPVs 295-322, 326-36, 345-8, 353
361,371-3
opportunities 330
overinvestment/ underinvestment
dangers 207, 218, 732
payback method 297, 327, 3335
policies 207-9, 217-18, 629-43
real options 367, 373-82, 579
reinvested cash flows 33, 35, 38, 45,
60-1, 30911, 669-73, 7401,
776-84

residual values 332
returns 21-2, 135-7, 145-7, 180-2,
216-18, 230-44, 261-83, 290-302,
345-62, 387-412, 629-43, 739
risk 367-443
secondary markets 956-63
selection criteria 309, 326-59,
507-25
subsidiaries 32
taxation considerations 331
time value of money 261, 289-302,
375-81
value creation measurement tools
344-8
investment banks 268, 880—2
see also banks
investment certificates, concepts 570
investment cycles, concepts 19, 20-2,
23, 30-3, 34-8, 65-7, 206-9,
217-26, 330-1
investment funds 263-6, 267, 268,
278-9, 412-13, 956-7, 957-8
invastment of funds method, warrants
543
investment outflows 21-5, 30-2, 38,
172-3, 203, 20610, 329-31, 6423
see also assets; capital expenditures
investment value, convertible bonds
576-80
investment grade debt 450, 492-503,
413, 584, 611-15
investors
see also shareholders
approaches 412-13, 462-3, 472-5,
564, 631-2, 685-9
arbitrage 2823, 431-4, 455-7,
473-4, 557-8, 5615, 632-4,
685-9, 739, 9834
behavioural finance 273, 2812
book-building processes 595-6,
599-604, 619, 611-16
bottom-up approaches 412-13
capital increases 604-9, 702—4,
740-66, 81526
concepts 1-7, 261-83, 412-13,
420-46, 468-9, 4724, 593-620,
629-43, 682-3, 685-6, 693-721,
815-26, 852
financial sanctions 631-2, 815
financial securities 2-4, 6-7, 24,
269-70, 412-13, 420-46, 468-9,
472-4, 593-620, 682-3
free riders 641-3, 937-8
fundamental analysis 412-13
hedging 119, 280-3, 561-5, 616,
986-8
information needs 593-620, 6367
mimicry behaviour 264, 273-4
overconfidence problems 274
over reactions 278-9, 277-80
personal taxation 698-701
prospectuses 593-4, 599-603,
612-13
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investors (cont.)
protection 432-4, 7313
rational investors 272-5, 431
risk 3-5, 6-7, 207-9, 269-70,
367-443, 468-9, 4724, 481-3,
685-9, 966—-88
roles 631-2
sales of securities 1-5, 10-11, 13,
509-10, 593-620, 7024, 740-66,
843-7
speculation 24, 49, 274-5, 281-3
technical analysis 270-1, 41213,
501-2, 431
top-down approaches 412-13
types 280-3, 412-13, 468, 4734,
593-604, 840
underreactions 275, 277-80
invoices 59, 508, 520
Ireland 837
Iridium 499
issue dates, bonds 484, 485-504
issuers
see also sales of securities
bonds 469, 483-98, 509-10, 595-6,
611-20, 729, 7323, 740-66
financial securities 2-8, 13, 24, 33,
62, 65—6, 217-18, 263-4, 2701,
486-7, 509-10, 543, 593-620, 729
731-2, 740-66, 604-826
IPOs 280, 597-8, 598-604, 668-9,
844-7,853-5
issues prices, bonds 483, 484504,
611-20
Italcementi 353
Italy 34-5, 95, 112, 197, 204-5,
399-400, 424, 605, 672, 701, 766,
779, 837, 839, 847-8, 855, 8934
934,986
ITT 877

Japan 35, 45, 106, 134, 197, 392, 504,
597, 606, 757, 766

Jensen, Michael 760

joint ventures 75, 79-80, 117-18, 842-3

see also proportionate consolidations

Journal of Applied Corporate Finance
(ACF) 354

JP Morgan 617, 879

junior debt see subordinated debt

“junk bonds” see “high-yield” debt

just-in-time production 130

Kaplan, S. 935

key performance indicators (KPIs)
concepts 346-7

Kirch Group 134

Korea 265, 705, 758, 841

KPN 220

Labour 31, 40, 387-8
see also employees

Land 46-48, 115
lead banks, syndicates 516, 596, 600,
618-19
leasehold rights 101
leases, concepts 51, 98, 106-8, 147,
508, 522-5, 595, 666, 733, 890
987
legal issues
see also regulations
anti-takeover measures 847, 8914
bankruptcies 932-33
capital increases 823
capital markets 263-4, 504, 843
financing decisions 511
legal mergers 899—900
leisure/hotels sector 220, 236-7
letter of intent (LOI), M&As 881
letters of credit 517
level of control, consolidated accounts
80-1, 88
leverage 136, 148, 178-82, 2324,
237-41, 330, 345, 369-70, 405,
413, 437, 683-91, 712-16, 732, 745,
748-9, 800, 917-30, 999
see also debt
debt-to-equity ratio 220, 221, 227,
684, 716
MM theorem 688
operating leverage 136..1, 5,188,
369-70
ROCE/ROE 2325
leverage effect
see alsoreturnan . . .
calculations 237-9
concepts 227-41, 333, 364, 372, 378,
414~663,726,758,797,803,979,
[
deninition 233, 235-6
axamples 234-7
limitations 241-3, 243
taxation 234-7, 6947
uses 243, 438
leveraged buildups (LBUs) 919
leveraged buyouts (LBOs) 219, 437, 513,
515, 581, 584, 705-6, 841-2
917-30, 996
concepts 584, 7056, 841, 917-30,
996
critique 442
equity investors 922
exit strategies 919—20
finance theory 817-19
lenders 923-6
players 920-7
risk 922
sellers 921-2
structures 912-15
target companies 920-1
taxation 917-19
types 918-19, 996
warrants 574
leveraged leases 522
leveraged recapitalisations 706

liabilities 46-57, 107, 221-3, 252,
255-6, 262-4, 520, 533, 656, 749,
761-4, 884, 9702

accounting equation 46-7

balance sheets 46-56, 108-9, 242,
354, 523, 526, 630, 969-70

consolidated accounts 75-91

contingent liabilities 53, 109, 520

deferred tax assets and liabilities 94,
97-9, 146

maturity schedules 51-2, 516

off-balance-sheet commitments 108,
951-2

options theory 721-30

priority classifications 52—3

turnover 523

liability management 63

LIBOR 491, 976-7

Licences 82, 1014

sez.also goodwill
lifecycles
companies 124-7, 138-40, 569, 721,
726, 779-81, 839-40, 877-8
products 126-8, 131-2, 547, 780
value 669—70

LIFFE 982

LIFO (Last In, First Out) 105, 117

limited liability companies

see also companies
concepts 6, 938
limitations 938

limited share partnerships (LSPs)
849-50

linear regression 187

linearity property, CAPM 427-8

Lintner, John 421, 793

liquid yield option notes (LYONS) 569

liquidation 251-3, 933

see also bankruptcies

liquidity

arbitrage 282-3, 983-4

capital structure policies 757

concepts 7-8, 47, 52-3, 221-5,
269-73, 282-3, 284, 334, 432-4,
492, 531-2, 546, 673, 749, 8534,
923,932, 955-6, 957-8, 971, 982

definition 8, 5312

efficient markets 272-5, 282-3,
935-6

net debt ratios 219-20

preference theory 474

premiums 432-4

ratios 219-20, 2223

risk 335, 388-9, 432-3, 470-1, 5356,
684-5, 732, 922, 932, 952-4, 970,
971-81

secondary markets 6-8, 261-3, 295,
482

shares 531-3, 853-4

solvency-and-liquidity analysis 47,
51-3, 54, 56, 57, 139, 251-3, 255-6,
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388, 455, 490, 499, 585, 748, 919,
949, 977, 995, 1000
“liquidity discounts”, 433-4, 8534
listed companies 265-6, 605, 639-40,
792, 835-40, 841-3, 854, 862—3
865-9, 900
see also companies; initial public
offerings
benefits 843-5
capital increases 604-9
critique 844-5, 8556
delistings 844, 928
disadvantages 849
foreign listings 602-3, 845
M&As 885—95
post_listing price falls 604
statistics 273-4
volatility 844
listed options, American options 548,
564
listing techniques, bonds 488, 493,
509—10
loans 23, 6, 9, 23, 46, 52, 86, 96, 135,
223-4, 263, 268, 2812, 317-23,
486, 509, 514-19, 631
see also banks; debt
amortisation 317-25
annuities 318-25
banks 2-3, 19-20, 23-4, 46, 263, 268,
283-4, 482, 513-21, 622-23
concepts 507-25
effective annual rate 320-3
expense deferrals 520-1
features 516-18
interest rates 316—23, 508-10, 516—18
inventories 521
LBOs 922-6
principal 263, 317-23, 522-5, 956
project financing 985-8
proportional rate 322-3
redemption priority rights 511-12
repayment terms 317-23, 481-2,
516-18, 732
revolving loans 224, 517-18
risk 516-18
secondary markets 517-18
secured loans 9, 518-19, 923, 938
securitisation 508, 511-16, 526,
925-6, 958, 981
specific purpose, secured financing
519-21
subordinated loans 507, 508, 511-14,
522, 923-5, 942, 985
syndicated loans 508, 516-17,
616-21, 937
total debt service 317-18
types 507-12, 516-18
unsecured loans 507-8, 511-12,
937-8
log-normal distributions, options
pricing 564-5
logistics 132—3
long positions 9, 969

long-term borrowings 50, 55, 66, 247,
507,525
long-term debt credit ratings 499-503
long-term dissipation, risk 391-2
long-term lenders 1-2
long-term/short-term interest rates 3-4,
271, 467-8, 495-3, 510
lookback options 978
Losses 32-3, 35, 46, 59-60, 88-9, 98,
99-101, 111, 115, 254—6, 635-6
bonds 4867
capital losses 251-3, 329
carrybacks/carryforwards 98, 252,
643, 657
consolidated accounts 82
dilution losses 99-100
impairment losses 32-3, 46, 59-60,
81-3, 1045, 117, 144, 164, 173,
240
loyalty factors
customers 126-7, 362
shareholders 851-2, 891
Lucent 868, 870
Luxembourg 483, 602
LVMH Group 103, 634, 856

