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Ans-1 
LIQUIDITY PREFERENCE: When higher interest rates are offered, investors give up liquidity in exchange for higher rates. As an example, if interest rates are rising and bond prices are falling, an investor may sell their low paying bonds and buy higher-paying bonds or hold onto the cash and wait for an even better rate of return.
Ans-2
· Companies pay dividends to distribute profits to shareholders, which also signals corporate health and earnings growth to investors.
· Because share prices represent future cash flows, future dividend streams are incorporated into the share price, and discounted dividend models can help analyze a stock's value.
· After a stock goes ex-dividend, the share price typically drops by the amount of the dividend paid to reflect the fact that new shareholders are not entitled to that payment.
· Dividends paid out as stock instead of cash can dilute earnings, which can also have a negative impact on share prices in the short term.
There are certain strategies that can be employed to mitigate the risk in a stock market. The strategies are as follows:
1. Follow the trend of the market: This is one of the proven methods to minimize risks in a stock market. The problem is that, it is difficult to spot trends in the market and trends change very fast. A market trend may last a single day, a month or a year and again short term trends operate within long term trends.
2. Portfolio Diversification: Another useful risk management strategy in the stock market is to diversify your risk by investing in a portfolio. In a portfolio you diversify your investment to several companies, sectors and asset classes. There is a probability that while the market value of a certain investment decreases that of the other may increase. Mutual Funds are yet another means to diversify the impact.
3. Stop Loss: Stop loss or trailing tool is yet another device to check that you don’t lose money should the stock go far a fall. In this strategy the investor has the option of making an exit if a certain stock falls below a certain specified limit. Self-discipline is yet another option employed by some investors to sell when the stock falls below a certain level or when there is a steep fall.


Ans-3
Factors influencing the Decision on Dividend Policy
a. Stock Markets
Stock markets display significant adverse reactions to announcements of dividend cuts. Managers
therefore tend to conservatism in good years, particularly in cyclical industries and for smaller
companies (especially those that are new to the market).
If the stock market is focused on the short term, it is possible that investors will reward companies
that pay high dividends with a high share price. Companies may then return too much to
shareholders, rather than focusing on the payout ratio that best suits their business, which may be
bad for the company’s long-term prospects.
A change of dividend policy can have significant repercussions for a company’s market rating and
its capacity to raise finance.
b. Cash Reserves
Companies with large cash reserves that fear a takeover bid may well distribute generously to both
encourage shareholder loyalty and limit the size of the ‘cash pile’. A cash pile is seen by investors
as a sign of weakness.
Some companies try to label it as a ‘war chest’ – cash held in anticipation of a large aggressive
takeover bid – in the hope that the market will continue to believe that some big value-adding
manoeuvre is imminent.
Shareholders invest in companies to get exposure to a certain type of risk. If they wished to invest
it in cash or other investments, they would choose to do it themselves through direct investment,
rather than let the company do it for them.
So, the belief is that if the company can’t use the money they should give it back to shareholders.
Shareholders can then find another company that has some ideas and that can use the cash!

c. Tax
Companies with a large proportion of non-tax paying shareholders may feel it appropriate to
distribute a large proportion of earnings.
In general, non-taxpaying shareholders (and those who receive dividend income tax-free. E.g.
because the income is below the tax-free dividend limit) will wish to receive much of their return in
the form of income, rather than reinvesting the profits in the company to give a capital gain. This will lead to a bias towards higher payouts from companies whose shareholder base contains a
higher proportion of non-taxpaying shareholders or smaller investors.
d.Growth opportunities
Companies in high-growth industries may find that the demands for capital investment to
maintain competitive advantage exceed their capacity to borrow on satisfactory terms and may
prefer to pay low dividends rather than making frequent rights issues.
Many internet companies pay no dividend at all, and often have negative net cashflow. It is the
promise of superior growth in the future that makes these companies attractive, not a high
dividend yield. So, paying a dividend to the sort of investor who invests in such companies makes
little sense.
e. Stability and consistency
Since companies with high dividend policies tend to attract investors who seek high payouts (and
similarly for low dividend policies and preferences) any move from one category to the other will
cause adverse market reaction as investors readjust their portfolios.

