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Bear CD, 32

Bear Spread, 32

Bearer bond, 32

Benchmark, 32, 617-618
Benchmark analysis, 32
Benchmark error, 32

Benchmark model, 405
Benchmark portfolio, 36, 114, 384
Benchmark rate, 32
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Black-Scholes formula, 35, 197
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Bond ratings, 37-38
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Bond Yield, 38
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Book value, 38-39
Book value equity, 38
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Borrow, 39
Borrowing constraints, 596
Borrowing portfolio, 39
Bounce a check, 39
Boundary condition, 39
Bounded rationality, 649
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Brokered deposit, 40
Brokered market, 40
Brownian motion, 40, 132
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Budget deficit, 40
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Butterfly spread, 22, 42
Buying the index, 42
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Calendar Spread, 43

Calibration, 43
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Call loan, 43
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Call option, 43

Call premium, 43
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Call protection, 43

Call provision, 43

Call risk, 44
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Callable bonds, 44
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Cap Rate, 44
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Capital allocation decision, 45
Capital allocation line (CAL), 45
Capital Asset Pricing Model, 45, 153-154, 366-367, 459-460
Capital budgeting, 45, 207

Capital flow, 705

Capital gains, 45

Capital lease, 45-46

Capital market equilibrium, 724-727
Capital market line, 46

Capital market securities, 46

Capital markets, 46

Capital rationing, 46

Capital structure, 46-47, 63

Capital structure ratios, 46-47
Capital surplus, 47
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CAPM, 45, 153-154, 366-367, 459-460
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Capped option, 48

Captive finance company, 48
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Cardinal utility, 48

Carry, 48

Carry market, 48

Carrying costs, 48

Carrying value, 48

CARs, 48

Carve outs, 48

Cash basis, 48

Cash break-even, 49

Cash budget, 49

Cash budget process, 49

Cash commodity, 49

Cash concentration systems, 49-50
Cash conversion cycle, 50-51

Cash cow, 51

Cash cycle, 51, 402-403

Cash delivery, 51

Cash disbursement systems, 51
Cash discounts, 52

Cash equivalents, 52

Cash flow after interest and taxes, 52
Cash flow cycle, 401-403

Cash flow from operations, 52
Cash flow mapping, 52

Cash flow matching, 52

Cash flow timeline, 52-53

Cash flows, 53

Cash letter, 53

Cash management, 395-396, 400—401
Cash-market, 53

Cash offer, 53

Cash settlement, 53

Cash transaction, 53

Cash/bond selection, 53
Cash-and-carry, 53, 233

Cashier’s check, 53
Cash-or-nothing call, 53

Cashout, 53

Cash-to-cash asset cycle, 53
Cash-to-cash liability cycle, 54
Cash-to-cash working capital cycle, 54
CAT Bond, 54

CD basis, 54

Central bank, 54

Central limit theorem, 54
Certainty effect, 520-521
Certainty equivalent, 54
Certificates of deposit, 54
Certification effect, 54

Certified check, 54

Certified Financial Planner (CFP), 55
Change in net working capital, 55
Changes in fixed assets, 55
Chapter, 55-56

Characteristic line, 56

Charge-off, 56

Charter, 56

Chartered Financial Analyst (CFA), 56
Chartists, 56

Cheapest to deliver, 56

Check kiting, 56
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Chief financial officer (CFO), 56

Chinese A shares, 435-438

Chinese B shares, 435-438

Chinese wall, 56

Chooser option, 56-57

Class of options, 57

Classic hedge strategy, 57

Classifiers, 649

Clean price of bond, 57

Clearing, 57

Clearing margin, 57

Clearinghouse, 57-58

Clearinghouse association, 57

Clearinghouse Automated Payment System (CHAPS), 57
Clearinghouse Interbank Payment System (CHIPS), 57-58
Clientele effect, 58

Closed-end (mutual) fund, 58

Clustering, 439

CMO, 58

Coefficient of determination, 58

Coefficient of variation, 58

Co-evolution, 649

Collar, 59, 150, 295

Collar width, 59

Collateral, 59

Collateral trust bond, 59

Collateralized bonds, 59

Collateralized Debt Obligation, 59
Collateralized mortgage obligation (CMO), 59
Collected balances, 59

Collection float, 59, 124

Collection policy, 59

Collective bargaining, 715-722
Collect-on-delivery option, 59

Colletaralized Bond Obligation (CBO), 655-659
Combination, 59, 65, 109, 141

Combined leverage, 59-60

Commercial draft, 60

Commercial loan theory, 60

Commercial paper, 60-61

Commission broker, 61

Commitment, 10, 61

Commitment fee, 61

Committed line of credit, 61

Commodity Futures Trading Commission, 61
Commodity spread, 61

Commodity swap, 61

Commodity-indexed bonds, 61

Common stock, 61

Common stock equivalents, 61-62
Common-base-year financial statements, 62
Common-size financial statements, 62
Comparative static analysis for option pricing model, 62
Comparison, 62, 617-618

Comparison universe, 62
Compensating balances, 62
Competitive bidders, 359-363
Competitive bidding issue, 62-63
Competitive environment, 634-636
Competitive offer, 63

Complete portfolio, 63

Complex adaptive system, 649
Complex capital structure, 63
Component analysis, 63