McDonough ratios 658
machinery 46, 332
McKinsey 180
macroeconomics 8, 160-, 395, 405,
431-32, 877-8
see also economi- analysis
majorities, shavet.olders 8367, 844
management.accouating 36
managemciit huyouts (MBOs) 705-6,
918-235
sec.also leveraged
menagers
see also financial managers
agency theory 578, 578-9, 639-41,
710-11, 779-80, 791, 818, 835,
910-11, 9367, 992
capital increases 815, 818-19
change 373-81
concepts 1334, 373-81, 4589,
507-25, 570, 573, 578-9, 638-41,
693-714, 779-80, 850-57, 919-26,
992
controls 641, 7056, 815, 852-57
corporate governance 641, 840-5
cost of capital 458—9
debt finance 507-25, 7046
incentive schemes 134-5
LBOs 918-20
net debt 507-25
portfolio management 412-14
real options 373-80, 579
reinvested cash flows 776-8, 781-7
risk management 958, 966-88
stock options 114, 134-5, 542, 547,
639-41, 657, 780, 8412
syndicated loans 619—-20
warrants 573

mandatory convertible bonds 108, 569,
582-3, 5845
see also convertible bonds
Marconi 931-2
margin analysis
see also operating profits
breakeven points 178-88, 458
competitors 172
concepts 154-74, 178-88, 217-18,
230-1, 367, 458
definition 1635
normative margin 186
profitability contrasts 230-1
risk 178-88, 367
sector comparisons 164-5
margin calls, derivatives 984
marginal contribution 395
marginal returns
dividends 791
reinvested cash flows 783-4
mared to market valuations 817
market capitalization 242, 266, 358-9,
410, 452-3, 464, 533, 5334,
662-3, 822-6, 996
market multiples, valuations 659, 669,
674
market portfolios, CAPM 421-38, 992
market rate of returns, cost of equity
435, 776-84
market research 367
market risk 126, 264-5, 395-413,
425-6, 42930, 433~4, 454, 457,
529, 635, 968-88
see also covariance; risk; systematic
risk
market share 102-3, 126-7, 140
market value added (MVA) 345-7,
358-9
market value indicators
see also total shareholder return
concepts 345-7, 358-62
market values 242, 252, 295-6, 309-10,
350, 358-9, 412, 445-6, 483, 535
537-8, 569, 629, 642, 656-9,
687-8, 700, 712, 740, 750-67,
780-3, 796, 815, 843—4
see also enterprise value
debt 242, 252-3, 454, 483, 495, 522,
523, 5339, 606! 629! 642, 6507
655-60, 700, 708, 724, 743
dividends 788-91
financial securities 2967, 308-9,
469-70, 540-1, 547-8, 614-16,
630, 632-43, 724-33, 7401,
816-826
NPVs 295-6
PBR 351, 358-9, 363, 533, 544-5,
811-12, 825-6, 998
rights issues 606-8
market-based economies 263-6, 878
marketable securities
concepts 24, 25, 46, 48-9, 50-1, 65—6
investment contrasts 24, 25
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marketing function 132
markets
see also financial markets
analysis 12328
barriers to entry 126, 1301, 438, 668,
879
competitors 126-8, 133
definition 125-6
derivatives 983-5
foreign listings 6024, 845
growth analysis 124-6, 208-9,
217-19, 749, 762-3,
lifecycles 125-7, 540-1, 745, 851-2,
879-80
options 548-50, 563, 977-81
products 123-8, 2012
segmentation 124-5
Markowitz, Harry 421
mass production industrial
organizations 130-1
master credit agreements, credit lines
518
mastheads 101
“matching” hypothesis, convertible
bonds 578
matching principle, concepts 222-3,
761-4
matrix approach, portfolio risk 400-1
maturities 467-75, 4845, 4,86—98,
556-7, 560, 582-3, 714-16, 741-5
see also yield to maturity, bonds
469-75, 488, 494-7, 737-8, 741-5
capital structure policies 722-7,
759-64
options 548-50, 553-65, 721-4
warrants 571-2
maturity schedules
liabilities 52—3, 222-5, 761-7
mismatch dangers 222—3
means, multiples 663—4
means-of-payment function, financial
systems 266-8
media companies, working capital
turnover ratio 193-4
medians, multiples 6634
Mediobanca 841, 878
medium-term borrowings 507-25
medium-term notes (MTNs), concepts
4924, 513
medium-term supply contracts 458
medium- to long-term debt securities
499-501, 512-13
see also bonds
meetings, shareholders 792, 846, 852,
889
memorandum of understanding (MOU)
M&As 876-7
mergers and acquisitions (M&As) 82-5,
101, 137, 172, 270-1, 274, 277, 328,
349-50, 520, 604, 649-50, 736
759-60, 832-5, 858-65, 876-80,
899-904, 912-21, 997, 1000
all-share transactions 899-909

anti-takeover measures 847-57,
8945
asset contributions 9oo—4
auctions 882-4
“bootstrap game”, 908-9
cash transactions 877, 886-7, 902-3
concepts 858-65, 873-91, 894-906,
997, 1000
confidentiality factors 880—3
contribution of shares goo
cross-border takeovers 893-5
CVR 888
demergers 910-11
documentation 889
European Directive 8935
exchange ratio 904-8
failed mergers 879-80
funded offers 888—9
golden shares 852
goodwill 82-5, 101
hostile takeovers 855, 870, 891-5,
1000
human factors 879
income statements 85, 172
investment banks 268-9
LBOs 219, 437, 513, 515, 581, 705-6
715, 840-2, 918-28
legal mergers 899—900
listed European comparic, 885-95
macroeconomics 877=<
microeconomics 87%-9
negotiations 874-ac
offer types 886 -8
P/E ratio go6-7
payment incthods 897, 951-2, 9534,
962
pojwarity 793-7, 887-8
Lrivite negotiations 880-1
nrocesses 880-2, 899—911
regulations 847-57, 885—95
relative value ratio 9o4-5
representations and warranties
8845
selling negotiations 880-5
shareholders 84-5, 847-57, 885-95,
899-911
squeezeouts 8945
statistics 873-6
techniques 899-901
tender offers 574, 779-80, 799-800
voluntary and mandatory offers
886-7, 894
Merrill Lynch 585
Merton, Robert 266, 560
metals 185
Mexico 597, 989
mezzanine debt 514, 574, 924-5, 926
see also subordinated debt
MIB 30, 561
Michelin 353
microeconomics
EBITDA 160-2
M&As 878-9

Microsoft 127, 642, 790, 793, 804
milking-the-property actions, agency
costs 710-11
Miller, Merton 448, 685-9, 746, 789,
997
mimicry behaviour, concepts 264,
2745
minimum price offerings, IPOs 601-2
minority interests
concepts 76-7, 84-5, 147, 167-8, 253,
540, 657
consolidated accounts 53-4, 64,
74-88, 146, 173, 253, 970
discounts 672-4, 657, 853-5
subsidiaries 55, 64, 74-6, 85-7, 146,
168, 240, 833, 844, 869—-70
mission 362
model risk, concepts 564-5
modified duration
see also convexity bonds 495-6
modified IRR, concepts 309-11
Madigiiani, F. 448, 466, 685-9, 746,

