
1 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

FINANCIAL 

MANAGEMENT 

 

 
 

DCA-201 

 

 

 

 

 

 

 

 

 

 

 

 
MCA SEM-I 

BCA SEM III 



COURSE DESIGN, PREPARATION AND REVIEW TEAM 

Prof. T.K. Jain 

Director, 

CDOE SGVU Jaipur 

Dr. Ankur Jain, 

Director, 

CIQA, SGVU Jaipur 

Prof. P.K. Sharama 

Rtd. Professor 

VMOU Kota 

Ms. Shikha Srivastava, 

Assistant Professor,  

Dept. of Computer Applications, SGVU 

Dr. Ajay Vardhan 

Regional Director 

IGNOU Aligarh(UP) 

Dr. Kriti Shrivastav 

Assistant Professor 

CIQA SGVU Jaipur 

Dr. Aman Sharma,    

Assistant Professor,  

CDOE, SGVU 

Ms. Isha Sharma,  

Assistant Professor,   

Dept. of Computer Applications, SGVU 

Dr. Ranjan Upadhyaya, Professor, 

Department of Management Studies, 

Vivekananda Global University, Jaipur 

Ms. Sonika Katta,  

Assistant Professor,   

Dept. of Computer Applications, SGVU 

Dr. Vijay Sharma, HOD, Centre for Rural 

Empowerment and Development, 

Government Engineering College, Bikaner 

Mr. Satyanand Gora,  

Assistant Professor,   

Dept. of Computer Applications, SGVU 

Dr. Vishal Goar 

Dean Research 

Bikaner Technical University, Bikaner . 

Dr. Lata Suresh, 

Director, Indian Institute of Corporate 

Affairs, (Ministry of Corporate Affairs) 

Gurugram 

Program Coordinator 

Dr. Anil Pal*, 
Associate Professor 
CDOE, SGVU Jaipur 

Course Coordinator and editor 

Dr. Sohit Agarwal*, 
 Associate Professor, 
CDOE, SGVU, Jaipur 

 

Acknowledgement : The persons marked with (*) are the authors 

PRINT PRODUCTION  

 

Mahendra Sharma 

Assistant Registrar 
SGVU Jaipur 

 

Published in: November, 2024 

ISBN (Awaited) 

©SGVU. All rights reserved. No part of this work may be reproduced in any form, by mimeograph or any other means, 

without permission in writing from the SGVU. 

Published by: 
 

S. B. Prakashan Pvt. Ltd. 

WZ-6, Lajwanti Garden, New Delhi: 110046 Tel.: (011) 28520627 | Ph.: 9625993408 

Email: info@sbprakashan.com | Web.: www.sbprakashan.com 

 

 

 

mailto:info@sbprakashan.com
http://www.sbprakashan.com/
*



 

 

BLOCK 1 

INTRODUCTION TO FINANCIAL MANAGEMENT 

 

1 

BLOCK 2 

 TIME VALUE OF MONEY 

 

73 

BLOCK 3 

CAPITAL BUDGETING 

 

142 

BLOCK 4 

FINANCIAL MARKETS AND INSTITUTIONS 

 

209 

BLOCK 5 

WORKING CAPITAL AND DIVIDEND DECISIONS 

 

271 

 
 

 



Learning Map 

Course Credit- 4 
 

Content Course Credit Page No 

BLOCK 1 INTRODUCTION TO FINANCIAL 

MANAGEMENT 
0.8 1 

Unit 1: Definition, Scope, and Objectives of Financial 

Management 

 
2 

Unit 2: Financial Planning and Control  33 

Unit 3: Financial Statements and Analysis  53 

BLOCK 2 TIME VALUE OF MONEY 0.8 73 

Unit 4: Concept of Time Value of Money  
74 

Unit 5: Compound Interest and Discounting  93 

Unit 6: Present Value and Future Value Calculations  117 

BLOCK 3 CAPITAL BUDGETING 0.8 142 

   Unit 7: Methods of Capital Budgeting (NPV, IRR, Payback 

Period) 

 
143 

   Unit 8: Risk and Uncertainty in Capital Budgeting  163 

   Unit 9: Cost of Capital  190 

BLOCK 4 FINANCIAL MARKETS AND 

INSTITUTIONS 
0.8 209 

Unit 10: Structure and Functioning of Financial Markets  
210 

Unit 11: Types of Financial Institutions and their Role  240 

Unit 12: Financial Instruments and Derivatives  256 

BLOCK 5 WORKING CAPITAL AND DIVIDEND 

DECISIONS 
0.8 271 

Unit 13: Working Capital Management  
272 

Unit 14: Dividend Policy and its Impact on Firm Value  286 

Unit 15: Short-term Financing and Liquidity Management  
301 

 

 

Prior Learning 
 

    This course assumes prior knowledge of basic accounting and economics, building on those concepts to 

enhance financial management and strategic decision-making skills. 
 