Component VaR, 491-500
Composite-based beta forecasting, 63
Composition, 63

Compound interest, 63

Compound option, 64, 562

Compound value, 64

Compounding, 64, 67

Compounding frequency, 64
Compounding swap, 64

Computer simulation, 649

Concave function, 64

Concentration banking, 64
Concentration risk, 64

Conditional alpha, 384-391
Conditional beta, 384-391

Conditional expectations, 376
Conditional Jump Dynamics, 684-685
Conditional performance, 405-413
Conditional Probability Analysis (CPA), 483484
Conditional sales contract, 64
Conditional Value at Risk (C-VaR), 64-65
Confidence index, 65

Configural weights, 520

Confirmation, 65

Conflict between bondholders and stockholders, 65
Conlflicts of interest, 604—-609
Conglomerate acquisition, 65
Conglomerate combination, 65
Conservatism, 700

Conservator, 65

Consol, 65

Consolidated, 65, 638, 689
Consolidated balance sheet, 65
Consolidated markets, 638, 689
Consolidation, 66

Constant dividend growth model, 66
Constant elasticity variance (CEV) model, 66
Constant growth model, 66

Constant maturity swap (CM swap), 66
Constant maturity treasury swap (CMT swap), 66
Constructive sale, 66

Consumer bank, 66

Consumer credit, 66

Consumer price index, 359-363
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Consumption, 364-372
Consumption asset, 66
Contingent claim, 66

Contingent immunization, 67, 419
Contingent liabilities, 67
Contingent pension liability, 67
Continuous compounding, 67
Continuous discounting, 67
Continuous markets, 638
Continuous trading, 623-642

Continuously compounded interest rate, 67

Contract amount, 67

Contract devices, 609

Contract interest rate, 67
Contract month, 67

Contract specification, 67
Contracting costs, 67, 276
Contractual efficiency, 447455
Contribution margin, 67-68
Control variate method, 68
Controller, 68

Convenience yield, 68
Conventional, 68, 123, 617-618
Conventional mortgage, 68
Convergence property, 68
Conversion, 68, 126
Conversion factor, 68
Conversion fee, 68

Conversion premium, 68
Conversion price, 68
Conversion ratio, 68
Conversion value, 68
Convertible bonds, 69, 342-343
Convertible debt, 69
Convertible risk, 69
Convertible securities, 69
Convex, 70

Convexity, 70, 102, 417-418
Convexity adjustment, 70
Copula function, 70

Core capital, 70

Core deposits, 70

Corporate bonds, 70, 422-423, 658-659
Corporate charter, 44
Corporate failure, 477488
Corporate governance, 646648
Corporate law, 447

Corporate leverage, 70
Corporate loans, 428, 430431
Corporations, 70-71, 604-609
Correlation, 71-72

Correlation coefficient, 71-72
Correspondent bank, 72

Cost of capital, 25, 288
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Cost of carry, 72

Cost of common equity, 72
Cost of debt, 72

Cost of equity capital, 72
Cotango, 72-73
Counterparties, 73

Country risk, 73

Country selection, 73
Coupon, 73

Coupon bond, 73, 162
Coupon collateralization, 314
Coupon interest rate (Coupon rate), 73, 295
Coupon pre-funded bond, 314
Coupon-reinvestment risk, 73
Covariance, 73, 246
Covenants, 73-74, 232
Coverage ratios, 74

Covered call, 74

Covered interest arbitrage, 74
Covered write, 74

Crack spread, 74

Credit bureau, 74

Credit check, 74

Credit default swaps, 336
Credit department, 74

Credit derivatives, 74-75, 336-343
Credit enhancement, 75, 658
Credit exposure, 75

Credit file, 75

Credit instrument, 75

Credit limit, 75

Credit period, 75

Credit quality, 75

Credit rating, 75

Credit ratings transition matrix, 75
Credit rationing, 705-713
Credit risk, 75-76

Credit scoring, 76

Credit scoring model, 76
Credit sensitive notes, 76
Credit spread, 428

Credit spread option, 76, 340-341
Credit union, 76

Credit Value at Risk, 76
Credit-linked notes (CLNs), 76-77
CreditMetrics model, 77
Creditor, 77

Creditors’ committee, 77
Critical mass order flow, 623
Critical value, 570-571

Cross hedge, 77

Cross holdings, 77

Cross rate, 77

Cross-border, 664-674
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Crown jewels, 77-78

Crush spread, 78

Cum dividend, 78

Cumulative abnormal return (CAR), 78
Cumulative average residual (CAR), 78
Cumulative distribution function, 78
Cumulative dividend, 78

Cumulative normal distribution function, 78
Cumulative probability, 78

Cumulative prospect theory, 520-537
Cumulative voting, 78-79

Currency, 79

Currency crisis, 744

Currency risk, 79, 324-334

Currency selection, 79

Currency swap, 79

Currency-translated index, 79

Current account, 79

Current account deficit, 610-616
Current asset, 79

Current exposure, 79

Current liabilities, 79-80

Current ratio, 80

Current yield, 80

Customer information file, 80
Customer profitability analysis, 80
Cyclical liquidity needs, 80