789,997

Mlodigliani and Miller (MM) 448, 686,
715, 716, 801

money markets 391-2, 513, 526, 956,
957-8

mongrel concept, cash flows 66

Monte Carlo simulations, concepts
371-2

monthly account statements, banks 19

Moody’s 138, 139, 453, 498-9, 582
932-3

Morgan Stanley 585

mortgage-backed securities 482

mortgages 3, 263-7, 482

motor industry 131, 279

Motorola 585

moving averages, technical analysis 412

MSCI Euro Index 982

multifactor models, cost of equity 4314

multinational companies, cost of,
capital 455

multiple voting shares 848-9

multiples approach, valuations 659-64,
663-4, 994

mutual funds 267-8, 277, 278-9, 431,
957

mutually exclusive projects, IRR 314-16

Naperian logarithms 559

NASDAQ 602-4, 623

natural disasters 388-9

NBC 9o0-1

negative capital employed, ROCE/ROE
241

negative cash flows 20-1, 22—3

see also cash flows

negative covenants 519

negative goodwill 845

negative working capital 1667, 2034,
225

negotiation concepts
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finance 4-5, 9-10, 12, 508, 636-48,
730-1, 877-95
financial managers 9-10, 12, 636-48
M&As 876—95
strategy 880-5
Nestlé 2312, 267, 353, 359, 362, 458,
499, 528-43, 540-1, 795
net asset values (NAVs)
see also book values
concepts 53, 253, 531, 664-7, 669,
957
definition 253
Importance 253, 525
net debt
see also invested capital; loans
competitors 746-9
concepts 24, 49-51, 53-4, 57-66,
142-3, 220-3, 227, 232, 234-56,
347, 357-8, 44450, 452-3,
477-85, 512-36, 538, 549, 657-63
709-10, 7236, 822-3, 969-70
critique 66-7, 255-6, 453, 512—-36,
709—-10
definition 501, 56
EBITDA ratio 219-21
examples 53-4, 65-6
managers 507-25
negative net debt 456—7
ratios 219-21
restrictive covenants 731-2
ROE 232-50, 7545
rules of thumb 139
sector comparisons 219—21
service coverage ratio 220-1
net decrease in debt, example 24
net financial expenses/income 33, 35,
38, 62, 166-7, 1734
net fixed assets 206-8
see also fixed assets
net income 34, 35, 61-7, 75-93, 967
154, 167-70, 1734, 232-50, 2523
530, 537-8, 650-73, 687-8,
696-702, 780-5, 792—-806, 905-6,
996
see also net profits
concepts 34, 35, 61-7, 154, 167-8,
169-70, 1734, 232-50, 2523,
530, 537-8, 780-5
consolidated accounts 75-93, 174
intragroup transactions 86
ROE 232-50, 7545, 780-5
stability principle 1701, 182—4
net increase in debt, example 24
net operating profit after tax (NOPAT)
232-50, 540-3, 659-73, 672-3,
820,
net present values (NPVs) 289-302,
326-36, 346-9, 355, 361, 372-3,
376, 3801, 447, 486-8, 5246,
642, 650-73, 996-7
calculations 298-302, 488-9
capital rationing 300-1, 314-15

concepts 289-302, 32636, 346—9,
355, 361, 372-3, 376, 486-8,
524-6, 642, 650-8, 9967

decision rule 296-7, 313, 353, 650-8

formula 294

interpretations 296

investment criterion uses 326-7,
345-8, 650-8

IRR 297, 308-22, 326

leases 522-5

limitations 297-8, 348-9, 361

popularity 326-7

project lifespans 300-1

scenario analysis 3712

sensitivity analysis 371

net profits

see also net income; profit

concepts 34, 35, 62-5, 105-6, 154,
167-9, 1734, 230-1, 345-6, 528-9,
687-9, 777-8, 780-4, 792-806,
997

consolidated accounts 75-93

income statements 35, 61-7, 173-4

inventory valuations 104-5

stability principle 170-1, 182—4

net sales, income statements 35-8,
60-73, 77792, 1724
net worth
see also book values
concepts 29-30, 532
Netherlands 35, 197,246, 399-400,
424, 528, 597. 940, 837, 848, 852,
866, 868, 8¢8-70, 889
“new economivs™, 269

off-balance sheet commitments
se:also contingent
accounting standards 973-8
concepts 108-9, 241, 438, 521,
523
defeasance 981
discounting techniques 519—20
factoring techniques 520, 981
financial analysis 971
leasing techniques 522-3, 759, 987
outsourcing techniques 963-4
risk 966—81
sale-and-leaseback transactions 759
securitisation techniques 514-5
SPVs 882, 957-8
techniques 962-71
uses 960-1
Offerings 280, 574, 593-620, 7024,
841-2, 855-7
see also sales of securities
“old economies”, 267
Olivetti 855, 866, 868-9
operating activities, cash flows 20-2,
64-5, 207-8, 217-19, 950-63
operating assets 47-8, 49-50, 54-5,
106-8, 447-9, 681-9, 917-18,
997
see also assets; capital employed

operating breakeven, concepts 1802
operating cash flow 20-2, 24, 36-7,
60-7, 207-8, 330-2, 345-6, 997
see also cash flows
operating charges, concepts 30-2,
34-7,59-67, 154-74
operating costs
see also costs
concepts 32-7, 58-60, 154-75
operating cycles, concepts 22-3, 32-3,
35, 49, 63-7, 216-31
operating income see operating profits
operating leases 107, 511-12, 522-5,
666-7
operating leverage 139, 178-88, 369-70
see also breakeven points
operating margins 163-6, 217-18,
231-2, 23940, 535, 652
see also margin
operating outflows 21-5, 30-2, 38,
59-67, 329-31
enarating payments 24, 59-67
aperating profit after tax/sales ratio
2334, 2534
operating profits
see also earnings before interest and
taxes; gross; margin; profits
allocation methods 166-8
concepts 31, 32, 34-6, 62, 65-6, 113,
135, 140, 154-74, 230-44, 253,
345, 350, 367-9, 453, 535-8,
660-2, 686, 695, 699700, 754-5,
7812
definition 163, 239
employees 161
formation 155-64
income statement formats 36-7,
174
NOPAT 232-50, 540-3, 659-73
672-3, 820
operating margins 163-6
production 157-9, 171-2, 180
ROCE 230-44, 335-6, 344-7, 350
353, 652, 6545, 659, 682
value added 158-60, 173—4
operating receipts 20-4, 58-66
operating revenues 31-7, 59-61, 154-74
see also revenues
operating working capital 48-9, 54-5,
60-1, 65-6, 96, 135-7, 193-209,
2245, 238-9, 255-6
see also working capital
operational efficiency, financial systems
266-8
operational risks 224-5, 686-90, 987
opportunities
capital structure policies 751, 821
investment decision principles 329,
955-8
opportunity costs 504, 704, 776,
785
optimal start dates, new projects
375-81
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optimal structures

capital markets 674-5, 681-89,
742-5, 751-2, 757-66

convergence paths 757-9

options 6, 9—10, 96-7, 109-10, 37381,
413, 547-65, 721-33, 745-6,
977-82,997-8

see also American; European

analysis 552—-65

arbitrage 557-8, 561-4, 9834

Black and Scholes options pricing
model 568-70, 571-2

capital structure policies 721-33,
7443

company analysis uses 721-3

concepts 6, 9-10, 96-7, 109-10, 367,
373-81, 413, 547-65, 721-33,
745-6, 977-82

coupons/dividends 565-8

decision-making issues 727-30,
9804

definition 6, 548-50, 977

delta 558, 5612

enterprise value 482, 72133

equity finance 722-33, 744-5

examples 548-50, 560-1

financial securities 7, 9—10, 989,
109-10, 373_81v 413, 498’ 547_65,
723-33, 745-6, 979-85

gamma 562—4

hedging 561-4, 979-81

hidden options 374-81

interest rates 556, 722-33, 979-80

intrinsic value 552-65, 724-33

listed options 548, 564

log-normal distributions 564-5

markets 548-50, 564, 977-85

maturities 548-9, 552-65, 722-33

obligations 548

0TC 548, 603, 985—9

payout diagrams 549-51

portfolios 561—3

position management tools 5615

premiums (prices) 549-65, 723-33,
977-81

pricing models 114, 550-65, 5712

real options 374-82, 579

risk 367-81, 721-33, 977-81

risk-free interest rates 556-65,
733733

speculation 564-7

synthetic options 552

terminology 557-9, 561-2, 9815

time to maturity 556-65

time value 553-65, 571—2

types 6, 97-8, 374-81, 547-65,
978-81

uses 547-65, 721-9, 778-22

valuation parameters 555-7

vega 563

volatility parameter 555-65, 571-2,
722-33

options on options 978

ordinary full listings, IPOs 602
ordinary general meetings (OGMs)
836-7
organisation theories, value_creation
issues 636—41
Orléan, André 274
out-of-the-money options 375, 562-65
outflows, balances 45-54
outlooks, credit ratings 500-1
“outside of the box” approaches, real
options 381
outside shareholders 134
see also shareholders
outsourced operations 132, 138, 159,
458, 9634
over-the-counter market (OTC) 548,
597, 603, 981-2, 985-9
overall risk 401-13, 461—2
see also market risk; specific risk
overconfidence problems, investors
276,389
overdrafts 23, 50-1, 518, 520, 948,
954-5
overproduction dangers 157-8
overreactions, investors 277-79
overview 10-11
ownership levels 80-1, 532-3, 6:47-%,
7234, 797-8, 81617, 8401
see also shareholders