	1.3.1 Investment Decisions
	1.3.2 Financing Decisions
	1.3.3 Dividend Decisions
	1.3.4 Working Capital Management
	1.3.5 Risk Management
	1.4 Tools and Techniques in Financial Management
	A. Profitability Ratios
	B. Liquidity Ratios
	C. Efficiency Ratios
	D. Solvency Ratios

	1.4.2 Budgeting
	Types of Budgets:

	1.4.3 Cash Flow Analysis
	Key Elements of Cash Flow:
	Importance of Cash Flow Analysis:

	1.4.4 Financial Forecasting
	Techniques for Financial Forecasting:

	1.4.5 Capital Budgeting Techniques
	A. Net Present Value (NPV)
	B. Internal Rate of Return (IRR)
	C. Payback Period
	D. Profitability Index (PI)

	1.4.6 Break-Even Analysis
	Break-Even Point (BEP):

	1.4.7 Risk Management Techniques
	Common Risk Management Techniques:

	Learning Activity
	1.5 Challenges in Financial Management
	1.5.1 Economic Uncertainty
	1.5.2 Globalization
	1.5.3 Technological Advancements
	1.5.4 Corporate Governance
	Learning Activity: Understanding Economic Uncertainty and Its Impact on Financial Management
	1.6.1 Profit Maximization
	1.6.2 Wealth Maximization (Shareholder Wealth Maximization)
	1.6.3 Efficient Utilization of Resources
	1.6.4 Risk Management and Minimization
	1.6.5 Liquidity Management
	1.6.6 Ethical Financial Management
	Learning Activity (1)
	1.7.1 Definition
	1.7.2 Focus
	1.7.3 Time Horizon
	1.7.4 Risk Consideration
	1.7.5 Approach to Financial Decision Making
	1.7.6 Measurement
	1.7.7 Dividend Policy
	1.7.8 Ethical Considerations
	1.7.9 Example of Profit Maximization vs. Wealth Maximization
	Learning Activity :
	1.8.1 Strategic Decision-Making: Provides Insights for Investment and Financing Decisions
	1.8.2 Operational Efficiency: Ensures Optimal Utilization of Financial Resources
	1.8.3 Value Creation: Drives Shareholder Value and Market Confidence
	1.8.4 Risk Mitigation: Protects Against Financial Uncertainties and Crises
	1.8.5 Sustainability: Supports Long-Term Growth and Organizational Health
	Learning Activity (2)
	2.1 Glossary
	2.2 Introduction to Financial Planning and Control
	Definition of Financial Planning and Control
	Importance of Financial Planning and Control

	2.3 Components of a Financial Plan
	2.3.1 Revenue Projections
	2.3.2. Expense Forecasts
	2.3.3. Capital Budgeting
	2.3.4. Cash Flow Management
	2.3.5. Contingency Plans
	2.3.6. Profit and Loss (P&L) Statement
	2.3.7. Balance Sheet
	2.3.8. Break-Even Analysis
	2.3.9. Debt Management Strategy
	2.3.10. Tax Planning
	2.3.11. Investment Strategy
	2.3.12. Retirement Planning
	2.3.13. Financial Ratios and Key Performance Indicators (KPIs)
	2.3.14. Goal Setting and Financial Objectives
	2.4 Budgeting and its Role in Financial Control
	Types of Budgets
	2.4.1. Operational Budget
	2.4.2. Capital Budget
	2.4.3. Cash Budget
	2.4.4. Flexible Budget

	2.5 Financial Control Mechanisms
	2.5.1 Variance Analysis
	2.5.2 Key Performance Indicators (KPIs)
	2.5.3 Internal Audits
	2.5.4 Break-even Analysis
	2.5.5 Cost Control
	Learning Activity (3)
	2.6 Summary
	2.7 Keywords
	2.8 Self-assessment Questions
	2.9 Suggested Answers
	2.10 References
	2.11 Additional Resources and Further Readings
	Learning Objectives
	Structure
	3.1 Glossary
	3.2 Introduction to Financial Statements
	3.3 Types of Financial Statements
	3.4 Diagram: Financial Statement Interrelations
	3.5 Financial Analysis Techniques
	3.6 Summary
	3.7 Keywords
	3.8 Self-assessment Questions
	3.9 Suggested Answers
	3.10 References
	3.11 Additional Resources and Further Reading
	3.1 Glossary (1)
	3.2 Introduction to Financial Statements (1)
	Importance of Financial Statements:

	3.3 Types of Financial Statements (1)
	3.3.1. Income Statement (Profit and Loss Statement)
	Purpose:
	Key Components:
	Example:

	3.3.2. Balance Sheet (Statement of Financial Position)
	Purpose:
	Key Components:

	3.3.3. Cash Flow Statement
	Purpose:
	Key Components:

	3.3.4. Statement of Changes in Equity (Statement of Retained Earnings)
	Purpose:
	Key Components:

	Learning Activity: Income Statement Review
	Objective:
	Activity:

