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UNIT - |

Financial management — meaning - definition — objectives —
importance — functions — organization — structure of Financial management —
role of financial manager.
UNIT - 11

Cost of capital — concept of Cost of capital — determinants of Cost of
capital — simple and weighted average Cost of capital (simple problems only).
UNIT — I

Capital budgeting — ranking of projects — methods of evaluating a
project investment proposal — importance of Capital budgeting — financial
planning of a business (simple problems only).

UNIT - IV

Capital structure theories — net income approach — net operating income
approach — Modiglini Miller Approach — factors determining Capital structure
(theory only).

Leverages: meaning, types — importance and significance of leverages
(simple problems only).

UNIT -V

Working capital management — meaning — importance — types — factors
determining working capital (simple problems only).

Management of cash, inventory, accounts receivables and accounts
payable (theory only)
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UNIT -1
1R& Gosumstorsmin (FINANCE MANAGEMENT)
1. SIS E BOVSS6mTD H[HS. ST (PSHILSHuSMmS CausfilLbSsIs.

g Guosumsioremin  sTeoTLg GamflasEl LwsTUOSSILGILD  Hidlmiw
S LR, quluse (Raising) sLOUUGSSISH wHmid Hifeudlliugi 6T
QamLiymLil  BLalpsSmesear  o@n  Oamfile  sméurg  Himiaer
IemliysserTs GlugmuwsTalsy 2 ererg). serGor Ggmpley Hilemwl Lmml oy
Hmieueer Hl&lufliedlev seaueid Gleaiss GalsriguilmsSHnsg.

@ Hneenn m @IUI L Crréssdnsts oyrdlar gl
OQupm 2 mAMSSLIULL QM  Ieuliur@. el 9|geor
o mferisafl_LilmBg Comi’ L gl @enE sefl Crrésn taTsgiflsmiouL,
RUULS o flmwown apssmiain Sued) aYsESHE 2L UbhSsan (Being
Sued) aumiiiy stepils QemaTer @GeTmen (lpSleTmEl. HimIaIeT jemLoLiL|S6T
(% Bl lgeor GQumrmermamy 2 Wilimmewm@L. (Economic pulse) sy m g e
QummerraTy eueri&d Hmieuer gsmwlilsaflsar CHTHMSMSLILD elaTTEFlemiLLd
OUTNISS G-

RSl Gurgmer efler&sd : (Meaning of finance) Hl&uflwen
e 6,  Gamfledled  LwsTUGSSIUGL  HiSlemw LIS LHMID
BEOL (PmMLILHSSID HL oy SHensIUT@GL. @lsremmi Gsmle gjemoliy seoflmurt
mm (Impersonal) fmieieriors 2 erarg). sTarGel Himesrsdlsr Hl& Lmmib
|6 Gamerenssemer Ll il Golstorglg) (P&SILSGIOID CLMISlETnE.

geps gnaflassrar smad sererdliun - (Encyclopaedia of
social science) A&ulumIS @ NeTelmLd B)6VES6TSHMmES &(HSTNE.

Hgluiwed fmiesmiseafler H&L Nr&Seneraamer LpMe & midlearms).
@rfirsdemarasaflen U gemwlimus Cammmeiiugnatsr Hd ojamissr
(Finance Aspects) gy eustisufled gisaemiin Hiieursin, epaseoLd
Omid  eupLTaTSSnElmLCuwrsar  Goumur®  GsTLrumsr  semrsdilen
virgdlememaer (Accounting Problems); eusmi&dlumayin efiflumrssssmain
GComerdiu fiiarss sswsst, i HesansEnsE o UL Hnaarsdler
fdeow  sflslLe (Financial Adjustment) geeg HnesrsamsL
Hemrremosse (Rehabilitation) Gumesrmenr oL@ dlsrmen.

BHuiwedlser @uisoyser : (Objectives / Features of Financing)
flmieuser Hllufiwed Nlsireu(mid @ILLSmaTs GlamsuaTie (58T meuT.



1 @ Hmeernd 95 Cammmelssiul L Helmhg JSamiemLiL asTTEe]
oo efflurssn euemy CumGaemersmiul L H&  HLollgSHen&as6T
LBl opiey Hoieser BT Lo
2. fmiever  gemwlysemer  GLLUOSGEUSD 2 L ubhiHlearm  flE
Hlsmsuemisenar giliie| Glaiidlearmg.
3. uydlsrs oMb e GumSlsrm Gsmifl gyeudlsr (Business Unit)
RS SIL5m5 oYTMiEE) Sl 2 SUSTDG!.
4. HneamhsEpsES CHmaILEID  PSETRISHET  aIems, S6TsmLD
nmid gysmemel (Extent) uflfevsmerr Ggldlsrmg).
5. fmeersdler  eumurarsms  Hiudls@n  CeTsTenssemeTiL,
6L (PemmSsemaTiD sflumi&Slerms.
6. ueGam HmesmiseT emswTEnn aru-me| (Dividend) Gsiiomeorin
LHMILD STILS CsmaTamasmers Sealsflsdlarmg.
7. Gamfley fmeerssnEl uoGam K Hneeamssr gefls@n K
2 gefluiler SeTEmLEmILILILD (PSHEILSGINISMSILLD LnN] oy Tmii&lsTmE).
8. fmaemsaflar  Hld  meoL(pmmser  womud  GsmeTensemeT
weoniuhsgng womin s HUUGSSSN Telear unme Il
OIS G M
Hlmieuer Hlufiwed GLomen Pl @uisoLsemers Glametie (& SleTmE).
B&ufwiedlsir (ps&usgieud : (Importance of Financing)

BHufwedlssr  spsmu womd  GQur@meTTHTT  (PSSILSGIeID
LletTeu(meusTaLIMMTEL 2 6marTLILI(H\Sl6TME).
1. 2 femwemwuyd Guersmremoemiyn (Ownership and Management)
geofllurs 1Nflgs Gurmiiy, Hinesr alpaissa gymuhs Csmfls gmuitfinGs
2 flwg).
2. Guerewremn  gyseeoLw  fdsspemm  (Financial Statements)
SMELILTS MSILTERUSNE Lo aumiliygsst gjeflssiu (hsmsmsr. Hlmieuer
Huflwedlesr sogeumssT undlu gfle] ukiGsmriseflsr uTgSTINNEGLD
Blmieuser& g6 GQgTLysmL L Uln BUTSERSESL 256 &Hl6Tms).
3. Blmeuser Nememriumugsr (Securities) psei_ (& smallgssmrs (Investment
Instrument) snGurg o smereme  Hmeuer HHullwe  Lpt ey
Waihisemeril unMl HMISNHE IlpLILDLILTES @)(HE&S TG,



4. Qummermgmflser (Economist) sepsaiiuey glepigst (Sociologists)
GumsTmeursst  (psoraflsgenl Hiiarssda o erar HHuiln ahETSmS
(Financial Machinery) g|fihg G&merer (LpipSHleTms.
5. mligerr Qur@perraTy eueTiFHSHE Hmieuers gemm (Corporate sector)
WSHWL urisTHyl aumSleTngl. @& e HlEuiedlsr P&sSHILSSnISmS
o _6uOT (Lply EHETTMS.
6. Gamfley LWTEENISE K @larumors eermm@L. eTara Himieasr
Blemws upnl (pemmiumssr Simestmilie] Gl&1LaIG) @)THILMLLTSSTS)LD.
7. Guysme] gjeeg simere| Ggmilnsremassflsr Kl ComeausemsT LS
2 SHoyHaTngl.
8. sefliulLeursst womin Hmever Calliyssmer (Corporate saving)
S eusng, K& Himeueamseaflsr Smnememyn Gawsoum sLiwn i
LR DAL TR
9. dmiriuL Geflysemer  efmoudarm sk auflssfls
Geailhsugnsamer LG aiflpemmsamsT GHIINHS @S
10. Gueumstoremioullesr SHeummeor wHMID Gomaigwimer K HL b SHenaaemeT
YeoniLOSgnSDSTET YesTsms (Urgency) o emri&siSlarms).
. GamfinsTmnsEnsen Hd  gemulysarmsr  aumdser, sriybls
Bmieuermigst, sl @ Blmesrmissr, el Gl Gurmiiiyflenwsst (Trust)
uiGLrmn Hlemsuwid, K& e Omsssr (Corporations) GumssrmeunminEL
@smLGuiumesr Ggm_iifled 2_smem Gsnmur(hisemsT gy lie| CslSsTms.
12. g9ra eypogen Geuafluiipe alhl&En sl GILuT®h Himieer 6(mLomeoTsder
fg elldlégn aufl, geflurt gmpulsarmisst s O ImoiUsSEHSE H
apnIGag  Curearmeaimding — gummid  ukidlemer  Elmieuer  FHufe
giromefl&Sng.

GLomen i eusmaseifley HiGuilien (ps&ugginin GumSlsrmg.

2. fl8) GusumearenLn @GMNSaI I Sleug) wirg)?
if&) Guevmemoremio (Financial Management)

hlg  Goeureioremio  eTeoTLgl  Gumgl  Gueumesoremiowlletr e FmliL
usmflur@w. @& HHows Gosfssn aunmn Hneersdar Gurs
Crrés5ms JIOLUSNSTS  LILgmisTer  eusnsuiled  LILGTLI(H SESIeGIL 63T
Qariiysmiwgl. Gsmfledly o 6rer  eeuGleuray Hl& HLAllgSH6mESEmaTILLD
2 6TemL &8  @(m&Hermgl. & Gemammeamns@Ll LGaIm 616066 &6iT
ueGen) eImSS6Tl @levaasemid gj6iflGasmeTeoi.



GeusivLeor (Weston) wmmid Wifissmn (Brigham) smsgililg. K
Goeurresatemio  6TeaTLG| SeoflLLL L eurasefleor Crrssmgememun, Hlmieiersder
Crréssnismsmyn  @lemsoriug  Gaiwn B (yasamear  GHGISTETEmHLD
UGSIT@GLD.

anmeur(h  (Howard) wmmid giumssr (upon) s@m&giiuy  “Hid
Guoeumstoemin  eTeoTLIG SIL LD womLd SLGUUTL (L vemflemw  Hlllinemilss
QurEhes QalagT@L.”

Goorell (Joseph) Gudls (Massic) smsgiiug Hdemul  Gumm
Ileumemm LILSgI6TeT ausmsuflsd LeTLhiSSIn Gummiiieny @D e gLl
QFIILLPEDM [HL_AIp HENSHEET I GLD.

Cupa. it Geassammssfly @mhg Hd Glememeno 6TeTLG 6(H
Qamfley LweysTsr euemsuiley usmflurpm HHemws SriG  Gurmiimus
Qameior(smsm FMiy BLAlp&Hms eTerUme Il (PedHlarmg. @ldo K
S LA 6, K1) Bifeumssd nmid Héss. HILUT(H L hiGSaTmgl.

e Ol fineersder K Guemsaenn K ummiu feraimLd
L6y 60 SEMET 2_6TOTL SEILS QL SLD.

1. LLiflLev : (Planning)

uTIGUT@L srekiseflsr Qrress aresamenyn (Cash Receipt)
e UGS GFaail Gausmgil (pemmEsmari, (6Tan L igGi 9mihs)
SILLLALev fld Gueumesoremioufley (ps&sEluomsmemaiur@n.  Gummeaflsr alsmev,
2 NUGSH, IeTe| LHNID 2 MUSHEF OCFaalled FHULGE Il  LOTHMHISEHET
Weren Ll gfihgl Camymurs @lomusmses samsshag S LLilhaidle
I BIGSHTMSE.

2. fimieuer gjemwliysemer efoLbISS6L : (Organisation)

fmeersms gmusse serugl. g Guememrmemns s Csemeauuer
SIFDMSEMET MGG I GLD.

3. ussflwmereny Hwblsse (Staffing)

flg  Guemsmemn  SIMNSEHSGS CHmeuurar  $GE 2 erer
I SmaTS Caibgl sTHSS Hiuflsse Lssfiumsmsnr Biubl&sn gy @LD.

4. Q&G g6 (Directing)

f&Hs smailser (Financial Instruments) wmmid flé flmieusriser
epeuld g S (higey LDl BL el SHmSS6T @Il @S0 Lsmfluflsy oL migL.
@smer Ly GIILL  CETSSSHmET  9emLauSMESTeT
aiflpammsemer (Systems and Procedures) au@sgié fmiunss G
Geuenariy 2 6iTETS).