P/E multiple 657-8, £49..344, 9067,
909

P/E ratio see pricc./earnings per share

Pakistan 458

par value see-yominal value

parameters, beta coefficient 404-5

pareric.74-87, 242-3, 523, 5945
8U7-9

see also consolidated accounts;

groups

pari passu covenants 519

Paribas 841, 878

“passive” NPV 376, 379-80

past prices, efficient markets 270-1

patents 32, 45, 82, 101—4, 362—3

see also goodwill

Path Of Wealth (POW), asset classes
391-2

pay-in-kind securities 584

payback method 297, 327, 3335

paying agents, bonds 486-7

payment methods 897, 951, 952-3, 954,

963
payout ratio 530, 545, 789-806
pecking order theory, financing 7014,
715-16

peer comparisons, valuations 650, 659,

668-70

pensions 110, 111-13, 603, 656

Pepsi 757

percentage of completion accounting
method, construction contracts
95-6, 117

percentage control see level of control
percentage interest see ownership
levels
perfect competition 642
perfect markets see efficient markets
periodic coupon payments, bonds 485
permanence aspects, working capital
200-6, 2234
“permanent financing”, 2234
perpetual preferred stocks 580
perpetual subordinated loans and notes
111-12
perpetuities, formula 299-300, 580
personal taxation, investors 698-701
personnel see employees
Pfizer 499
pharmaceutical groups 162, 184
Pharmacia 83, 85
Philips 427-8
Pizza Express 687
plan’ and equipment 1, 46-55, 106-8,
115-16, 206—9
sze also fixed assets
rledges 485, 511
poison pills, anti-takeover measures
853, 894
Poland 35, 197, 472, 597, 886-91
political risk 5, 388-9, 396, 456, 969,
971, 981, 988
pooled funds, financial systems 267-8
pooling of interest method, goodwill
accounting 83-5, 438
Porsche 353
portfolio management, concepts 412-13
portfolios 8, 268, 379-82, 394-413,
420-38, 469-72, 557-8, 63143,
956, 958
beta coefficient 401-5, 426-7,
429-30, 4334, 992
bonds 956
CAPM 421-38
covariance of returns 397-411
efficient frontier 406-11
options 561-5
replicating portfolio approach
379-81,557-8
risk 394-413, 420-38, 957
Portugal 597, 630, 838, 982
position, risk 969-71
positive (affirmative) covenants 519
positive cash flows 20, 22, 23-4
see also cash flows
PPR Group 792
pre-emptive action, financial
assessments 171
pre-emptive subscription rights see
rights issues
pre-operating costs 102—4
see also startup costs
preference (preferred) shares 112-13,
579-83, 588-90, 741, 836, 849-50
concepts 588-90, 741, 836, 849-50
definition 580
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pricing models 590-1
taxation 579-80
types 57988
preferential dividends 797
Preferred Equity Redemption
Cumulative Stock (PERCS) 585
preferred habitat theory, concepts
47475
premiums
bonds 485, 5034, 727-38
options 548-65, 721-33, 977-81
risk 337-8, 420-38, 455-6, 462,
47475, 503-4, 531, 541, 550,
726-33, 999
valuations 670-3, 663
prepaid interest, bonds 485
prepayments 49, 87
Present Value Index (PVI) 300-1
present values (PVs)
see also net present values
APV 695, 711
concepts 295-307, 650-78, 973—4
formula 294
leases 522-5
project lifespans 300-2
price-driven competition, concepts 127,
133
price information function, financial
systems 266—7
price-to-book ratio (PBR) 351, 358—9,
412, 5334, 6624, 825-6, 997
price/earnings per share (P/E ratio)
calculations 537-8, 802
concepts 348-51, 413, 437-40, 453,
460, 537, 657, 659-64, 670-1,
802-3, 821-2, 906-8, 997
growth/value stocks 413
interest rates 538—9
M&As 906-8
multiple 650-1, 657, 659-64, 660-4
906, 995
reratings 908
prices
bonds 469-75, 482-504, 512-13,
576-80, 61116, 721-33
CAPM 421-33, 444-6, 448, 460, 699
efficient markets 270-80, 412, 421-33
inertia effects 171
inflation rates 86-8, 105, 171-2, 201,
243, 388-9, 392, 395-6, 435,
455_61 467_8r 469: 491-2,742-3
IPOs 280, 598-612, 623-4, 8467,
928-9
modified duration 495-6
options 548-65, 571-2, 721-30,
977-81
past prices 270-1
risk 966-88
sales 15674, 368-9
underpricing anomalies 280, 600,
612-13, 614, 623
pricing models
convertible bonds 576—9

options 114, 550-65, 571-2, 721-33
preference shares 580—2
rights issues 6067
warrants 5714
primary markets 7—9, 263, 280,
593-620
see also sales of securities
principal 263, 317-21, 482, 484-504,
522, 956, 987-8
priority dividend shares 581
priority rights 511-12, 608
priority rules, bankruptcies 933-4
private equity funds see investment
funds
private placements 603, 605, 615-16,
624, 702
private (unlisted) companies see
unlisted companies
privatisations 878
privileged subscriptions see rights
issues
pro forma financial statements 81-2,
156, 176
probabilities, Monte Carlo simulations
371-2
process-specific industrial
organizations 130-1
processing processes, value cxai s
128-30
Procter & Gamble 877.2v0, 911
product-driven comp=titinn, concepts
128
production 35-6,12, 130-3, 144,
157-8, 271-2; 180, 201—4, 208-9
capital exponditures 135-6, 137, 157,
172,2¢8-10
dictribution 132—3
acchomic analysis 123-34
income statements 35-6
models 123, 129-31
operating profits 156-8, 173—4,
178-82
overproduction dangers 157-8
trends 157-8, 200-6
value chains 128-9
productivity 158, 172, 388-9
products 123-34, 156-9, 2012
see also brands; markets
after-sales service 128, 132
innovations 131, 132-3, 208-9, 362,
374-81,582-3, 584
lifecycles 669-70, 714, 745-50
multiple/single products 156
new/replacement products 126
quality factors 128, 133-4
tests 367
profiles, risk 155, 711-14, 937, 973

profit before tax and nonrecurrent items

334, 35, 173-4, 180-1, 23840
profit and loss statements (P&L
accounts) see income statements
profitability
see also return

concepts 230-44, 2545, 344-62
margin contrasts 232—3
ROCE 136-7, 152, 230—44, 335-6,
344-7, 356-61, 754, 781-2, 824,
996, 998
profits 25, 32-8, 99, 122-53, 155-74,
232-46, 345-54, 363
see also earnings; net; operating;
return
concepts 25, 32-8, 138, 140, 155-74,
232-46, 345-54, 363
dilution profits 99, 994
evolution of financial indicators
344-62
financial analysis 122-47
types 32, 34-5, 154-73
program-trading software 275
project financing 521-2, 985-6
project risk 396
pre;acuetype industrial organizations
130-1
"rojected Benefit Obligation (PBO) 110
projects, real options 374-81, 579, 650
promised returns, bonds 488-9, 503
promissory notes 520, 952—3
property investors 5
property, plant and equipment 46,
115-16
proportional rate, interest rates 322-3
proportionate consolidations
see also consolidated accounts; joint
ventures
concepts 75, 79-80, 81
prospectuses, offerings 271, 599,
702-3, 1001
provisions, concepts 20-1, 63-4, 96-7,
113-17, 137, 167, 842, 972, 1000
prudence principle 82
“public-to-private” LBOs 922
published accounts 138, 254-5, 274-5,

737,779,911
see also accounts

purchase method, goodwill accounting
835
purchases 36—9, 198-200, 202—3
see also trade payables
put options 375-80, 54865, 722-33
see also options
concepts 548-65
definition 548
put—call parity, concepts 551
Pythagorean theorem, overall risk 402

Qualified Institutional Buyers (QIBs), US
603-4, 615-16

qualified majorities, shareholders
837-9, 888

quick ratio, definition 223
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random errors, efficient markets 273,
276
random walks 272, 273-8, 392
range notes, concepts 494
rates, taxation 676—701
ratings see credit ratings
rational investors 275-7, 410
ratios 141, 142-3, 159, 197-201, 210,
223, 224-5, 281, 347-63, 957
see also individual ratios
comparative financial analysis 141
financing 218-25, 974
limitations 201, 243-4, 309-16, 348,
372-81
value creation ratios 242, 327,
347-63
working capital 193-5, 196-206,
2245
raw materials 20, 31, 34-7, 49, 59,
104-6, 128, 130, 158-9, 196—209,
970
see also inventories
real assets 5, 12, 23, 29-30
real dilutions, concepts 820-6
real interest rates 243, 263-4, 468, 742,
744
real options
categories 374-6
concepts 374-81, 579, 650
critique 381
ENPV 376-7
evaluations 378-81
necessary factors 374-6
“outside of the box” approaches 381
projects 374-81, 650
risk 367, 374-81
valuations 378-81, 650
realised rates, bonds 486
reality checks, financial managers 10-11
recapitalisation methods, debt-to
equity mixes 758-9
receivables 46-54, 59-60, 147, 213—14,
247, 519-20
see also working capital
days/receivables ratio 197-199
international comparisons 204-5
securitisation 958
specific purpose, secured financing
519—20
recessions 202-3, 217, 471-2
recruitment, employees 172, 328
recurrent items, concepts 34
redemption
bonds 484, 485-504, 722-33
debt redemption priority rights
511-12
redundancies 110-11, 13
reference rates, coupon mechanics 491
refinanced debt 453, 576
regression analysis 4024, 663—4
regulations
see also legal issues

