
Index

Abandonment of project, 337, 438, 439,
445–447, 457

Account balance, 323, 327
Accountability, 466, 467
Accounting

for derivatives, 298–304, 306, 307
disclosures, 300, 304–306, 523, 524
fair value, 301
financial market transactions, 298–304
financial statement analysis, 521–524.

See also Financial statements
market value, 301
reliability and relevance, 300, 301
standards, 524. See also Financial Accounting

Standards (FAS); International Financial
Reporting Standards (IFRS)

systems, 467
Accounting exposure. See Translation exposure

(accounting exposure)
Acquisition premiums, 479, 484, 485
Active asset allocation (market timing), 512,

520–521
Active management

currency risk, 221, 256–260
portfolio management, 520, 521, 525

Active security selection (stock picking), 512, 513,
520, 521, 546

Adjusted present value (APV) approach, 380, 388,
389, 403

Advance pricing agreements (APAs), 427, 428
Adverse selection costs, 304, 305
Agency

costs, 4, 5, 12, 223, 235, 236, 279, 294, 297,
318, 375–377, 401, 467, 471, 551

principal-agent relationship, 219, 236, 466
Agreement on Trade-Related Aspects of

Intellectual Property Rights (TRIPs), 339
All-in cost, 179–182, 185–187, 208, 209,

243–245
Allocation-of-income rules, 421–423, 427
Allocational efficiency, 13, 46, 57
Alternative Investment Fund Managers Directive

(AIFMD), 509, 510
American depository receipt (ADR), 398, 399,

511, 512, 518
American option, 137, 144–146, 156, 438, 445
American shares, 398

Annual percentage rate (APR), 63
Appreciation

currency risk, 215–217
currency value, 28, 63, 64, 67, 68, 93, 94, 97,

269–273
exchange rates, 41, 152–154
and futures contracts, 112
and hedging with currency options, 149
and purchasing power, 89
real appreciation, 91–94, 97, 269, 280,

579–580
Arbitrage

covered interest arbitrage, 80–83
financial contracts, 76–82
and international parity conditions, 73–83, 89,

96
and MNC opportunities, 14

Arbitrage pricing theory (APT), 569–571
The Art of War (Sun-tzu), 482
Asian Contagion of 1997, 37, 38
Ask rates, 48, 54, 59–61
Asset acquisitions, 321, 478
Asset allocation, 189, 512, 513, 519–521
Assets

intangible, 426, 454. See also Intellectual
property

tangible, 400, 401, 403, 425
Assets-in-place, 453, 454
At-the-money currency options, 141, 142,

146–148

Balance-of-payment (BoP) statistics, 22–25, 27,
29, 41, 96

Balance of trade, 327
Bank for International Settlements, 49, 53
Banker’s acceptance, 202–209
Barings Bank, 151, 152, 218, 219
Basel Accords, 49, 52, 509
Basis, 122, 123, 125, 127–130
Basis points, 51, 55, 62, 114
Bearer bonds, 397, 498
Behavioral finance, 13, 517, 555, 556, 585, 586
Benchmarks

equity risk premium, 384
hedges, 257–260
inflation, 567
market indices, 569

663

CO
PYRIG

HTED
 M

ATERIA
L

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



664 INDEX

Benchmarks (Continued)
offer rates, 48
performance, 297, 298
portfolio returns, 519, 521
risk management, 221

Beta (β), 383, 384, 388, 392, 455, 563, 565, 566,
568–570, 583

Bhopal disaster (Union Carbide), 5, 424, 425
Bid-ask spread, 13, 48, 51, 55, 56, 60, 61, 501,

502
Bid rates, 48, 50, 54, 55, 59–61
Bilateral equilibrium, 76, 77, 80, 96
Bills of exchange (drafts), 200–203, 206–208
Binomial option pricing model, 157, 158,

161–165
Black-Scholes option pricing model, 157,

165–168, 456
Blocked funds, 330, 347, 361–364, 367.