D

Date of payment, 81

Date of record, 81

Dates convention, 81

Day count, 81

Day order, 81

Day trade, 81

Day trading center, 464, 466
Daylight overdrafts, 81
Days in receivables, 81

Days sales outstanding, 81
Days’ receivables, 81

De facto, 81

De novo branch, 81

Dealer market, 81

Dealer reserve, 81
Debenture, 82, 265

Debit card, 82

Debt, 82, 163, 237, 265, 280, 744-749
Debt capacity, 82

Debt displacement, 82

Debt ratio, 82

Debt service, 82
Debtor-in-possession financing, 82
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Debt-to-assets ratio, 82
Debt-to-equity ratio, 82

Decimal trading, 439-441
Decimalization, 439-441

Decision support systems, 464
Decision trees, 82

Decision weights, 520-538
Declaration date, 82, 91

Dedicated capital, 82

Dedication strategy, 82-83

Deed of trust, 83

Deep-discount bond, 83
Defalcation, 83

Default, 83, 171

Default correlation, 83

Default premium, 83

Default probability (DD), 83
Default probability density, 83
Default risk, 83

Default swap, 31, 83, 337-339, 341-342
Defeasance, 83-84

Deferred annuities, 84

Deferred availability credit items, 84
Deferred call, 84

Deferred down rebate option, 84
Deferred nominal life annuity, 84
Deferred payment option, 84
Deferred rebate option, 84

Deferred swap, 84

Deferred taxes, 84

Deferred up rebate option, 84
Deferred-strike options, 84

Deficit, 40, 85

Defined benefit plans, 85

Defined contribution plans, 85
Degree of combined leverage (DCL), 85
Degree of financial leverage (DFL), 85-86
Degree of operating leverage (DOL), 86
Delaware, 447455

Delinquent account, 86

Deliverable instrument, 86

Delivery, 86, 172

Delivery date, 86

Delivery point, 86

Delivery price, 86

Delta, 87

Delta neutral portfolio, 87
Delta-gamma approximation, 87
Delta-hedging, 87

Delta-normal methodology, 493-497
Demand deposit, 87

Demand shock, 87

Denomination, 87

Deposit insurance, 299-306
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Depositor Discipline, 299-300
Depository transfer check (DTC), 87
Depreciation, 4, 87, 93, 265
Depreciation tax shield, 87

Derivative, 74-75, 87, 214, 288, 336-343
Derivative asset/contingent claim, 87
Derivative security, 87, 214

Derman and Toy model, 501, 510
Detachable warrant, 88

Devaluation trap, 729-742
Development projects, 88

DI system, 88

Diagonal spread, 88

Differential equation, 88, 159, 260
Diffusion process, 88, 676-677

Digital option, 88

Dilution, 88, 99

Direct agency costs, 88

Direct lease, 88

Direct loan, 88

Direct quote, 88

Direct search market, 89

Director liability, 447, 452-453

Dirty price, 89

Disbursing float, 124

Disclosure, 604

Discount bonds, 89

Discount broker, 89

Discount factor, 89

Discount function, 89

Discount instrument, 89

Discount or Premium on a Currency, 89
Discount payback period rule, 89
Discount rate, 89-90

Discount rate for discount instrument, 90
Discount rates, 376

Discount window, 90

Discounted cash-flow valuation theory, 90
Discounted dividend model (DDM), 90
Discounting, 67, 90

Discrete state space, 596

Discretionary account, 90

Discriminant analysis (DA), 477, 481-483
Distress, 119-120

Distressing exchange, 90

Distribution, 90, 128, 144, 170, 192, 208, 256, 258

Divergent mappings, 591-594
Diversifiable risk, 90

Diversification, 90-91, 102, 214, 605, 666
Diversified mutual funds, 724
Divestitures, 91

Dividend, 78, 91-92, 140, 167

Dividend declaration date, 91

Dividend growth model, 91
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Dividend irrelevance, 91

Dividend payout ratio, 91

Dividend policy, 91-92, 256

Dividend yield, 92

Dividend-like yield, 555, 571, 577-578
Dividends per share, 92

DMAC system, 92

Dollar-weighted return, 92
Dominance principle, 92

DONCH system, 92

Double taxation, 92-93
Double-declining balance depreciation, 93
Doubling option, 93

Dow Jones Industrial Average Index (DJIA), 93-94

Dow theory, 94-95

Down-and-in option, 95
Down-and-out option, 95

Downgrade trigger, 95

Draft, 95, 199, 273

DRAM chipmaker, 555-580

DRAM foundry, 555-580

Drift, 95

Drift rate, 95

Du Pont analysis, 95

Du Pont system of financial control, 95
Dual banking system, 95-96

Dual funds, 96

Dumbbell strategy, 96

Durable goods, 364-372

Duration, 96-97, 181, 316, 415-425
Duration gap (DURGAP), 97, 423-424
Duration matching, 97

Duration measure, 97

Dutch auction, 252

Dyl model, 97

Dynamic financial ratio analysis, 97-98
Dynamic option replication, 98

E

EAC method, 99

EAFE index, 99, 109

Early exercise, 99

Early withdrawal penalty, 99
Earning assets, 99

Earnings credit (Earnings credit rate), 99
Earnings dilution, 99
Earnings per share, 99, 128
Earnings retention ratio, 99
Earnings yield, 99