5. fids s_@Uur®h (Financial Controlling)

fgiflemen Frmeor Hlemeouiley @SS L AL Ly @mESGL GuTEmL®
Yhemsw  LHnh SH6UTmSIW FLalpSmssHmars sLEUUTH  Cl&iiag)
Blss Hum®h gy @ELD.

STRUCTURE OF FINANCIAL MANAGEMENT
151&) GosurresaremLoemi fliteooTuil& @ L Smiyeveflser

e Hmesrsder & Cusumstarenisnit Klifswruil&@ srremflesmmal
LSl68T6LI(TH6U6TT UMMM S MEVITLD.

1. @amfledlstr sersmin (Nature of Business)

2. Qamfledeir gemey (Scale of Business)

3. Qamflsv gysmwiidlerr eusms (Form of organisation)

4. Qsmfle spndluflsr s L (The phase of Business cycle)

1. mugms 2 wisgse (Maximisation of Profit) Gumgieurs fetor
STUSHH0 2 WMHSHETE| OMLUSMSID GSNISIL STSHSH0 @IIL| TLSMSILLD
Qup NE&s Coustor(Hid.

2. @ILiGmnssn (Minimised Risk) Casmaunwupm @)L isemem elliliLig)i,
Sir&lemeoTiumen LGSSemer sTHIMLMTLILGID, 9jns GlaNISNSTS aILflsamer
sevorLmiw Geustoripull(m&leTma.

3. sl(iurienL upmoflse (Maintain control) 2 67 ei@pd LMHMID
QaaflFQemmin  fd, eglLmsmem URGLIUGSEH e  sfliurs
LweTUHSSILGETmST LHmILd LTEHSSILGEGTHST eTeaTUmS 2 Mig CFlsg)
Gameirem Geenor(HILD.

4. Orndlpayssemomn  oemLge (Achieve flexibility) o miumm
MRSTUHmS  Hneerd  gotellés  Cosmeulmsdarmg. 6
L 6l S60&SS56M6T  SHeuemons Gleumeimsnn Glaligme Cn&pas SerenemiL
upmofl&ss  (piewn. Coemeusmw  stEfuMSg  Gurgiomer K epsomigsT
(Sources) @mHsTL 9|5 CBSEISSH6TEML 2 ML LSTGLD.

QTS s&s6TsmL rLSSeTem Ijamis e (Liquidity Profitability
Approach) K& GCuemsmi QIT&sE S6oTeOL  TLSSETENLD  6T60TH @)
@s@smear e GoustoripU(m&SHaTngl. QTG S6Temn 6TeTLg GCHeme
sTld Gurgl ggraug Gs® (Due) st au@mn GuTs GCamTsSmMETILLD
(Claims) sLOur(hsemeryn (Obligation) suwmafl&s@n  smeufler  Slmeor
QrrsssseaTmuT@.  Hneerd oSl 2 momgllisemst  (Bills)
Gs@srn  (pehsalear Censs GCosmrhl. Crméss QammUsnIsSES



Oesgiusng  GCurglmer  Grmé&swh  aHiummg  HsLpesameT
(Contingencies) sumafliusn@Ld CaemeuLmear a&is@Gsameanyn (Reserves)
meUSE\(E58 Gevevar(HiLd.

Himi6v60T & Slear 6UITLIS S 60T6MLO 6T6aTLIG ELPEVS 63T &6M8
uweTuSEHwusnarer elemere] eaiswr@. (Rate of return) fmieueor
BL Al SMSSHET IS0 LILIGSTITSEHSE BTl &S omusms goUbhiSs
Cousmmguilm&Hlerma). ySs LT @@Uller (Stock) snGuransw wliemu
2 WITSGIS60 Geuetor(hILD.

fg  Cuemsmenullesr  @Qeos@Gserms  Gons. i emu @I
I|51)(&(LPEOMLLLD QT TESSS6ITENLD UTLISSEITENLD 9|61 (LPFHMLLD 2 6TETS).

& Gosomsmiflétr Liswfl&6mears & (5.
& Gosomsmifleor Liswflaerr (role / Function of Financial Manager)

1hl&) Gueuresaremiouilear 1S GameTengaameTiLd, Heummler IjlpLILienL &
ameememyd  (Financial principles and fundamentals) sersa
Camur(hissmemyd, eumnlsr el & &S.misemenyn  (Accounting
theory and fundamentals) gdHmes Gousmgews euguomEL.
gl Hé CuemsmenLowifler HLalgHmasEsT g LHMID Semrslie
S|l Glenemrbg) @\ ColstrGLD.

9Ouflssras, GmmiGussr Francis J. Walse oyélGumiaermsy
BLSSIW  gurmigsulleoruy  Hl&l Goamemeniowisger Glumgiaumsst  Hleorea i
WSS usmflsemsT GlEIlg) aubS6TT 6T6iTLG) S6oT(hILle S&LILL (HETaTS).

1. A& fieursin
@amifle L sl Smasemer SI L LA(HE60
Hl&) GC&rrg 60
&emrsHS(h (Accounting)
CarsgIsaemer LITTLIfSE560
surfl flifsurssid (Tax Administration)
360 G&LGauT o meyser (Invest or relation)
Himiosdler fl& gjemolnilensor GLosumesorenio Gleiiige

© 0o N o 0k~ 0N

&ebgl gmiige (Consultation)
10.emsUuppiL_ L. Qerggisamer o]  Gsign  (Analysis  of
Acquisition)

11. 9resE Msmaeser gaiisea (Government Reporting)
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12. GQurmermany CrrsdHamer Qs fliLliLbhsgss (out look)

@eurr

seuGleur(y, Qamiflayin, K& Guemareny Hihss Geoustorly @)msEl6Tms,.
ueGam  glmmeEhesTar  Hdmu  RSISSHusSnHsTET (LSS

Ypeysemer (Key decision) eih&s Geustoriy @(méSHlearmgl. @oliurs K
Guererit (&S GCoemeusemst (peir SevefleEs Ceoueny @(m&SHamgl. K

sgrgammisemeT ML Geoustory @m&SHarmg. LG Gmms Ehsdlm G

Hdleni gISSIL Goueoriy 2 6Temg). [ GeumsTi @& (HemLowimer GlEwesemer

Qe geumemLw Hmesern fnns B Hamasmwouien @msELn. K&
Guosumsmt Lfeareu(meueaTeLDMIy BiHls SHaed ClFmIss Goustory @)(m&HleTmE).

1.

o wiihlemev Hifeurd) (Top management executive) steorm (psmmulley
Blg  Guerart HimieueTSSleor  6T606MI  LGTHSEMATILD  (LpQEDLIILITS
Gupnuriene GlEwGaistoT(HILD.

Gumrgomenr gjerelled Kl Sy Liu (Hetersm eTerLmg 2 mid Cl&iig)
Qameter  Goustor(d.  gyeormey  LAgLAlerl  Ggmems  (excessive
amount) IfL L &&. L g

uewrd L (QeurLm QEigs, [ unprs@Gammew Carmmieissmosy
@msHarma srearUma 2 mid Gl Gsmsear Galssar(HLd.

Blé  uwaTuhsgms e Gsilg SR  SLGLIUOSS
GouetoT(HLd.

@eoru  flemevemis  Lpmofl&SleoTn  QuTLs Biemns  SeTenLemILILLD
urmofl& s Geustor(hlin.

fglemw fsserioms Glum Geustar(hid.

7. Qamfled 2 evdle Hlovaln 2 mGuflsromwse ams O Gousmr(HlLb.

(Allowances for uncertainties)

Qrmrssn  Oupss.igwemel. sr&EHHIY oML  ClFwe  eypeugeT
@ermgsmer Fpliurs Hlieudlsss Gaustor(bHiL.

um eusmigdlufleor (External growth) Mgl Hlemeemw o) Glaw
GouetoT(HLd.

10. HimeuersdnE UsGUiT 28m” (HIb Lgl 660lemd S(HD STES60ThRISemeT

seoLUlg&s Gaustor(hiLd.

aumRsT  HlE  Guammmmeamowt sLhs Sromgsfls Hé  Lmu

Ylpe Semer THUILSNE LIV UMSILITET SL RIS @(HHS6T. Ijeumaley
(PSSLOTETS,  LDMTSEGMDIITET  eLIGVSEITLIT(S)LD. BTG SLHS
smnseafled CuTgLoTer cpasarsms @ Hmeuerd Gunebs @ rumh
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@lsveomeil L maYId LISy (@)6MLEhEEVS6ET 2 6TET6IN. 2 SMT6UOTLONS 6U(HRIST Hld
GuosuremoremLoiLiigssi HimielersEled @I rLbID (pseihiser GuTginrs seypssdlsr
dg @iliurs uk@smissr Wgln gnuUbSSI ellmsre|samer &[Sl
Gamemer Geustor(hLb.

QUMHRIST  GLsUmEiTemLOLITSET  FUPSMU  jemwlin@n  GlgwsiuL
Geusor(hd.  eTeoTGeu [l CLosumemaTemLOWT  @QULIMEMSILITET  [H6ITEITL S0
2 LTS @\ (&8 Goustor(hid. HF semoréd(H LmmID Seueflen gyl Aniys
glemmseafled Lwingl Gunmlmss Geaustar(HlLn.
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UNIT-1I
COST OF CAPTIAL

eLpeuG 6T SIMLLD 966G epeuGen gL &aL (Cost of Capital)
epeugers HmusSsr @evssend (Definition of Cost of Capital)

steupm  gmeuloenflear @leusasemrio (Definition of Ezra of Capital)
EPOVSETS SITILLD 6TETUS GHONHES 6T @l §5aign gng Pl HiF
Oasueysefler igme @GamnLES IlaTe| @leurL aflSLomELD 6T6oTm| 6TV STEUL6IT
@aME @)V&S6mTLD 6.(GSSI6TeTITIT.

amevor_, eilesdlideiy  MMID  GLTeaTeUMEVL 6rV6IT  @)6IT  (@l6VESH6TOTLD
(Definition Given by Hunt, Williams and Donaldson) epegers
Simud eterug) flar Qersgisasfler g FlLlLL GColmmgll @GmnEs IeTe]
@ NEGLMGLD. TN @OITSHET PGS SINMUSHMEG (@608 S6u0TLD
6LEMITTHS|61T 61T 63T

Gamedl mmid Fysumsdleor @leussemrin (Definition of Haley and
Seuall) eyevsers Smun ererug Crmes QUL SSHr g semrssl Lo
S6T(EhHLLe 651&lSLWmELD.

OurgleuTs, epgeTs SITuD  eTerugl S L (HeTer  GlEiusy
S Lmgefleor g FlLOuL Geustrigll @Gemmhe IjaTey @suru aldlgwomEL.
o STeoTLoNgG, &o S LmsERsEE amSsalLllpréar Imag B
Bneusrhigefl_mhEsT, sLer Gunm pseS®H Glsiiu GaiemTigL Heme FHLIGILD
guwsSHe, sLeafing OFnss GCommew el lgmuud HeSHE oUGHLD
CFue|SmeTid SaTSEHL (D GHMUES eTe| @eTuSSlmears &S0
Couemor(pld. THILMTSSL  @leomLd  gjemiowimosd CuTHS Snlgil Gl
S L st sl (h elHg0 GColsr®l. sTerGeyl, eLpageTs ST eTeTLS)
epugers Gaoaseflsr (Capital Expenditure) g semré&SL LGB e
GONHES |eTe| @l el&lGLomEL.

PSS SNUSMSS SeTsHEIGL GuTig &6y GsThS&IUL mel
SEMETILLD S6mTS S0 6T(HS81E ClsmsTEmse Galstor(HLD.

1. s (560 (psev S (Marginal Cost of Capital) & (hge (pgev
Simuid steTug S (B (P& @G Gumipg CumGeaIeTTIpI STSTTET @6V
afllgLom@L.

2. eiilL  epewd Squid (Specific Cost of Capital)
@eaemaurarg  @m GO st  Hnusmss  GHLUSTELD.

2 _SMTEUOTLONS, STSMT6UOTLI LikIEGS6T, (peoragiflenioll LkiGasT hmid sLefi (L
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usdmisefler wHIMUS GMUUsSTEL. 3% sLafl@U usSdrmser, 6%
ersnflemioll LUSETRISEmET @SMNE 2 SMT6EuTLING:ES Cl&TETaTEVTLD.

3. gmmefl cpogers Smud (Average Cost of Capital) @eme
ueGeun) epsugenT YpliLemLullear sTmafl eevgers Slirnm@L. CLmgans, e
BmiesTrSHsr epegeT LSmus SamsSHn Gurws sTrerfl epasers
ST L&D LILEIETETSTS @)(hS(S)L0.