See also Repatriation
Board of directors, 469. See also Supervisory

boards
Bombay Stock Exchange, 502, 503, 505
Bond equivalent yield (BEY), 177–178, 181
Bonds

bearer bonds, 498
bond equivalent yield (BEY), 177, 178,

181
compounding, 498, 499
convertible bonds, 396–398, 497
day count conventions, 499, 500
domestic, 397, 495–502, 515
effective annual yield, 498, 499
Eurobonds, 397–398, 495, 497, 500–502
foreign bonds, 275, 397, 403, 495, 500, 501,

515, 545, 549–551
global bonds, 397, 403, 495, 497, 502,

520
government bonds, 41, 545
index-linked, 497
international bond ratings, 382, 383
international bonds, 275, 382, 383, 397, 398,

403, 495–502, 520, 541, 549, 550, 558
markets, 495–502
quotation conventions, 498, 499
registered, 498
U.K. government bonds (gilts), 497
World Bank, 496, 497, 500, 502
World Government Bond Index, 520

Bretton Woods Conference, 22, 23, 29, 30, 34,
110

Bribery, 421, 422
British pound sterling, 29, 31, 61
Brokers, 55, 114
Build-operate-own (BOO) contracts, 400
Build-operate-transfer (BOT) contracts, 400
Bulldog bonds, 500
Business cycles, 21, 546
Business plan, 197, 198

Business risk, 316, 336, 376, 380, 382, 383, 388,
457, 577

Business strategy, 11, 197–199, 432

Call options, 136–151, 155–158, 227–230, 253,
254, 438

Capital asset pricing model (CAPM), 356, 383,
384, 390, 392, 393, 403, 455, 563–571, 574,
582–583. See also International asset pricing
model (IAPM)

Capital budgeting
approaches to project valuation, 349, 350,

352–354
and blocked funds, 347, 361–364, 367
changes in operations, 280
discounted cash flow (DCF) method for project

valuation, 331, 337, 348, 349, 367, 368.
See also Discounted cash flow (DCF)

example, 350–354, 361–367
expropriation risk, treatment of, 360, 365–367
hedges of operating exposures, 360
international parity conditions, 347, 349, 350,

354–360
negative-NPV projects, 233, 332, 357–360,

363, 365, 367, 437
overview, 347, 367, 368
parent’s perspective, 349, 350, 353–357
and political risk, 360, 365–367.

See also Political risk
positive-NPV projects, 357–360, 364, 365,

367, 437, 454
project perspective, 349, 350, 352–355
required return on investment (hurdle rate),

380. See also Hurdle rate (required return)
side effects of projects, 347, 360–367, 389
special circumstances, 347, 360–367
and subsidized financing, 329, 333, 347, 360,

364, 365, 367, 389
and tax holidays, 6, 332, 347, 360, 361, 366,

367, 389, 416
tie-in projects, 332, 360, 365, 367, 389
valuation differences, 356–360

Capital market line (CML), 564
Capital markets

asset allocation policy, 519, 521
barriers to cross-border flow of capital, 75
bond markets, 495–502. See also Bonds
and cross-border financial statement analysis,

521–524
defined, 46
evolution of, 515, 516
exchange-traded funds (ETFs), 513, 514
financial markets, 46
foreign securities, individual investment in, 510,

511, 525
hedge funds, 514, 525
and IMF policies, 40
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index derivatives, 514, 515, 525
integration of, 515, 516
international diversification, 518, 519
international investment vehicles, 510–515
investment style, 519–521, 525
money markets compared, 46
mutual funds, 512, 513
overview, 495, 524, 525
segmented markets, 516, 517
share prices, 515–519, 525
stock markets, 502–510

Capital Requirements Directive (CRD), 509
Capital structure

and cost of capital, 375–380.
See also Cost of capital

of foreign affiliates, 377, 378
funds, sources of, 394–400, 403
irrelevance proposition, 376, 377
overview, 375, 402, 403
studies on, 401, 402

Cash flow
discounted cash flow (DCF).

