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BUSINESS FINANCE ASSIGNMENT 
ANS 1 
→ liquidity preference, in economics, the premium that wealth holders demand for exchanging ready money or bank deposits for safe, non-liquid assets such as government bonds.
→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
→ Yes, in recent times many insurance companies listed on the Indian stock exchange and it affects their dividend policies because now they are no more privately hold entities now, they are public limited company and has to compliance with various norms of SEBI.  But the decision related to dividend depends on various factors such as company is in growth period or in maturity, reinvestment needs, preference of shareholders (in which tax slab they are lying) if they are in high tax slab they don’t need dividend income because it tax at high rate rather they want to reinvest same into the business and it will increase the market value of firms share’s.
→Conflict of interest refers to situations where the personal interests of employees, board members, or even contractors might go against that of the organization they work for, putting the company at a disadvantage. That means they might do something that somehow undermines your organization. With mutual trust as the foundation of the company-employee relationship, your organization should rightly expect employees to act in its best interest. When conflict of interest does occur, it can erode public and internal trust, damage the organization’s reputation, hurt the business financially, and in some cases, even break the law.

ANS 3
→ 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).
A change of dividend policy can have significant repercussions for a company’s market rating and its capacity to raise finance.

    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’.

Tax
Companies with a large proportion of non-taxpaying shareholders may feel it appropriate to distribute a large proportion of earnings.
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.

Stability and consistency
Since companies with high dividend policies tend to attract investors who seek high pay-outs (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
→ He should opt for sole proprietorship because sole owner bears all the risk including unlimited liability and a sole proprietor's net business income is taxed on his or her individual income tax return at the proprietor's individual tax rates and on the other hand Unlike sole proprietors, partnerships, and LLCs, corporations pay income tax on their profits. In some cases, corporate profits are taxed twice — first, when the company makes a profit, and again when dividends are paid to shareholders on their personal tax returns.

ANS 5
→ The Modigliani-Miller theorem (M&M) states that the market value of a company is correctly calculated as the present value of its future earnings and its underlying assets, and is independent of its capital structure.
→ At its most basic level, the theorem argues that, with certain assumptions in place, it is irrelevant whether a company finances its growth by borrowing, by issuing stock shares, or by reinvesting its profits.

ANS 6
A) SOLE PROPREITORSHIP 
→ownership - It is owned by one person and is not a limited company.
→liability -The sole owner suffers from unlimited liability.
→legal status -No specific documentation is needed to establish sole proprietorship.

B) PARTNERSHIP
→ownership -it is owned by more than one person and is not a limited company.
→liability -All the partners suffers from unlimited liability.
→legal status -It is not mandatory but it’s suggested to get registered yourself because it involves partnership agreement.

C) LIMITED LIABILITY PARTNERSHIP
→ownership -it is owned by more than one person and is not a limited company.
→liability -All the partners enjoy limited liability.
→legal status -It is mandatory to get registered yourself in LLP act.

D) LIMITED COMPANY
→ownership -The owners of the company are called shareholders. Most shares give the right to vote at company meetings. The shareholders will appoint directors who are responsible for the control of the company on behalf of the shareholders. The company is run by managers who carry out the directors’ policies on a day-to-day basis
→liability -company form of organization enjoys limited liability.

ANS 7
→FIXED CAPITAL
· Fixed capital is the portion of total capital outlay of a business invested in physical assets such as factories, vehicles, and machinery that stay in the business almost permanently, or, more technically, for more than one accounting period.
→WORKING CAPITAL
· Working capital, also known as net working capital (NWC), is the difference between a company's current assets—such as cash, accounts receivable/customers' unpaid bills, and inventories of raw materials and finished goods—and its current liabilities, such as accounts payable and debts.

ANS 8
→Economies of scale refers to the phenomenon where the average costs per unit of output decrease with the increase in the scale or magnitude of the output being produced by a firm.

Similarly, the opposite phenomenon, diseconomies of scale, occurs when the average unit costs of production increase beyond a certain level of output. At the point where the average costs are at a minimum, the minimum efficient scale (MES) of output of a firm or plant is reached.

A distinction is often made between different types of economies of scale such as:

- Product specific economies of scale; and

- Plant specific economies of scale
ANS 10
→We would prefer scenario 2 that neither of the event happens because of the time value of money. The time value of money (TVM) is the concept that a sum of money is worth more now than the same sum will be at a future date due to its earnings potential in the interim. This is because money can grow only through investing. An investment delayed is an opportunity lost. Even though we lost the 2000 rupees for a day only, that 2000 rupees had a potential to earn some value and growth within a days’ time also if it had been invested like in savings account, stock market etc. Investors prefer to receive money today rather than the same amount of money in the future because a sum of money, once invested, grows over time. For example, money deposited into a savings account earns interest. If it is not invested, the value of the money erodes over time. In other words, a payment delayed is an opportunity missed. Thus, due to the concept of time value of money, we would prefer scenario 2 that neither of the event happens.
ANS 11
→ Cost of holding buffer stock
· Storage
When you store more than what your business needs it leads to extra costs and one of the major costs are storage cost such as warehouses, extra labor costs, electricity charges, proper security etc.

· High chances of obsolesce and damages
When goods are stored in large quantities there is a high chance of goods getting damaged and result in increased losses.

· Lower gross margin causes pressure to get sales volume up, bringing on higher selling and advertising expenses.
Effect: This results in lower operating profits.

· High inventory causes poor cash flow, thus pressure from suppliers.



 