	3.4 Diagram: Financial Statement Interrelations (1)
	Financial Statement Interrelations:
	Learning Activity: Understanding Financial Statement Connections
	Objective:
	Activity:

	3.5 Financial Analysis Techniques (1)
	3.5.1. Ratio Analysis
	Key Types of Ratios:

	3.5.2. Trend Analysis
	Common Techniques:

	3.5.3. Common-Size Financial Statements
	3.5.4. Cash Flow Analysis
	3.5.5. DuPont Analysis
	3.5.6. Break-Even Analysis
	3.5.7. Economic Value Added (EVA)
	Learning Activity: Ratio Analysis
	Objective:
	Activity:

	3.6 Summary (1)
	3.7 Keywords (1)
	3.8 Self-Assessment Questions
	Case Study Questions
	True/False Questions
	Multiple Choice Questions (MCQs)
	Very Short-Type Questions
	Short-Type Questions
	Long-Type Questions

	3.9 Suggested Answers (1)
	Case Study Answers
	True/False Answers
	Multiple Choice Answers
	Very Short-Type Answers
	Short-Type Answers
	Long-Type Answers

	3.11 References
	3.10 Additional Resources and Further Readings
	UNIT 4: CONCEPT OF TIME VALUE OF MONEY
	4.1 Glossary
	4.2 Introduction
	4.3 The Time Value of Money Principle
	4.4 Conceptual Explanation of Time Value of Money
	4.5 Annuities
	4.6 The Relationship Between TVM and Financial Decision-Making
	4.7 Summary
	4.8 Keywords
	4.9 Self-assessment Questions
	4.10 Suggested Answers
	4.11 References
	4.12 Additional Resources and Further Readings
	4.1 Glossary (1)
	4.2 Introduction (1)
	4.3 The Time Value of Money Principle (1)
	Key Components of Time Value of Money
	Formula for Time Value of Money
	Future Value (FV) Formula:
	Present Value (PV) Formula:

	4.4 Conceptual Explanation of Time Value of Money (1)
	Applications of Time Value of Money
	Compounding vs. Discounting
	Example of Time Value of Money
	4.5 Annuities

	Types of Annuities
	Formula for the Present Value of an Annuity
	How the Formula Works
	Step-by-Step Breakdown of the Formula:

	Example of Present Value Calculation for an Ordinary Annuity
	Present Value of Annuity Due
	Learning Activity (4)
	Solve an example where you need to find the present value of an annuity, given periodic payments and an interest rate.
	4.6 The Relationship between TVM and Financial Decision-Making

	4.6.1. Investing: Comparing Investment Opportunities
	TVM and Investment Decisions:
	Practical Use in Investing:

	4.6.2. Loans and Mortgages: Determining Loan Repayments and Interest Rates
	TVM in Loans and Mortgages:
	Practical Use in Loans and Mortgages:

	4.6.3. Saving: Reaching Future Financial Goals
	TVM and Saving for Future Goals:
	Practical Use in Saving:

	4.6.4. Other Financial Decisions Where TVM Plays a Role
	Learning Activity (5)
	4.7 Summary (1)
	4.8 Keywords (1)
	4.9 Self-Assessment Questions
	Case Study Question
	True or False
	Multiple Choice Questions
	Short Questions
	Long Questions

	4.10 Suggested Answers (1)
	Case Study Answer
	True or False Answers
	MCQ Answers
	Very short type Answers
	Short Answers
	Long Answers

	4.11 References (1)
	4.12 Additional Resources & Further Readings
	UNIT 5: COMPOUND INTEREST AND DISCOUNTING
	Learning Objectives (1)
	5.1 Glossary
	5.2 Introduction
	5.3 Compound Interest
	5.4 Discounting
	5.5 Continuous Compounding
	5.6 Applications of Compound Interest and Discounting

	5.7 Summary
	5.8 Keywords
	5.9 Self-assessment Questions
	5.10 Suggested Answers
	5.11 References
	5.12 Additional Resources and Further Readings
	5.1 Glossary (1)
	5.2 Introduction (1)
	5.3 Compound Interest

	5.3.1 Key Concepts of Compound Interest
	5.3.2 Formula for Compound Interest
	Explanation of the Formula
	5.3.2 Types of Compound Interest
	5.3.4 Effects of Compounding Frequency
	Why Compound Interest Matters
	Practical Example of Compound Interest in Investment
	Learning Activity (6)
	5.4 Discounting

	What is discounting?
	Key Concept: Present Value (PV)
	The Discounting Formula Explained
	Example of Discounting
	Applications of Discounting
	Discounting and the Risk Factor
	Factors Affecting Discounting
	Discounting vs. Compounding
	Example of Comparing Discounting and Compounding
	Learning Activity (7)
	5.5 Continuous Compounding

	Formula for Continuous Compounding
	Explanation of the Formula (1)
	Example of Continuous Compounding
	Comparison with Other Compounding Methods
	Annual Compounding (once per year):
	Monthly Compounding (12 times per year):
	Continuous Compounding:
	Summary of Results:

	Applications of Continuous Compounding
	Limitations of Continuous Compounding
	Learning Activities
	5.6 Applications of Compound Interest and Discounting

	Applications of Compound Interest
	Applications of Discounting (1)
	Key Differences Between Compound Interest and Discounting
	Learning Activities (1)
	5.7 Summary (1)
	5.8 Keywords (1)
	5.9 Self-Assessment Questions
	Case Study Question
	True or False
	Multiple Choice Questions
	Very short type Questions
	2. How does compounding frequency affect compound interest?
	3.  What is the formula for calculating the future value with compound interest?
	4. What is discounting in financial terms?
	5. What is the difference between simple interest and compound interest?
	Short type Questions
	Long type Questions

	5.10 Suggested Answers (1)
	Case Study Answer
	True or False Answers
	MCQ Answers
	Very short answers
	Short Answers
	Long Answer

	5.11 References (APA Style)
	5.12 Additional Resources & Further Readings
	Unit 6: Present Value and Future Value Calculations
	Learning Objectives (2)
	Structure (1)
	6.1 Glossary
	6.2 Introduction
	6.5 The Time Value of Money

	6.8 Summary
	6.9 Keywords
	6.10 Self-assessment Questions
	6.11 Suggested Answers
	6.12 References
	6.13 Additional Resources and Further Readings
	6.1 Glossary (1)
	6.2 Introduction (1)
	6.3 Future Value (FV)
	Key Concepts Related to Future Value (FV)
	Future Value (FV) Formula
	Types of Future Value Calculations
	Applications of Future Value (FV)
	Factors Affecting Future Value
	Learning Activity (8)
	6.4 Present Value (PV)

	Key Concepts Related to Present Value (PV)
	Present Value (PV) Formula
	Steps for Calculating Present Value
	Example of Present Value Calculation
	Applications of Present Value
	Factors Affecting Present Value
	Present Value of Annuities
	Learning Activity (9)
	6.5 The Time Value of Money

	Key Principles of Time Value of Money
	Components of Time Value of Money
	Time Value of Money Formulas
	Applications of Time Value of Money (1)
	Examples of Time Value of Money
	Learning Activity (10)
	6.6 Calculating Future Value and Present Value for Annuities

	Future Value of an Annuity (FV)
	Formula for Future Value of an Annuity:
	Example for Future Value:

	Present Value of an Annuity (PV)
	Formula for Present Value of an Annuity:
	Example for Present Value:

	Types of Annuities (1)
	Applications of Future Value and Present Value of Annuities
	Learning Activity (11)
	6.7 The Relationship Between Present Value and Future Value

	Key Differences
	Mathematical Relationship Between PV and FV
	Future Value Formula:
	Present Value Formula:

	How Present Value and Future Value are Related
	Example of Relationship between PV and FV in Practice
	Learning Activity (12)
	6.8 Summary (1)
	6.9 Keywords (1)
	6.10 Self-Assessment Questions
	Case Study Question
	True or False
	Multiple Choice Questions
	Very short Questions
	Short Questions
	Long Questions

	6.11 Suggested Answers (1)
	Case Study Answer
	True or False Answers
	MCQ Answers
	Very short Answer
	Short Answer
	Long Answers

	6.12 References (APA Style)
	6.13 Additional Resources & Further Readings
	UNIT 7: METHODS OF CAPITAL BUDGETING (NPV, IRR, PAYBACK PERIOD)
	Learning Objectives (3)
	Structure (2)
	7.1 Glossary
	7.2 Introduction
	7.3 Net Present Value (NPV)
	7.4 Internal Rate of Return (IRR)
	7.5 Payback Period
	7.6 Comparison of NPV, IRR and Payback Period
	7.7 Summary
	7.8 Keywords
	7.9 Self-assessment Questions
	7.10 Suggested Answers
	7.11 References
	7.12 Additional Resources and Further Reading
	7.1 Glossary (1)
	7.2 Introduction (1)
	7.3 Net Present Value (NPV)

	7.3.1. Definition of NPV
	7.3.2. Time Value of Money
	7.3.3. How NPV Works
	Step 1: Estimate Future Cash Flows
	Step 2: Select a Discount Rate
	Step 3: Discount the Cash Flows
	Step 4: Calculate NPV

	7.3.4. Interpretation of NPV
	7.3.5. NPV and Decision Making
	a. Investment Evaluation:
	b. Comparing Multiple Projects:
	c. Risk Considerations:

	7.3.6. Advantages of NPV
	7.3.7. Limitations of NPV
	a. Estimation of Cash Flows:
	b. Choosing the Right Discount Rate:
	c. Ignores Non-financial Factors:
	d. Assumption of Reinvestment Rate:

	7.3.8. Variations and Related Concepts
	7.3.9. Practical Example of NPV Calculation
	Learning Activity (13)
	7.4 Internal Rate of Return (IRR)

	How IRR Works
	How to Calculate IRR
	Advantages of IRR
	Limitations of IRR
	Learning Activity (14)
	7.5 Payback Period