See Discounted cash flow (DCF)
forecasting cash, 210
free cash flow, 395, 403, 485
leading and lagging, 241, 243–246
management, 209–211, 243, 246, 247
operating cash flow, 267–269
risk exposures, 212–214, 267–269,

544, 545
Cash in advance, 200, 201, 204, 206, 208
Cash management, 209–210, 241–243,

245–246, 430
Cash payments, 200, 201, 204
Certificates of deposit (CDs), 48
Chaebol system (Korea), 465, 473, 474
Check-the-box regulations, 418
Chicago Board of Trade (CBOT), 110, 130
Chicago Mercantile Exchange (CME), 110, 113,

114, 120, 130, 137, 140, 168
China Securities Regulatory Commission (CSRC),

505, 506
Civil law, 199, 468, 469
Clearing and settlement

countertrade goods, 205
currency futures, 113, 114
Eurobond market, 502
futures contracts, 113
global shares, 511
stock transactions, 507
transfers between international financial

institutions, 51, 52
Clearstream, 502
Closed-end country funds (CECFs), 516, 518
Closed-end funds, 512–514, 516, 518, 519, 525
CLS Group Holdings AG, 52
Coface Group, 322–324
Collateral, 208, 209, 243, 245, 401, 511

Collateralized debt obligation (CDO), 41
Collection risk, 202, 206, 207
Commercial banks

banker’s acceptance, 202–209
Basel Accords, 49, 52, 509
cash flow management, 246, 247
China, 474
clearing and settlement of international

transfers, 51
currency swaps, 176. See also Currency swaps
drafts, 200–203, 206–208
and foreign exchange market, 54–56
freight forwarding, 200
government bond trading, 497
international banking, 47
Japan, 472, 473, 508
role of in corporate governance, 467, 468,

470–472, 475, 489
Commodities, 66, 109, 110, 189
Common law, 199, 468, 469
Commonwealth of Independent States (CIS), 21
Compound options, 438, 439, 446, 447,

451–454
Compounding

bond interest, 498, 499
continuously compounded returns, 102–106,

144, 152–157, 165–168
CON 2, Qualitative Characteristics of Accounting

Information (reliability and relevance), 300,
301

Conditional asset pricing models, 578
Conflicts of interest, 4, 5, 232, 377, 467
Consolidated financial statements, 291, 307.

See also Translation exposure (accounting
exposure)

Consolidations, 478. See also Mergers and
acquisitions, cross-border

Consumer price index (CPI), 544
Continuous quotation system, 506
Continuously compounded returns, 102–106,

144, 152–157, 165–168
Contracts

build-operate-own (BOO), 400
build-operate-transfer (BOT), 400
contract-based foreign market entry, 317, 319,

320
customized, 109, 118, 119, 137, 138,

188, 250
license agreements, 319, 320
standardized, 109, 110, 118, 119, 130, 137
swaps, 171, 172, 174, 175, 188

Contractual exposures, 212, 213
Controlled foreign corporations (CFCs),

417–420, 423–424
Controlling shareholders, 465–468, 475–477,

487, 488
Convergence criteria, 33, 501
Convertible bonds, 396–398, 497

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



666 INDEX

Copyrights. See Intellectual property
Corporate governance

accountability, 466, 467
accounting and legal systems, 467
and agency costs, 467, 471
bank-based, 465–471, 475, 477, 478
chaebol (Korea), 465, 473, 474
characteristics of governance systems, 469,

475–478
China, 465–469, 474–476, 488, 489
controlling shareholders, 465–468, 475–477,

487, 488
and cultural differences, 7
diagram, 4
equity control, transfer of, 478–484, 487, 488.