4. shemgeileme cpegers Smwun (Spot Costs) @lemen  UkiEGE
ahenssefled 2 6Tem  cpeugemisaflar  wHUmUS  GOIUUSTGLD. LG
auemSILITET SIL (PSH6SLleM©&S @l6ualemns GLT(FSSLTETSTESLD.

5. grgmrer eileme epeugers Slmun (Normalised Costs) @leme
Bevor_sme (P SO QuTLpg LWeTUL &snigil  ailmeuT@L.  @lsmel
QuITgeuTs: eLsugearid LDMIL (g CEUOLILSMEL LILETUL &8n g ILIEHEILITG)LD.

6. euminiy eypeugerd &b (Opportunity Cost) Gueumssorenio;s @,
Q@ PSllps s G&lg Yne wnGmmearle LpeseSHId umiiiy Gumil
a(h&ms.

PSS SIMUSMSS ST HLlg SELD (LPenmS6T
(Measurement of Cost of Preference Shares)

weregiflennl ukiGseflsr elleT&sn, aIENSSST, HETMSST HDID
SoUs6T @QIILSSSSHT YSSHumun 6-6 (HHmus Cesfls@n aiflssr)
oliflurs  ellamfsasiu’ Qerersr. g &6al, @UUEGSUIL  HmD  @aumnler
EPSETS SINLSMSE SHTSSHILD (pemm LM Lo (Hib urriiGUTLD.

Qurgieurs, (ereflemol LhiGsaflsr gmer @leoru ey (peiTerGry
Bisrfssiu’ G alQHmg. oearCel, (eraflennl ukiGssflsr  gmeor
epSaTS ST sreTug) (petTaaflemoll LkiGSsflear Wsmer @leoru mallenesrs
GMI&ESng. eraflemnl LUhGSSTTTEST Shiser paraflsnnl Lkigssflsr
LBg) @l6ualeme) @leomLid SemL&@ELb sTery) TSN S6s (pseilh GlsldlsrmeoT.
g 6@  sutusfiyd unisTesmud  Qarhludlome Tarm  (Plga| 6T
wersyuflemol ukiGsemst Gausflulisudsvemsv. (perariflemiols LkiGseflsr g
uRiIsTSTUD eflsers Qurws @arssT sl Oiflmwn CumdnrigsT wHmL
L OUIUTHID @erser LssLn Glgsmm a9(HID.

Guosyin (pearegyflemiols LkiGEsT Wgmer LnmisTSMUD G&T(HSSLILL T
gl UBLRSERSSE CIHSES0LIWTEITO SISl  LhGSMTTSEnhSE
@sermed LTSI FOULSSE (. Cueid  werayfleow  UkIEGSERSEL
URISTSTILLD CEFaISSUILLTLE @)H&GL0 GUTLg) LUkiGE Shengullsy STgmreuoTL
L@ a6iflear LD @i eumiiiy syoL(HILD.
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sl PlplITS (peoTsoyiflemioLs LIGI(G) S6m61T LS IIL6
(Measurement of Cost of Irredeemable Preference Shares)

Div

Po
Kp = weregiflemioll umi@saflsr Simw hlemev
Div = URISTSMLLD
Po = eregflemiols uridleor flsmev
o gyeord 6 Hlmeusorid 10% WBlsluLrs (igwrs wpeoreiflsnLol
uniGsemst GeuaflulhiEngl. @Uumidlsr wpawdliumersg) em.100 eresflain em.95—
n& OeuafluflCiu’ L g (peregyiflemiols Lriler SIImLUS STators.

Div 10

S R — = 0.1053 (or)
Po 95

= 10.53%

2. i eregflsmols Lbigsaflsar Siru wSlimus sarsEls (Cost of
Redeemable Preference Shares)

>  Div Pn

t=1  (1+kp)* (1+kp)»
Qurgieurs, (ereflemiol LBiEGS6T Ligmer uknistemun  aufl CFaSEhu
YletrearGrr emrSSILLILHSME.
2. L6 gjeeg sLafl (bl usSrmiseaflsr Siru wdlmus samsHao (Cost
of Debt Capital)
1. yswdinie Gaefliibhn Curws sLeaflGl ussrser b
(Cost of Debt when Issued at Par)

Kd = (1+)R
Kd = sLeflOlusdrsder Sinu flens
t = eufl gmeisd
R = ey efsbd

2 Irewrong, @ Su6uell 7%  sLefl@Gl  usHrmsemest
Qeusfluii_ g1 eufl @9y 55% ou@Ln. sLafi(l usHrsssar Sinu allame

SIT600TS.
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Kd =  (1-0.55)
=3.15%
2. BL6T USSEHISEmET (LpsmeoTiold 9)eveug; &emEmLipuilsy Gleuaflufbid
Qurs sLeafl@l usHrsder &mnub (Cost of Debt when Issued at

Premium or Discount)

t=1 (1+Kd)t (1+Kd)»
o grremrd. 6 suefl 5.1,00,000 wHiyerer 10% WBiys sLefl@HL
usdisemer Geusflul’ (smemgl. sSLaf (Bl usHimiseaflsr Smwu elleme 1.
Wawdlinfs, 2. 10% ser@Epuipuils, womid 3.10% (emergSsn GaaflufiHL
QU8 STetoT.s
CLPEVSEITE SIMILILD 060G CLPCSET DL &ELD
1. el QaaflufiGin Gurwpg (When Issued at Par)

10,000

Kd = --------- (1-0.55)

1,00,000

=4.5%
2. 10% semEpuguisn Geuafulin Gumws (When Issued at 10%

Discount)

3. 10% yemewsHe Gesflulipid Guripg (When Issued at 10%

Premium)

1,10,000
=4.1%
3. smgmrenTl LkiGsemer LI (Cost of Equity Capital)
gngnewnll LUni@aeflar Wgmer cpgers Simwun  eTerugl  Glawe
Sl Lmsefleor g GLmiiL CousmmgiL G smmBbSLL & L6T auTaUm@SLd.
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1. D/p approach (Cp=D/p)
2. D/p + gapproach  (D/p + g
3. E/p approach

4. Realised Yield approach

STSMTEUOTLI LIMIES6IT eLP6VES60TS ETLLLD

Div
Po = ------
Ke-g
Div
Ke = ---—---
Ke-g

2 grewrd © A eTerugl e Fimieueero 20,000 FmgmyeueTLl LIkiG&emem er,.100
afsl Geuafluil’ L g snéurmsi shms aflsmelumers LkitsTsariing em.160
ILGLD. UBISTSMLLTS . 8 afgLh uhitlsmaTmInG eSS L g).
DPS
Ke = -—----- x 100
MP
8
= - 100
160
=5%
o ety SwGluefluflsr  sgmefl @oru me eldsn 21% oG
slbuefluflssr @eomun FL(G  SHmer uBLSHNEG 3% I SsflEsng.
STSTTe0TLI UriSlsT SHGUTememSIL aflens er,.105 o1 @Lb.

DPS
Cp = -—--—-- x 100 + ¢
MP
21
= o x 100 + 3
105
21
= - x 100 % 3
105
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=23%
2 STrewrd : e Himeusrsdler LriGsmersr snGUTmSIL Shamsailnso em.90
I G0, ukISTSMLULD em.4.50 aieTi&d] alldlsin 8% gy @t

Div
Ke = ———-—--- +g
Po
4.50
= oo +.08 x 100
90
=13%

Qurss snraf] epasars SimnusSams L6
(Calculation of Weighted Average cost of Capital)

Ourss armefl epgears Simud eTarug LGN alemasiLmeT &
ELPEUMLISEMET 6263TN)| G &GS SHemTSHSILLILI(HID FLPESHEITS SITILILOMELD.

2 ST 650TLD
SL 6L (H) LSS ITHIS6T 30 @evsmis6T
(peoTsoyflemiols LIk s6m 10 @lev_smigsiT
STSHITEUTL! LIhI(5)& 61T 20 (glevl_gmhig6iT
SITLIL 40 (@leu srmig6T

100 @leuL" &rhiger

surfl GESsLILLL 6T 2 siar STk er
&L_60T 40%

(petTegflemLols LiriEs6iT 8%

GTSTIT6U0TLI LI!S S61T 1%

SILIL 10%
ELPEVIBI6IT 6TEMLLLIGTE| | SHITLILD OLoTSSLD
SL60T 0.3 4.0 12
(psareyiflemiols 0.1 8.0 0.8
LITBI(@ &61T
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&SI 650TL] 0.2 11.0 22

LIGI(& 61T

SITLILY 04 10.0 4.0
8.2

o gryeworn  © XYZ fmeuerrn  S6p  Gam(hissUul(hetareumn  eLpsuseer

Ijeoolisnull GummeTeTS).

STTTE0TL LG (LpS6v (2,00,000 LkiEs:6)

6% (yersnflemiols LIGIG s 6T

8% &L 60T LSSITRIS6T

40,00,000
10,00,000
30,00,000

SNGLTE LkitlgTaTMlemen eb.20 aMHS6MD. LRISTSTILLD eMh.2 oil&(pLd, eueTi&d]

aigin 7% g sa|n o srarer eufl allElly 50% gy @Lb.

1. Qurss srrafl epasears SiNusSmss seuor(bHLil.

2. Guoed, s(Hzors

¢15.20,00,000,

10%

&L_60T

LSSIThIS 6T

Qeusfludl_Cin”1_eor. @)georTed LRISTSTD LBIGSTETHING 66.3 L&D,

uiiglsr eilme en.5 guead &gl aemiEulled 6aualls wrmmpL

@\6u6mev.
epugenr | ellSHlsn | epeuger | Glrss
366 &y grmaifl
1. | gnsmrevor U@ | 40,00,000 | 0.500 0.10 0.0500
W&o (Ke) 10,00,000 | 0.125 0.06 0.0075
(petregiflemn (Kp) | 30,00,000 | 0.375 | 0.04 0.0150
SLeufl_(hlL
usdbiger (Kd)
0.0725
= 7.25%
D
Ke = ———-—--- +g
P
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= +0/07 =17%
20
3. so(hseors ¢5.20,00,000m@L usSTRsmeT GausfluliGid GuTips LS
grmafls Simu seohiiy SsiuuL. Geustor(HLd.

STSTTEOTL LI (LPSH6V 40,00,000 | 0.27 | 0.40 |0.108

6% (yeragyflsmioll ukiEser | 10,00,000 | 0.06 0.10 | 0.006

8% &L 6T LSSITRIS6T 30,00,000 | 0.04 0.30 | 0.012

10% sL 63T LSSITRIS6T 20,00,000 | 0.05 0.20 | 0.010

= 13.6%
D
Ke = --—-- +g

15
=0.27
eLeugers Slimud upil Qfleug) WTgI? |S6T (PSEILSSIeLD eTeoreor ?

Bl& Qgmumser &iomerid sThHILILSE eSS ST (PSSILLI LkIE
USHSETMEI. 6 HMIITSSH6T eLpeugenr YjsmilisnL Siomeflslsrm Glumps
PSS STusSems erell  Geustory @\meSHlaTngl. &l Sremisefl
@oenss ofls Ysdusgad Gupy aGATDZ. RG Hpoarss
epeug e S Lemlsmu Siomsflshearm QuTws cyasarsSnsmsar Glsmame
gl SHrusmag el (h Uil Geustry @)MSSHTMGL. (@)&H6T eLpsuLD
Himieuesr 2 MemLowmerm&@ epgerd IefllsSams@ Humuwnmear aleneme]
(Return) &levL&a euminiy @)m&Hlerms).
epeugeTs Snusdle sSuggain : (Importance of cost of capital)

& Guosurstoremin  Siitomeorid  6T(HSSH60l60  eLPEUSETS  SlTd (PSS
SHSN8 @m&sHlarmg). Ularaimn Gosmstoreny SLOMImhISEhHSE) eSS
SNus sms58 QUTHSSLTS @)HSEHETME.

1. epevger aure Gsweys S Siwomern : (Capital Budget of
Decision) @@ g0 HLms Cunbstarams amal@hn smediums
ELPEUGETS ST LwsTL(h&leTmal. epeugen eure] Caaens S L Sms eFmLST?
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I|e06ug| LIMIILGT? eTETLSMSTET Yjare| Simeurms (Criterion) epsugenrs SlmiuLd
2 6TeTE). ePeGeT auTe —Gswe| Siumarsdle L Sler  rusSnemeor
Ijereilayid (PSS () UTILLIEHL HSITETEILD PLPEISEITS SITILLD 2 &6 HlaTmE.