EBIT, 99

EBIT/EPS analysis, 99-100
EBITDA, 100

Econometric model, 100



Economic assumptions, 100

Economic earnings, 100

Economic income, 100-101

Economic value added (EVA), 101

Economics, relationship to finance, 101

Economies of scale, 101, 605

Economies of scale and economies of scope, 101

ECU, 101, 108

ECU swap, 101

Edge Act Corporation, 101

Effective annual interest rate, 101-102

Effective annual rate (EAR), 102

Effective annual yield, 15, 102

Effective convexity, 102

Effective duration, 102

Effective exchange rates, 715-722

Efficiency, 13, 102, 292, 459, 542-544, 585-589

Efficiency ratio, 102

Efficient diversification, 102

Efficient frontier, 102

Efficient market, 102103, 245, 264, 287-288,
585-589

Efficient market hypothesis (EMH), 103

Efficient portfolio, 103

Efficient set, 103

Elasticity, 103-104, 197

Elasticity (of an option), 104

Electronic trading, 104, 634-636

Electronic transfer, 104

Embedding option, 104

Empirical research, 104, 306

Employee stock ownership plans, 104

EMU, 104

End-of-year convention, 104

Endowment funds, 104

Enhancement, 75, 104, 658

Enterprise value, 104

Equilibrium model, 105, 501, 505-506

Equilibrium rate of interest, 105

Equipment obligation bonds, 105

Equipment trust certificate, 105

Equity, 105, 163, 233, 262, 269, 290

Equity kicker, 105

Equity method, 105

Equity multiplier, 105

Equity premiums, 344-355

Equity prices, 744-748

Equity swap, 105

Equity-linked forward, 105

Equivalent annual NPV (EANPV), 105-107

Equivalent loan, 107

Equivalent taxable yield, 107

ERISA, 107

Erosion, 107
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Errors of estimation, 457

Escrow account, 314-322

Estimation risk, 107

Euro, 108

Eurobanks, 108

Eurobonds, 108

Eurocurrency, 108

Eurodollar bonds, 108

Eurodollar CD, 108

Eurodollar futures contract, 108

Eurodollar interest rate, 108

Eurodollars, 108

Euroequity, 108

European Currency Unit (ECU), 101, 108

European monetary unit (EMC), 109

European option, 109

European, Australian, Far East (EAFE) index, 109

Evaluation, 384-391, 617-622

Event studies, 109

Event study, 109 (Same as Event studies)

Excess return, 109

Exchange option, 109

Exchange rate, 109, 127, 255, 591-594

Exchange rate risk, 109, 324-334

Exchange rates (Duplicate)

Exchange Ratio for business combination, 109-110

Exchange specialist, 634-636

Exchange-rate risk (Duplicate)

Exchanges, 110, 198, 261

Exclusionary self-tender, 110

Ex-dividend date, 110

Ex-dividend or Ex-rights, 110

Executive Meeting of East Asia and Pacific (EMEAP) Central
Banks, 655-659

Executive stock options, 111

Executor, 111

Exercise, 111

Exercise price, 111, 577

Exercise style, 111

Exercising the option, 111

Exogenous and Endogenous Prepayments, 729

Exotic option, 111

Expectations hypothesis, 111

Expected return, 111-112, 209

Expected return-beta relationship, 112

Expected utility, 520, 524

Expected value of a variable, 112

Expiration date, 112

Expiration-date risk, 112

Explicit finite difference method, 112

Exposure, 112, 156, 169, 174, 204

Extendable notes, 112

Extendable swap, 113

Extension, 113



826 SUBJECT INDEX

Extension risk, 113
Extinguish, 113

F

Face value, 87, 114, 193, 200, 214, 316, 322t
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Processing float, 148, 216

Product differentiation, 216

Profit, 216

Profit diagram, 216

Profit margin, 233

Profitability index, 216-217
Profitability ratios, 217-218
Program trading, 218

Project finance, 218

Projected benefit obligation (PBO), 219
Promissory note, 219
Proprietorship, 219

Prospect stochastic dominance, 529
Prospect theory, 520

Prospectus, 170, 574

Protective covenant, 219

Protective put, 219

Proxy, 219

Proxy contest, 219

Prudent man rule, 219

Public issue, 220

Public offering, private placement, 220
Public Securities Association, 517
Public warehousing, 220

Publicly traded option, 220
Pull-to-par, 220

Purchase accounting, 220

Purchase method, 220

Purchased call, 220

Purchased put, 220

Purchasing power parity, 4, 220, 229, 324
Purchasing-power risk, 221

Pure discount bond, 221

Pure play method, 221

Pure yield pickup swap, 221

Put, 25, 56, 171, 220-222, 250

Put bond, 222

Put option, 222

Put provision, 222

Putable bonds, 222
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Put-call-parity, 222
Puttable Bond, 222
Puttable Swap, 222

Q

Q ratio or Tobin’s Q ratio, 223
Quadratic programming, 461, 724
Quality financial statements, 223
Quality risk, 223-224

Quality spread, 224

Quantile, 224

Quantity risk, 224

Quanto (Cross currency derivative), 224
Quasi-arbitrage, 224
Quasi-random sequence, 224
Quick (acid-test) ratio, 224

Quick assets, 224

Quote driven markets, 638

R

Rainbow option, 225

Random equation, 225

Random walk, 225

Random walk model, 586, 592

Range-forward contract, 225

Rank correlation, 470-471, 473t-474t

Rank order, 179, 225

Rank transformation, 470-475

Ranking, 470, 472-473, 475, 522, 550, 620, 644, 701

Rate anticipation swap, 225

Rate sensitive, 21, 131, 225, 285, 295, 425

Rating, 37, 39, 44, 72, 74-76, 95, 171, 180, 184, 192, 213, 222,
225-226, 228, 257, 272, 276, 308, 310, 316, 429, 432, 477,
644-645, 655-656, 658-659