See also Mergers and acquisitions,
cross-border

family-based, 465, 467, 468, 475, 488
India, 465
investor protection, 477, 478
keiretsu system (Japan), 322, 465–469,

471–476, 481, 482, 486, 488, 489
legal environment, 477, 478
and management underperformance, 486, 487
market-based, 465, 466, 468, 469
national systems, 467–474
overview, 465, 466, 488, 489
shareholders’ rights, 466, 467
stakeholders, 465–471, 488, 489
supervisory boards, 466, 469–472, 474, 482,

486–488
transparency, 466, 467, 484
tunneling, 487, 488
United States, 465–471, 475, 476, 488

Correlation of markets and assets, 532–539, 541,
546–548, 550, 557

Cost of capital
and capital structure, 375–380. See also Capital

structure
integrated markets, 378, 383, 384, 391–393,

402, 403
opportunity cost, 86, 380
overview, 402, 403
and project valuation, 380–390
required return on investment (hurdle rate),

378–384. See also Hurdle rate (required
return)

and risk involved in foreign projects, 390–394
in segmented markets, 378, 379, 384, 395, 396,

402, 403
treasury functions, 211

Cost of debt, 231, 377, 382, 383, 387, 401
Cost of equity, 383, 387, 388
Costs of financial distress, 12, 223, 227–234,

279, 294, 375–377, 388, 389, 401, 479
Counterpurchase, 204
Countertrade (reciprocal trade), 204, 205

Country risk, 8, 9, 315, 316, 322–338, 342, 343,
567, 570. See also Blocked funds; Financial
risk; Political risk

Covariance, 534, 537, 538, 541, 546, 557
Covered interest arbitrage, 80–83
Covered interest parity (CIP), 80. See also Interest

rate parity (IRP)
Credit cards, 56
Credit default swap (CDS), 188, 299
Credit derivative swaps, 188
Credit management, 210
Credit ratings, 296, 307, 392, 394
Credit risk, 41, 49, 52, 188, 190, 202–204,

206–209, 323. See also Currency swaps;
Default

Cross-border mergers and acquisitions, 431, 432
Cross-exchange rate (cross rate), 77, 78, 80, 119,

120
Cross hedge, 120, 121, 128, 129, 131, 250, 251
Cultural differences, 6, 7, 15, 16
Cumulative translation adjustment (CTA),

292–294, 307
Currency exchange calculations, 57–64, 67, 68.

See also Foreign exchange market
Currency forwards, 109, 110, 112–122, 125,

128–131, 242, 243, 247–250, 260, 277
Currency futures

brokers, 114
clearing, 113, 114
cross-exchange rates, 119, 120
cross hedge, 120, 121, 128, 129, 131, 250, 251
currency mismatches, 128, 129, 131
currency options compared, 135
currency risk, 110, 115, 116. See also Hedging

currency risk
customized contracts, 109, 118, 119, 250
delta cross-hedge, 128, 131
delta hedge, 120–128, 130, 131
exchanges, 109–111
forward contracts, 109, 110, 112–122, 125,

128–131, 250
forward hedges, 115–118, 122, 125, 129, 131,

214–218, 249, 250, 277
futures commission merchants, 114
futures contracts, 109–131
growth in exchange-traded futures, 109, 110
hedge ratio, 121, 125–131
hedges, 115–131, 248–251, 260, 277
historical background, 109, 110
and interest rate parity, 115
liquidity, 109, 110, 115
margin requirement, 113, 114
markets, operation of, 111, 112
marking-to-market, 113, 114, 117, 118, 129,

250
maturity dates, 115, 117–122, 127–131.

See also Delta hedge
payoff profile (risk profile), 115, 116, 118, 130
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perfect hedge, 110, 118, 120, 121, 123, 125,
129–131

prices, 115
private information, 112
public information, 112
r-square (coefficient of determination),

126–129
standardized contracts, 109, 110, 118, 119,

130, 250
Currency market. See Foreign exchange market
Currency mismatches, 128, 129, 131
Currency options

American option, 137, 144–146, 156
at-the-money, 141, 142, 146–148
call options, 136–151, 155–158
combinations of options, 151
customized, 137, 138
delta hedges, 149, 150
European option, 137
exchange rate volatility, 152–158
exchanged-traded, 136, 137
exercise price (strike price), 136–147, 155, 158,

253, 254
expiration, option values prior to, 143–147
expiration dates, 137, 138, 253, 254
forward and futures contracts compared,

135
hedge ratio (option delta), 149, 150
hedging with, 137, 147–152, 242, 247, 248,

