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Preface

Financial management deals with the financial decision-making in any firm. Decisions taken by
a financial manager have financial implications. Financial Management evaluates the financial
implications and helps taking these decisions in such a way as to maximize the value of the firm or
in other words to maximize the wealth of the shareholders. The present book has been designed to
discuss the fundamental concepts of financial management. It aims to fulfill the requirements of the
students of Undergraduate Courses and various Professional Courses of Indian Universities.

Keeping in view the target students group, an attempt has been made to present the subject
matter in a non-mathematical way. It has been observed that students want a simple and systematic
explanation of the concepts underlying the financial management. The subject matter, throughout
the book, has been presented in a well-knit manner.

I feel indebted to several authors, researchers and my teachers who have helped me a lot in
understanding various issues in finance. [ am also grateful to my students who have provided the
stimulus for writing this book. I gratefully acknowledge the help, contribution and suggestions
received from various friends and colleagues working in different colleges and professional
institutes.

Sultan Chand & Sons, the publisher of the book, deserve a special mention for releasing the
book well on schedule.

Suggestions for the improvement of the book are most welcome and would be duly incorporated
and acknowledged.

Dr. R.P. Rustagi



Brief Contents

S 2 -
E s _§ S|Sge) .
RN R
§ 888888 ¢
UNIT ONE Financial Management: An Overview
1. Financial Management—An Introduction 32220 —| —| 10| 23 3
2. Time Value of Money 23-46( 24| 5| 11| 15 8| 9| 2
UNIT TWO Capital Budgeting Decisions
3. Capital Budgeting—An Introduction 49-78| 30 10 17 91 3| —
4. Capital Budgeting—Techniques of Evaluation 79-136| 58 25| 21 11| 9 1
UNIT THREE Cost of Capital and Financing Decision
5. Cost of Capital 139-178/ 40| 6| 16| 18| 15| 9| —
6. Leverage Analysis 179-206| 28 | —| 15| 10| 11| 6 1
7. EBIT-EPS Analysis 207-232| 26| 2| 10| 10 9l 7| 2
8. Leverage, Cost of Capital and Value of the firm 233-262| 30| 3| 16| 14| 13| 5| 3
9. Factors of Capital Structure 263-270| 8| —|| — | 10 9| — | —
UNIT FOUR Dividend Decision
10. Dividend Decision and Valuation of the Firm 273-302| 30| 2 6| 15| 10| 9| —
11. Dividend Policy : Determinants and Constraints 303-312( 10| — | — | 11| 10 2
UNIT FIVE Working Capital Management
12. Introduction to Working Capital 315-338| 24| 1 40 10 15| —| 7
13. Working Capital : Estimation and Calculations 339-358| 20| — | 11| — 5| —
14. Management of Cash 359-382( 24| 2 5] 10 6 1
15. Receivables Management 383-398| 16 | — 9| 10| 4 1
16. Inventory Management 399-414| 16| 2 10 T 5| 2
Total 29| 150190 | 172 | 77 | 25
Apendix-I 415-428| 14
Apendix—II 429-440| 12




Contents

Financial Management: An Overview UNIT ONE
n Financial Management—An Introduction 3-22
Introduction 3
Development of Finance 4
The Functions of a Finance Manager/Scope of Finance Function 5
Investment Decisions 7
Financing Decisions 8
Dividend Decisions 8
Financial Decision Making 9
Risk and Return : Basic Dimensions of Financial Decisions 12
Financial Management and Other Areas of Management 14
Some Basic Tenets and Axioms of Financial Management 15
Performing the Finance Function 16
Financial Management and Financial Accounting 17
Financial System:An Overview 18
Points to Remember 20
Assignments 21
Objective Type Questions 21
Theoretical Questions 21
Time Value of Money 23-46
Introduction 23
Concept and Relevance 24
Compounding Technique 26
Discounting Technique 32



