Business Finance 
Assignment – 2




Q1] LIQUIDITY PREFERENCE: When higher interest rates are offered, investors give up liquidity in exchange for higher rates. Example: If bond prices are falling and interest rates on the other hand are rising, an investor may sell their low paying bonds and buy higher-paying bonds. They may also choose to hold onto the cash and wait for a better rate of return.
Q2] Companies pay dividends to distribute profits to their shareholders, which also shows company’s profit and growth to investors. Since share prices generally show future cash flows, future dividends are also incorporated into the share price. Discounted dividend models can also help analyse a stock's value. Some dividends are also paid out as stock instead of cash which can dilute earnings, and also have a negative impact on share prices in the immediate future.
Q3]  Factors affecting dividend policy:
· Company’s need for cash
· Maintenance of reserves
· Government Taxation policies
· Legal holdbacks
· Cash need for growth and expansion
· Dividend restrictions imposed by creditors
· Surplus of cash
· Stable dividend policy
Q4] 
I. Sole Proprietor 
· Ownership:  Business is owned by 1 person.
· Liability: Unlimited Liability.
· Legal status: No legal documentation required to register as a Sole Trader but need to file tax. 

II. Partnership-
· Ownership: owned by at least 2 people.
· Liability: Unlimited liability.
· Legal status: Partnership deed is necessary to define exact division of company between all partners.

III. Limited Company-
· Ownership: Separate legal identity; no single person owns the company. Shares are purchased to become owner.
· Liability: Liability is limited to amount invested.
· Legal status: maintenance of books is required for audits. 
IV.  Limited liability partnership-
· Ownership: Mix of a company and partnership; at least 2 members yet a separate legal identity.
· Liability: Limited liability.
· Legal status: Partnership Deed is necessary to define exact division of company. It is also to be registered with Companies board. 
Q5] Because the Internal Revenue Service(IRS) does not view a sole proprietorship as a separate legal entity, it considers your business earnings as your personal income. You must report income and pay taxes when you file personal income tax, and the tax rate that applies is the same as the rate for income earned as a traditional employee. Limited liability companies are treated in a similar manner; if you are the sole owner, you have to pay tax as sole proprietorship. You can also elect to be taxed as a partnership or a corporation. This shows that the amount of taxation varies in all aspects but with sole proprietorship, it may be least.
Q6]
Q7]
I. Working capital: it is the difference between a company’s current assets and liabilities. It shows how the liquidity of the company is, and its short term financial health. Working capital helps a business to expand. 

II. Fixed Capital: it includes properties, facilities, equipment and tools that are under the company. These assets (factories, transport, offices) cannot be liquidated quickly but can be used whenever required and sold as per need. Fixed capital generally depreciates over time as the property or transport is used and its value decreases.

Q8] Economies of scale are cost advantages that companies get when production becomes efficient. Companies can achieve economies of scale by increasing production and lowering costs of product. This happens because costs are spread over a larger number of goods.
Q9]
Q10] I would prefer ‘Scenario 2’. In Scenario 1, money is lost but the same amount is gained later. This is not beneficial as the value of money changes with time; which is generally reducing. Also if I do not lose Rs2000, there will be a Rs2000 note in my back pocket; which means that there is only a loss of Rs 2000. In scenario 2, I do not lose my current cash, but will still (unknowingly) have Rs 2000 in my back pocket. 
Q11] Generally the cost of holding buffer inventory is between 20% to 40% of cost of merchandise inventory. 