anti-takeover measures 847-55,
8945
banks 508-9
bonds 493-4
capital adequacy ratio (Tier one ratio)
508
changes 170
deregulation 11, 126, 438, 642, 878
Eurobonds 493
insider information 272-5, 685—7
M&As 878-8, 910-11
regulatory risk 388
reinvested cash flows 9o-3, 310-12,
669, 776-8, 781, 783-4, 996
see also internal financing
benefits 775-84
capital gains 775, 778, 793, 796,
803-4, 854, 866, 879
concepts 669-70, 775-84
equity value 760-2, 792, 816
marginal returns 783-4
returns 776-8, 780-1, 783—4
stakeholders 701, 747, 778, 844, 863
taxation 778
value-creation issues 757—9
relative value ratio, M&As 9o4—o
remuneration, directors 134, 351, 481,
485,547, 555
Rémy Cointreau 499
Renault 536
repayment terms,iaens 317—20, 481-5,
923-5
replacementasts, inventory valuations
106,253
replaceent products 126
replicaiing portfolio approach
cancepts 379-82, 557
reLos see repurchase agreements
representations and warranties, M&As
881
repurchase agreements (repos) 956—7
reputation issues, financial managers
10, 634—6
required levels, returns 361-2, 420-37,
4534, 455-7, 533, 53943, 547
557, 585, 631-7, 642, 649, 654
668, 682, 698, 721-32, 740, 769,
776-7, 800, 821—4, 968
reratings, P/E ratio 908
research 1
research and development (R&D) 34-6,
83, 85, 102-4, 155, 164, 333, 354
reserved capital increases 848, 851, 907
reset rates, coupon mechanics 490-1
residual values, investments 332
resistance levels, technical analysis 413
resources 22—-9, 519-25, 756, 776, 782
restated net asset values (RNAVs)
concepts 344, 664
restrictive covenants 731-3
see also covenants

restructuring 113-14, 172, 185, 203,
655-6, 708, 731-2, 747, 764,
878-80, 885, 900, 93140

retail public offerings 609, 611-12,
614-16

see also offerings

retained earnings 33, 35, 46, 55, 775-84

return on capital employed (ROCE) 125,
136_7v 23044, 335_6v 344-7, 350,
353, 652, 654-5, 659, 682, 754
781, 824, 996, 998

after-tax considerations 230-53

concepts 230-44, 335-6, 344-7, 350,
353, 652, 654-5, 659, 682, 754
781, 824, 996, 998

cost of capital 242, 252, 2535,
269-70, 331, 3447, 360, 367
447-62, 650-73, 693-724, 776-84,
801

definition 230-2

exannles 236-7

'vverage effect 34-42, 694-704

limitations 243-4, 309-16, 348, 372

reinvested cash flows 778-84

ROE 243-4, 309-16, 348, 372

sector comparisons 220-1, 237

return on equity, (ROE) 232, 23544,
3445, 350-1, 361, 437, 533, 540,
682, 780-1, 996

concepts 232, 235-44, 344-5, 350-1,
361, 437, 533, 540, 682, 780-1

definition 232

examples 236-7

leverage effect 694-704

limitations 243-4, 309-16, 348, 372

reinvested cash flows 778-84

ROCE 243-4, 309-16, 348, 372

sector comparisons 237

returns 1011, 20-3, 47, 61, 66, 76,
135-6, 140, 145-7, 180, 21618,
23044, 251-5, 261-83, 289-302,
344-62, 387-413, 420-38, 467-75
486-99, 512, 531-43, 547, 550,
570-2, 629-43, 6525, 658-9,
681-9, 698-706, 710, 714, 721-3,
739-66, 775-84, 788-806, 819,
821-6, 844, 903, 921-2, 924,
935-6, 968, 977, 984-8, 994

see also profits; rewards

abnormal returns 277-8

bonds 408-13, 428-30, 467-75,
481-504, 611—-20, 722-33, 740-66

capital market line 408-9, 41014,
426, 444—6

capitalisation 289—302

CAPM 447-9, 453, 457, 460

correlated returns 360, 379, 395-413

covariance 397-411

definition 212

discounting 289, 293-302, 308-9,
367,379, 469, 470, 476, 508

efficient frontier 406-13
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efficient markets 270, 275-8, 295,
392, 412-13, 425, 431, 435, 538,
637
expected returns 270-1, 293, 309,
351, 3934, 397, 399, 407-410,
422, 426-7, 429-30, 433, 436, 444
475, 488, 614, 629, 654, 668, 684,
688, 698, 704, 741, 992, 999
historical returns 426, 434-6, 459,
531
internal financing 702-4, 740, 742,
77584
IRR 297, 308-16, 326-7, 927
market rate of returns 435-6, 776-84
nominal rate of return 316-22
reinvested cash flows 775-6, 778-84,
669-70
required levels 361-2, 420-37, 4534,
455-7, 533, 539-43, 547, 557, 585,
631-7, 642, 649, 654, 668, 682,
698, 721-32, 740, 769, 776-7, 800,
821-4, 968
risk return ratio 407-8
types 281-83, 435-8
yield curves 467-8
yield to maturity 308, 316, 326,
453—4, 469-70, 475, 483, 486, 488,
4947, 573, 578, 730, 741
revaluations 117, 122, 666
revenues
see also operating . . . ; sales
breakeven points 180-8, 3689,
405, 458
concepts 34-7, 58-67, 154-74,
178-88, 368-9
definition 30
income statements 30, 58-64, 15474
operating leverage 137, 178-88,
369-70
scissors effect 136, 168-70, 174, 17¢
trends 154-74, 178-88
reverse cash flow statements 254-5
reverse repos 956
revolving loans 224, 517-19
rewards 261, 631-43
see also returns
right of approval, shareholders 850-1
rights issues 542-3, 606-8, 789-91, 821
risk 3-5, 6-9, 22, 25, 49, 52, 126,
139-40, 155, 178-88, 207-9,
261-83, 335, 367-419, 467-72,
481-2, 494-504, 685-9, 721-33,
745, 966-88, 999
see also individual risk
analysis techniques 367-419, 971-88
approaches 367, 373-81, 5645,
708-10, 761-2
arbitrage 282-3, 473—4, 557-8,
561-4, 633—4, 685-9, 9834
assets-in-place 447-8
banks 268, 969-71

beta coefficient 401-5, 425-6,
429-30, 433—4, 449-50, 4557,
460-1, 541, 992

bonds 430, 467-75, 480-1, 494-504
722-33

capital market line 408-9, 410-14,
426, 444-6

categories 389, 969-70

commodities 8, 966-7

concepts 3-5, 6-9, 22, 25, 49, 52,
126, 139-40, 155, 178-88, 207-9,
261-83, 335, 367-419, 467-72,
481-2, 494-504, 685-9, 721-33,
745, 966-88, 999

cost of capital 447-62, 684—9

cost of equity 420-38, 460, 531,
684-9

covariance 397—411

credit ratings 121, 139-41, 454-5,
494, 498-504, 509, 612-18, 710,
746-7, 765-6, 932-3, 955, 971, 977

debt finance 2-6, 19-24, 139-41,
467-72, 481-504, 504, 688, 706-7
72133, 745

diversification 394-413, 421-43,
634-5

efficient frontier 406-13

equity finance 233, 448, 632, ¢y9,
716, 821

exchange rates 9, 38R .91, 397, 432

exposure 25, 367.-4%5-9, 468, 958,
968-86, 987,

flexible approachzs 367, 373-81,
71114, 724550, 758-9, 765, 957

hedging 2&0-1, 413, 561, 616, 761-5,
984,972-3

illiyuidity risks 221-5, 335, 706-10,
756, 940, 955-7, 9667, 971-88

inflation rates 388-9, 392, 395-6

interest rates 9, 261, 289-302,
388-93, 395-6, 435, 458-9, 467-9,
470, 475, 467-75, 494-504,
516—-22, 759-66, 962, 957, 966—88

investors 3, 5-6, 207-9, 268-9,
367-438, 468-9, 472-4, 682-4,
685-9, 966-88

LBOs 922-6

liquidity 335, 388-9, 432-4, 474-5
712-16, 756, 931-40, 955-6,
968-9, 971-88

loans 516-18

long-term dissipation 3912

market risk 126, 264-5, 395-413,
425-6, 429-30, 433~4, 454, 457
529, 635, 968-88

market-based economies 263-6

measures 391-419, 969—-88

Monte Carlo simulations 371-2

nature 396-413, 966-88

off-balance-sheet commitments
108-9, 512

options theory 367-81, 556-65,
977-81

overall risk 401-13, 461-2
portfolios 394-413, 420-38, 958
position 969-71
premiums 337-8, 420-38, 455-6,
462, 474~5, 5034, 531, 541, 550,
726-33, 999
prices 966-88
profiles 155, 711-14, 937, 973
project financing 988
real options 374-81
reduction measures 458-9, 845
returns 12, 23, 25, 261-83, 309,
345-62, 387-413, 420-38, 512,
629-48, 681-9, 685-9, 721-33,
739-66, 922, 956-8, 966-88
rewards 261, 631-48
sources 387—9, 9667
specific risk 395-413
speculation 281-3, 413, 499-500,
561-5, 669
siandard deviation 394-5, 430
1ime factors 4, 42930
1o0ls 393-419
types 5,9, 22, 130, 261, 264, 338,
373, 387413, 438, 451, 468-70,
482, 494504, 507-8, 5645,
685-9, 966-7
uncertainty 367-81, 387-9
VaR 971
variance analysis 393—4, 397413
volatility 391413, 494-504, 509,
1000
risk management
concepts 535-6, 968-85
derivatives 969-88
financial systems 266-7
forward transactions 957, 9734, 981
futures contracts 5, 9, 974, 983—4
insurance 262, 513, 745, 748, 840,
922-3, 977-9
interest rates 535-6, 968-85
options 367, 373-81, 547-65, 978-81,
966-70
principles 971-85
self-hedging form 972—3
risk-averse investors 707
risk-free assets 408-13, 999
risk-free interest rates 261-6, 426—62
see also time value of money
risk-neutral investors 473-4
risk-shifting actions, agency costs
710-11
risk-weighted assets (RWAs), Basel Il
framework 509
risk-return ratio 407-8
Roche 360, 868
Roll, Richard 429
Ross, Stephen 431, 639
Royal Bank of Scotland 358
Royal Dutch 358, 792, 801
Rule 144A, private placements 603,
615-16
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Russia 35, 197, 392, 455, 740, 837, 856,
871
Ryanair 530, 792