Contents

Points to Remember 37
Graded Illustrations 38
Assignments 43
Objective Type Questions 43
Theoretical Questions 44
Problems 44
Capital Budgeting Decisions UNIT TWO
a Capital Budgeting — An Introduction 49-78
Introduction 49
Features and Significance 50
Problems and Difficulties in Capital Budgeting 51
Types of Capital Budgeting Decisions 52
Capital Budgeting Decisions: Assumptions and Procedures 53
Estimation of Costs and Benefits of a Proposal 54
Classification of Cash Flows 58
Original or Initial Cash Outflow 59
Subsequent Annual Inflows 61
Terminal Cash Inflows 61
Incremental Approach to Cash Flows 61
Taxation and Cash Flows 62
Depreciation, Non-Cash Items and Cash Flows 62
Financial Cash Flows 63
Points to Remember 66
Graded Illustrations 66
Assignments 76
Objective Type Questions 76
Theoretical Questions 76
Problems 77
Capital Budgeting—Techniques of Evaluation 79-136
Introduction 79
Techniques of Evaluation 80
Traditional or Non-Discounting Techniques 81
Payback Period 81
Accounting /Average Rate of Return (ARR) 83



Contents

Discounted Cash Flows or Time-Adjusted Techniques 88
Net Present Value (NPV) Method 90
Profitability Index (PI) 93
Internal Rate of Return (IRR) 95
Conclusion on the Discounted Cash Flow Techniques 100
Selecting an Appropriate Technique 103
Points to Remember 104
Graded Illustrations 104
Assignments 132
Objective Type Questions 132
Theoretical Questions 133
Problems 133
Cost of Capital and Financing Decision UNIT THREE
a Cost of Capital 139-178
Introduction 139
Concept of Cost of Capital 139
Factors Affecting the Cost of Capital of a Firm 140
Types of Cost of Capital 142
Measurement of Cost of Capital 143
Cost of Bonds and Debentures 144
Cost of Preference Share Capital 148
Cost of Equity Share Capital 150
Cost of Retained Earnings 156
Weighted Average Cost of Capital 156
Points to Remember 161
Graded Illustrations 161
Assignments 175
Objective Type Questions 175
Theoretical Questions 175
Problems 176
Leverage Analysis 179-206
Introduction 179
Concept of Leverage 180




Contents

Operating Leverage
Financial Leverage
Combined Leverage
Points to Remember
Graded Illustrations
Assignments

Objective Type Questions

Theoretical Questions

Problems

EBIT-EPS Analysis

EBIT-EPS Analysis: An Introduction

Constant Ebit and Change in the Financing Patterns
Varying EBIT with Different Patterns

Financial Break-Even Level

Indifference Point/Level
Points to Remember
Graded Illustrations
Assignments
Objective Type Questions
Theoretical Questions
Problems

Leverage, Cost of Capital and Value of the Firm

Introduction
Capital Structure Theories
Net Income Approach : Capital Structure Matters
Net Operating Income Approach: Capital Structure Does Not Matter
Traditional Approach : A Practical Viewpoint
Modigliani-Miller Model : Extension of the NOI Approach
Points to Remember
Graded Illustrations
Assignments

Objective Type Questions

Theoretical Questions

Problems

181
183
188
189
190
203
203
204
204

207-232

207
208
210
212
213
220
221
229
229
230
230

233-262

233
234
235
238
240
243
248
248
259
259
260
260



n Factors of Capital Structure

Contents

263-270

The Background 263
Factors Determining Capital Structure 263
Profitability and Capital Structure: EBIT-EPS Analysis 266
Liquidity and Capital Structure: Cash Flow Analysis 267
Points to Remember 268
Assignments 269
Objective Type Questions 269
Theoretical Questions 269
Dividend Decision UNIT FOUR
& Dividend Decision and Valuation of the Firm 273-302
Concept and Significance 273
Dividend Policy and Value of the Firm 274
Relevance of Dividend Policy 275
Walter’s Model 275
Gordon’s Model 277
Irrelevance of Dividend Policy 279
Residual Theory of Dividends 280
Modigliani and Miller Approach 280
Points to Remember 286
Graded Illustrations 286
Assignments 300
Objective Type Questions 300
Theoretical Questions 300
Problems 301
Dividend Policy : Determinants and Constraints 303-312
Dividend Policy and Retained Earnings 303
Dividend Payout Ratio 304
Stability of Dividends 305
Legal and Procedural Considerations 307
Scrip Dividend or Bonus Shares 308
Informational Contents of Dividends 309