Ratings transitions, 226

Ratio analysis, 76, 97, 166, 168, 189, 226, 481-482

Ratio spread, 226

Rational expectations, 348, 355, 376-377, 380, 649

Real assets, financial assets, 226

Real call option, 555, 564, 571-573, 574f, 579-580

Real cash flow, 226

Real estate, 10, 59, 123, 148, 181t, 229-230, 308, 309f, 312,
424, 512-516, 519

Real interest rate, 226, 331, 344-347, 350-352

Real interest-rate parity, 353 (in Appendix)

Real Option, 226, 555-557, 560, 574, 578

Real risk-free rate of interest, 226-227

Realized compound yield, 227

Rebalancing, 227, 289, 421, 601, 617

Rebate, 84, 227, 250

Rebate option, 84, 227

Receivable balance pattern, 227
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Receivables, 6-8, 20-22, 48, 51, 59, 81, 114, 124, 132, 164, 203,
207-208, 227, 239, 275, 287, 395-396

Receivables turnover ratio, 227

Receiver swaption, 227

Receivership, 337, 479480

Recombining tree, 228

Record date, 110, 139, 228

Recourse, 21, 114, 207, 218, 228

Recoveries, 228

Recovery rate, 228, 339

Recovery value, 228

Recursive preference, 368

Red herring, 219, 228

Redlining, 228

Reference CPI, 361-363

Reference price, 20, 30, 228

Reforms, 443, 445, 643, 646, 746

Refunding, 228

Registered bond, 228

Registered trader, 228

Registration statement, 161, 228, 287

Regression equation, 33, 229

Regular cash dividend, 229

Regulation, 85, 118, 135, 229, 242-243, 253, 301, 308, 694

Regulation A, 229, 243, 253

Reincorporation, 447455

Reinvestment rate risk, 229

Reinvestment risk, 73, 229

REIT, 58, 229, 512-519

Relative price risk, 229

Relative purchasing power parity, 229, 346

Remainder man, 230

REMIC, 230

Reorganization, 3, 55, 120, 145, 149, 167, 230, 451, 551

Replacement cost, 79, 174, 177, 230, 669, 670

Replacement value, 223, 230, 274

Replacement-chain problem, 230

Repo, 144, 230, 233, 272

Repo rate, 144, 230

Representative heuristic, 702

Repricing, 18, 230, 284

Repurchase agreements, 184, 230, 272, 286

Repurchase of stock, 231

Reserve cash, 62, 231, 276

Reserve for bank debts, 231

Reserve requirement ratios, 231

Reserve requirements, 116, 160, 231

Reserve target, 231

Reserves, 13, 36, 45,99, 116, 154, 195, 213, 231, 235, 311, 399-
400, 424, 550, 610, 616, 655-657, 659, 707-713

Reset Date, 231

Residual claim, 122, 231

Residual dividend approach, 231

Residual theory, 231-232

Residual value, 232, 513

Residuals, 232, 387, 408, 410, 741

Resistance level, 232

Resolution Trust Corporation (RTC), 232

Respondent bank, 232

Restrictive covenants, 74, 232, 315

Retained earnings, 27, 38-39, 46-47, 72, 90, 92-93, 143, 145,
152, 204-205, 216, 232, 279, 288, 315

Retention rate, 232

Retention ratio, 99, 232

Retractable bonds, 222, 232

Return, 3-4, 8, 11, 15, 25, 78, 92, 107, 109, 111-112, 139, 152—
153, 156, 181, 185, 209, 217, 233, 237, 274-275, 339, 378

Return items, 233

Return on assets [ROA], 233

Return on equity (ROE), 233

Return on sales (ROS), or profit margin, 233

Revenue bond, 147, 233

Reverse cash-and-carry, 233

Reverse conversion, 233

Reverse mortgage, 233

Reverse purchase agreement, 233

Reverse repo, 233

Reverse repurchase agreement, 233

Reverse split, 233-234

Reverse stock split, 233

Reversible swap, 234

Reversing trade, 234

Reversion level, 234

Review, 512-519, 746

Revolving commitment (revolver), 234

Revolving credit agreement, 234

Revolving loan, 234

Reward-to-volatility ratio, 234, 248

Rho, 234

Riding the yield curve, 235

Rights issue, 235

Rights offering, 199, 235, 258, 265

Risk and return, 630, 666

Risk arbitrage, 235

Risk averse, risk neutral, risk lover, 236

Risk aversion, 528

Risk bearing, 634-635

Risk class, 235

Risk classification, 235-236, 236t

Risk dynamics, 384

Risk lover, 236

Risk management, 236, 418, 491-500

Risk neutral, 128, 236-237

Risk premiums, 112, 236-237

Risk reporting, 491, 499

Risk-adjusted, 617-618

Risk-free asset, 39, 161, 237, 268

Risk-free investment, 237
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Risk-free rate, 226, 236-237, 250 Securitization, 243, 518-519

Riskless portfolio, 237 Securitized Asian Corporate Bonds, 658-659
Risk-neutral measure, 237 Security, 22, 87, 123, 141, 185, 202, 214, 243, 277, 738
Risk-neutral probability, 237 Security analysis, 243