	How Payback Period Works
	Steps to Calculate Payback Period:

	Advantages of Payback Period
	Limitations of Payback Period
	Learning Activity (15)
	7.6 Comparison of NPV, IRR, and Payback Period
	Key Differences:
	Learning Activity (16)
	Understand how to calculate and interpret the NPV, IRR, and Payback Period for different investment projects.
	7.7 Summary (1)
	7.8 Keywords (1)
	7.9 Self-Assessment Questions
	Case Study Question
	True or False
	Multiple Choice Questions
	Very short type Questions
	Short Questions
	Long Questions

	7.10 Suggested Answers (1)
	Case Study Answer
	True or False Answers
	MCQ Answers
	Very short Answer
	Short Answer
	Long Answers

	7.11 References (APA Style)
	7.12 Additional Resources & Further Readings
	UNIT 8: RISK AND UNCERTAINTY IN CAPITAL BUDGETING
	Learning Objectives (4)
	Structure (3)
	8.1 Glossary
	8.2 Introduction
	8.3 Risk and Uncertainty in Capital Budgeting
	8.4 Types of Risk in Capital Budgeting
	8.5 Techniques for Analyzing Risk
	8.6 Behavioral Considerations in Risk and Uncertainty
	8.7 Practical Applications and Case Studies

	8.8 Summary
	8.9 Keywords
	8.10 Self-assessment Questions
	8.11 Suggested Answers
	8.12 References
	8.13 Additional Resources and Further Readings
	8.1 Glossary (1)
	8.2 Introduction (1)
	8.3 Risk and Uncertainty in Capital Budgeting

	8.3.1. Definition of Risk
	Key Features of Risk:
	Example of Risk in Capital Budgeting:

	8.3.2. Definition of Uncertainty
	Key Features of Uncertainty:
	Example of Uncertainty in Capital Budgeting:

	8.3.3. The Role of Risk and Uncertainty in Capital Budgeting
	Why Businesses Need to Assess Risk and Uncertainty:
	8.4 Types of Risk in Capital Budgeting

	8.4.1. Business Risk
	Key Features of Business Risk:
	Example of Business Risk:

	8.4.2. Financial Risk
	Key Features of Financial Risk:
	Example of Financial Risk:

	8.4.3. Market Risk
	Key Features of Market Risk:
	Example of Market Risk:

	8.4.4. Project-specific Risk
	Key Features of Project-specific Risk:
	Example of Project-specific Risk:
	8.5 Techniques for Analyzing Risk

	8.5.1. Sensitivity Analysis
	How Sensitivity Analysis Works:
	Example:
	Benefits:

	8.5.2. Scenario Analysis
	How Scenario Analysis Works:
	Example:
	Benefits:

	8.5.3. Monte Carlo Simulation
	How Monte Carlo Simulation Works:
	Example:
	Benefits:

	8.5.4. Decision Trees
	How Decision Trees Work:
	Example:
	Benefits:
	8.6 Behavioral Considerations in Risk and Uncertainty

	8.6.1. Risk Perception Bias
	How Risk Perception Bias Works:
	Example:
	Impact on Capital Budgeting:

	8.6.2. Overconfidence and Escalation of Commitment
	Overconfidence Bias:
	How Overconfidence Works:
	Example:
	Impact on Capital Budgeting:
	Escalation of Commitment:
	How Escalation of Commitment Works:
	Example: (1)
	Impact on Capital Budgeting: (1)
	Learning Activity:
	How does overconfidence bias affect decision-making in capital budgeting?
	8.7 Practical Applications and Case Studies

	8.7.1 Case Studies: Real-World Examples of Risk and Uncertainty in Capital Budgeting
	A. Case Study: Boeing 787 Dreamliner (Project-Specific Risk)
	B. Case Study: Toyota and the Prius (Market Risk)
	C. Case Study: BP's Deepwater Horizon (Financial and Environmental Risk)

	8.7.2 Risk Management Strategies
	A. Diversification of Investments
	B. Hedging with Financial Instruments (Derivatives)
	C. Use of Insurance
	D. Risk Sharing and Contractual Agreements
	E. Contingency Planning and Flexibility

	Learning Activity (17)
	8.8 Summary (1)
	8.9 Keywords (1)
	8.10 Self-Assessment Questions
	Case Study Question
	True or False
	Multiple Choice Questions
	Very Short Questions
	Short Questions
	Long Questions

	8.11 Suggested Answers (1)
	Case Study Answer
	True or False Answers
	MCQ Answers
	Very Short Answers
	Short Answers
	Long Answers

	8.12 References (APA Style)
	8.13 Additional Resources & Further Readings
	UNIT 9: COST OF CAPITAL
	Learning Objectives (5)
	Structure (4)
	9.1 Glossary
	9.2 Introduction
	9.3 Components of Cost of Capital
	9.4 Impact of Taxes on the Cost of Debt
	9.5 Factors Affecting the Cost of Capital