Contents

Points to Remember 310
Assignments 311
Objective Type Questions 311
Theoretical Questions 311
Working Capital Management UNIT FIVE
ﬂ Introduction to Working Capital 315-338
Introduction to Working Capital Management 315
Nature and Types of Working Capital 316
Operating Cycle and Working Capital Needs 317
Factors Determining Working Capital Requirement 321
Need for Adequate Working Capital 323
Importance of Working Capital Management 324
Liquidity Versus Profitability—A Risk-Return Trade-Off 325
Types of Working Capital Needs 326
Financing of Current Assets 327
Working Capital: Monitoring and Control 330
Points to Remember 331
Graded Illustrations 332
Assignments 337
Objective Type Questions 337
Theoretical Questions 337
Working Capital: Estimation and Calculations 339-358
Estimation Process 339
Points to Remember 345
Graded Illustrations 345
Assignments 356
Theoretical Questions 356
Problems 356
Management of Cash 359-382
Introduction 359
Motives for Holding Cash 360
Objectives of Cash Management 361



Factors Affecting the Cash Needs
Cash Budget
Cash Management : Control Aspects
Points to Remember
Graded Illustrations
Assignments
Objective Type Questions
Theoretical Questions
Problems

Receivables Management

Introduction
Costs of Receivables
Benefits of Receivables
Trade-off on Receivables
Credit Policy
Credit Control
Evaluation of Credit Policies
Points to Remember
Graded Illustrations
Assignments
Objective Type Questions
Theoretical Questions
Problems

Inventory Management

Types of Inventories
Inventory Management
Reasons for and Benefits of Inventories
Costs of Inventory
Techniques of Inventory Management
Points to Remember
Graded Illustrations
Assignments
Objective Type Questions
Theoretical Questions
Problems

Contents

362
363
369
370
370
378
378
378
378

383-398

383
384
385
385
386
387
389
390
390
397
397
397
397

399-414

399
400
401
401
403
408
409
412
412
413
413




Contents

Appendix I

Delhi University Question Papers 415428
B.Com 2021 (OBE) Financial Management 415
B.Com 2022 (OBE) Financial Management 421

Appendix II 429-440

Table A.1 : Compounded Value of a given Amount, i.e., CVF 429

Table A.2 : Compounded Value of an Annuity, i.e., CVAF 432

Table A.3 : Present Value of a given Amount, i.e., PVF 435

Table A.4 : Present Value of a Future Annuity, i.e., PVAF 438



T T [

. mEmms]

Investment Analysis and Portfolio Management
Dr.R.P. Rustagi

About the Book

Investment Analysis and Portfolio Management has been prepared to meet the
requirements of students taking M.Com., MBA, CFA, PGDBM and other courses in

RP Rustagi it

Finance. The scope of investment decision making is widening as new concepts and IN STM ENT

financial products are appearing on the horizon. The book attempts to comprehend
the developments taking place in the area of investment analysis. It aims to present
the intricate and complex tools and techniques of investment management in a
simplified way. Numerical examples and illustrations have been used extensively
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to explain the application of different concepts. The book is equally useful for the |g Vi

investment researchers, investment practitioners and all types of investors. a §

Salient Features

» Comprehensive and systematic coverage and analytical presentation of the

subject matter.
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* Reader-friendly and frequent references to Indian environment to enhance the understanding of the subject.
* Detailed exposition of Stock Exchange operations and latest developments and emerging trends in Indian

capital market given in a capsulated form.

* Frequent references to SEBI Guidelines, Rules and Regulations.
* ‘Chapter Theme’ and ‘Chapter Plan’ given in the beginning to present the bird’s eye view of the chapter.
* More than 90 examples, nearly 350 solved illustrations, more than 280 assignments and around 150

problems given at the appropriate places.
Contents

Part I: Investment Environment
* Understanding Investment
* Financial Markets, Participants and Instruments.

Part II: Indian Capital Market
* Securities Market in India: Structure and Trading
* Mutual Funds.

