
VOLUME NO. 1 (2011), ISSUE NO. 9 (NOVEMBER)  ISSN 2231-1009 

  
 

IIINNNTTTEEERRRNNNAAATTTIIIOOONNNAAALLL   JJJOOOUUURRRNNNAAALLL   OOOFFF   RRREEESSSEEEAAARRRCCCHHH   IIINNN   CCCOOOMMMPPPUUUTTTEEERRR   AAAPPPPPPLLLIIICCCAAATTTIIIOOONNN   AAANNNDDD   MMMAAANNNAAAGGGEEEMMMEEENNNTTT   

A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories 

Indexed & Listed at: Ulrich's Periodicals Directory ©, ProQuest, U.S.A., Index Copernicus Publishers Panel, Poland, Open J-Gage, India  
as well as in Cabell’s Directories of Publishing Opportunities, U.S.A. 

Circulated all over the world & Google has verified that scholars of more than Hundred & Fifteen countries/territories are visiting our journal on regular basis. 

Ground Floor, Building No. 1041-C-1, Devi Bhawan Bazar, JAGADHRI – 135 003, Yamunanagar, Haryana, INDIA 

www.ijrcm.org.in 

CCCCONTENTSONTENTSONTENTSONTENTS    

Sr. No. TITLE & NAME OF THE AUTHOR (S) Page No. 

1. ROBOT MANIPULATOR CONTROL USING INTELLIGENT CONTROL SCHEME 

HIMANSHU CHAUDHARY, DR. RAJENDRA PRASAD & DR. N. SUKAVANUM 
1 

2. SECURITIZATION AS A FACTOR OF ECONOMIC INTEGRATION 

DIVVIO GALLEGOS PANIAGUA & JOSE G. VARGAS-HERNANDEZ 
7 

3. E-GOVERNMENT - TRENDS AND CHALLENGES FROM THE PERSPECTIVE OF DEVELOPING NATIONS WITH FOCUS ON 

PAKISTAN 

SHAKEEL IQBAL & DR. IJAZ A. QURESHI 

15 

4. INFLUENCE OF INTERNATIONAL LABOR MIGRATION AND REMITTANCES ON POVERTY REDUCTION IN BANGLADESH 

MD. MORSHED HOSSAIN, MD. ZAHIR UDDIN ARIF & MD. NASIR UDDIN 
21 

5. APPLICATION OF SYSTEMATIC INNOVATION IN TECHNOLOGY DEVELOPMENT (RCA AND TOPSIS MODELS PRESENTATIONTO 

DETERMINEPROBLEM SOLVING STRATEGIES) 