253, 254, 260
in-the-money, 138–142, 146, 147, 149–151,

157, 158
instantaneous variance, 152, 157
international banks, 137, 138
intrinsic value, 144, 145, 158
option delta (hedge ratio), 149, 150
option gamma, 150
option premium, 139–141, 144, 145, 148, 149,

248, 253, 254
option pricing methods, 150, 157, 158,

161–168
option straddles, 151
option theta, 150, 151
option vega, 150
out-of-the-money, 138, 141, 142, 145, 147,

148, 150, 151
over-the-counter (OTC), 137, 138
overview, 135, 158
payoff profile (risk profile), 138–143,

149–151, 253, 254
payoff profiles, 138–143
profit and loss at expiration, 139–141
put-call parity, 143, 144
put options, 136, 137, 139–151, 158
standardized, 137
stationary return series, 152
time value, 144–147, 158
types of, 136

values prior to expiration, 143–147
volatility, 153–158

Currency risk (foreign exchange risk)
currency futures, 110, 115, 116. See also

Hedging currency risk
currency risk exposure, 211, 267
described, 9, 52, 53
and European Exchange Rate Mechanism

(ERM), 31
and fixed exchange rate systems, 25, 27
and floating exchange rate systems, 28, 31
foreign exchange market, 9, 52, 53, 55, 64,

66, 67
and global depression of 1930s, 29
hedging, 52, 53, 110, 115–131, 214–218
importance of to MNCs, 9
management. See Currency risk management
opportunities, 14
risk profile (payoff profile). See Risk profile

(payoff profile)
and stock returns, 576–580

Currency risk management
active management, 221, 256–260
bond funds, 545
cash flow exposures, 212–214
centralized, 242, 243, 256, 260
currency risk exposure versus currency risk,

211
economic exposure, 212, 214, 224
elements of, 218
exposures, identifying, 218
financial strategy, 198
forecasts of exchange rates and volatilities, 218
forward hedge of currency exposure, 214–218
hedging, rationale for, 227–236
hedging alternatives, evaluating, 218
hedging decision, 218, 220–223
hedging international investment risk,

550, 551
and market value of corporation, 221–223
monitoring exposures, 218, 219
operating exposure. See Operating exposure
overview, 211–223
passive management, 220, 221
proactive approach, 219, 220
sensitivities to changes, estimating, 218, 219
transaction exposure. See Transaction exposure
translation exposure. See Translation exposure

(accounting exposure)
treasury function, 197–199, 211–223

Currency speculation, 53, 56, 198, 199, 250, 301
Currency swaps, 52, 171–183, 187, 190, 247,

248, 252, 253, 260
Currency units, keeping track of, 57–59, 67, 92
Current account, 23, 24, 323, 327
Current rate method (FAS 52), 291–293
Customized contracts, 109, 118, 119, 137, 138,

188, 250
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Daimler A. G., 185, 186
Daimler Chrysler, 273, 321, 514
Day count conventions, 177, 499, 500
Debt-for-equity swaps, 188, 189, 515
Debt location, 430, 431
Decision trees, 220, 442, 443, 456, 457
Default. See also Credit risk

collateralized debt obligations (CDOs), 41
consequences of 2008 financial crisis, 390
correlated default, 52
forward contracts, 112, 113
government bonds, 41
risk, 50, 52, 200

Delta cross-hedge, 128, 131
Delta hedge, 120–128, 130, 131, 149, 150
Depository receipts, 398, 510–512, 519, 525.

See also American depository receipt (ADR);
Global depository receipts (GDRs)

Depreciation
calculations, 63, 64, 67, 68
currency value, 28, 41, 63
exchange rates, 41
Mexican peso, 34
real depreciation, 91, 93, 94, 97, 272, 285,

579
Depression of 1930s, 22, 29, 40, 546
Derivatives

accounting for, 298–304, 306, 307
credit derivatives, 188
exchanges. See Exchanges
index derivatives, 514, 515, 525
international exchanges, 111, 130, 504

Deutsche Börse Group, 470, 471, 502–505
Deutsche Terminbörse (DTB), 130
Devaluation, 25, 27, 30, 34, 35, 41, 63
Difference check, 171, 175, 183, 184
Direct costs of financial distress, 377
Direct quotes, 60, 64
Disaster hedges, 145, 148, 158, 248, 359.