2. flmeuerr 5 Smuenwleny augamwss - (Designing the
corporate financial structure) fmeusTSHleT cpegHeT S LemLoLisnL
Rl IEDLILILIGI  LPESETS SIMUD (PSEHIE STTEilUTS 2 6TETSL. CLPEISET
Ieowlitled LTMISOSET eLpeuGHeT STusSms aflaurdsslarmgl. K& Hiiaumd
ELPSEITS SITLSMS &emmhS Ijerailsy LTTLoflse Gealsr(HLD.

3. HléufLev pemmemiu Siiomerflsev : (Deciding about the method
of financing) MmeETsSnE s hiso HH Csmaubdarm Glumws
giflwumenr [Hl&) epasarsms CaHimbos[Hss GColsmr(HID. HSMelg CL6VES6TT S 6T
Bgrer Gawe| GmNESSTS @l(HEESL amsiile Hypamnemu 6simnelsH s
Geousmor (. Ml Hlieurdsl epeugenrs smensuiled oL THMS STLPE|SHM6T
sLaGSTaEr all'ly oissHme @y me aissms IESHmss Galsor(hi.
315607 glgliLienL_uiled Fl& Sl L Ceaeor(HILb.

4. 2w Guersoenwllesr srgemesr :  (Performance of top
management) epgaTsSler gmear Gawemel LweTL(HSGS Gosdlamflufsr
Sneoweowl  LHINLTD  THTUMTSS cpuGars  GlFemel 2 66oTemLOLLIT6IT
a6 UL BI& Hlifsurdluflsar srgemsreniu Lo eomLd.

5. epeug6nrs SlTILLD 6T60TM S(HSS Siomerid sT(HSSH0 GUILUTS @leomL
me| &iwomernd (Dividend decisions) menL(psom epeugers  Siilomeorid
Guimsarmeumled (PSEILSGInID CLmISleTmg.

DETERMINANT OF COST OF CAPITAL:
uGoum — eumSWme  epuSaTSHlemr  Ugmer  GlFwe]  eTeueumm)
IjerelltLmleiTmg) ?

LU
sL6tT Ligmenr GlFme), FnMSL LhiGSsT srer Glgwea), FLILBIGS6T LigTer
Gzvey fnssH maussiu L FL(S Csrams Wgrear GlFue] @ eTeuaimm)
IjerelltLpleiTmg) ?

WSO (D&&TeT  SToTeammigsT  ThiSEHem  CUTLS  LGISHSILITET
epasarssler igrer Gawemel gjarail. Golstoripufm&Slarmgl. wnmid Uil
Couetorigu(m&HITMGI. 6TELOIMSILITET cLpUSETSSl6T Ligmer Glgae| Loedleums
@msHarmGsT (Cheapest) 9mss Caimb0sbhiSs) cpsugerin 6Tl Galetorly
@msSarngl. LGam aemswTer eypagerd igmar Cgmemer gjarallpag)
M dssumar  UrFsmeanur@.  cpasarsdear  igmer  Glasusme
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IerellPeusmE srfliumeT HenL(psmm @lsusmev. GILIIHLILTEYILD (Lp6aTS6uofILiL] eLPEILD
(Forecasts) Qawwiuh&Hlermg. @)Hle L Samiser emULeTD 6rerGe
e eTESleT Ligmsr Glgaemeal semrsal(Higlerm Glumg lsTaimi srysoeflesT
gl seuerd Ceass Cosmeulmedarms. gsrag Hnearsdsar Coame.
g  Seoremoudley  epeugeord eULOILGS TS Hnwsdar  GsmsTams
(Corporate policy) wmmid eréliumity Hlemew (Level of expectation)
SeUaTSHSI60 6T(HSHGIS CameTeriiLL Ceolmriy LImELSETT(GLD.

flmieuserin LsuGam auflsaflsd Bl S Hilsrmgl. eTerGa spsubleumm
susnaTer fl&lsamear Cgmmel SamsSHl(h cpagarsdler Ligmer Glaasme
giromefl&e GaustoripullmsSHlearma.

1. sLetr Ligmer Glgevey @ (Cost of debt) epevgearsdlst igmer Glgsuame
gemaflhSlerm  Qurs st  grer Gemme (Pl  Seuefles
Goustorigwilm&Hletrmgl. sLer Wsmer Glgsey sterug sl HHulsr sk
(Debt financed investment) LKIGSmeT emeUSH(HLILOITSET [HlemevsmLIEHLL
url&soe sh&s CameaiLhidlsrm aflenare) aigwm@Ld. sLer gmer ClEue]
RUUES allly afpln Hneearsder eufl Gurmiiienu sflesl (HagmEL. L6
ELPEUGETTLD 6TEOTLIG) SL 60T LSSITONS BT ST SL6ITTS (@) (H&HSH60LD. SL 63T
usdmiser 968 aflsmeuiled (At PAR) cpaugersdled (At Premiem (or) at
Discount) gjseg siflefled (AT Discount) GQeuerflufiLiuevmib.

sLer  Uigrer  Oowemeas — smusEll  fetaumn  Fwerum(
LWeTUHSSLILL (H6TeTE.

Kd = (I-T) R
Kd = sLer cpeugeng Gase] (Cost of debt’s capital)
T = Bgeuersdnster @mid Hemev eufl afsn (Marginal Tax Rate to the

company)
R = gUuns aul'le eigid (Contractual interest rate)

o Trewrons 6@ Hmeenn 9 ssels sl USSITRSmET
Qs fleormgl. gsaemrw @mid e aifl eign 50 sgeisn &L
usErsSle Gasen]

50

Kd= 1- ---- X9

100
=1-50x9
=4.5%
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sLEIGSTET  Oswe| LSl SLEISES SEOTSHSL (P, L
L )5 UT(mEgleudeeme.

L6  (pemeTnsdle  9egl sifleile Geuafluiiiu’Lg : (Debt
issued at a premium or discount)

SL6T LUSSHNRISET, (pemernssle gjag siflafle Glauslull i’ ms
sLassTar  Ogowe sLear  usHmsear  Gesfulbheugnsrear Ky
aumreTSSler  gelinenuileo  (Net process) seaursSHLLLHSGTME.
@&ClFe| HimaarssHng 2-fiu eufl afssso aflss Liubh&arms)

2 STrewrons 6 Hmiauerid 10 85615 &8 snlpl SLTLSSITHISm6T
em.1,00,000 58mE OeuaflliQSsrmg. Hmeern 55 sgais aufl el
2 6Temg). L6 USSThGT 10 55615 sLflalls Geusflull i’ me &L 6T Wgmer
OFsue] WetTau(mHLomm| SetTSSILLILIL (D6ToTE).

sLeT uSHRseT Sflafley Geuafluil (Depentures issued at
discount)

10.000
Kd = ------- x1-55 =19 x.45 =.05
90.000
Jevaug 5% F5eis0

SL6T  USEHThRISmsT  (pemensSle  Geuafluliihigsn 10 sseisn

(Depentures issued at premium)
10.000 1

Kd = -------- x1-0.55 =--- x0.45 =0.41
1,10.000 11
Ievegl 4.1% F5eish
Bl & (s sLasstsr Seopw : (Cost of Irredeemable debt)
Blgeseern  Ble  pewrs  sLer  uSSHTRISmeT  GleuaflufLmeo
IissLaflar Serwn (CFnea) o'l aissms Gauafluid allamauuile aiGss
aurfl eflemeuas @ &ifl s LLILHSaTmE).
@smne WereumLd gLosrum(h LLeTLI(HSSLILIHSETME.
R

Kd = ----—---- X 1-1)
P

R = afliy aisd

P = flar eugpeumi
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t = euflafsLd
2 _SMT6uuTLONS 6(1 Hlmieueid 9.5 85658 LI & (YiglUTs SL 6T LSSHTSHMS
e.955@ Gausflulihdleormag). auflaisin 50 sgaisln sLmISSTeT S
9.5
= -— x1-.5
95

95
/05 (or) 5%
Cuma it sumssafly sLer Wgmer Ggwe (Cost of debt)

ST SEHIL_LIL(D ST

guluki@Gser Wgmer Sevqwid : (Cost of equity shares) swlimig
epugen  SNuSme  Semas(hign  eraflgmer  Lewfl 9.  9|g  LevL
Nir&emeTaemar 6T(LLLSETMSL. @56 ChT&sn FulUnGSTTTSaflar Hnhs
mevenfln@G Geuresarenln Siomemisemer THLULSTGW. GuTgaITs &lLkIS
cpugeTSdHler  Sun  HLSH L 2 6Tem GONES  NBHHF
&L e SSTL(HSTNE). @8 CSTLILTS L 9|mIELpepmesT ji6g) LmSliflast
sTOL(SSLUILL(DsTererr. @oorflasfly @MU S8&88. @levrT  &meuLer
(Ezra salamon) uiyesor (Myren) Gemiier (Gordon) Gegibsv (@) sumsvL it
(James E. Walter) Gumg&dlaflumssll (Modigliani) wmmio Lhsveurr (Miler)
CumssTmeuaseT 26fl&SSSTESLD.

FLoLILIMGIG S 6rfled SImwn Sl6tTe21(THLD I|6MIS(Ppemmuilsy
&6 SEHIL_LIL(D ST, 9) ermu el eilme  gemiGuen - DIP
(Dividend price Approach) @ks @G Wemn TL F6| LS G
rSliflemiug emihss). @ammuils) FLILKIE CLPEISETSSIET SITIID OIHHRIST
6L mallh@& CaemeuliLi(h&soTm aflemere 055560 @\(mHs)
ST SEHIL_LILHSHTEI. 6 LiehletT ellnLsmenT K& eU(meUTemIL 6TERITLITT & &l6aTn
QUMGHRISTE Tl Fraflsr SNHGLTmSIL Slmu SiLBHISSID sifle| 651D eLpsuseT

SITwuLom@Lo.
guliunigler &mu Wleramomn) SN LLbhSlearms.
D
Ke = -
P

25



K = gwliumnig epsgersdler Sl

D = eumu rrey

P = fl&r sugmeumiil

@hg gEmIEGUn ru FasE 2 fliu sSiuggan g aflssgsmarsg.
guerme Fimiss emeaussiul L aimeumi (Retained earning) ewlumidler
ahong allsmeuiled Lk CUDDTYID 9|58 [HS5E LN semllsslubSng.

1. o e aflme + auamisd) @ (D/p + @ e uemm (Divident
price + growth approach) @ihg 9|5 Lpsmmuiled FLLILIKIE eLPEVSETS 60T
S srérumis&lerm suru ell&sLn + smu Frafley eueri&d] aign g linemLuflsy
SioreflssIuO&Ng. @Iemm @, LRISNSTET aIheTLSESL Ldleomrs s
e sueTiEFlemwls LD CaiigisTens.

FLOGITLITL Ig 63T Lilp

Ke = suliumig eypeosersdle S

D = g LUISH&STeT 6VITLI FF6

P = e undnsmer Bl eumeumi

g = eurLl Frelev euemE aigLo

@. sumeumil m (i eflemen YemiGemm - (Earning price D/P
approach) @Ihg 9|6mIE e 6, LRISHSTET alheuTl JUILRISET Shens
aflsmevemi SritomeallSSHleaTn SLOOLGIG cpaGeTSdler &b aimeumil FL(hi
aflemev eigSSMe jeTallLIL(H&eTmE.

@y oru me HnSsH meuSSUULL  eIIheTIL  @)T6soTemL LD
T(H58186 CeTTHngl. LT @Ihs 9)5mIELpsmmuiled aImeTLS SmedT LHmILD
ahengailsna @irstor(hid GlawesL(hemsi LN &[S CoumLm(ha6T 2 6Tamer.

. Gupliu’L aflsmere] e psmn : (Realised yield Approach)
@Ihg 9)mmiE il swiubiGsefler (P&eSlLTariseT o smsmwrs Glumm
aflsmereilesr 9o ILEML U6 FLOLILMIEG epeugenT ST SN IuOSng!. @b
IEMGSWEmN Tl meyd 6T auetiES eiguhn Hemewrs  @)mEdleTm
BmieIeThisEm&E GOILUTS QUTmhISaTnS.