DR. YOUNOS VAKIL ALROAIA, JAVAD SOFIYABADI & ELAHEH BAKHSHIZADEH 

27 

6. FINANCIAL FLEXIBILITY AND RISK MANAGEMENT 

MOZAFFAR A CHOWDHURY 
35 

7. BOARD DEPENDENCE, INTERNAL AUDITORS AND EARNINGS MANAGEMENT: AN EMERIACAL RESEARCH OF IRAN 

MOHAMMADREZA ABDOLI, MARYAM SHAHRI & MOHSEN RAHMANI 
39 

8. CHILD LABOUR CONDITION IN RESTAURANT SECTOR OF BANGLADESH 

JASMINE JAIM 
44 

9. FISCAL DEFICITS AND OUTPUT GROWTH IN NIGERIA 

DR. FREDRICK ONYEBUCHI ASOGWA & MUSA SHERIFF URAMA 
47 

10. MEASURING THE QUALITY OF TEHRAN’S MUNICIPALITY SERVICES FROM THE VIEW POINT OF THE CLIENT 

DR. AMIR HOSSEIN AMIRKHANI, SAYD MEHDI VEISEH, MARYAM GHASEMI & HAMIDEH SHEKARI 
52 

11. ATTITUDES OF INDIANS TOWARDS SERVICE QUALITY FOR LIFE INSURANCE IN INDIA 

ANAND PRAKASH, SANJAY KUMAR JHA & S. P. KALLURKAR 
57 

12. PROFITABILITY PERFORMANCE: A CASE STUDY OF PANYAM CEMENTS AND MINERAL INDUSTRIES (AP), INDIA 

N. VENKATA RAMANA, S. MD. AZASH & K. RAMA KRISHNAIAH 
64 

13. THE AUDIT EXPECTATION GAP: AN EMPIRICAL STUDY IN JORDAN 

SULTAN HASSAN MOHAMMED AHMED & DR. D. RAGHUNATHA REDDY 
68 

14. DIFFUSION OF MOTOR VEHICLE SALES IN DELHI 

DR. DEBABRATA DAS 
77 

15. AN EXPLORATORY INVESTIGATION ON EFFECTIVE RISK HANDLING ATTITUDES OF TOP BUSINESS LEADERS IN RELATION TO 

THEIR APPROACHES TOWARDS INNOVATION 

DR. PUSHP LATA & ABHISHEK SYAL 

84 

16. AUTOMATIC INFORMATION COLLECTION & TEXT CLASSIFICATION FOR TELUGU CORPUS USING K-NN ALGORITHM 

NADIMAPALLI V GANAPATHI RAJU, VIDYA RANI V, BHAVYA SUKAVASI & SAI RAMA KRISHNA CHAVA 
88 

17. RE-ATTEMPT CONNECTIVETY TO INTERNET ANALYSIS OF USER BY MARKOV CHAIN MODEL 

DIWAKAR SHUKLA, KAPIL VERMA & SHARAD GANGELE 
94 

18. FACTORIAL STUDY OF STUDENTS ATTITUDE TOWARDS TECHNOLOGY ENABLED ACADEMIC LEARNING 

SHARMILA.C & DR. R. RAJENDRAN 
100 

19. ATTITUDE AND PERCEIVED IMPORTANCE TOWARDS WORK-LIFE BALANCE POLICIES: A COMPARATIVE EMPLOYEE ANALYSIS 

OF PRIVATE AND PUBLIC SECTOR BANKS 

S.M. SHARIQ ABBAS & VANDANA PREMI 

103 

20. AUDIENCE AWARENESS AND MULTICULTURAL COMMUNICATION 

DR. DIVYA WALIA 
109 

21. FINANCIAL ANALYSIS OF INDIAN AUTOMOBILE INDUSTRY 

DR. NISHI SHARMA 
112 

22. ANALYTICAL STUDY OF VARIOUS APPROACHES IN SERVICE QUALITY, DESIGN AND DEVELOPMENTS 

DR. RAJESH N. PAHURKAR 
117 

23. WORK – FAMILY ROLE CONFLICT OF WOMEN TEACHERS IN ENGINEERING COLLEGES IN TIRUCHIRAPPALLI DISTRICT 

DR. M. YASMIN & FAYAZ AHAMED .M.A. 
121 

24. INTERROGATION OF PACKAGING AND ADVERTISING 

A.NITHYA 
125 

25. A COMPARATIVE STUDY OF THE DOT.COM CRISIS AND THE SUB-PRIME CRISIS 

DR. T.GEETHA 
130 

 REQUEST FOR FEEDBACK 136 



VOLUME NO. 1 (2011), ISSUE NO. 9 (NOVEMBER)  ISSN 2231-1009 

INTERNATIONAL JOURNAL OF RESEARCH IN COMPUTER APPLICATION & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories 

www.ijrcm.org.in 

ii

CHIEF PATRONCHIEF PATRONCHIEF PATRONCHIEF PATRON 
PROF. K. K. AGGARWAL 

Chancellor, Lingaya’s University, Delhi 

Founder Vice-Chancellor, Guru Gobind Singh Indraprastha University, Delhi 

Ex. Pro Vice-Chancellor, Guru Jambheshwar University, Hisar 

    

PATRONPATRONPATRONPATRON    
SH. RAM BHAJAN AGGARWAL 

Ex. State Minister for Home & Tourism, Government of Haryana 

Vice-President, Dadri Education Society, Charkhi Dadri 

President, Chinar Syntex Ltd. (Textile Mills), Bhiwani 

    

COCOCOCO----ORDINATORORDINATORORDINATORORDINATOR 
MOHITA 

Faculty, Yamuna Institute of Engineering & Technology, Village Gadholi, P. O. Gadhola, Yamunanagar 

    

ADVISORSADVISORSADVISORSADVISORS 
PROF. M. S. SENAM RAJU 

Director A. C. D., School of Management Studies, I.G.N.O.U., New Delhi 

PROF. S. L. MAHANDRU 

Principal (Retd.), Maharaja Agrasen College, Jagadhri 

    

EDITOREDITOREDITOREDITOR 
PROF. R. K. SHARMA 

Dean (Academics), Tecnia Institute of Advanced Studies, Delhi 

    

COCOCOCO----EDITOREDITOREDITOREDITOR 
MOHITA 

Faculty, Yamuna Institute of Engineering & Technology, Village Gadholi, P. O. Gadhola, Yamunanagar 

    

EDITORIAL ADVISORY BOARDEDITORIAL ADVISORY BOARDEDITORIAL ADVISORY BOARDEDITORIAL ADVISORY BOARD    
DR. AMBIKA ZUTSHI 

Faculty, School of Management & Marketing, Deakin University, Australia 

DR. VIVEK NATRAJAN 

Faculty, Lomar University, U.S.A. 

DR. RAJESH MODI 

Faculty, Yanbu Industrial College, Kingdom of Saudi Arabia 

PROF. PARVEEN KUMAR 

Director, M.C.A., Meerut Institute of Engineering & Technology, Meerut, U. P. 

PROF. H. R. SHARMA 

Director, Chhatarpati Shivaji Institute of Technology, Durg, C.G. 