See also Currency options
Disaster recovery, 331, 337, 338
Disclosures, 300, 304–306, 523, 524
Discount rates

applied to blocked funds, 362, 363
bankers’ acceptances, 207, 208
discounted cash flow. See Discounted cash flow

(DCF)
options, 455, 456
return on investment, 380
weighted average cost of capital (WACC),

381, 382
Discounted cash flow (DCF)

adjusted present value (APV) approach, 380,
388, 389, 403

capital asset pricing model (CAPM), 383
discount rate, 9, 337, 348–350, 362, 363
equation, 9
net present value, 337

project valuation, 331, 337, 348, 349, 367,
368, 380–390, 437, 438

and real options, 437, 438, 454–457
weighted average cost of capital (WACC)

approach, 380–387, 403
Discounted payback period, 337
Discounting, 206, 207
Disruption in operations, 328, 329
Distributors, 317, 318
Diversifiable risk. See Unsystematic risk
Diversification

benefits of, 548–551
bond investments, 549, 550
corporate, 551
correlation of markets and assets, 532–539,

541, 546–548, 550, 557
countries, 572, 573
covariance, 534, 537, 538, 541, 546, 557
discount, 551
and efficient frontier, 539, 550
equity investments, 548–550
expected return on portfolio, 532–534
foreign investment returns, 541–548
geographic diversification, 240, 241, 279–281,

333, 485, 486
home asset bias, 531, 551–557
industry, 572, 573
international investments, 518, 519
market correlation, 533, 546–548
mean-variance efficiency, 517, 518, 520,

538–540, 564, 567
mean-variance framework, 531, 532
multiple asset (large) portfolio risk, 537, 538
overview, 530, 557, 558
portfolio analysis, 546–548
systematic risk, 540, 541
two-asset portfolio risk, 534–537
unsystematic risk, 540, 541
variance, 534
variance-covariance matrix, 537, 538

Domestic bonds, 397, 495–502, 515
Drafts, 200–203, 206–208

Economic exposure, 212, 214, 224. See also
Operating exposure; Transaction exposure

Economic value added (EVA), 297
Economies of scale, 11, 236, 382
Economies of scope, 11
Economies of vertical integration, 11
EDX London (Equity Derivatives Exchange), 504
Effective annual yield, 498, 499
Efficient frontier, 539, 550
Efficient market hypothesis, 94–96, 519, 520
Efficient markets, 13, 46, 56, 57, 67, 94–96, 138,

402, 519–521, 583
Electronic trading, 502–504, 506
Emerging markets, 391–394, 402, 453, 454, 513
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Endogenous uncertainty, 448, 451–453
Equal access to costless information (perfect

market assumption), 13, 376
Equal access to market prices (perfect market

assumption), 12, 13, 376, 555, 563
Equity premium (equity risk premium),

384–387
Equity swaps, 187, 188, 515
Eurex, 111, 130
Euro, 20, 27, 33, 42, 501
Euro-euros, 48
Euro Interbank Offered Rate (EURIBOR), 48
Eurobonds, 397–398, 495, 497, 500–502
Euroclear, 502
Eurocurrency market, 46–51
Eurodollars, 47, 48
Euronext, 130, 504
Euronext LIFFE, 130, 504
European Economic Community (EEC), 30, 31,

501
European Exchange Rate Mechanism (ERM),

31–33, 42
European monetary union (Emu), 32, 33
European option, 137, 438
European Union (EU), 20, 32, 33, 42, 501, 509,

510, 524
Eurosterling, 47
Euroyen, 47
Eurozone, 20, 32, 33, 42, 501
Exchange rate

basis points, 51, 55, 62
classification of exchange rate arrangements,

25–28
cross-exchange rate (cross rate), 77,

78, 80
equilibrium, international parity conditions,

76–80, 96
forecasting, 65, 94–96
historical exchange rates, 291–294, 307
quotations, 57–64. See also Foreign exchange

market
real exchange rate, 73, 88–95, 97
systems, 25–28. See also Fixed exhange rate

systems; Floating exchange rate systems
volatility, 31, 65–67, 82, 86, 95, 146, 147,

152–158
Exchange-traded funds (EFTs), 513, 514, 519
Exchanges, 109–111, 130, 497, 502–507.