Risk-neutral valuation, 237 Security characteristic line, 243

Risk-return trade-off, 46, 237 Security interest, 243

Risks, 271, 491-500, 645-646 Security market line (SML), 243

Risks management, 236, 491-500 Security market plane (SMP), 243

Risky asset, 237 Security returns, 252

Risky corporate debt, 237 Security selection, 243

Roll back, 237 Security selection decision, 243

Roth IRA, 237-238 Seesaw effect, 151, 243-244

Round lot, 238 Selection phase, 17, 244

Rounding, 439 Self-financing portfolio, 244

R-squared (R), 238 Self-attribution, 702

Rule, 3-4, 89, 117, 189, 203, 219-220, 238, 443-445, 444t, 534 Self-liquidating loans, 244

Rule of, 238 Sell offs, 244, 286

Run on a bank, 238 Semistrong-form efficient market, 245

Seniority, 245
Sensitivity analysis, 245, 251, 571-573

S Separation property, 245
S&P, 239, 257 Serial bond issue, 245
Safe deposit box, 239 Serial bonds, 245
Safe harbor lease, 239 Serial correlation, 24, 245
SAIF, 239 Serial correlation (tests), 587
Sale and lease-back agreement, 196, 239 Serial covariance, 246
Sales forecast, 239 Series of options, 246
Sales terms and collections, 239 Series-I bonds, 363
Sales-type lease, 239 Service charges, 246
Sallie Mae, 239 Service Corporation, 246
Sample-function analysis, 239 Set of contracts perspective, 246
Sarbanes-Oxley Act, 647 Settlement, 246
Scalper, 239 Settlement date, 73, 246
Scatter diagram of a regression, 240 Settlement price, 246
Scenario analysis, 240, 245, 251 Shanghai stock exchange, 435
Sealed bid auction, 625 Share value, 630
Season dating, 241 Share-equivalent, 246
Seasonal liquidity needs, 241 Shareholder, 246
Seasonal swap, 241 Shareholder wealth, 246, 248
Seasoned new issue, 241 Shark repellent, 248
Seasoned offering, 241 Sharpe, 248, 470-473, 617-618
Seat, 110, 179, 241 Sharpe Index, 470-473
SEC, 241-242, 444t Sharpe ratio, 248, 457, 617-618
SEC Order Handling Rules, 444t Sharpe’s measure, 248
Second mortgage bond, 242 Shelf life, 248
Secondary capital, 242 Shelf registration, 248-249
Secondary market, 134, 242 Shenzhen stock exchange, 435
Second-pass regression, 242 Short, 249-250, 599
Sector influences, 242 Short call, 249
Sector loadings, 242 Short forward, 249
Securities, 12, 21, 46, 69, 116, 171, 177, 184-185, 241-242, 250, Short hedge, 249

264, 277, 284, 288, 359-363, 399, 512-519, 574-575, 608, Short position or hedge, 249

638-642 Short put, 249

Securities and Exchange Commission, 241-243 Short rate, 249
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Short rebate, 250

Short run, 250

Short sales constraints, 596

Short squeeze, 250, 255-256

Short-against-the-box, 250

Shortage costs, 48, 250

Short-run operating activities, 250

Short-sale, 250

Short-term debt, 250, 280

Short-term risk-free rate, 250

Short-term securities, 250

Short-term tax exempts, 250

Shout option, 84, 250

Side effects, 250

Sight draft, 60, 250-251

Sigma, 251

Signaling, 251, 609

Signaling approach, 251

Simple interest, 251

Simple linear regression, 251

Simple prospect, 251

Simulation, 251-252, 497, 726-727

Simulation analysis, 251-252

Simultaneity, 431

Single index model, 252

Single-country funds, 252

Single-factor model, 252

Single-price auction (Dutch auction), 252

Sinking fund, 252

Size effect, 252

Skewness, 253

Skip-day settlement, 253

Small company offering registration, 253

Small issues exemption, 253

Small open economy, 705-713

Small-firm effect, 253

Society for Worldwide Interbank Financial
Telecommunications, 253

Soft dollars, 253

Sole proprietorship, 253-254

South Korea, 658, 747-748

Sovereign Risk, 254

Spark spread, 254

Special drawing rights (SDRs), 254

Special purpose entity, 643, 645

Specialist, 254

Speculation, 235, 254

Speculative profits, 285, 287

Speculative-grade bond, 254

Speculator, 254

Spin-off, 254, 286

Spontaneous financing, 254

Spot curve, 254

Spot exchange rate, 255
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Spot interest rate, 255

Spot market transaction, 255

Spot price, 255

Spot rate, 255

Spot trade, 255

Spot volatilities, 255

Spot-futures parity theorem, 255
Spread, 255

Spread (futures), 255

Spread (options), 255

Spread underwriting, 255
Spreadsheet, 255

Squeeze, 255-256

Stable distribution, 256

Stable dividend policy, 256

Stack and roll, 256

Stack hedge, 256-257
Staggered-maturity plan, 257
Stakeholders, 257

Stand-alone percent standard deviation, 257
Stand-alone principle, 146, 257
Standard & Poor’s bond rating, 257
Standard and Poor’s Composite Index (S&P), 257
Standard deviation, 173, 209, 257-258
Standardized normal distribution, 258
Standby fee, 258