PROF. MANOHAR LAL 

Director & Chairman, School of Information & Computer Sciences, I.G.N.O.U., New Delhi 

PROF. ANIL K. SAINI 

Chairperson (CRC), Guru Gobind Singh I. P. University, Delhi 

PROF. R. K. CHOUDHARY 

Director, Asia Pacific Institute of Information Technology, Panipat 

DR. ASHWANI KUSH 

Head, Computer Science, University College, Kurukshetra University, Kurukshetra 

DR. BHARAT BHUSHAN 

Head, Department of Computer Science & Applications, Guru Nanak Khalsa College, Yamunanagar 



VOLUME NO. 1 (2011), ISSUE NO. 9 (NOVEMBER)  ISSN 2231-1009 

INTERNATIONAL JOURNAL OF RESEARCH IN COMPUTER APPLICATION & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories 

www.ijrcm.org.in 

iii

DR. VIJAYPAL SINGH DHAKA 

Head, Department of Computer Applications, Institute of Management Studies, Noida, U.P. 

DR. SAMBHAVNA 

Faculty, I.I.T.M., Delhi 

DR. MOHINDER CHAND 

Associate Professor, Kurukshetra University, Kurukshetra 

DR. MOHENDER KUMAR GUPTA 

Associate Professor, P. J. L. N. Government College, Faridabad 

DR. SAMBHAV GARG 

Faculty, M. M. Institute of Management, Maharishi Markandeshwar University, Mullana 

DR. SHIVAKUMAR DEENE 

Asst. Professor, Government F. G. College Chitguppa, Bidar, Karnataka 

DR. BHAVET 

Faculty, M. M. Institute of Management, Maharishi Markandeshwar University, Mullana 

    

ASSOCIATE EDITORSASSOCIATE EDITORSASSOCIATE EDITORSASSOCIATE EDITORS 
PROF. ABHAY BANSAL 

Head, Department of Information Technology, Amity School of Engineering & Technology, Amity University, Noida 

PROF. NAWAB ALI KHAN 

Department of Commerce, Aligarh Muslim University, Aligarh, U.P. 

DR. ASHOK KUMAR 

Head, Department of Electronics, D. A. V. College (Lahore), Ambala City 

ASHISH CHOPRA 

Sr. Lecturer, Doon Valley Institute of Engineering & Technology, Karnal 

SAKET BHARDWAJ 

Lecturer, Haryana Engineering College, Jagadhri 

    

TECTECTECTECHNICAL ADVISORSHNICAL ADVISORSHNICAL ADVISORSHNICAL ADVISORS    
AMITA 

Faculty, Government H. S., Mohali 

MOHITA 

Faculty, Yamuna Institute of Engineering & Technology, Village Gadholi, P. O. Gadhola, Yamunanagar 

    

FINANCIAL ADVISORSFINANCIAL ADVISORSFINANCIAL ADVISORSFINANCIAL ADVISORS    
DICKIN GOYAL 

Advocate & Tax Adviser, Panchkula 

NEENA 

Investment Consultant, Chambaghat, Solan, Himachal Pradesh 

    

LEGAL ADVISORSLEGAL ADVISORSLEGAL ADVISORSLEGAL ADVISORS    
JITENDER S. CHAHAL 

Advocate, Punjab & Haryana High Court, Chandigarh U.T. 

CHANDER BHUSHAN SHARMA 

Advocate & Consultant, District Courts, Yamunanagar at Jagadhri 

 

SUPERINTENDENTSUPERINTENDENTSUPERINTENDENTSUPERINTENDENT    
SURENDER KUMAR POONIA 



VOLUME NO. 1 (2011), ISSUE NO. 9 (NOVEMBER)  ISSN 2231-1009 

INTERNATIONAL JOURNAL OF RESEARCH IN COMPUTER APPLICATION & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories 

www.ijrcm.org.in 

iv

CACACACALL FOR MANUSCRIPTSLL FOR MANUSCRIPTSLL FOR MANUSCRIPTSLL FOR MANUSCRIPTS    

We invite unpublished novel, original, empirical and high quality research work pertaining to recent developments & practices in 

the area of Computer, Business, Finance, Marketing, Human Resource Management, General Management, Banking, Insurance, 

Corporate Governance and emerging paradigms in allied subjects like Accounting Education; Accounting Information Systems; 

Accounting Theory & Practice; Auditing; Behavioral Accounting; Behavioral Economics; Corporate Finance; Cost Accounting; 

Econometrics; Economic Development; Economic History; Financial Institutions & Markets; Financial Services; Fiscal Policy; 

Government & Non Profit Accounting; Industrial Organization; International Economics & Trade; International Finance; Macro 

Economics; Micro Economics; Monetary Policy; Portfolio & Security Analysis; Public Policy Economics; Real Estate; Regional 

Economics; Tax Accounting; Advertising & Promotion Management; Business Education; Business Information Systems (MIS); 

Business Law, Public Responsibility & Ethics; Communication; Direct Marketing; E-Commerce; Global Business; Health Care 

Administration; Labor Relations & Human Resource Management; Marketing Research; Marketing Theory & Applications; Non-

Profit Organizations; Office Administration/Management; Operations Research/Statistics; Organizational Behavior & Theory; 