GLoman it 9jemiGemmsefley Lkigssflsr Smub SN IuGhEng.
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(psorauflemin LkiGsaflstr Lismer Glase : (Cost of preference shares)

Weeniflemn  LBiGS6T Hemeowimer  Slenmud 2 el LSememTILIGBISSSIT
G @omu me ofsn 98 Oaaflliibn srsHeuGW  (peTsn L ieGu
grumsfl&ssiubSlarmgl. peraflamnl uniGseflsr Sifun sLer uSSITmgsT
Hlememru& NG @lemeuoniLns Seradl. Gouesar(HLd.

DP

Kp = wersyuflemio uii@seaflsar iy

Dp = flemeuwiment (pearenyiflemio @leuru ey

P = werayuflenw unigseaflsr Hl&r aumeumi
Hmiss smeussiul L aumeuml Simun geeg Geme] : (Cost of retained
earnings) Hmsd eausSsSILLL  eu@meumil USTHSSSIULTS TLLITS
2 arengl. Mo HMSSH emeusSILLL  eumeumiSEE omu e eSS
CeuemarigiLig) @lsuemev. eTeaTGou @8 GlFeue] @lsveurs HFumrs Fe sLwmgefls
SHSLULGSETMS. LTI HMISMmS eSS QIHeUTILGE M eumiie
G&suey (Opportunity) 2 smemg). @emss semresll (b i GCoustar(hid.

@ HnearsdHear Hnsd emeussiulL  aummeuruiler L Nmeumiiyg
&6 LRIGSTTISET allsneare) aigsms afl_(Hs arhLusm@L. (Forgoes)

Kr = ke(I-C)(I1-T) @&lev

Kr = fimisd emeusaii L eugmeumuilear i

Ke = gwliunig eypagearsdler Syt

T =@mnd B anfleisn

C = slfley 51© euaiamser s5aildlssslo

HMis5&H meussILLL eumLTarsSnarear Cgmea| uliLn@saeT g
OFaSHE G, ISTaIg URIGSTITSET @lorl  FaisE —elbLmereurf]
QeSS @HHg), Sfl6| ClFaa 86T FHLILMG @)HHSTE @) S o) GLD.

BmIS5& emaussLILL L ameumi&smer Glgaen seamrsdl(halg). Sl LT
setTmm(GLD. 67Glerenfley Lisv susmasiumenr eufl efgmser @ mLugTs aufl aissHms
griorefliug &essararengl. QEfssmasd SilugnE eTemLuil oL
gqmaif] afgpn (weighted average tax rate) finpssrss &msLLESETMS.
ILEOTTEL @)S5Ie|LD IjsueueTe sTaflgmenT Listfl gjsusv.

gmeuLnedT eTeaTLIeUT (Solomon) HMiSE smeusSSLILL L aI(HLTeTSHS NS T
Gevsmeu LA Lm elsmerey gjeTey Game (External yield critorial) eteorm
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SIGSY DL S Blysart. Gts SEmGYDD Hyaerd Uy (s
sumiLi&ener LN Cousmor(HId eTeaTm olpLiLiemLuiled S mUILL (h6Temg).

Cuoa i eufluien fmss emaussIUL L aumeaumiSSTear  Geaey
IS tubh\ElsTma.

Galiomenr g &limwid : (Cost of Depreciation fund)

Coomer  Hiduflear Hqwid  @Geomeurerg Cumsan)  CameaTmiSleTm .
ey @gerr  Siwun  HmSH  masSSULLIL  au@meml  SMUSms
gerellpeuemsll  Gumen  9m  eumily  GFveyseflar  gjplinenuflsy
SaSSILLILO&HTmE. URGsTTTEsT @hhldmu 19y @ msafl sl
G&aieugmey GumId eu(mLomsaTd Gapliomenr [Hléluflear &lmwuomELd.

Cuona it aumsuiley LGN — QIEMSIITET  LPESETS  SITILLD
IereilLLInH\&leTmgl.
epeug 6T St Ligmer stemL Uil L egmaflE Gasve) upml § ol wrg) ?
epug e Sdler igmer etemLuill L srraflg Gaeey : (Weighted average cost
of capital)

@ Hmeerd gsmmL S mismer L alflsaflo flé Sl
HeomGoumm ~ Geustary  @I(MSHeoTmE.  JSTEUG  FWLULLIE  ELPEISHEITLD
peoTsnflemioll LIkiGS6T &L 6T epsugenrin (Dept capital) Gumsarm auflsaflsy flé)
SIn_ L GeueorplméSHlearmgl. @ Lkidnster gourswin (Dept capital)
Bmeersder fdHssrar ammafls Ggwe Geomars @meELn Gurs
I|FlsLurdlearmsg). eTerGal epagaTsSnarear srafls Ogmea Semss(hag)
(PSSILLOTETSHTS)LD.

grnaflg Oaee steotug Hmieuemd LG epemisafley (Sources)
Hidlemwl LweTU(hSas6T CFnam@L. @mss sSeursdll semuil L 6L (h
wéy (Book value weights) gjeveug etemLufil’L BLLL &heng LS
(Current market value weights) vwsTuOSsSILGEETME. @SMH0lS6ET
ELEIT)| D|EIIS(LPemmSseT 2 6TamenT (Approaches) gjmel. 1. @miliblemen (emm
(Marginal method) 2. swwdliy wsmm (Equity method) 3. eremuil’L
gymaif] (peom

@dlev stemLufl L ggmarf] (emm GlLmbUTIDd @l6Tm 6TMMIS Cl&TeT(EHL
(PEOMIITE 2 6TETE.

epagearssler igmer el wil L srmarfl Gasvey : (Weighted Average
cost of capital)

sl epgmsHar Wemer (puw OFwme SmElaTmE. Himieiei
rOLGSSWsTsT ElSHulsr seubleur( epaurisEns@GL (Source) o iflu srmaiflE
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Caey  gemeu  Hmeuersdler  eposes  sLLenolifley  GummieTer
afdleresmsHntasnmLly sl IUGEaTmE. ISTOIG eSS S 60
Bgmenr stemLuf L srmefls Gasvey LG &) epomssaflsr puwés Ceeme
CBTE588 YPGW. cYagearsdnsaner aldlsresTresntanmuy srmsailfls
Osevey seTSSH(HIG 6 KL (PN FSsaTELD. @\ 6@ eTaflamowmet
SHSSNS @\(HES CLUTSIID SemTSSH (DS LI Fl&S086T 6T(LYSHETMS). 6TEmL
@\ susnrsufley semrsElLLLbhElaTms.

1. eeuGleum(m susmsiLmer HHSEW Tl 5SHGSS0  (Assignment

of weights)

2. ueGam epmSERSGL GUUULL Gsoemeal  saTsSl(higen

(Specific cost)

@hs wHIST Sl LNINE 6TEV6VT EUENSILITET  ELPE)S6ITE S 60T
Osays@Epd S LLiu (h o flu aamiwmw  CumSSIUL(H  eLpaseSler
g stenL Wil L grmafle Q&we| seamsELLLbhElsarma.

ueGaim ausmsiLmeT Hl& epomgsEnsEL oL wtlhugneE LG
I|50)|(S)(LPEOMSET 2_6iTament. Qjemeussafley (pSSiunms 6L iy Book value)
Ievaug sheng &l (Market value) LwsTu(BHSSLILHSETNG). Sheng LI
stemL&6T (Market value weights) dlev swmisefley 67 (h wliemL sTemL&emerm
il flunssrs @mesHarngl. ghareafly shams wEHI LpeeSLrearissflsr
o_sooTsmLowWimenT  eTSITUMTLILSmeT  LTSHLSSGTS. JLEoTTe)  Fheng Lol
Ilg&58le THMS STAISES 2 L LOSHl6TME). 6TerTG6 FhHemg LS (Lpspmeni il
() LSy (peom NBHULLSSSESTES B)(HEEIETME.

61 (h L&y (psmmulley LN6aTev(HLD HESTEMLISET @) S l6aTmenT.

1 epugers slLewltlar @Goiluibser Gu@mbuTain, g W&o
firemrufSasLLSlerms.
7L () dlliemu gleug) eTerflg).

3. sl Lmemigst (B wHIler ojeliumLulley SLer  SLILKIE
allflgsme (Debt-equity ratio) Qaflbg Gemsmaudle oy iauLomil
OCEE N

filemw &G Gurg, Cuemsenlullesr sTgemerenl LSHLI(HaIS)
6T (h LdlSleor gyjieL1LiemL_ulled eTeflHmELd.
epeuS6uTSletT Ligmer eTemL Uil L gqmaiflE Glgsusme &6m0r s (h&60

YletTeu(pld 2 SrremrsSlear clpsuld  eTeml  sTeueumm| @I LI(H\SleTmS)
sTeoTLIEDS  iflweumd. e Hlmieueerid  LedTaHD  ePESEITS  SL L emLoLiemL
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Cummistergl.  cpeugersdler  gmer  eremLwil L ggmeflE  GFaeme

&600T 5| (hS6V.
Llemsuonug 6o 6uemEs 6 er_(h Loy Glzevey
FLOLILIGIE, 4,00,000 12
HMIS5& smeuSSLILLL FLOLTSILLD 1,00,000 8
(peareflemin Lk 1,50,000 15
SL_6IT PLPEVS6TTLD 3,50,000 5
10,00,000

epsugeerin Ligmenr stemL Wl L srrafls Casameus semrsEl HemalmL
I L 616m6T 28 6SHl6ITmS.
LlemsvonuiLd eflflgr&amyid Gzevey 6TEmL
UM S6iT (Es56i555k) (Foeipn)  (FSeisi)
FLOLILIGIG, 40 12 4.80
HmIS5&) smeuSSLILLL FLOLITSILLD 10 8 0.80
(peoTeflemin LMk 15 15 2.25
SL_6IT PLPGVS6TTLD 35 5 1.75

Gor&sLn 9.60

g earsSler Lismer stemL il L srrefls Geey  9.6%

@eusury  HmeuersHlenr  epoges Sl Leowiifle 2 6t [l
ePEULISEhHEE eTemL UL srmaflE Gae| samrsElLu@Elarmg.
epsugarsSlei Ligmer sremLwil L eqmaflE Glesuailetr LiLsiTEsT

Bl&udlev epsug e Slenr igmer stemLufl L sxrefls Glese| ps&Hu @b
adsHarngl. Hld Qariiumear (peaisamer Gupusneg arflssl Ung
epugersHer  gmear  Ggwe GurmssLmaTeTEL. aflsEel  Ung
e e Sdlerr Ligmer eTemL il L gTmEflE Geaey seaursEHLLLbH&aTngl. @k
SOTSHSL 1960 66L0GlEUT(E, euemaILTeT epeugenT KD Crss eypagersdl
sTeuelaTe| Ukl SmelarmCar ey oL aflssiubhElarms.
meoL(peopuiley  uGam  HlE  epomseEnn,  unGam  afHsmisafln
uweru(OSSLILbGElTmgl. LaGaum K aflSsnisafle LLaTLHSSILOISETNS.
ueGaum K& epomseaflar UL O WSHLSSIISMS cpasarsdler igmer
steoL WL grrafld Cgaemel &emrsdl(Heugetr el &lenL &&leaTma.
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epsugeurS e Ligmer eren il L egmaflE Glasvailstr &smmumisst

Hdufwer  Smomearin  sTHILILSL  epeuSeTSSleor  LiGmear  eTemLUIIL L
grnaflE Oewey HAnUiurss s.plul(heterg). seflain @& o aurbliinEer
QEwnLE ST G-

1 cpeugears  slLenollles  wGam — Cer@dlseaflar  sTemLsmiu
giromeflliLg) F&&emerSm@L.

2. epeugesdler gmer sl srmEflE  Oswe] U aufisefls
STSSLLILOSTmS).  euGleum(, (pammd LRI (LPlealSHmeTs
SGHMDI)
eSS EITS SLLsoLllemll Caim6lshIlLg) staflu Ll g)eev.

4. e tophlemeussfley  eposarsdear  Usmar  sqraflE  Gseme
LWETL(HSS (lgedleu6mev.
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UNIT - 1ll
epougers S L (Capital Budgeting)

e eflwrury Hmelerd srer Srligw (pSme LILGTUHLD alemsuilsy
Ys500h Galign geuslunrGL. cpugaTs S eTarug SIiigll (pSeme
steueumm|  eypeuserd  Gasee| (Capital Expenditure) Ossug jeveus)
hmgs Gersgssafly (Fixed Assets) yseilh Osiag sTarUmsl L
Yipe| GslasT@h. CuTgars, 6hs5 @ Hneerpn Searg efwrumy
L 6Mlg S60&S6M6T SLS&euorLaimn) SL LI(HiS0 gjeudluomEL.