See also Stock markets; specific exchanges
Executive compensation, 297
Exercise price (strike price), 136–147, 155, 158,

253, 254, 438
Exogenous uncertainty, 448, 450, 451
Expected return on portfolio, 532–534
Expiration dates, currency options, 137–141,

143–147, 253, 254, 438
Explicit taxes, 414–416, 430
Export-Import Bank, 207

Exports, 205–208, 275, 317–320.
See also International trade

Expropriation
of corporate assets by controlling shareholders

or management (tunneling), 487, 488
country-specific risk, 365, 400, 567
impact of, 328
insurance, 334, 342, 400
intellectual property, 336
political risk, 9, 280, 325–328, 360, 365
reducing risk of, 377, 378
remedies, negotiating, 332
risk, treatment of in capital budgeting, 360,

365–367
risk indices, 323, 327

Extendible swaptions, 189
External markets, 46–48

Facilitation payments, 422
Factor models, asset pricing, 569–582, 584
Factoring, 206, 207
Fair value accounting, 301
Fama-French 3-factor model, 573–575, 582
Fannie Mae, 40, 41
FAS. See Financial Accounting Standards (FAS)
Fat-tail distributions, 52, 532
Financial account, 23, 24
Financial Accounting Standards (FAS)

FAS 52, Foreign Currency Translation,
291–294, 307

FAS 119, Disclosures about Derivative
Financial Instruments, 300

FAS 133, Accounting for Derivative
Instruments and Hedging Activities,
298–304, 306, 307

Financial Accounting Standards Board (FASB)
CON 2, Qualitative Characteristics of

Accounting Information (reliability and
relevance), 300, 301

Financial Accounting Standards. See Financial
Accounting Standards (FAS)

generally accepted accounting principles
(U.S. GAAP). See Generally accepted
accounting principles (GAAP)

Financial assets versus real assets, 75
Financial distress costs, 12, 219, 223, 227–235,

279, 294, 375–377, 388, 389, 401, 477, 479,
573–576, 581, 582

Financial engineering, 176
Financial futures, 109, 110, 130, 504.

See also Currency futures
Financial management, 15, 16. See also Treasury

management
Financial markets, overview, 45–51
Financial opportunities, 12–14
Financial policy, 12–14, 198, 376–377
Financial price risk, 66, 171, 187–190, 214
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Financial risk, 9, 31, 316, 326–328.
See also Currency risk (foreign exchange risk)

Financial Services Modernization Act of 1999,
507

Financial statements
analysis of, 521–524
consolidated, 291, 307. See also Translation

exposure (accounting exposure)
foreign currency translation, 291, 292. See also

Translation exposure (accounting exposure)
Financial strategy, 197–199, 375
Financing

international trade, 200–209
project finance, 335, 336, 377, 378, 399, 400,

403, 423
sources of funds, 394–400, 403
subsidized, 329, 333, 347, 360, 364, 365, 367,

389
tax planning, 430, 431

Firm value, 14, 15, 223, 294, 377
Fisher equation, 86–89, 351, 542
Fixed exchange rate systems, 25–28, 30, 31,

34–39, 41, 63
Float, 555
Floating exchange rate systems, 25, 26, 28,

30–31, 41, 63
Floating rates, 50
Flow-through entities, 418
Ford Motor Company, 222, 223
Forecasting

cash flows, 210
exchange rates, 65, 94–97
forward rates as predictors of future spot rates,

85, 86, 257
fundamental analysis, 95, 96, 221
technical analysis, 95, 221
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