Organizational Development; Production/Operations; Public Administration; Purchasing/Materials Management; Retailing; 

Sales/Selling; Services; Small Business Entrepreneurship; Strategic Management Policy; Technology/Innovation; Tourism, 

Hospitality & Leisure; Transportation/Physical Distribution; Algorithms; Artificial Intelligence; Compilers & Translation; Computer 

Aided Design (CAD); Computer Aided Manufacturing; Computer Graphics; Computer Organization & Architecture; Database 

Structures & Systems; Digital Logic; Discrete Structures; Internet; Management Information Systems; Modeling & Simulation; 

Multimedia; Neural Systems/Neural Networks; Numerical Analysis/Scientific Computing; Object Oriented Programming; 

Operating Systems; Programming Languages; Robotics; Symbolic & Formal Logic and Web Design. The above mentioned tracks 

are only indicative, and not exhaustive. 

Anybody can submit the soft copy of his/her manuscript anytime in M.S. Word format after preparing the same as per our 

submission guidelines duly available on our website under the heading guidelines for submission, at the email addresses: 1 or 

info@ijrcm.org.in. 

GUIDELINES FOR SUBMISSION OF MANUSCRIPTGUIDELINES FOR SUBMISSION OF MANUSCRIPTGUIDELINES FOR SUBMISSION OF MANUSCRIPTGUIDELINES FOR SUBMISSION OF MANUSCRIPT    

1. COVERING LETTER FOR SUBMISSION: 

DATED: _____________ 

THE EDITOR 

IJRCM 

 

Subject: SUBMISSION OF MANUSCRIPT IN THE AREA OF                                                                                                                .                            

(e.g. Computer/IT/Finance/Marketing/HRM/General Management/other, please specify). 

 

DEAR SIR/MADAM 

 

Please find my submission of manuscript titled ‘___________________________________________’ for possible publication in your journal. 

I hereby affirm that the contents of this manuscript are original. Furthermore, it has neither been published elsewhere in any language fully or partly, 

nor is it under review for publication anywhere. 

I affirm that all author (s) have seen and agreed to the submitted version of the manuscript and their inclusion of name (s) as co-author (s). 

Also, if our/my manuscript is accepted, I/We agree to comply with the formalities as given on the website of journal & you are free to publish our 

contribution to any of your journals. 

 

NAME OF CORRESPONDING AUTHOR: 

Designation: 

Affiliation with full address & Pin Code: 

Residential address with Pin Code: 



VOLUME NO. 1 (2011), ISSUE NO. 9 (NOVEMBER)  ISSN 2231-1009 

INTERNATIONAL JOURNAL OF RESEARCH IN COMPUTER APPLICATION & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories 

www.ijrcm.org.in 

v

Mobile Number (s): 

Landline Number (s):  

E-mail Address: 

Alternate E-mail Address: 

 

2. INTRODUCTION: Manuscript must be in British English prepared on a standard A4 size paper setting. It must be prepared on a single space and single 

column with 1” margin set for top, bottom, left and right. It should be typed in 8 point Calibri Font with page numbers at the bottom and centre of 

the every page. 

3. MANUSCRIPT TITLE: The title of the paper should be in a 12 point Calibri Font. It should be bold typed, centered and fully capitalised. 

4. AUTHOR NAME(S) & AFFILIATIONS: The author (s) full name, designation, affiliation (s), address, mobile/landline numbers, and email/alternate email 

address should be in italic & 11-point Calibri Font. It must be centered underneath the title. 

5. ABSTRACT: Abstract should be in fully italicized text, not exceeding 250 words. The abstract must be informative and explain the background, aims, 

methods, results & conclusion in a single para. 

6. KEYWORDS: Abstract must be followed by list of keywords, subject to the maximum of five. These should be arranged in alphabetic order separated 

by commas and full stops at the end. 

7. HEADINGS: All the headings should be in a 10 point Calibri Font. These must be bold-faced, aligned left and fully capitalised. Leave a blank line before 

each heading. 

8. SUB-HEADINGS: All the sub-headings should be in a 8 point Calibri Font. These must be bold-faced, aligned left and fully capitalised.  

9. MAIN TEXT: The main text should be in a 8 point Calibri Font, single spaced and justified. 

10. FIGURES &TABLES: These should be simple, centered, separately numbered & self explained, and titles must be above the tables/figures. Sources of 

data should be mentioned below the table/figure. It should be ensured that the tables/figures are referred to from the main text. 

11. EQUATIONS: These should be consecutively numbered in parentheses, horizontally centered with equation number placed at the right. 

12. REFERENCES: The list of all references should be alphabetically arranged. It must be single spaced, and at the end of the manuscript. The author (s) 

should mention only the actually utilised references in the preparation of manuscript and they are supposed to follow Harvard Style of Referencing. 

The author (s) are supposed to follow the references as per following: 

• All works cited in the text (including sources for tables and figures) should be listed alphabetically.  

• Use (ed.) for one editor, and (ed.s) for multiple editors.  