Standby underwriting, 258

Standstill agreements, 258

State of the world, 258

Stated annual interest rate, 190, 258
Stated interest rate, 258

Statement of cash flows, 258-260
Statewide branching, 260

Static hedge, 260

Static NPV, 260

Static option replication, 260

Static theory of capital structure, 260
Static tradeoff hypothesis, 30, 204, 260
Statutory accounting, 260

Step-up swap, 260

Stochastic differential equation, 260
Stochastic discount factor, 405413
Stochastic dominance, 529-530, 533
Stochastic process, 260-261
Stochastic process risk, 419-420
Stochastic variable, 260-261

Stock, 261-262, 277, 439-441

Stock dividend, 261-262

Stock exchanges, 261

Stock index, 261

Stock index futures, 261

Stock index options, 261

Stock investment, 464

Stock market index, 261, 379
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Stock options, 111, 261

Stock ownership, 104, 435

Stock prices, 35, 176, 197, 457

Stock repurchase, 261-262, 452

Stock selection, 262

Stock split, 233-234, 262

Stockholder, 262

Stockholders’ books, 262, 270

Stockholders’ equity, 262

Stop payment, 262

Stop-loss order, 262

Storage costs, 262

Straddle, 262-263, 291

Straddle rules, 263

Straight bond, 263

Straight voting, 263

Straight-line depreciation, 263

Strangle, 263

Strap, 263

Strategic planning, 263

Stratified sampling, 263

Street name, 263

Stress testing, 264

Striking price, 111, 264

Strip, 128, 264

Strip hedge, 264

Stripped bond, 264

Stripped of coupons, 264

Stripped securities, 264

STRIPS, 264, 314

Strong-form efficient market, 264

Structured note, 264

Style, 111, 618

Subchapter S corporation, 264-265

Sub-linear pricing functional (Can’t find)

Submartingale, 265

Submartingale model, 265

Subordinated debenture, 265

Subordinated debt, 265

Subordination clause, 265

Subscription price, 265

Substitution swap, 265

Sum-of-the-year’s-digit depreciation, 4

Sunk cost, 148, 265-266

Super-majority amendment, 266

Super-martingales, 596-597, 600

Supply shock, 266

Support level, 266

Support tranche, 266

Surplus funds, 266

Sustainable growth rate, 105, 266

Swap, 7, 15, 21, 30-31, 44, 61, 64, 66, 79, 83-84, 101, 105, 113,
127-128, 146-147, 151-152, 156, 163, 178, 194, 201, 211,
221-222,225,234,265-266, 270, 286, 293-294, 296, 336, 339t

Swap contract, 211, 266
Swap rate, 66

Swap spread, 266, 336
Swap tenor, 266

Swap term, 266

Swaption, 203, 227, 267
Swing option, 267

SWOT analysis, 267
Syndicate size, 428
Syndicated Loan, 267
Syndicates, 267, 430
Synergy, 543, 667, 669-671
Synthetic option, 267-268
Systematic influences, 268
Systematic risk, 174-175, 192, 268

T

TAC, 269

Tail VaR, 269

Tailing, 269

Takatashi Ito, 655

Take-and-Pay Option, 267, 269
Takedown Risk, 269

Takeover, 269, 451-452, 541-551
Takeover defenses, 447, 451
Takeover financing, 541, 549-551
Takeover regulations, 541, 667
Taking delivery, 269

Tangible equity, 269

Target cash balance, 269

Target firm, 269

Target payout ratio, 269

Target zone exchange rate, 610611
Targeted repurchase, 269

Tariffs, 664

Tax anticipation notes, 269

Tax books, 262, 270

Tax credit, 127, 270

Tax deferral option, 270

Tax swap, 270

Taxable acquisition, 270

Taxable income, 270

Tax-deferred retirement plans, 270
Tax-equivalent yield, 270
Tax-exempts, 270

Tax-free acquisition, 270
Tax-timing option, 270

T-bill, 37, 250, 270

Technical analysis, 117, 270
Technical insolvency, 270-271
Technicians, 271

Technology and operation risks, 271
TED (Treasury Eurodollar) spread, 271
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Temporary working capital, 271
Tender offer, 271-272

Tenor, 266, 272

Term bonds, 272

Term insurance policy, 272

Term loan, 272

Term premiums, 272

Term repo, 272

Term RPs, 272

Term structure of interest rates, 272-273
Term structure volatility, 501

Terminal Value, 182, 273

Terms of sale, 273

Thansim Shinawatra, 655

The Actual Size Rule, 443, 445

The Asian Bond Market Initiative (ABMI), 657
The Cox, 505

The Sixteenths Minimum Increment Rule, 443, 445
Thermodynamics, 724, 727

Theta, 273

Third market, 273

Thrifts, 273

Tick, 273, 296

Time decay, 273

Time drafts, 161, 273

Time series analysis of financial ratios, 273
Time spread, 273

Time value (of an option), 273

Time value of money, 273

Times interest earned, 47, 274
Time-weighted return, 274

Timing adjustment, 274

TINSTAAFL principle, 274

Tobin’s Q, 223, 274, 669, 672
Tombstone, 274

Total asset turnover ratio, 21, 274
Total cash flow of the firm, 274

Total return swap, 274, 339-340

Total risk, 274
Total-debt-to-total-assets ratio, 274
T-period holding-period return, 275
Trade acceptance, 275