1. yse S @ pund (Raising of Capital)

2. SrlLiubid psemev @lerugiomeT &L niseflo pseih tlaise.

3. mlLUu@ @erusdemenr LGam Sl L risafle pseih Cl&iigeo.
epusars LSSl @eussemun (Definition of Capital Budgeting)

“eLpeugenTs GILLD eTeoTLG SIL LA LI (6T eLpeuenTE (OlFev6|SemenLl
upple BesoTL. Smeud S LLTEGW” 6Term STieve lp. emThISTeT eTearLouIT
@©5ME @)60&S6mTLD CETTHSI6TETTI.

YT, 6mEVERE  eTeoTLMITlSTT SH(HSSILiLle, CPVSETS S L LD 6TETLIS)
BeworL &mev @l gjeliLienL Ufsd (p&eS(h CFleugmaTsT S L LmEL.”
PSS S L SSHl6r GCHemal LHDID (PSSILSSIOILD
(Need and Importance of Capital Budgeting)

e B0 Hyoersdsr Gunfiud oibs Hneuarssm SCriuGio
epeSeTS SHLsHlemerl QUTMSCsH Iemwdng. eTerGes, S L LA mosy
Qe S Q@ (PSSO @ETUSTLNS LD 66T 2 MISILTSES
Snf) (PlglTs). sTeTGR, 6THS 6 GLsumeiorsmiow|d Smbhg (Lpsmmuisy SLpsseuor
SMTETHISEHSSTS Snhs IeliumLuin epagears S Lsdmear S (hHeaus)
IjeudhLm@L.

1. Quen ysel®s Ogrms (Large Investments) Gurgeirs
ey Gewelng erear Curss sl Gumd Gsmmemus GFuail
Couemrigijsemgl. 2 myewrons GCUTSHGeTSE), LleTamyn LHnID G@mHoUS
Qsmflsugmar eT(h&81s GlameTLms (sl GLmware| cpaugars tsaualnGs
QesTmeHSMS. sTarCol, (PSHei[H ClFLnSHE (LpetTeTGr S L L6 gjaidhuid.

2. fimher Wse_0S S L (Permanent Investment Planning)
WL & Gsvallng Gumd Gsmamsuiamer G&sa| Gsiaig Ll (GHLblsr
B rors (pseih ClFliua|n GCalsuoTiyiL6TaTS). 2 SIS e, &L L L LD,
@uwiglrn Gumstrm Hmss CETsgISEamer 9jlps&Sly LIHM @llemg). fTearGsy,
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Bevor_smev (pseSrs @@ Gurs ols @I (Risk) srou@id Hlsmeowjid
@\(ms@EL.

3. @erusdlener Hirsmruilsss (Determination of Profit) emg em
BmieuersSleor @leoru gjemeln ghHneearsser @nidiusme wnmi Heoor
sme  Ps0i(h  SHLmseflar  gelnemLulGoGw  gjemowjd. BT siTe
YsILBHS L saumrss SiLoulLme Hyeersdear @loru  gjemey
Gu(maraily LTSSsLLEILD. sTeTGel, sfluTss SILHI(HS0 jeudlunm@L.

4. Ysell(s HLmseaflar Hssamear (pgey (Complication of
Investment Decisions) fevrL &mev epegers S Lmisemer (lp6| Gl&iiise
H&ad  sSlgeromer LONID HSSomer  QEaTMTEGL. @lemel  Hiiaurssdlsr
Wi CaSs0 Smamel GUTMISCS S

5. UBIGSTITT&(6H5(SE) L@ ss6rflear L&llismL 2_WIT& G560
(Maximisation of Share Value to Shareholders) Qurgleumser, Lki@&
gneogliled uniGseflar I o wiagl eTeTug eSS
@eorusdlemer QUIMISCH IeowSNG. wm Hnearsder @lemLLnTsg)
IHmieeTsSler cpngears Caanns S L sHemel CLTmsEs 2yemLoiLd.

6. Geomeurer GCrHpsdls Seremwn LM CIMEss geremn (Less
Flexibility and Liquidity) Gu@m yseSiemL epageré Gsaaile @16
allQeusme HmearssHa weeh undiu CrHpsds semmn Gammeaurs o
@m& L. G, HineeaTsslsr CTés QL L (LD &meuTscal @)me @ L.

7. Qarsg afiflurssn (Asset Expansion) Guain G&rsgissemsm
AMBIGSE0 LNHMID PSeilh Galge erearug Hinesarsdsr aflhusner, @lsomLin
Lomid  (wpererGr @ Lurhlsem  epeugers  Gleaaysefadlmhg  GQumiLEILD
@eorLin g Suninemmi QUTI56ES jmSEnsg.

8. Rl upmr&Gemm (Scarcity of Funds) Gumwerey Ggmremsullener
epaugars Gguals @I H alpeugTe aSHliaimn HLalysHmesEhsE Hdl
UDDTSGmD  JHuUGL  amilieterg).  earGan,  HAngs  (WPplaibhSs0
IeugLom@L.

Ourglems, cpogears Ogwe| g Honss Oarsgsassf s
@Liui  Qsreswrears Hrbsr psed (Permanent investment)
I HIHeugTe, Heaun a&sflemasuns cpuseas ogmagemsr Sl L Lbl 6
Coueior(htd. e7Gleorenfley, @I UL epugerd Glaovailemenr SHpoul Gumise
6TEOTLIG)| (@MLIUTS SMIlLLOM(ESLD.

SpsaeL Ligsafl epagars Gawailsmsr St Ll smd (Steps for
Planning Capital Expenditure Decisions)
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1. @erusmorer  SHLmsmer  gyie] Gelge (Searching  for
Profitable Investment Opportunities)

2. BeworL&men epeugers S Lmisemer swmi GFiige (Preparation of
Long Range Capital Plans)

3. L msafleor wdlemu gemalhign (Measurement of Worth of
Investments)

4. ourmiige nnin Csie| &g (Screening and Selection)

o

yersflemwsniws  flisoruilgseo  (Establishing  Priority  for
Investment Purposes)
6. sl G&i gmind Gumgs (Getting Final Approval)
7. ugeumgsT LnmId eifipsmmseT (Forms and Procedures)
8. @erusdlemsr gerallhise (Measurement of Profitability)\
9. wglilh Gswge (Evaluation of Projects)
Cumss.  aufpaonsaflar  gplumLuile  cpgers  Ggwe] LM
I L misemer (Llga| GlEIlgn 9eudlunm@L.
epsugerd GlFmes S L risemer LSINHG60
(Ranking of Investment Proposals)
Slp&aaL alflsafl epagars tlgmea semsT LI somL.
1. yseiiger i 1& smsud (Pay Back Period)
2. gnmefl oueor() eu@pomsr eildlsn (Average Annual Rate of

Return)

3. saTEnlLpSGLU L Grméss aumeumi smp (Discounted Cash
flow Technique)

1. snGuremsiw Sy penm (Net Present Value Method)

2. srsdntsnu &fl Qelwiu’ L @eoru elldsn (Time Adjusted

Rate of Return)
1. WaeSligeim LI 15 smeuld (Pay Back Period)

S0 tgetr LI LIS Smeud eTeoTLG @I LU (DlTaT (LS _6mL 6TEURETE
STVSHNG6T ©Olum  (Pigljld 6TETLMSS GSOIILSTSLD. 2 STTEUOTLNS, (b
EuRSrsdHemer aummig (plpe| ClEiigsTGarmd eTarm mausgs GsmsrGau.
ueGaun) euemsILTeT @uhdimisamear shmsulley alnss & (. @eamnlo
THEMET TGO sTeTm (Plpey QEiyd Qurws aBg e BubSrsds
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eypauld (PSeilh Genuiu’ L Ggmsmsulsmer allenreursl Glum (gl ETETLMS
ILIMLOISTSLD.

@hss S sdlar el (seSilper Wsmer @laLTsdlameTs

STSSIL, SLSSEUTLUDEnM &([HSSle0 ClmsTer Gauemor(HlLb.

1.

@ Hoeowrar Gsrsdng Oumb ugdH wse YWseh s
Cev1630TIg L{6TETE].

2. Nereumin gueorhisafly  @erusdler  guplusmLuiley  (pseSh
Qeainuiu’ L Gsreasuflener &moul Glum Geustoripu|sTerg).
3. 5 M Ysdh aforars ysel(Os Osrmswlmsr SHmills
SHENCHT (&S ipmer Csiien| ClFGM KIS
Cargder Lig)
PSOLH LB LS SmeuL = @i’ s (p&eSh
IL600T(h) GHTMILD LisTOT6LT6)
2 geserinl

upsoefl OLAIGI_L sp(m @IHEITD oS (iga| GELGIETTE. ShHamSUTls

@irevor(h euemsILTeT @UILETRIGET ellNUmeTSE 2 6TeTer. @ST eSlLNHIS6T

WletTeu(HLOMm).
BUBSIE 1 | Guibdin 2
erm. erp.
@uwhSrsHear 9L &8 alleme 60,000 60,000
eimLIsmenT 52,000 48,000
2 NUSSHE ClF6e g6
&n_60] 6,500 4,000
eLpeuLIGQILIT(pL eI 4,500 5,300
I @& GlFauea &6 6,500 4,700
IlielnsE blFe|ger 2,000 1,500
afihuenens GFsue &6 1,500 1,000
21,000 16,500
Quih&lrsSleT g smeld (g or(hiseflsy) | 3 4
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GumastorL ellurmuseafledlmhg @undrmiseaflsr W HeoL s Crméss
aumpeuruflemnenr (Cash Flow) semrédl(his. eurfl aflgliy 50% 9166 GamsiTs.

BUESTE T | Guisdind 2
- W

eimLIsmenT 52,000 48,000
sU168: Glgsanser 21,000 16,500
Hlar @leorLid (PBT) 31,000 31,500
&6 : aulfl 15,500 15,750
36607 (h) Qrrss | 15,500 15,750
au(meumiil (PAT)

2 _STI6urLd 2

&0y Qarhi&sUul(hsTsr UL lgwedled @\Fevor(H)  @ULIHSITTIS S ST
Qrres aumeumil QaTHSSIUHsTaTs. PSSO W LSST IjpliLimiuis
s QusSrsms CHibelsHiésaD.

@wrSrn A @uwr&ro B
WSS Ggrens | 10,000 10,000
RU(THLLD QTT&s e Q&8 au(mEMLL
1 5,000 3,000
2 5,000 4,000
3 1,000 3,000
4 500 4,000
5 200 3,000
PSOLH LB LS smeuid
@ui&ria A = 5,000 + 5,000 = 10,000
=2 Years
@uwiénd B = 3,000 + 4,000 + 3.000 = 10,000
=3 Years

CmaetorL @reior(h @uikSmiseaflsd @unbSiTn A ulsmers GCaih6ls b &8s
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2 Srewrid 3

XYZ fmeueotomenrg @ USu QubSrssHemer amms (g
OQeigeTarg). Guemsmmwsg A womn B ouéw @ren®h @uinbsnmbigsT
LOTMMTE 2 6Tement. @leumnesr ellLrmiser HlsTamLomy).
epsugers S L (Capital Budgeting)

e eflwrury Hmelerd srer Srligw (p&me LILGTUHLD elsmsuilsy
Yo GCalgn YeuFunTGLD. PSS S LD 6arug SITiigll (NSme
steueumm|  eypeuserrd  Gaee| (Capital Expenditure) Osoug gjsveug)
flmss Gersgssafly (Fixed Assets) psailh Gl&iioug srerusmsLl Lim)
Ype| Qslasm@h. Qurgans, 6ans @ Hyeerpn Seorg eSwmumy
BL_6)lg S60&S6m6T &S &L aumn) S L LI(HS0 gjeuluom@L.

4. yse S @ und (Raising of Capital)

5. SirlLiu@id psemev @leorusromeT S L niseflo p&eih Gleilse.

6. FLLUu@LD @erugdlemen LGam L riseafls (sl Glsiligsv.
epeugers S L SSler @eusseun (Definition of Capital Budgeting)

“eLpeugenTs GILLD eTeaTLg S LA L (DT epeugearE GlEFeuasemerL]
upple FesoTL. SMeug S LLTEGW’ 6Teirm STieve lp. emTHISTeT eTeaTLoUIT
@5ME @608 S6mUTLD CLETTHSI6TETTI.