SACE 986
sale-and-leaseback transactions 95-6,
107, 143, 522, 759
sales 1-5, 10-11, 20, 34-7, 59-67,
75-88, 136-7, 156—206, 231-43,
367, 593-620, 782-4, 88195
see also margin . . . ; revenues
breakeven points 178-87, 3689,
405, 458
financial analysis 135-7, 156—206,
206-43, 782—4
operating margins 163-6, 217-18,
231-2, 239-40, 535, 652
prices 156-74, 368-9
ratios 193-5, 196—200, 231-2
sales density ratios 157
trends 156-88, 207—9
volumes 156-74, 182-6, 197-200,
368-9, 532, 532, 845
sales of securities
see also capital increases; issuers
banks 594-6, 599-606
block trades 609-10, 751-2
bonds 1-5, 10-11, 13, 509-10, 61120,
702-4, 728, 731-3, 740-66
book-building processes 595-6,
598-604, 610, 61116
bought deals 598, 616-17, 61011,
616
concepts 1-5, 10-11, 13, 509-10,
593-620, 7024, 731-2, 759,
815-26, 843-7, 8512
discounts 597-8, 601-2, 605, 619-20,
853-5
IPOs 280, 598-604, 702—4, 811-12,
843-7, 8534
listed companies 2656, 593-6¢2
new equity puzzle 609
post-listing price falls 604
private placements 596-7, 604,
603-4, 615-16, 702—4
prospectuses 593-4, 599-605,
612—14
restrictive covenants 731-2
retail public offerings 598, 601-4, 608
rights issues 542, 604—9, 820-2, 851
shares 1-5, 10-11, 13, 509—10,
594—620, 702—4, 741-66, 815-25,
843-7
syndicates of banks 595-6, 599-620
types 594-620, 815-26, 845-8
underpricing anomalies 280, 597-8,
612-13
US foreign listings 602-4, 845-7
Salomon Brothers 585
Samsung 587
Sanofi 359
SAP 353

saving-and-borrowing function,
financial systems 266-7
savings deposits, banks 261-6, 268,
948-9, 956-8
scale problems, mutually exclusive
projects 314-16
Scandinavia 35, 848
see also individual countries
Scania Group 469
scenario analysis, concepts 371-2
Scholes, Myron 559-65
scissors effect 136, 168-70, 178
scope of consolidation 75-6, 80-2, 138,
143, 157
scoring techniques, credit ratings 140-1,
498-503, 519, 584-5, 612-16, 710,
932-3, 955, 971, 977
Sears 585
seasonal businesses, working capital
195-7, 200
seasoned equity offerings (SEOs) 609
secondary LBOs 9234
secondary markets
bonds 481-2, 488-503, 612—3
brokenup assets 251
concepts 7-9, 10-11, 251-4, 263,297,
322, 482-3, 488-503, 955-9
definition 7
financial managers 9, 10-:,267-8
functions 7-9, 4901
investment produrts 9c5-6
liquidity concepts 7-3, 266-7,
269-70, 4324
loans 517-2
macroecanmic statistics 8
valuzticrivole 9, 11, 331
zers-sum game 8, 984
sacured loans 10, 519-21, 923-6, 933-9
Securities and Exchange Commission
(SEQ), US 603, 615-16, 845, 843-5
securities lending, concepts 956-7
securities market line, CAPM 426-7,
445-6
securities see financial securities
securitisation, concepts 481-2, 508-12,
925-6, 957, 958, 961-3
segmentation, markets 123-4
self-hedging risk management 972
self-mimicry concepts 274-5
selling and marketing costs 34-7, 164,
174, 368-9
semi-strong form efficient markets,
concepts 271-2, 275-80
senior debt, concepts 511, 923-8, 933-9
sensitivity analysis, concepts 371
serial correlations, returns 2767
service companies, employees 841-2
service-oriented societies 128-32
settlement dates, bonds 483, 485-503
shadow ratings 502
shareholder return, concepts 531
shareholders 1-2, 6-7, 1112, 22-5, 33,
46-55, 62-3, 74-88, 99, 112-13,

114, 116-17, 133, 147, 180-2, 223-5,
251-5, 527-43, 63143, 682-4,
685-9, 694-733, 7446, 751-6,
775-84, 788-804, 835-57, 881-91,
1000

see also dividends; equity . . . ;
investors

agency theory 569, 572, 578-9, 588,
639-41, 6434, 715, 779-80, 791,
806, 808, 826, 835, 870, 910, 917,
9281 936_7’ 9381 968r 992

AGMs 796-7, 836-8

agreements 843

anti-takeover measures 847-53,
889-95

block ownership 532-4, 618-20,
726-7, 815-17, 844-70, 8823

blocking minorities 838

capital increases 604-9, 7024,
741-66, 815-26

cinange controls 850-1

conflict resolution issues 266—7

creditors 700-14, 731-3, 791, 730-2,
818-26, 936-8, 935—40

dilutions 84-5, 99-100, 543, 574,
579, 754-5, 780-802, 657, 851-2,
905-6

discounts 657

employees 111-12, 134-6, 596, 641,
656, 841-2, 852

financial sanctions 631-2, 816

free riders 937-8

inside shareholders 133

international comparisons 838-57

IPOs 280, 598-600, 702—4, 843-7,
8535

loyal shareholders 851-2, 891

LSPs 849-50

M&As 82-5, 663, 836-7, 848, 8514,
876-80, 891, 899—911

majorities 836-8, 844

meetings 797, 836-7, 852, 894

minority interests 55-6, 76-8, 87-8,
143, 167, 253, 657, 671-2, 837-9,
844-6, 853, 855—6, 922—8

new/old shareholders 816—26

personal taxation 699-701

powers 835-57

qualified majorities 836-8

reinvested cash flows 776-7, 779-84,
789-91

restrictive covenants 731-3

right of approval 7312

structure considerations 136, 818-26,
835-57

types 136, 835-57

value creation issues 11-12, 123-5,
129, 2536, 328, 344-62, 629-43
657, 71314, 739-78, 776-84,
910—1

vetos 837-8
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voting rights 6, 9, 75-9, 80-2, 117,
481, 527-8, 579-83, 585, 632,
835-57

shareholders’ equity

see also invested capital

concepts 23, 45-57, 73-88, 99, 116,
136_7y 143, 223-5, 232, 251-5,
776-84, 9014

definition 50

examples 54

shares

see also dividends; equity finance;
financial securities

bonds 408-13, 428-30, 467-75,
481-504, 611-20, 722-33, 740-66

bonus shares 575

buybacks 623, 65-6, 448, 742-4,
788, 796, 798-806, 851, 999

calendar anomalies 280

cash flow per share 531

clawbacks 596

concepts 6-7, 22—4, 62—6, 527-34,
740-66, 788-805, 835-41, 999

convertible bonds 94, 96-8, 108, 116,
268, 529, 543, 569-71, 574-80,
584, 616, 657, 731, 740, 741, 797,
836, 859, 924, 927, 939, 992

definition 527

EPS 345-50, 370, 528-9, 571, 635,
7546, 782, 784, 8023, 8214,
906-7, 994

foreign listings 602-3, 845

free float factor 4323, 532-3, 541,
839, 871

free share awards 541-2

golden shares 852, 894

greenshoes 596

grey market 612

growth/value stocks 279-80, 413,
536, 792-804

historical performance 391-2, 952

holding periods 430-1

international comparisons 837-8

IPOs 280, 599-602, 608-13, 846, 928

key market data 540-1

MVA 358-60

nonvoting shares 848—9

offerings 268, 493, 542, 593-9, 609,
611-12, 614-16, 819

P/E ratio 348-51, 413, 437-40, 453,
460, 537, 657, 659-64, 670, 802-3,
821-2,906-8, 997

PBR 351, 358-9, 363, 533, 544-5,
811-12, 825-6, 998

POW 391-2, 457, 578, 995

preference (preferred) shares 112-13,
579-83, 588-90, 741, 836, 849-50

prospectuses 612-15

ratios 348-51, 413, 43740, 453, 460,
528-43

rights issues 542, 606—9, 850—1

sales of securities 1-5, 10-11, 509-10,
593-620, 702-4, 731-2, 759,
815—26, 843-7, 8512

stock options 112, 114-16, 136-7, 4,
539-40, 655-7, 841-2

tender offers 574, 663, 779, 799

treasury shares 116, 641

types 112-13, 124, 533, 547-9,
848-54,

underpriced shares 280, 597, 600,
612-14

warrants 268, 529, 543, 547, 5704,
578, 596, 608-9, 657, 731, 797,
799, 836, 848, 852

weekend effects 280

Sharpe, William 421, 445
Shaw, Edward 261
Shell 353, 358
short positions 7-9, 512-13, 969-70
Short Term European Paper (STEP) 514
short-term borrowings 48-9, 55, 67, 223
short-term debt credit ratings 498-503
short-term financial investments see
marketable securities
short-term securities 513-14, 758-64
see also commercial paper
short-term sovereign debt instiuments
6
short-term/long-term interest rates 3—4,
2645, 4724, 480=71,759-64
Siemens 360
signalling theory 657 -9, 752-3, 790,
800-1, 81814, 936-8
see also-asymimetric information
simulaticns, concepts 371-3, 753-66
Singapai¢ 597, 602, 842
siveciosures 113, 656
smell-and medium-sized enterprises
(SMEs) 263-4, 508, 510
social costs, value creation issues 362
social security 48-9, 55, 110, 934, 952
sociological segmentation, markets 124
soft rationing, concepts 314
software 101, 141, 372, 377-8, 449, 753,
959, 9745
see also technology
solvency risk 251-5, 388
solvency-and-liquidity analysis

concepts 47, 51-3, 54, 56, 57, 139,
251-3, 255-6, 388, 455, 490, 499,
585, 748, 919, 949, 977, 995, 1000