	9.6 Summary
	9.7 Keywords
	9.8 Self-assessment Questions
	9.9 Suggested Answers
	9.10 References
	9.11 Additional Resources and Further Readings
	9.1 Glossary (1)
	9.2 Introduction (1)
	9.3 Components of Cost of Capital

	9.3.1. Cost of Debt (Kd)
	Key Aspects of Cost of Debt:
	Example:

	9.3.2. Cost of Equity (Ke)
	Key Aspects of Cost of Equity:
	Example:

	9.3.3. Cost of Preferred Stock (Kps)
	Key Aspects of Cost of Preferred Stock:
	Example:

	9.3.4. Weighted Average Cost of Capital (WACC)
	Formula for WACC:

	Example:
	Learning Activity:
	9.4 Impact of Taxes on the Cost of Debt

	9.4.1. Tax Shield and Its Effect on the Cost of Debt
	The Tax Shield Formula:
	Example:

	9.4.2. Why Debt is Cheaper than Equity
	9.4.3. Impact on Capital Structure and WACC
	WACC Formula with Tax Shield:

	9.4.4. Trade-Off Between Debt and Equity
	Trade-Off Theory:
	9.5 Factors Affecting the Cost of Capital

	9.5.1. Market Conditions
	a. Interest Rates
	b. Inflation
	c. Market Volatility

	9.5.2. Company Risk Profile
	a. Business Risk
	b. Financial Risk
	c. Industry Risk
	d. Credit Rating

	9.5.3. Capital Structure
	a. Debt-to-Equity Ratio
	b. Financial Risk and Leverage
	c. Optimal Capital Structure

	9.5.4. Other Factors
	a. Economic Environment
	b. Company’s Growth Prospects

	Learning Activity (18)
	How do changes in inflation and interest rates in the economy impact the cost of capital for a company? Discuss with a real-world example.
	9.6 Summary (1)
	9.7 Keywords (1)
	9.8 Self-Assessment Questions
	Case Study Question
	True or False
	Multiple Choice Questions
	Very Short Questions
	Short Questions
	Long Questions

	9.9 Suggested Answers (1)
	Case Study Answer
	True or False Answers
	MCQ Answers
	Very Short Answers
	Short Answer
	Long Answer Answers

	9.10 References (APA Style)
	9.11 Additional Resources & Further Readings
	UNIT 10: STRUCTURE AND FUNCTIONING OF FINANCIAL MARKETS
	Learning Objectives (6)
	Structure (5)
	10.1 Glossary
	10.2 Introduction
	10.3 Types of Financial Markets
	10.4 Participants in Financial Markets
	10.5 Market Instruments
	10.6 Market Functions
	10.7 Market Regulation and Oversight
	10.8 Summary
	10.9 Keywords
	10.10 Self-Assessment Questions
	10.11 Suggested Answers
	10.12 References
	10.13 Additional Resources & Further Readings
	10.1 Glossary (1)
	10.2 Introduction (1)
	10.3 Types of Financial Markets (1)
	Learning Activity (19)
	10.4 Participants in Financial Markets (1)
	Summary of Participants’ Roles:
	Learning Activity (20)
	10.5 Market Instruments (1)
	Summary of Market Instruments:
	Learning Activity (21)
	10.6 Market Functions (1)
	Summary of Market Functions:
	Learning Activity (22)
	10.7 Market Regulation and Oversight (1)
	Summary of Market Regulation and Oversight:
	Learning Activity (23)
	10.8 Summary (1)
	10.9 Keywords (1)
	10.10 Self-Assessment Questions (1)
	Case Study Question
	True or False
	Multiple Choice Questions
	Very Short Questions
	1. What are financial markets?
	2 What is the role of the primary market?
	3 What does the secondary market do?
	4 What is the difference between capital markets and money markets?
	5 Who regulates financial markets?
	Short Questions
	Long Questions

	10.11 Suggested Answers (1)
	Case Study Answer
	True or False Answers
	MCQ Answers
	Very Short Answers
	Short Answers
	Long Answers

	10.12 References (APA Style)
	10.13 Additional Resources & Further Readings (1)
	UNIT 11: TYPES OF FINANCIAL INSTITUTIONS AND THEIR ROLE
	Learning Objectives (7)
	Structure (6)
	11.1 Glossary
	11.2 Introduction
	11.3 Types of Financial Institutions
	11.4. Role of Financial Institutions in Economic Growth
	11.5. Financial Intermediation
	11.6. Regulation of Financial Institutions
	11.7 Risk Management in Financial Institutions
	11.8 Summary
	11.9 Keywords
	11.10 Self-Assessment Questions
	11.11 Suggested Answers
	11.12 References
	11.13 Additional Resources & Further Readings
	11.1 Glossary (1)
	11.2 Introduction (1)
	Key Types of Financial Institutions:

	Learning Activity (24)
	11.4. Role of Financial Institutions in Economic Growth (1)
	Key Roles in Economic Growth:

	Learning Activity (25)
	Question: In what ways do financial institutions promote financial inclusion and contribute to the overall development of a country's economy?
	11.5. Financial Intermediation: How Financial Institutions Bridge Savers and Borrowers
	Key Aspects of Financial Intermediation:

	Learning Activity (26)
	11.6. Regulation of Financial Institutions (1)
	Key Regulatory Bodies:
	Key Regulations:

	Learning Activity (27)
	11.7 Risk Management in Financial Institutions (1)
	Key Types of Risks:
	Risk Management Strategies:

	Learning Activity (28)
	Question: How do financial institutions identify and manage different types of risks, such as credit, market, and liquidity risk, to ensure their stability and long-term success?
	11.8 Summary (1)
	11.9 Keywords (1)
	11.10 Self-Assessment Questions (1)
	Case Study
	True/False Questions
	Multiple Choice Questions
	Very Short Questions
	1 What do commercial banks do?
	2 What role do investment banks play?
	3 What is the role of insurance companies?
	4 What do pension funds do?
	5 How do mutual funds work?
	Short Questions
	Long Answer Questions

	11.11 Suggested Answers (1)
	Case Study
	True/False Answers
	Multiple Choice Answers
	Very Short Answers
	Short Answers
	Long Answers

	11.12 References (1)
	11.13 Additional Resources & Further Readings (1)
	UNIT 12: FINANCIAL INSTRUMENTS AND DERIVATIVES
	Learning Objectives (8)
	By the end of this unit, students will be able to:
	Structure (7)
	12.1 Glossary
	12.2 Introduction
	12.3 Types of Financial Instruments
	12.4. Understanding Derivatives
	12.5. Valuation of Financial Instruments
	12.6. Uses and Applications of Derivatives
	12.7. Regulation and Risk Management of Financial Instruments
	12.8 Summary
	12.9 Keywords
	12.10 Self-Assessment Questions
	12.11 Suggested Answers
	12.12 References
	12.13 Additional Resources & Further Readings
	12.1 Glossary (1)
	12.2 Introduction (1)
	12.3 Types of Financial Instruments (1)
	Subtopics:

	Learning Activity:
	12.4. Understanding Derivatives (1)
	Subtopics:

	12.5. Valuation of Financial Instruments (1)
	Subtopics:

	Learning Activity: (1)
	12.6. Uses and Applications of Derivatives (1)
	Subtopics:

	Learning Activity: (2)
	12.7. Regulation and Risk Management of Financial Instruments (1)
	Subtopics:

	Learning Activity: (3)
	12.8 Summary (1)
	12.9 Keywords (1)
	12.10 Self-Assessment Questions (1)
	Case Study
	True/False Questions
	Multiple Choice Questions
	Very Short Questions
	Short Questions
	Long Questions

	12.11 Suggested Answers (1)
	Case Study
	True/False Answers
	Multiple Choice Answers
	Very Short Answers
	Short Answers
	Long Answers

	12.12 References (1)
	12.13 Additional Resources & Further Readings (1)
	UNIT 13: WORKING CAPITAL MANAGEMENT
	Learning Objectives (9)
	13.1 Glossary
	13.2 Introduction
	13.3 Understanding Working Capital
	13.4 Components of Working Capital
	13.5 The Cash Conversion Cycle (CCC)
	13.6 Working Capital Management Strategies
	13.7 Financing Working Capital
	13.8 Summary
	13.9 Keywords
	13.10 Self-Assessment Questions
	13.11 Suggested Answers
	13.12 References
	13.13 Additional Resources & Further Readings
	13.1 Glossary (1)
	13.2 Introduction (1)
	13.3 Understanding Working Capital (1)
	Learning Activity (29)
	13.4 Components of Working Capital (1)
	Current Assets:
	Current Liabilities:

	Learning Activity: (4)
	Create a table listing your company’s current assets and liabilities. Calculate the working capital and analyze if it’s adequate for daily operations.
	13.5 The Cash Conversion Cycle (CCC) (1)
	Formula for Cash Conversion Cycle:

	Learning Activity: (5)
	13.6 Working Capital Management Strategies (1)
	Inventory Management:
	Receivables Management:
	Payables Management:

	Learning Activity (30)
	13.7 Financing Working Capital (1)
	Short-Term Financing Options:
	Optimal Working Capital:

	Learning Activity (31)
	13.8 Summary (1)
	13.9 Keywords (1)
	13.10 Self-Assessment Questions (1)
	Case Study
	True/False Questions
	Multiple Choice Questions
	Very Short Questions
	Short Questions
	Long Questions

	13.11 Suggested Answers (1)
	Case Study
	True/False Answers
	Multiple Choice Answers
	Very Short Answer
	Short Answers
	Long Answers