Ans-4
Various forms of business organisations from which one can choose the right one include: 
	Type
	Sole proprietorship
	Joint Hindu family business
	Partnership
	Joint stock company
	Limited liability partnership

	Ownership
	Controlled by an individual
	Business is owned and carried on by the members of the Hindu Undivided Family.
	Owned by more than one person
	Business which has a legal identity
separate from the owners of the business.
	Any firm consisting of two or more members (not partners) engaged in a profit-
making venture, may become a LLP.

	Liability
	Unlimited liability
	The liability of all members except the karta is limited to their share of co-parcenery property of the
business. The karta, however, has unlimited liability.
	Partner is liable to the full extent of their
personal estate for the deficiencies of the partnership.
	owners’ liability is limited to the fully paid value of their shares. Shareholders will only be liable to pay
the outstanding instalments.
	Limited

	Legal Status
	No specific documentation is needed to legally establish this form of business entity. However, a
sole trader will need to fill in a normal income tax return in respect of the business.
	It is governed by the Hindu Succession Act, 1956.
	Most partnerships will have a ‘partnership agreement’ which sets out the rights of Individual
Partners.
	Must have a Memorandum of Association and Articles of Association.
	Governed by the partnership agreement that may already be in
force within an existing partnership.



Ans-5 
Because the Internal Revenue Service does not view a sole proprietorship as a separate entity, it considers your business earnings as personal income. You report income and pay taxes when you file your personal income tax return. LLP is liable for payment of income tax and share of its partners in LLP is not liable to tax. Thus no dividend distribution tax is payable.
By these conditions I suggest Sole Proprietorship.

Ans-6
The Modigliani-Miller theorem argues that the option or combination of options that a company chooses has no effect on its real market value.
Merton Miller, one of the two originators of the theorem, explains the concept behind the theory with an analogy in his book, Financial Innovations and Market Volatility:
"Think of the firm as a gigantic tub of whole milk. The farmer can sell the whole milk as is. Or he can separate out the cream and sell it at a considerably higher price than the whole milk would bring. (That's the analog of a firm selling low-yield and hence high-priced debt securities.) But, of course, what the farmer would have left would be skim milk with low butterfat content and that would sell for much less than whole milk. That corresponds to the levered equity. The M and M proposition says that if there were no costs of separation (and, of course, no government dairy-support programs), the cream plus the skim milk would bring the same price as the whole milk."
Ans-7
 Fixed capital includes the assets or investments needed to start and maintain a business, like property or equipment. Working capital is the cash or other liquid assets that a business uses to cover daily operations, like meeting payroll and paying bills.
Ans-8
Economies of scale are cost advantages reaped by companies when production becomes efficient. Companies can achieve economies of scale by increasing production and lowering costs. This happens because costs are spread over a larger number of goods. Costs can be both fixed and variable.
· Economies of scale are cost advantages companies experience when production becomes efficient, as costs can be spread over a larger amount of goods.
· A business's size is related to whether it can achieve an economy of scale—larger companies will have more cost savings and higher production levels.
Economies of scale can be both internal and external. Internal economies are caused by factors within a single company while external factors affect the entire industry.
Ans-11
The accepted total cost of holding inventory is roughly 20 to 40% of the cost of your merchandise inventory. That leaves every company with an important calculation.
The answer to that question depends on your business. Supply and demand are in an eternal push-and-pull with risk and cost. Business owners will forever straddle that line. Inventory management is the science of dealing with uncertainty, and the variables it considers can never be completely controlled. Keeping stock levels at the optimal levels is valuable and worth paying a high warehouse manager salary for.
Consistent decision making based on a deep understanding of risk level and cost is what success looks like. You also need to conduct a regular inventory audit to avoid safety stock becoming dead stock (see dead stock meaning).
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