YT, 6mEVERE  sTeoTLMITlETT SH(HSSLLle, CPVSETS S L LD 6TETLIS)
BevorL &mev @leurLl gipliLiemLuflsh (p&eih Galasnsrer S L or@L.”
PGS Sl ST CoHemal LHMILD (PSEILSSIOILD
(Need and Importance of Capital Budgeting)

5 @G Egamsdsr Gaupdiid ops Hnearssre SCLOLGLD
PSS S SHmer GUTMSCs Iemwdmg. eTerGal, &L LMo
Qatwiu@Gid 6hS @ PSSO @OMUSTLTS D 66Ty 2 MISILTSS
Sn) (PlglTs. sTeTG, 6THS 6 GLsumetorsmiowd Smhg (Lpsmmuisy SLpssseuor
SNTIRISEHSSTS fNhg IjeliumLuls epagars S L sHmer S (Heag)
IjeudhLom@L.

1 Qumpd ysedlhs Osrems (Large Investments) Gurgeurs
ey Gewailng erer LTS Wsls Gumd GsTmsmus Gamuail
Ceuemorigijsemg). 2 Smyemrons CUTSHGeTSE), LleTamyn O G@mHoUS
Qamiflsugmer eT(h&8Is GlsmeTLms (sl GLmwaTe| cpsugard GsaalnGs
Qesmlh&ms. sterGey, (ps5eS0 CElinsnE (peaTsrGr S L Ll gjaidhui.
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2. Binsr WeSL(hs SHLid (Permanent Investment Planning)
YL HE Gsuailng Gumd Ogramsullamer Gswea Gang Wl (hHLblsrm
BB ToTs (PSeih GlFliua|n GCalemoTiyL|6TaTS). 2 STT6TLNS Hl6ud, &L L L L LD,
@uwi&lrn Gumsrm Hmass CETsgIsaEmeT 9jps&HSly LIHN @emg). fTearGsy,
Bevor_sme (PSHeSrs @meEn urps Sls @ (Risk) su@in Hlsmeowjin
@\(ms@E L.

3. @erusdlener Hirsrruilgss (Determination of Profit) emg em
BimieuersHlem @leoru gyemajd yEEneeaTSSHer GnISIiLsTe nHmid HevorL
s PSSi(h  SHLmseaflar  geluemL GG gemwown. BT ST
YWesSLBHS S sSauprss SULOulLme Hneerssar @leoru  gjemey
Gu(pLaTeiled LTESSLILHILD. eTerGol, sfluTss S L LAI(H&M IjeugunmEL.

4. s 05 S Lmnseflar Hesomer (pea] (Complication of
Investment Decisions) fsor &mev eypougers S Lmgmer iga] Gaige
H&ad sSlgeromer O HeHeomeT  QETITEGL. @lemel  Hiiaurssdler
Yy CaSs0 Smmerl GQUTMISCS jmuwdHng.

5. LBIG ST S (EHE S LURIGasefler  wHlemu 2 TS0
(Maximisation of Share Value to Shareholders) Qumrgleumes, LkiE&
ahemsil  un@ssfler  wHIy 2 wieug  eTeTus  IbHmieIeTSSe
@orusdlemer QUIMISCH IoLSDG. M HneaTsdr @lemLomeTg)
IbHmieleTSSle epagars CFnea s L SHlamerl CuTmSCs jemLoiwL.

6. Geoomeurer CRHFHS serenn oM CITEss Sememw (Less
Flexibility and Liquidity) Gumd waeSiemL cpugears Guais @6
aflheusme Hmeersdn weed® undiu &S sememn Gmnaursca
@m5&E 0. G, Hniaersser Crmés el L (L Gsmmaurscal @)(ms@L.

7. Qargg efiflurssn (Asset Expansion) Guain G&rsgissemsm
MBIG S LHMID (WSHeH Gege srerug) Himearsser allbuemsr, @somu
LOmId  (perer@r @I Lur@hsTem  epsers  GlFsuasafledlmhgl  GlumULILD
@eoruin g Swnimsmmil C(UTNIS6ES jmnSmg.

8. Hgl uppraGemm (Scarcity of Funds) Gumwere| Ggmensullener
ey Gguais @I H ellheusms aliamn HLalySHmesEhsE HSL
UDMTSGemM  FoU@L  aumilieteargl.  eTearbal,  fokhs (eSS0
IeughLom@L.

Ourgleurs, cpogars Oswe| g Hmuss OeTsgssefl
@Liuin  Qsremswrears Hrksr pse® (Permanent investment)
QL HlBHeugte, Healn a&eflemauns cpusars oFmagmer S LLbl 6
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Geustor(hid.  67GleuTeufl6v,
6T6OTLIG)| (@ILIUTS SMIILLOM(EGLD.

@Liu’L eypagers Glegmallemer Slamoul GlLm%e

A B
I &asalleme (Cost) 1,50,000 2,40,000
S smeuid (Life) 5 QUHLRISET | 6 u(HL g6
CehssluLs gawigl sflngliy | 10,000 15,000
(Scrap)
eLpeuLIGILIT (L 861 8,000 9,000
Cmrs dnedluiley GaLili 90,000 1,20,000
& (D60 LTmofliyé Glaevey 5,000 10,000
an(h&60 LmTemeitr Gl&sue] 12,000 16,000

Gollomeiomeorgy  GleTsgiseeaflear o smemiowmer L&lfs (Straight

Line Basis) sersdliuL Geusr(hin. sufleiigliiumerg 50% ellésaii

Gestor(pILD.

Qrmss  aumeumilemers  SEUSSELD), (PSS

IlpLiLsnLulled Hmihs @UESTSme CoHih0ls[HSsa|L.

LB L & &HTev

Quidinn A | QuikSlyn B
CaN&&IULS SnlglLl 90,000 1,20,000
&n_60
sTIflLog LI 10,000 15,000
1,00,000 1,35,000
an(h&60 GlEauailermigsT
eLpeuLIGILIT (L 861 8,000 9,000
urmofliyg Gl&eae 5,000 10,000
urmemeumt Gleeue] 12,000 16,000
25,000 35,000
LTSI GaLilliy 75,000 1,00,000
(Savings)
SL1568 : GgliiomeTid 30,000 40,000
L1568 : aurfl ey 45,000 60,000

40



22,500 30,000

&L ()& : ColiLomenTLd 30,000 40,000
QU(HL QITT&8 6u(meUMLl 52,500 70,000
P3O (H LB LS smeuid

@uidrb A = 1,50,000

_________ = 2.86 au(pLRIS6T
52,500
=2 Years

@wrigirn B =1,20,000

________ = 1.71 eu(pLRis6T
70,000

sTeoTGel, (PSOLB BusSsme el uiled @udlin B ufsmers

CamoaHIlILEg] HLE].

Y B yssTTe  (pempullest meTemngsT LHmMId SHeowser (Merits and

Demerits of Pay back perid)’

meiTemLoaseT (Merits)

1.

@uemmwrsrg sean saflsmwwrears. Guad sersdiusn Ludine
@earsaIisEnsE sl @lwpmpuiamer aaflgrsl Uflbg GsmsTer
(gD,

@uwempuiley,  sraflsres  samsHL (gl ar  Ggeflaurs
LHMEITSEHSE 556160 CETHSSMD (YN

OQeTsg16&6fleT QU STOSMSID ST GUMSEn gl  LiswT
aumaTemILILLD Siiomeorions SR Gaiw (pewrs Hemsoulled LHm
(peomssneT 65 @8 Anhesns allarmi@Sns.

H& Cnm&sly SHs0Ts 2 6T6m HNEIETHRIST @I L (pSme Gnisiu
STSSH0 S(HULNS ST&H6m1g1l ClFTSHSISsmer6IL eil(mLLLD.

GmS s YPsaihiser GauiuGin CsTssssEnsE BInLpemmGLL
ursusuTasLl LeaTUmmUILHS T G-

Qrrés UL aumeumi @Gy rdiflurs aumeuruisr @ILoLpsmMILITEDTS)
flgad THMSTESLD.
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SeowasT (Demerits)
1. @uyeampuis paGarm OQersgin seafllssaflurarsress srsuul (b
ST SEILLILL. CoL6ToTIp UL|6TET)].
2. @uyemwrers Hlemsiwmer sermm@L. elsneoulled gETaIG LTHMLD
sToLIbILomudles @lD(Lpemm EFMHMS606V.
3. @uyepuie, wYsdlih BLus smusSnELlsream S &@ELn
U (HLOTETTRIS 6T S6TTS 160 6T(HSHGIS ClameTaTiiLI(heulevemev.
4. ussoreumeumilesr smev Geumum’ (h wdHillemser (Time Value of Cash
Flows) ysel® Uiiuys sme wepuils smsHo Gsmsmaidlsisme.
(LPS6OITLD 36007 (h) SeoL&
G QImés aumeumL, @nidumsmies Sl s@EWn QT&s ameuTLLD
G Lr&iflurs sThSe1s GemsTsiL(h&lsTmenr.
5. fles gdlswmear gu sren G, mewrs 6l&msg)ssEhs s
E@IDpemm 2 ShHSS660.
2. pz89h\seflsr srmafl g e aumLTaT ailélsn
(Average Rate of Return)

pusaTs  SLSSN  (pseShISafler  LIWETULLD  S6TEmLSEmeTS
sasSheug @ saflu (pompuTGL. @hs Wwepulls Ggiomsrd, eufl
L Hwsmel SIS NG @ NS Ig Sm_s@EL sTmsaif] gy a6,
IBS (PSEILIg6) THSHMET SHIGLTES 2 6T6TG) 6T6TLG SH6vor&HSILLILOSMSI.
s emenr L& s6tTL aLfl(LsmmS6Tley &6morSEILsuTLD.

grmafl flar @leomuid (CgLimeorid mmid eufl Gurs)

P3G CgTms;
GLosyid @\semert ST (LSS Lg6iT IjlgliLiemL UIGID &600TSEIL_60rLD.
grmafl flar @leomuid

grmafl (p&ei(
G55 WeHH

ENEIRER ) =
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2_SMIT6uoTLD

e;.2,00,000 w&ISeT @QUUBSITD 6etTemm eummis L&l & &Loluesf]
sTevoTemflLj6mengl. OSenr g HoLE5s snlpw Gslomerd sUflssUuL
aeormey eurfl sUflG&sIULTS HsT @leorui NeTaimuorm) wSn iuh&Eng).

3y607(h) K& @leomLid
b
1 1,00,000

1,00,000

80,000

2
3 80,000
4
5

40,000

Goinomeromerg  CriGasmi(  (psmpuflssr  (Straight Line Method)
IjigliuenLuley 20% gy saun, auflmw 50% gusaun Gsmem®h (Lpsediiger
syrail g e 55655 alldssHlmenTs &6moréSl(Hs.

Iy607(h) Goliomeorin Gurss | eurf] G LiiLomeoTLd
@lsurrLiL sLflhs @lsomLid
1 1,00,000 50,000 50,000
2 1,00,000 50,000 50,000
3 80,000 40,000 40,000
4 80,000 40,000 40,000
5 40,000 20,000 20,000
rrafl BT @eumLid
WSS igetr sTTE g 6tor(h) sHaIGD =
grmafl (p&ei(
2,00,000
gymafl Peel) =~ —————— = 1,00,000
2
2,00,000
gymafl @eomun =  ——————— = 40,000
5
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gyl g 6r(h

au(mLomerT NlHFD = ——————— x 100

1,00,000

gymaifl Qe aumLomser a5 (pemmudledr LT g6

(Merits of Average Rate of Return method)

1.

@uouysmpun  WseSL®  Blussmen  peomewssfll  GuTaGeu
6T MLOILITETTGILD SEVLILDTETGILD I (SLD.

2. @wpenuwile sk UBliussme (pepuflsmerl Gume gsemsg

QETSHSI6T LWL SMEVLD (PLPEIGID SHlEDL 58S Snlglll ITHEUTIL (LPLYEIGILD
6T Gar SHemSHSl6 T(HS5G15 GamerariL(hlerms.

WseSigear Liwemenr elElSD eSS SaTSSHHUSTE, (PSS emL
@hausnsrsr Ggua|_sr CrflemLiwums Uil (pedns. 2 STT6TLTS,
QM PSOLlensTs 16% aipuiled sL6T amMmbGn CuTLs |Seo
gymafl gueor(® eubomerd 16% &@ G @MmSSHMST TaTLmS
@1npsmmullest epsuid 6Ll CHTES (Lplg&HMS.