Trade barrier, 275

Trade credit (receivables), 275

Trading account, 275

Trading costs, 275

Trading range, 275

Trading rules, 443-446, 585

Trading system, 640-641, 689-690, 692
Trading volume, 275, 702

Tranche, 266, 276, 296

Transaction, 27, 53, 108, 139, 255, 276, 630-631
Transaction cash, 276

Transaction costs, 276, 630, 734-735
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Transaction Costs of Refinancing and Default,
729, 741

Transactions account, 87, 276

Transactions motive, 276

Transfer pricing (Financial institution), 276

Transfer pricing (Manufacture firm), 276

Transit item, 276

Transition matrix, 75, 276

Treasurer, 276-277

Treasury bill futures, 277

Treasury bills, 183, 277, 295, 621

Treasury bond or note, 277

Treasury bonds futures, 277

Treasury Inflation Protected Securities (TIPS), 277

Treasury inflation-indexed securities, 359-363

Treasury Note, 277

Treasury Note Futures, 277

Treasury stock, 231, 277

Treasury STRIPS, 314

Tree, 277-278, 771-772

Trend analysis, 277-278

Treynor, 471-475, 474475, 617-621

Treynor Index, 470-475

Treynor’s measure, 278

Triangular arbitrage, 278

Trinomial tree, 278

Triple-witching hour, 278

Trough, 278

Trust department, 278

Trust receipt, 278

Trustee, 278

U

UBPR, 279

Unbiased Forward Rate Hypothesis, 344
Unbundling, 41, 279
Uncommitted line of credit, 279
Unconditional performance, 405
Uncovered-interest parity, 344
Underlying asset, 279
Underlying variable, 279, 574
Underpricing, 279
Underreaction, 700
Undervaluation, 668
Underwrite, 279

Underwriter, 279

Underwriting, underwriting syndicate, 279
Undivided profits, 279
Unearned interest, 280
Unemployment, 280
Unemployment rate, 280
Unexpected losses, 280
Unfunded debt, 280
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Unique risk, 192, 280

Unit banking States, 280

Unit benefit formula, 280

Unit investment trust, 280

Unit labor cost, 715, 718-719, 722
Unit of production method, 280
Unit volume variability, 280-281
Universal financial institution, 281
Universal life policy, 281
Unseasoned new issue, 149, 281
Unsystematic risk, 281

Up-and-in, 281

Up-and-out, 281
Up-and-out-option, 282

Uptick, 282

Usury ceilings, 282

Utility function, 282

Utility theory, 282, 520

Utility value, 282

v

VA, 283

VA loan, 283

Valuation models, 464, 466
Valuation reserve, 283
Valuation uncertainty, 700
Value additivity (VA) principle, 283
Value at risk, 64-65, 76, 283, 418, 462, 492
Value function, 520

Value loss, 316

Vanilla option, 283

Variable annuities, 283
Variable cost, 212, 283
Variable life policy, 283-284
Variable rate securities, 284
Variable universal life, 284
Variance, 284

Variance rate, 457-462
Variance ratio, 630-631
Variance reduction procedures, 284
Variation margin, 284

Vasicek model, 501, 506, 508
Vector autoregression, 555, 594
Vega, 284

Vega-neutral portfolio, 284
Venture capital, 285

Vertical acquisition, 285
Vertical combination, 285
Vertical spread, 170, 285
Vested benefits, 285

Volatile deposits, 285

Volatile funds, 286
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Volatility (options), 286
Volatility matrix, 286
Volatility risk, 286

Volatility skew, 286
Volatility smile, 286
Volatility swap, 286
Volatility term structure, 286
Volume, 286

Voluntary restructuring, 286

W

Wages, 715-722

Waiting period, 287

Warehousing, 117, 220, 287

Warrant, 88, 287

Wash, 287

Weak-form efficient market, 287

Wealth effect, 541

Weather derivatives, 288

Web-based brokers, 464

Weekend effect, 288

Weighted average cost of capital, 288

Weighted average life for Mortgage-backed securities,
288-289

Weighted cost of funds, 289

Weighted marginal cost of fund, 289

Weighted unbiased estimator, 289

Well-diversified portfolio, 114, 179, 281, 289

Whipsawing, 289

White knight, 289

Whole-life insurance policy, 290

Wiener process, 290

Wild card play, 290

Wilshire equity index, 290

Window dressing, 290

Winner’s curse, 290

Wire transfers, 290

With constraints, 724

Without constraints, 724

Working capital, 9, 54-55, 189-190, 206, 271,
393-404

Working group, 291

Workout period, 291

World investable wealth, 291

Writing a call, 291

Writing an option, 291

Written call, 291

Written put, 291

Written straddle, 291

X
X efficiency, 292
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Y

Yankee bonds, 293

Year-end selling, 293

Yield, 293, 571, 577

Yield curve, 141, 154, 200, 235, 272, 293, 296
Yield curve swap, 293

Yield rate, 293

Yield to maturity, 293-294

Yield-giveup swap, 294

Yield-pickup swap, 294

V4
Zero coupon bonds, 295, 315
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Zero gap, 295

Zero Rate, 295

Zero-balance accounts, 295
Zero-Beta Portfolio, 295, 457
Zero-cost collar, 295
Zero-coupon bond, 314
Zero-coupon interest rate, 295
Zero-coupon swap, 296
Zero-coupon yield curve, 296
Zero-investment portfolio, 296
Zero-plus tick, 296

Z-score model, 296, 481
Z-tranche, 296
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