• When listing two or more works by one author, use --- (20xx), such as after Kohl (1997), use --- (2001), etc, in chronologically ascending order. 

• Indicate (opening and closing) page numbers for articles in journals and for chapters in books.  

• The title of books and journals should be in italics. Double quotation marks are used for titles of journal articles, book chapters, dissertations, reports, 

working papers, unpublished material, etc. 

• For titles in a language other than English, provide an English translation in parentheses.  

• The location of endnotes within the text should be indicated by superscript numbers. 

PLEASE USE THE FOLLOWING FOR STYLE AND PUNCTUATION IN REFERENCES: 

BOOKS 

• Bowersox, Donald J., Closs, David J., (1996), "Logistical Management." Tata McGraw, Hill, New Delhi.  

• Hunker, H.L. and A.J. Wright (1963), "Factors of Industrial Location in Ohio," Ohio State University.  

CONTRIBUTIONS TO BOOKS  

• Sharma T., Kwatra, G. (2008) Effectiveness of Social Advertising: A Study of Selected Campaigns, Corporate Social Responsibility, Edited by David 

Crowther & Nicholas Capaldi, Ashgate Research Companion to Corporate Social Responsibility, Chapter 15, pp 287-303. 

JOURNAL AND OTHER ARTICLES  

• Schemenner, R.W., Huber, J.C. and Cook, R.L. (1987), "Geographic Differences and the Location of New Manufacturing Facilities," Journal of Urban 

Economics, Vol. 21, No. 1, pp. 83-104. 

CONFERENCE PAPERS  

• Garg Sambhav (2011): "Business Ethics" Paper presented at the Annual International Conference for the All India Management Association, New 

Delhi, India, 19–22 June. 

UNPUBLISHED DISSERTATIONS AND THESES  

• Kumar S. (2011): "Customer Value: A Comparative Study of Rural and Urban Customers," Thesis, Kurukshetra University, Kurukshetra. 

ONLINE RESOURCES  

• Always indicate the date that the source was accessed, as online resources are frequently updated or removed.  

WEBSITE  

• Garg, Bhavet (2011): Towards a New Natural Gas Policy, Economic and Political Weekly, Viewed on July 05, 2011 http://epw.in/user/viewabstract.jsp 



VOLUME NO. 1 (2011), ISSUE NO. 9 (NOVEMBER)  ISSN 2231-1009 

INTERNATIONAL JOURNAL OF RESEARCH IN COMPUTER APPLICATION & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories 

www.ijrcm.org.in 

35

FINANCIAL FLEXIBILITY AND RISK MANAGEMENT 
 

MOZAFFAR A CHOWDHURY 

FACULTY 

INTERNATIONAL UNIVERSITY OF BUSINESS AGRICULTURE AND TECHNOLOGY 

DHAKA, BANGLADESH 

 

ABSTRACT 
The purpose of this study was to examine the financial flexibility and risk in various sizes of firms. The research for this study was based on secondary data 

collected from the annual Compustat files for the period of 1971 – 2005. The variables studied are total assets, total debt, retained earnings, debt issue, equity 

issue, cash and dividend. To study the variables, multivariate analysis has been applied. I have found that small firms have lower debt because of additional 

equity financing. This finding is based on Compustat data. Small firms maintain low leverage by issuing equity and building up cash holdings for financial 

flexibility. Small firms maintain cash holdings through increasing equity financing for the purpose of financial flexibility. When I account for financial flexibility, 

positive relationship among solvency, retained earning, debt, equity, cash and dividend are found. The higher the financial flexibility, then the lower the risk will 

be. A highly liquid or solvent firm is same as financially flexible. Firms may increase retained earnings, debt financing, and equity financing to create financial 

flexibility which results declining of risk. Reducing dividends and not holding excessive cash are the other two points among five – which would also maintain 

exchange between financial flexibility and risk.  

 

KEYWORDS 
Solvency, Financial Flexibility, Liquidity, Risk, Trade-off. 

 

INTRODUCTION 
he purpose of this study is to find out financial flexibility and risk between small firms and large firms in the US. This approach allows comparing financial 

flexibilities among the firms. As a result, this approach should better acknowledge the impact of a firm’s financial flexibility on the investment and 

financing decisions. The rest of the paper is structured as follows.  

In Section 2, I introduce cash flows to be balanced and financial flexibility to be broadened through profitability and liquidity which is a multidimensional concept 

and liquidity includes both the short term ability to meet immediate cash and raise cash in the mid and long run.  The resources of financial flexibility may take 

forms of borrowing money from banks, selling bonds, commercial papers, delaying payments of trade creditors, liquidating assets, reducing cost, reducing 

dividend, and issuing capital stocks.  

Section 3 introduces a rapidly changing concept risk including business risk, credit risk, market risk which is the movement of equity prices, foreign exchange 

rates, interest rates, and commodity prices, and operational risk including fraud, failure of management, and process errors.   