Sony 362, 868

sources of finance 1-11, 22-9, 295,
484-486, 490, 519-25, 597-8,
605-8, 610, 619, 756, 776, 782

South Africa 327

sovereign spread

concepts 456

Spain 6, 35, 197, 204, 205, 265,
399400, 499, 530, 534, 537, 597,
640, 673, 701, 819, 837, 839, 848,
852, 864, 866, 868, 886, 893, 953

special purpose vehicles (SPVs) 82,
514-15, 535, 882, 957-8
specific purpose, secured financing
519—20
specific risk, concepts 395-413, 422,
458
speculation 281-3, 547, 564, 602, 633,
667, 672
speculative grade debt 501
speed of change 758-9
split ratings 502
splitoffs, concepts 910-11
spot rates 469-70
spreads, concepts 451-2, 486-7, 503,
753, 924, 980
squeezeouts, M&As 894-5
stability principle, concepts 170-1
staff see employees
stakeholders 362, 637, 639, 701, 747,
778, 844, 863
seealso creditors; employees;
shareholders . . .
capital increases 81526
reinvested cash flows 775-6, 778-84,
669-70
standard deviation 394-8, 408—9
standard financial analysis plan 135-7
Standard and Poor’s (S&P) 180, 436,
563, 582, 641, 743
Standardised Approach (SA), Basel Il
framework 509
standardised products, derivatives 982
standards 76, 85, 95, 96, 103, 111, 117
see also individual standards
standing orders 951-3
startup costs 101-4, 115, 144
state variables, diffusion processes
474~
statements of changes in financial
position see cash flow statements
static analysis, financing 217, 220-7
stochastic approach, term structure of
interest rates 469
stock markets
benchmark indexes 844-5
crashes 267, 392, 572
European Union 856-7
foreign listings 611-13, 854—7
listed companies 265, 276, 358, 581,
605-7, 631, 639-41, 659-61, 663,
671, 762,792,798, 835, 840-3,
854, 8623, 865-6, 869
statistics 265-6
US 856-7
volatility statistics 561
stock options 112, 114-16, 136-7, 4,
539-40, 6557, 841-2
stock splits, uses 433-4
stocks, capital-employed balance
sheets 46-55
straight-line basis, depreciation 336
strategic assets (poison pills) 848, 853
strategic value, valuations 671—3
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strategy 185, 537, 547, 642, 739, 746
880-5,959
strike price, options 548-65
“strip financing”, 584, 710
strong form efficient markets, concepts
272-5
structure considerations capital
structure policies 780-5
shareholders 532, 605-9, 7024,
741-66, 797, 81526, 851, 891
subordinated debt 511-14, 580, 582,
585, 923—4, 985
subscription rights see rights issues
subscription warrants 570-1
subsidiaries 48, 55, 64, 75-6, 80, 82,
86-8, 116-17, 146, 167-8, 518, 657,
664, 705, 731, 778, 845, 853,
855-6, 869, 877, 884, 900, 91011,
958-62
see also groups
sum-of-the-parts method 66473
suppliers
credit 20, 46, 59, 193, 202, 203, 206
value chains 128-9
supply
financial securities 2—3
medium-term supply contracts 458
support levels, technical analysis 412
surplus resources, financial systems
263-83
survivorship bias, concepts 4301
Sutch, R. 474
swaps 470-1, 515, 759, 976-7, 979, 985
swaptions 979
Sweden 197, 528, 597, 838, 865
Swissair 256
Switzerland 35, 197, 265, 399-400, 424,
458, 483, 530, 534, 537, 597
syndicated loans 508, 516-17, 61617,
655,750
syndicates of banks 599
synergies 82, 348-9, 634-5, 641, 638,
663-4, 669, 671-3, 876-80, 887,
899, 901-11, 919, 927, 995
synthetic options 552
see also options
systematic risk 373, 395-413, 448,
454-6, 503-4, 531, 635, 966-82
see also market risk; risk

T-bills, US 462
take-or-pay contracts 987
takeovers see mergers ...
tangible assets 32, 100, 103, 115-116,
666, 669, 746
see also assets; fixed . . .
Tarondeau, J.C. 130
tax credits, dividends 803-4
taxation
balance sheets 48-50, 55, 66-7,
1946, 225-6
bankruptcies 934
capital expenditures 159

capital gains 775, 778, 793, 796,
803-4, 854, 866, 879, 903, 907
917, 9223

capital increases 818-26

capital structure policies 754-6,
8024, 822-5

carrybacks/carryforwards 98, 252,
657,909

cash flows 22-4, 66, 335, 356, 424,
452, 481, 633-4, 649-54, 657-8,
683, 708, 938

contingent taxation 98

convertible bonds 96, 579

debt shields 693, 695-6, 698-9, 708,
714, 748, 750, 760, 765

deferred tax assets and liabilities
84_5’ 97-9, 146

demergers 9o1—4

dividends 98, 52943, 647-66,
694-724, 731-3, 758-9, 788-805

earnings 31-7, 62-5, 160-1, 168,
23442, 370, 453, 643, 693701

Eurobonds 493

family-owned companies 839

financing decisions 253, 330, 450-7.
512, 519, 627, 636-43

incentives 799-801

income statements 34-7, 62-4. 34,
97-8, 1601, 168, 234=4; 2

income tax 33, 35, 62—, 159-60,
167-8, 234—44, AL 4—704, 8034

internal financire 78.-2

international ccmnarisons 701

investmen* aacision principles 331-3,
745-6

LBOs.9:y

levarege effect 23442, 694-704

1aaturity choices 760

MM theorem 685-9, 697-8

off-balance-sheet commitments 952

personal taxation 685—7

preference (preferred) shares 582—3

rates 696-701

reinvested cash flows 775-6, 778

ROCE 230-43

share buybacks 805-6

sum_of_the_parts valuations 665

value_creation issues 642-3

VAT 197-9, 209

withholding taxes 98, 494

technical analysis 270, 412, 431

technical dilutions, concepts 821

techniques, financial analysis 138-41

technology 162, 207, 208, 220, 236-7,
400, 792-3, 876, 921, 968

Telecom ltalia 353

telecom operators, EBITDA margins 162

Telefo’nica 276-7, 603

television channels 374

temporal translation method, foreign
subsidiaries 87-8

temporary differences, deferred tax

assets and liabilities 97-8

tender offers 574, 663, 779, 799
see also mergers . . .
term loans, syndicated loans 517, 518,
763
term structure of interest rates 467-75,
763
see also yield . . .
terminal values, cash flows 653-61
Tesco 231
Texas Instruments 585
theory of segmentation, interest rates
472
Thomas Cook 221
time deposits 956—7
see also savings . . .
time diversification, risk premiums
429-31
time factors
financial securities 4—5
mutually exclusive projects 314-16
risk s
tini2 lags
accounts 54, 254, 332
cash flow reconciliations 58-65, 311,
574, 603, 667-9, 955
deferred tax assets and liabilities
97-8
operating cycles 20-1
time to maturity, options pricing
555-65
time value
equity 724-33
options 553-65, 571-2, 724-33
time value of money
see also capitalisation; discounting
risk_free interest rates concepts 261,
289-302, 347, 547
Time Warner 877, 880, 911
tools, tangible assets 115
top-down approaches, investors 412
Total 358, 405, 524, 620, 665, 696
total breakeven, concepts 180—1
total debt service, concepts 317-19
total group equity, definition 53
total return swaps 977
total risk see overall risk
total shareholder return (TSR) 346,
359-62, 531
tracking stocks, concepts 586-7, 603
trade payables
see also working capital
concepts 48-9, 55, 59-60, 213, 516,
952-62
international comparisons 204-5
trade receivables
see also working capital
concepts 46-54, 59-60, 147, 213-14,
247, 519-20
international comparisons 204-5
tradeoff model 685, 693-714, 745-66
optimal capital structures 681-9,
742-6
trading profits see operating profits