	13.12 References (1)
	13.13 Additional Resources & Further Readings (1)
	UNIT 14: DIVIDEND POLICY AND ITS IMPACT ON FIRM VALUE
	Learning Objectives (10)
	Structure (8)
	14.1 Glossary
	14.2 Introduction
	14.3 Types of Dividend Policies
	14.4 Factors Influencing Dividend Policy
	14.5 Impact of Dividend Policy on Firm Value
	14.6 Dividend Theories
	14.7 Dividend Policy and Firm Value: Real-World Considerations
	14.8 Summary
	14.9 Keywords
	14.10 Self-Assessment Questions
	14.11 Suggested Answers
	14.12 References
	14.13 Additional Resources & Further Readings
	14.1 Glossary (1)
	14.2 Introduction (1)
	14.3 Types of Dividend Policies (1)
	14.3.1 Stable Dividend Policy
	14.3.2 Constant Dividend Policy
	14.3.3 Residual Dividend Policy
	14.3.4 Hybrid Dividend Policy

	Learning Activity: (6)
	14.4 Factors Influencing Dividend Policy (1)
	14.4.1 Profitability
	14.4.2 Cash Flow
	14.4.3 Growth Opportunities
	14.4.4 Tax Considerations
	14.4.5 Financial Leverage
	14.4.6 Market Expectations

	Learning Activity: (7)
	Create a checklist of factors that influence dividend decisions for a given company and discuss how each factor impacts the firm’s decision.
	14.5 Impact of Dividend Policy on Firm Value (1)
	14.5.1 Modigliani-Miller Theorem (1961)
	14.5.2 Bird-in-the-Hand Theory
	14.5.3 Tax Preference Theory

	Learning Activity: (8)
	14.6 Dividend Theories (1)
	14.6.1 Modigliani-Miller Hypothesis
	14.6.2 Bird-in-the-Hand Theory
	14.6.3 Tax Preference Theory

	Learning Activity: (9)
	Compare the Modigliani-Miller, Bird-in-the-Hand, and Tax Preference theories. Identify examples of real-world companies whose dividend policies align with each theory.
	14.7 Dividend Policy and Firm Value: Real-World Considerations (1)
	14.7.1 Market Perception and Stability
	14.7.2 Signal of Financial Health
	14.7.3 Stock Price and Investor Expectations

	Learning Activity: (10)
	14.8 Summary (1)
	14.9 Keywords (1)
	14.10 Self-Assessment Questions (1)
	Case Study
	True/False Questions
	Multiple Choice Questions
	Very Short Questions
	Short Questions
	Long Questions

	14.11 Suggested Answers (1)
	Case Study Answer
	True/False Answers
	Multiple Choice Answers
	Very Short Answers
	Short Answers
	Long Answers

	14.12 References (1)
	14.13 Additional Resources & Further Readings (1)
	UNIT 15: SHORT-TERM FINANCING AND LIQUIDITY MANAGEMENT
	Learning Objectives (11)
	Structure (9)
	15.1 Glossary
	15.2 Introduction
	15.3 Short-term Financing: Sources and Types
	15.4 Liquidity Management
	15.5. Working Capital Management
	15.6 Impact of Short-term Financing on Liquidity
	15.7 Strategies to Improve Liquidity
	15.8 Summary
	15.9 Keywords
	15.10 Self-Assessment Questions
	15.11 Suggested Answers
	15.12 References
	15.13 Additional Resources & Further Readings
	15.1Glossary
	15.2 Introduction (1)
	15.3 Short-term Financing: Sources and Types (1)
	15.3.1 Trade Credit
	15.3.2 Bank Overdraft
	15.3.3 Commercial Paper
	15.3.4 Line of Credit
	15.3.5 Bank Loans
	15.3.6 Factoring
	15.3.7 Accrued Expenses

	Learning Activity (32)
	15.4 Liquidity Management (1)
	15.4.1 Cash Management
	15.4.2 Accounts Receivable Management
	15.4.3 Inventory Management
	15.4.4 Accounts Payable Management

	Learning Activity (33)
	15.5. Working Capital Management (1)
	15.5.1 Cash Conversion Cycle (CCC)
	15.5.2 Current Ratio and Quick Ratio
	15.5.3 Financing Working Capital

	Learning Activity (34)
	15.6 Impact of Short-term Financing on Liquidity (1)
	15.6.1 Positive Impact:
	15.6.2 Negative Impact:

	Learning Activity (35)
	15.7 Strategies to Improve Liquidity (1)
	15.7.1 Improving Receivables Collection
	15.7.2 Inventory Management
	15.7.3 Negotiating Better Payment Terms
	15.7.4 Using Short-term Financing Wisely

	Learning Activity (36)
	15.8 Summary (1)
	15.9 Keywords (1)
	15.10 Self-Assessment Questions (1)
	Case Study
	True/False Questions
	Multiple Choice Questions
	Very Short Questions
	Short Questions
	Long Questions

	15.11 Suggested Answers (1)
	Case Study Answer
	True/False Answers
	Multiple Choice Answers
	Very Short Answers
	Short Answers
	Long Answers

	15.12 References (1)
	15.13 Additional Resources & Further Readings (1)