The data, the set of variables, and the selection of periods are used to find the relationship among the variables is described in Section 4. In section 5, the results 

are presented and analysis is discussed. Recommendation is made based on results in section 6. Finally, section 7 concludes. 

 

THE CONCEPT OF FINANCIAL FLEXIBILITY: A LITERATURE REVIEW 
The FASB (1984) defines financial flexibility as the ability of an enterprise to take effective actions to alter the amounts and timing of future cash flows so that it 

can respond to unexpected needs and opportunities.  

The basic form of financial flexibility may be described in terms of the amount or the number of financial resources available in the future. However, many of the 

actions taken today for the future can be very costly. Thus, it would be fundamentally inappropriate for a firm to maximize financial flexibility. Eventually, 

maximizing the firm value should be the ultimate goal of optimizing financial flexibility. Accordingly, we define financial flexibility as a firm's capacity to mobilize 

its financial resources in order to take preventive and exploitive actions in response to uncertain future contingencies in a timely manner to maximize the firm 

value. 

Bernstein (1993) defines flexibility as the ability of an enterprise to take steps to counter expected interruptions in the flow of funds for reasons however 

unexpected. In this view, financial flexibility means the ability to borrow from a variety of sources, to raise equity capital, to sell and redeploy assets, and to 

adjust the level and the direction of operations in order to meet changing circumstances 

Donaldson (1971) views financial flexibility from the perspective of balancing cash flows. One can expect cash flows to be out of balance (i.e. show an access or 

shortfall). Cash imbalances result in either cash surpluses which should be invested or cash deficit which should be financed by existing or potential lines of 

credits. Financial flexibility encompasses more than balancing of cash flows.  

The scope of financial flexibility may be broadened through its relationships with profitability, cash flow, solvency and liquidity. According to FASB (1980b, p.46) 

corporate treasurers recognize the relationships between cash flows, liquidity, and financial flexibility where liquidity as a multidimensional concept that 

includes both the short term ability to meet immediate cash needs and ability to raise cash in the mid  and long run.  

According to Heath (1978, p.2, 23) liquidity and financial flexibility are narrower concept. He notes that profitability and solvency are also interdependent, with 

solvency depending on long term profitability. However this correlation between profitability and solvency does not exist in the short run.  

Hendriksen and Van Breda (1992, p.72) hold a different view of relationship between solvency, liquidity, and financial flexibility. They agree that the three 

concepts are related but financial flexibility is a broader concept than solvency, and solvency in turn is a broader concept than liquidity. Unfortunately, 

Hendriksen and Van Breda do not address the relation existing between profitability and financial flexibility.  

Financial Flexibility is gained from resources both in and outside the financial statements. Heath (1978, p.21) classifies the resources of financial flexibility into 

five categories: 

● Borrowing Money from banks, selling bonds, commercial papers, delaying payments to trade creditors, extending due dates of loans and so forth. 

● LiquidaNng assets by selling marketable securiNes, factoring receivable, selling plant and equipment and so forth; 

● Reducing cost; 

● Reducing dividends; 

● Issuing Capital Stocks. 

Graham and Harvey (2001) see financial flexibility as “preserving debt capacity to make future expansions and acquisitions” or “minimizing interest obligations, 

so that they do not need to shrink their business in case of an economic down turn.” 

 

RISK MANAGEMENT: A LITERATURE REVIEW 
Risk management can be defined as a discipline for “Living with the possibility that future events may cause adverse effects” (Kloman 1999). Risk management is 

a rapidly developing discipline and there are many and varied views and descriptions of what risk management involves, how it should be conducted and what it 

is for. Risk management is not just something for corporations or public organizations, but for any activity whether short or long term. The benefits and 

opportunities should be viewed not just in the context of the activity itself but in relation to the many and varied stakeholders who can be affected. 

T
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A BRIEF TAXONOMY OF RISKS 
Peter (2003, p.4,5) classifies risk into five categories: Market risk is defined as the risk to a financial portfolio from movements in market prices such as equity 

prices, foreign exchange rates, interest rates, and commodity prices.  

Liquidity risk is defined as the particular risk from conducting transactions in markets with low liquidity as evidenced in low trading volume and large bid-ask 

spreads. Under such conditions, the attempt to sell assets may push prices lower, and assets may have to be sold at prices below their fundamental values or 

within a time frame longer than expected. 

Operational risk is defined as the risk of loss due to physical catastrophe, technical failure, and human error in the operation of a firm, including fraud, failure of 

management, and process errors. 

Credit risk is defined as the risk that a counterparty may become less likely to fulfill its obligation in part or in full on the agreed upon date. Thus, credit risk 

consists not only of the risk that a counterparty completely defaults on its obligation, but also that it only pays in part or after the agreed upon date. 

Business risk is defined as the risk that changes in variables of a business plan will destroy that plan’s viability, including quantifiable risks, such as business cycle 

and demand equation risk, and non-quantifiable risks, such as changes in competitive behavior or technology. Business risk is sometimes simply defined as the 

types of risks that are an integral part of the core business of the firm and that should therefore simply be taken on. 