INDEX 1035

trading rooms 268
trading volumes, capital markets 270,
273, 432, 517, 673

transaction costs 269, 279-80, 765, 793
transaction elements, capital markets 2

transaction multiples, valuations
65960, 662, 663, 669

transparency issues 2646, 586, 865-6

transport sector 220-1
treasurers see corporate treasurers
Treasury bills 482, 580, 956-7
treasury method, warrants 543
Treasury notes 488

see also government securities
treasury shares 116, 641
Treynor, Jack 421
turnover 52-3, 367, 6614

see also sales

turnover ratios, working capital 196—209

UBS Warburg 360, 425, 604

UK 6, 33, 35, 46, 61, 98, 184, 265, 272,
391-2, 399400, 422-3, 491, 530,
534, 537, 561, 597, 640, 673, 701,

753, 766, 835, 837, 839, 845, 847,

848, 853, 862-6, 868, 870, 878,
886, 888-9, 893, 919, 922, 925,
932, 934, 938, 953, 982, 986, 993
uncertainty 367-82, 387-9
unconsolidated financial investments,
cash flows 656
underinvesting actions, agency costs
710
underlying assets 562-83, 721-33,
969-85
see also delta; gamma
underpriced shares 280, 597, 600,
612-14
underreactions, investors 275, 277-8
underwriting, concepts 509-10,
594—605, 606-8, 612-12, 617—-2C
undiversifiable risk see market risk
Unilever 231, 276, 405
unit trusts see mutual funds
Universal 126
unlevered beta 369-70, 449-50
seealso beta . . .
unlisted companies 435-6, 605, 631,
636, 641, 671, 699, 843, 922
see also companies
unsecured loans 492, 507-8, 511, 514,
934, 937
unwinding of contracts, derivatives
9835
US 35-6, 46, 74-5, 79, 88, 96-9, 102,

104-16, 204-5, 240, 266, 281, 354,

390, 422, 424, 430, 456, 45960,

471, 483, 4934, 499, 512-14, 517,

548-9, 557, 560, 569, 584, 594
596, 599, 600, 602—4, 608-9, 615,
617, 705, 707, 709, 753, 757-8,
764,766, 792-3, 799, 835, 841,
845, 847, 852-3, 866, 871, 878,

886, 888, 889, 891, 894, 911, 922,
932, 972-3, 978, 995

bankruptcy procedures 933-4

block ownership 532

capital structure policies 754-6,
802-4, 8225

Chapter 11 procedures 933

company valuations 67-8, 671-3,
8246

dividends 792-801

financial distress costs 688, 6934,
709-10, 931—40

foreign listings 602-3, 845

GAAP 75, 79, 83, 102, 105, 107, 110,
112, 115, 117, 603, 604, 684, 884

LBOs 9234

M&As 878-8, 910—11

US style options see American options

Valuations 11, 45, 82-5, 122-3, 269-70,

451-5, 629-43, 649-73, 694-733,
876-95

CAPM 447-9, 453, 457, 460

cash flow approaches 425, 498,
649-51, 658, 668

companies 40-1, 653, 663, 667.
670-3, 701-2, 705, 753, 764, 776,
798-9, 819—20

DCF 425, 498, 649-51, A8%,°668

DDM 436-7, 460, 645,553

direct methods 642973

discounts 649-7x

EBIT multiple e4c-1, 667-70

EBITDA multiote 661, 667-70

enterprizevalue 448-51, 482-3, 650,
654-75, 681—9

eqiiity 391-2, 430, 583-7, 958,
634-5, 721-33, 957

equity capital multiples 662—4,
668-73

explicit forecast periods 651-6

financial securities 1-3, 9, 263-5,
395, 295, 389-92, 484-6, 490
597-8, 605-8, 610, 619, 681-9,
723-33

fixed assets 30-2, 82-5, 119, 120,
124, 30-2, 82-5, 115-17, 139,
143-7, 666-8

goodwill 82-5, 906, 995

indirect methods 649-56

intangible assets 666-7

inventories 21, 37, 83-7, 104-6,
157-8, 217, 253—4, 666

lifecycle theory 669-70

marked to market valuations 242

methods 650-1, 667-73, 884, 1000

multiples approach 659-663

P/E multiple 657, 660, 844, 906-9

peer comparisons 650, 659, 668-70

premiums 670-3, 854

real options 374-81, 579

RNAVs 344, 664

strategic value 671—3

sum-of-the-parts method 664-73
tangibl assets 32, 100, 103, 115-116,
666, 669, 746
terminal values 650-8
value
see also key performance indicators
additivity rule 633-6
chains 128-9
dating 947-9, 960-3
drivers 346-7, 367, 372
stocks 279-80, 412—-13, 792-805
in use 6667
value added, concepts 158-60, 173,
203, 327, 346, 352-6, 358-9, 361,
380
Value at Risk (VaR) 969, 971
value of debt, definition 728
value of equity 482, 527-43, 681-9,
759-66
Value Line’s 274
value of securities, concepts 3, 264-5,
481-9
value creation issues
see also returnon . ..
accounting indicators 335-6, 345-62
additivity rule 633-6
capital structure policies 629-43,
818-26
categories 345-62
companies 640-1, 653, 663, 667,
670-3, 701-2, 705, 753, 766, 776,
798-9, 819—20
concepts 254, 268-71, 345, 347-51,
438, 7546, 798-9, 843, 947-63
demergers 9o1-4
economic indicators 242, 327,
345-62
equilibrium markets 578-80, 788-91
evolution of financial indicators
345-62
internal financing 776—9
KPIs 346-7
market indicators 3446, 357-62
methods 642, 71314, 775-84
organisation theories 635—41
reinvested cash flows 775-6, 778-84
social costs 362
SPVs 957-8
strategy 642, 739-66
taxation 642-3
tools 345-62, 642
variable costs 179-87, 368-9, 458
see also costs
variable rate securities
concepts 490, 494, 513, 655—6
variance analysis 184, 391, 393-5, 398,
400-1, 403
VAT 197-9, 209
Vega 563
venture capitalists 457, 671, 749-50
vertical formats, balance sheets 46
vesting period, stock options 114
vetos, shareholders 838



1036 INDEX

vision 122—3

Vivendi 224, 405, 438, 499, 747, 759,
799, 792, 871, 900, 909

Vodafone 353, 360, 438, 630, 790, 801,
868

Volatility 274, 389-413, 555-73, 1000

see also implied volatility

Volkswagen 405, 536, 792, 867

Volvo 183

voting rights, shareholders 6, 75-8,
80-2, 117, 482, 528, 579-81, 632,
641, 835-57

vulture funds, concepts 219

Wal-Mart 231
warrant kickers 512
warranties 109-10, 485, 881, 884-5
warrants 268, 529, 543, 547, 5704,
578, 596, 608-9, 657, 731, 797,
799, 836, 848, 852
see also hybrid securities
definition 570-1
examples 572
pricing models 571-4
terminology 572—3
types 574, 852
uses 572—4, 608, 731, 852
watchlists, credit ratings 501
weak form efficient markets, concepts
270-1, 276-7
wealth
see also earnings
cash contrasts 32
concepts 29-37, 58-67, 135-7
weekend effects, share performance
280
weighted average cost of capital(WACC)
242, 330-1, 345, 353, 357, 361,
367, 447-62, 543, 630, 650, 652,

654-5, 668, 682-8, 695, 697, 708,
713, 766, 776, 798, 801, 1000
see also cost of capital
concepts 447-62, 543, 630, 650, 652,
654-5, 668, 682-8, 447-62, 543,
630, 650, 652, 654-5, 668, 682-8
minimisation processes 681-9
weighted average PVI, concepts 300-1
wholly owned subsidiaries 74
see also subsidiaries
“winners’ curse”, 598
withholding taxes 98, 494
work in progress 34-7, 49, 59-60, 104,
157, 161, 173, 178, 194, 198-9, 209
see also inventories
working capital
see also nonoperating ...; operating
balance sheets 48-50, 55, 66-7,
194—6, 2256
balances of power 204-6
concepts 48-51, 55, 60-3, 657,
83-4, 95-6, 119, 130, 133, 135-7,
141, 146-7, 166, 193-209, 217-19,
2246, 230, 234, 238-41, 335-6,
356-7, 516, 519, 521, 651-3, 656.
6671 687: 731,749, 7561 840r 96‘1
925, 992, 997, 1000
days’ ratios 197
definitions 48-9, 1000
financing 225
liquid aspects 195
nature 193-7, 21{-2.9, 2246
negative workiag capital 166-7, 203,
223-6
operationairisks 224-5, 521, 687-8
permaiieice aspects 194-5, 200-2,
2224
iativs 193-209, 226
rizk 195-6, 224-5

sales 193-205
seasonal businesses 195-7, 200
sector comparisons 196-7
strategy effects 203
turnover ratios 196-200
types 48-9
year-ends 196-7
workshop type industrial
organisations 130-1
World Bank 986
World Wars 392
WorldCom 793, 862
worthless assets 53
writedowns 643
see also impairment losses
Waurgler, Jeffrey 745, 791

Yahoo! Indesit company 528

“Yankee” bonds 493

year:ends, working capital 196-7

vield curves, concepts 467-75

vield to maturity 308, 316, 326, 453—4,
469_70r 475, 483r 4861 488r 4947,
573,578,730, 741

see also internal rate of return

yields 10, 310, 336, 350-1, 400, 402,
432, 454, 456, 460, 470-1, 474,
482, 486-7, 502-3, 513, 616, 629,
740, 923-4, 958, 960

Yves Saint-Laurent 879

Z-scores, credit scoring 140-1

Zara 231, 353

zero cash, concepts 954

zero-coupon bonds 111, 467-9, 471-3,
498, 727

zero-sum games 8, 9845