Part III: Fixed Interest Securities
* Bond Fundamentals
* Bond Valuation and Management.

Part IV: Equity Shares : Analysis and Valuation
* Fundamental Analysis : E-I-C Approach
* Technical Analysis and Market Efficiency
* Valuation of Equity Shares

Part V: Risk-Return Relationship and Portfolio
Management
* Risk-Return Analysis in Investment
* Portfolio Theory : Portfolio Selection and
Management
* Capital Assets Pricing Model, Arbitrage Pricing
Theory and Portfolio Evaluation

Part VI: Derivatives and Risk Management
* Financial Derivatives: Forwards and Futures
* Options : Strategies and Valuation
» Swaps and Credit Derivatives

Part VII: Changing Structure of Indian Capital
Market
* Indian Capital Market : Emerging Trends
* Investors’ Protection, Unfair Trade Practices and
Insider Trading

Part VIII: Miscellaneous Topics
« Structured Debt, Securitization and Assets —
Backed Securities.
* Investment in Real Assets
Appendices
Glossary
Bibliography
Compounded Value Tables, Present Value Tables
and Standard Area Table

Edition: 5%, 2022; Pages: xxxii + 880; Size: 185 x 240 mm; ISBN: 978-93-5161-186-8 (TC 1116)




Investment Management Theory & Practice

Dr.R.P. Rustagi
About the Book

‘Investment Management’ has been written to meet the need of the students taking

B.Com. (H.) and other Undergraduate Courses in Finance in the light of NEP 2020. ]{}] VESTMENT
. .. . . . . ANAGEMENT
The scope of investment decision making has substantially widened with new THEORY § PRACTCE

concepts appearing on the horizon. Appropriately, the syllabi of different courses Dr. R Rustagi
have been modified and updated. Consistent with the objective, this book presents
analytical framework of the related subject matter in the light of SEBI Rules,
Regulations and Guidelines. Numerical examples and illustrations have been used
extensively to explain the applications of different concepts.
Salient Features
» Comprehensive and systematic coverage and analytical presentation of the
subject matter. suro R
* Reader-friendly and frequent references to Indian environment to enhance the
understanding of the subject.
* Detailed exposition of Stock Exchange operations and latest developments and emerging trends in Indian
capital market given in a capsulated form.
* Frequent references to SEBI Guidelines, Rules and Regulations.
¢ ‘Chapter Theme’ and ‘Chapter Plan’ given in the beginning of each chapter to present the bird's eye view
of the contents of the chapter.

Contents

Part I: Investment Environment
* Understanding Investment

* Financial Markets, Participants and Instruments

Part II: Risk-return Relationship and Portfolio Management
* Risk and Return
* Portfolio Selection and Management

Part III: Securities Analysis and Valuations
» Fixed Income Securities: Yield and Valuation
* Equity Shares: Fundamental and Technical Analysis
* Valuation of Equity Shares

Part IV: Mutual Funds and Financial Derivatives
* Mutual Funds
* Financial Derivatives

Part V: Indian Capital Market

* Indian Capital Market: Structure and Emerging Trends

* Investors’ Protection, Unfair Trade Practices and Insider Trading
Appendices

Edition: 12%, 2023; Pages:xx +436; Size: 185 x 240 mm; ISBN: 978-93-91820-40-4 (TC 1058)




About the Book

Basic Financial Management has been prepared to meet the requirements
of students taking B.Com. of University of Delhi. The Scope of financial
decision making has substantially widened with new concepts appearing
on the horizon. Consistent with the objective, the book presents an
analytical framework of the related subject-matter. Numerical examples
and illustrations have been used extensively to explain the application of
different concepts.

Salient Features

® Comprehensive and systematic coverage and analytical presentation
of the subject matter.

® Chapter Theme and Chapter Plan in the beginning of each chapter to
give the bird's eyeview of the contents of that chapter.
Objective Type Questions (with answers) given at the end of each
chapter.
Sufficient examples and solved illustrations/problems given at
appropriate places.
Extensive use of Charts, Graphs and Diagrams.
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Commerce, University of Delhi. He is M.com and M. Phil from Delhi School
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