 

RESEARCH DESIGN 
Sample: The initial sample consists of all available U.S. firms for the period of 1971–2005 from the annual Compustat files. Following previous studies i exclude 

financial firms from the sample and i need to have positive total assets, book value of equity, market value of equity, and net sales. After these requirements are 

applied, the sample consists of 173,515 firm-year observations.  

DATA: The study is based on secondary data collected from the annual Compustat files for the period of 1971 – 2005. The variables studied are total assets, book 

total debt, and market total debt, firms with zero debt, cash, retained earnings, debt issue, equity issue, and dividend.  

DATA ANALYSIS TOOLS: A 35 years period (1971-2005) has been selected for evaluating the performance. The logic of selection of this period is to find out 

financial flexibility of a firm in terms of cash, retained earnings, dividends, and external financing activities including new debt issue and new equity issue with 

considering risk management. 

 

ANALYSIS AND FINDINGS 
TABLE I 

The data consists of firm-year observations for the period 1985-2005. Size is size deciles based on total assets. Book /Market Long-term/Total Debt is long term/ 

total debt over book/market value of total assets. % of Firms with Zero Debt is the percentage of firms with no debt relative to the total number of firms in each 

size deciles.  

TABLE II 

The data consists of firm-year observations for the period 1971-2005. Size deciles are based on total assets. All the variables are reported as a proportion of total 

assets including Cash Holdings, Retained Earnings, total debt, total equity, and dividend. 

TABLE III (MULTIPLE REGRESSION RESULTS) 

I have estimated multiple regressions with variables to have significant impacts on solvency. The following firm and industry characteristic variables are included: 

Ret = Retained earnings 

Debt = Total Debt 

Equity = Total equity 

Cash = Cash and Equivalent 

Div = Dividends 

The multiple regression equation comprising all the variables is Solvency = 73487.2 - 5013.89 Ret - 660593 Debt - 105152 Equity - 140576 Cash – 1092104 Div. 

The F ratio (in the Analysis of Variance Table) is 31.51161 and significant at F = .002. This provides evidence of existence of a linear relationship between the 

solvency and the all variables (Ret, Debt, Equity, Cash and Div). Coefficients (β1, β2, and so on)  are correlated with other independent variables. Here R
2 

= .975 

indicates that the variation in the independent variables accounted for 97.5 percent of the variance in the dependent variable. Table III also shows that there is a 

positive relation between solvency and other independent variables (retained earnings, total debt, total equity, cash, and dividends). It is observed from the 

variables that Ret, Debt, Equity, Cash, and Div have direct impacts on solvency whether they are positive or negative.  

FINANCIAL FLEXIBILITY AND RISK: There is an inverse relationship between flexibility and risk (koornhop, 1988). To illustrate, Evaringham and Hopkins (1982) 

mention that an enterprise that has fully utilized its borrowing capacity in capital intensive projects may achieve extremely high rates of return but at the 

expense of its financial flexibility and increasing its risk profile. So, this relationship applies a financial flexibility. Excessive financial flexibility may result in waste, 

inefficiencies and declines in profitability which increase the risk profile of organization, and may, as was stated earlier, even result in a chaotic firm (volberda, 

1998).  

The evaluation of firm’s financial flexibility and risk is important to stakeholders to ensure the security of investment, interest, dividends, and growth which may 

be affected by risk exposures. The higher the return, the lower the risk and vice versa. It is important that management of a firm evaluates the financial flexibility 

because actual and potential financial flexibility provides an indication of rate of return, level of risk as well as survival potentiality. Any decision affecting 

financial flexibility may be made with due consideration to impact positive on risk and return. 

 

RECOMMENDATIONS  
Financial flexibility and risk are inversely related. The higher the level of risk, the lower the rate of return. The key to increase financial flexibility is to reduce level 

of risk. I have the following suggestions for the firms. 

They may increase retained earnings – Although plowback shows a potential growth of a firm but at the same time it gives liquidity, solvency, and financial 

flexibility. On the other hand, retained earning is potential for further investment that might bring more returns in future. 

They may increase debt financing – High debt means high levered firm. Firm may have high debt which has to be fully utilized in the capital intensive projects 

and gain extremely high rates of return. 

They may increase equity financing – A firm should have a well organized capital structure with equity financing. Proportion of equity may be larger than debt to 

maintain accountancy standard as well as protect the risk of bankrupt.  

They may reduce dividends – Retaining portion of profit at a level which allows as accounting standard and provides solvency to the firm.  

They may hold cash but not excessive – Cash holding is good for the firm for the liquidity purpose but excessive cash holdings may create waste, if they are idle.  

 

CONCLUSIONS 
The key to success in the competitive business environment is trade-off between financial flexibility and risk. The higher the financial flexibility, then the lower 

the risk will be. A highly liquid or solvent firm is same as financially flexible. I suggest five points – firms may increase retained earnings, debt financing, and 

equity financing to create financial flexibility which results declining of risk. Reducing dividends and not holding excessive cash are the other two points among 

five – which would also maintain exchange between financial flexibility and risk.  
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APPENDIX 
TABLE I. FIRM SIZE DECILES AND LEVERAGE RATIOS FOR 1985 – 2005 PERIOD (119,813) 

A. FOR 1985 – 2005 PERIOD (119,813) 

Size Deciles Total Assets Book Long- Term Debt Book Total Debt Market Long- Term Debt Market Total Debt % of Firms With Zero Debt 

1 3.36 0.0903 0.2087 0.0463 0.1003 0.2170 

2 10.67 0.1134 0.2110 0.0763 0.1433 0.1822 

3 23.72 0.1190 0.2023 0.0903 0.1548 0.1790 

4 46.41 0.1241 0.1934 0.1006 0.1586 0.1877 

5 84.14 0.1479 0.2078 0.1236 0.1751 0.1631 

6 154.28 0.1792 0.2323 0.1461 0.1920 0.1282 

7 293.57 0.2131 0.2628 0.1709 0.2133 0.0910 

8 611.28 0.2486 0.2963 0.1985 0.2382 0.0538 

9 1678.72 0.2479 0.2950 0.1962 0.2343 0.0379 

10 2.778.29 0.2334 0.3005 0.1914 0.2458 0.0083 

 

TABLE II. FIRM SIZE DECILES, CASH HOLDINGS, RETAINED EARNINGS AND EXTERNAL FINANCING ACTIVITIES 

A. ALL FIRM-YEAR OBSERVATIONS (173,515) 

Size Deciles Cash and 

Equivalents 

Retained 

Earnings 

Net Long term 

Debt Issue 

Net Total 

Debt Issue 

Net New 

Equity Issue 

Dividend 

1 0.4141 -3.8807 0.0023 -0.0004 0.2527 0.0077 

2 0.4012 -0.8725 0.0024 0.0027 0.1164 0.0068 

3 0.3989 -0.4103 0.0007 0.0025 0.0852 0.0078 

4 0.3958 -0.1390 0.0013 0.0024 0.0777 0.0083 

5 0.3725 0.0244 0.0044 0.0059 0.0604 0.0093 

6 0.3475 0.0961 0.0103 0.0113 0.0453 0.0097 

7 0.3157 0.1656 0.0174 0.0183 0.0273 0.0117 

8 0.2784 0.1940 0.0219 0.0229 0.0158 0.0136 

9 0.2469 0.1995 0.0219 0.0227 0.0082 0.0170 

10 0.2195 0.2102 0.0163 0.0172 0.0017 0.0193 

 

TABLE III. PARAMETER ESTIMATES FROM MULTIPLE REGRESSIONS ON DETERMINANTS OF SOLVENCY 

The sample consists of 146,553 firm-year observations with relevant Compustat data from 1971 to 2005. The dependent variable is the total assets (TA) divided 

by total debt (TD). The independent variables are as follows: retained earnings (Ret); debt (Debt); cash (Cash); dividends (DIV), equity (Equity): 

Size Deciles Y=(TA/TD) X1= Ret X2= Debt X3= Equity X4= Cash X5= Div 

1 16.1 -3.8807 -0.0004 0.2527 0.4141 0.0077 

2 50.56 -0.8725 0.0027 0.1164 0.4012 0.0068 

3 117.25 -0.4103 0.0025 0.0852 0.3989 0.0078 

4 240.00 -0.1390 0.0024 0.0777 0.3958 0.0083 

5 404.9 0.0244 0.0059 0.0604 0.3725 0.0093 

6 664.14 0.0961 0.0113 0.0453 0.3475 0.0097 

7 1117.08 0.1656 0.0183 0.0273 0.3157 0.0117 

8 2063.04 0.1940 0.0229 0.0158 0.2784 0.0136 

9 2690.57 0.1995 0.0227 0.0082 0.2469 0.0170 

10 9245.55 0.2102 0.0172 0.0017 0.2195 0.0193 

 

REGRESSION 

Descriptive Statistics

1660.9190 2814.9607 10

-.4413 1.2570 10
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Model Summary

.988a .975 .944 664.3995
Model
1

R R Square
Adjusted
R Square

Std. Error of
the Estimate

Predictors: (Constant), X5, X1, X2, X4, X3a. 
 

 

ANOVAb

69550327 5 13910065.32 31.512 .003a

1765707 4 441426.672

71316033 9

Regression

Residual

Total

Model
1

Sum of
Squares df Mean Square F Sig.

Predictors: (Constant), X5, X1, X2, X4, X3a. 

Dependent Variable: Yb. 
 

Coefficients a

73487.197 22193.875 3.311 .030

-5013.894 4064.358 -2.239 -1.234 .285

-660593 140958.0 -2.127 -4.686 .009

-105152 88515.939 -2.778 -1.188 .301

-140576 45855.640 -3.511 -3.066 .037

-1092104 562241.0 -1.649 -1.942 .124

(Constant)

X1
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X4

X5

Model
1

B Std. Error

Unstandardized
Coefficients
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Dependent Variable: Ya. 
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