Om (PSSHSEHLET aimLTET AlHSS5ms maIS5g 6Ll CHTEEMGID
FTSEHLTHME).

gymaifl e euLomee pemmulluller @smmumbissit

(Demerits of Average Rate of Return method)

1. @uipempuiles  aumoTeTd  abgl CEmL STE  SaISES

Um&&6u0f1& SLILH\S T G-

R Oarsddlmpng HoLsEn amomern  Ho  Fowniseflsy
LTINS 66T HGSIUTs GaumiLiL6omd. eUeITMTET SLolmbhigefle
grmaifl eumLomenid slume SeusEL g mens SMeuTiSsTE).

CLTEs (PSS igmel Lmssenflsg srrefl (pseiliger gjpliLsmLufls
au(mLomenT 1S S6mSHE &600T5 | (hesmG LIGVIT 2 L 63TLIL_LOMTL L ITT&H6T.
GLosyitd, 6 (PSSOl igetr LG THMIS O&TeTeTSSHSS SfliLmeT au(mLTeT
aflsd fnieersSns Hlnieierid TmLL 6oL

S6TEBLLISGLLULL GITse aimeumLl (penm

(Discounted Cash Flow Technique)

@opsmmuiley SemEmLIpSE 2 UL Grmés mLm L psmmuilsy o

2_6IT6L(ThEUITLLITEOT S| erpLITLSleoT @\stTemmLL L&l I L euemevorudlesr

glmemrsmsmor (@  SemEHULSGLU L  QImés  aumeumurs  Lommmiu(H)
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TS0 ThSsS Gamarariubhi&larms. NG @launmsmn b (PSS (HieT
RUIAL® psediiger Wgmer @eomul Lwsners &6 (H0l&TeTeT  (LplgSmsS.
S6TEHLILSE 2 LU L Qrméss aumeumi (peomullssr gl il SpssevorL
auflseflsy @leomrLSSleneTs &6uoTs I surmLD.

1. Hlar sntumsmgw wdliy weom (Net Present Value Method)
@LopsmmTeTg) LemTSSler Sme LoItlsTLIg LT  9)|6m)i(E LpepmILTELD. )8
YO BhS  SLsHr  ellmeremen  wHINHElTmE.  @Ldpemmulley,
Coemauiuh&Hlerm eflemereurers sifleys smyswflurs (Discount Factors)
LWTLOHSSIUL D sifle| GeiuiLbhSearmg.

@uyspuiley, HLs Gaoaflsar snCumms wHIY vw CITss
pULRsaflldar snturmsit &L 0% Osmmsullamhsg sflssiu@Ssarms.
@eumnlerr LGS Cgramsulsmer Har snHCUTmMSIW LSILTSS GsmeTeaTsUTLD.
Har snHGUTamSIL Lo = Curss SHGUTEMSIW LI

Bl&r Wse s Cgrms

2. smsHNcanu &ifl et L Wsteurs eom (Time Adjusted
Rate of Return) @uuspuie, sl Gswin@n Gsmms Lmmio
STHMUMTSSILGILD  eupLomerd  @revorenl. WL (HGL  meuss  QukSlysdleor
aummer el samhilpsSaslubSame. IHE aILTET FHIHSHmS
eSS Hlemeuimes ClFTSEmenr aUMRIGMS (Llp6| GlEFILILIETLD.

R Oersdolpng  wHNI U@L  yErGiEHTMID S &G
RUHLITETSHMS 6ThS FSMI5SHSMH GmMEED CuTLg IS6T aummhigiu ailame
iy HoLsHNtasT 9 &Fssaia5ma6L sTasHNGHENHL e’ LT
6UIT6Y| 6R63T)| S MEVITLD.

STHIMLUMTSSILGID QLMD ISHHLTs B)(HEHELTSHMlET M (T
GO L sgaissdler serEpuy Gsilg swear Gsim Gomr@hl. SNEGS
Coemaiu(pid 56500 srusHNCsnu &fl GaEiwliu’L LT auramELD.
TEMUTTSHGL QLMD Slswre: @m&En CuTg SemEnuUy GlE
56015 9 SSLME @)([HsELD.

@uyspuile 6he ss5eie5Hl0  SarEniuy  GlEiin.  Gauebr(hin
sTeoTLIenS  eevGlour(p egeisursl Lwearubhss sflwr, saumr (Trial Error
Approach) stearm (pemmuiled Siiomeorin Gleiiny Gevsvar(Hid.
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far sHGuTamSIL (pamouilei HETEnLISET LOHXID SenLog6iT
(Advantages and Disadvantages of Net Present Value Method)
metrenLoger (Merits)

1. @uuyeampuis Lo peomssmarl GumesTl LTSS Sme WSl
sTOmIS GamereriiL(hilsTma.

2. SllLgSleT g sTelD (UG Sl &@GL GINT&HS aImaITLl hHmIis
GamereriLI(hElsTmE).

3. fmieersdHler wHllemer 2 wisgn Crrésssmse gnme GsmsTer
2 SHO|SCTI).

Semwser (Demerits)

1. @upsmpuismer Lflbg Cl&meTals) sig6orid

2. @uwenuflsr s el gSlsL.

3. ueGam YOO Gsrms @MmhETo 6 SmUdsTomsr Lbsme
SIMGI-

4. LIHMIS S L RiS6T @(HESTe 6 sfliurer aipaisHlener gaflssTs.
smusdntapu  sfQamiu’ L  gwg Isailmare i smpuisr
[H60TMLOS (ETHLD 6O ETHLD
(Merits and Demerits of Internal Rate of Return Method)
metrenLoger (Merits)

1. @uwyeampuis 2 areumn Crmes aumeumuilsr  garallemsrn, gjemel
TUSGS SHOLSEGL Iemmalyn Gargg samsdn  dHS58Is
Gamer & GumLd.

2. uaGoum ellgwrer GCarsgissaflar aimomeard FL(HD  S6TenLemLL
srusHNtasnu sfGainiu’ L etare ssaissdr e g
(ig D,

3. Qupemm oTibl STRSHN s @amun Sr&eigl Cl&TEg 866
SletTear e(HLOMEITLD ST&HEn Il QET&HgIS&Emer ol LT 2 mL Lisme
6Te0T)| LIS C&MeTemss Snlglll &(HSHH6T g LILiemL_LTl6D 2 6T6TE).

4. gfls el &G OesTsgssmar  ammhs  (PHuGd  Cums
@erusdemer  gihg Qsmsrer @Iemm HSaD LILGIMLILSTS
aleTh&H Hm .
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Gmpur(hiseT (Demerits)

1. @y safldle Uflus swigiigeve.

2. @uysampew o LGWTESILGHSSID (WeTeri  Himeusrio el moyn @leoru
afllsLd stetmenr sTeaTLIG) OGaflourss CsfhSH(HSs0 L.

3. fles gPles g s o eder CeT581686EmsE st gearaing
STSHITBTo 6(HLMTETSHmES LGIILT(H ClFIlge SlgeoTid.
4. @uwean 9858 CHIW TH5SIS CSTTETS &nigllg).
BHar snturmsw wdHliys seamssh (Calculation of Net Present

Value)
1
Pv = e
(1+r)"
Pv = flar snHGLTmSLIL LSl
r = QU(meUTLL/6IL g F&HTHLD
n = Iy suoT(hSarfleoT 6T6toT6001S6m 8
Al A2 An
Pv = - + - ees =
(I+n)t (1+1)2  (1+1)°
Al, Al= sTElTSme GITm&s (meumLl
r = QU lg /Gu(HETLL
23n = 6 (Lraig6rfl6dT 6T6u0T600T18>6mE

S6T(EhLILp. GEinuiL L LsTaures &6mrsd(h

(Calculation of Internal Rate of Return)

Al A2 A3 An
C = e —
(1+r)t  (1+1)2 (1+1)3 (1+r)n
C = LU PSS HS CFTens
Al, A1, A3 = TSI Te QUITEe 6u(heUTLLl
n = (LI erfleor 6TetoT6u0{ 18 6m8
r = S6T(EhLIp GEinuliL GCousmgll &&aig0

o gmyeuorid : &6 CGar@ssiul eflurmssfledmhg Har snCuTamSIL SllismL

SaSEHL D), Fnns S L SHener Caih6ls(HSSa|L.
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Project Project
X Y
LT &Sk 20,000 30,000
STEMUMTSSUILGILD QL Smauid (o eu0T(H&6ilev) 5 5
stiflg Ly (Scrap) 1,000 2,000

buh&s eumeumit GswmearsSnG (ereort oMb eufl QeSS
Ylerearm (Profit Before Depreciation and After Taxes) eupLomm).

QIHLLD | 6L | eIUHLLD | GUEHLLD | GU(LLD
1 2 3 4 5
S L | 5,000 10,000 10,000 3,000 2,000
S L ll 20,000 10,000 5,000 3,000 2,000
Har snturamsiL LSllmus &6mrss(h&e
S L | far SHCUTamSIL SILIemLS &6urdEl[H560
RUMBLEISST | QTS eu(heumLl iii:f;ﬂgﬁg Ber iﬂ;ﬁ: ol
1 5,000 0.909 4,545
2 10,000 0.826 8,260
3 10,000 0.751 7,510
4 3,000 0.683 2,049
5 2,000 0,621 1,242
61Ifl Lol 1L 1,000 0.621 621
(Scrap)
24.227
Qrr&s eumeumissflsr &HGUTsmS L oL 24,227
&Ufl&8 | QLTIDL (P&l igedr Lo 20,000
Har snHGUTamSIL Lol 4,227
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SLL |l flasr snéurensiu Elmusd semrsSl(higen
umLmSET | GImés aumeumd iizzf;ié@og ey iﬁﬁ;:mgjm
1 20,000 0.909 18,180
2 10,000 0.826 8,260
3 5,000 0.751 3,755
4 3,000 0.683 2,049
5 2,000 0.621 1,242
QuilhEAnm 2,000 0.621 621
(Scrap)
34,728
Qrr&s eumeumissfler SHGUTEMSW LI 3,728
&Ul&8 | QLTIDL (PSSl Ig6aT Lo 3,000
Har sHGUTmSIL Lo 4,728

@irsior () S Lmiseflsor flar snGuTams L Sl UG Gumyg S ib Yo
9|88 Hsr sHEUTmSIL S 2 sTarsme, SILi Y e Csiay Gleinwem.
sT(HSSIHSTL(b):

ST (PSS Lg 66T Lo er,. 60,000

QETEHSl6T QU SHTeuLd 4 oy eror(H\&6IT
sTATUMTSSILGILD CTT&s au(meum

(PS60 Q(HLLD 15,000

(@\T6voTLIMLD 62I(THLLD 20,000

ELPEITMITLD (LD 30,000

HT6OTSITLD 61(ThLLD 20,000

S6T(EhHLLg GlFiLL & swigiw 6T aflrelleners &metors.
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.QEI‘ .33‘ .321\ .EEI‘ .3
) =2 ) =2 ) 2 ) - 5
3 -£§@c-£§@c-£§@c-$§@c-£§
S) E Dl €3 ED|lEJ ED|lEIJ E DO EIJ E D
é G 3|l mME G I BLEG I BnE G 3| MLE G @

1 15,000 |.909 | 13,635 |.892 | 13,380 |.877 | 13,155 |.869 | 13,035

20,000 | .826 | 16,520 |.797 | 15,940 |.769 | 15,380 |.756 | 15,120

30,000 |.751 | 22,530 |.711 | 21,330 |.674 | 20,220 |.657 | 19,710

A| WO | DN

20,000 | .683 | 13,660 |.635 | 12,700 |.592 | 11,840 |.571 | 11,420

66,345 63,350 60,595 59,285

@IniE serEpuy Geuine g & ipw WsTaure| 14%&@EL0 15%5@EL0 @smL L (b
ACEIG

14% + - x 1%
60595 — 59285
=14.5%
2 FIrewId © 6 Hmeuerorearg em.2,00,000 wdliyster, @ S &Sl
Ysih Galw (e CEgieTarg. @IS i aHiLUTESILGLL CITTé&Hs
6 (meuLLl Li6aTe(mLOm)].

Qmr&e eu(meumil
UMGLEISET | CaiwrarsdneL Weremt gyerme aufleldiilng
(Lp6tT6DTIT)
1 1,00,000
2 1,00,000
3 80,000
4 80,000
5 40,000

ComarsHlemenr  Cui  Comi(h (weom  oyelusmLuflsy  (Straight Line
Method) 20%qpid, auflafdlitiing 50%ib gIsH &6y Qarhi&sUu (HsTsm
pemm&seflsar 9jieliLimLullsy @leTLSSm6TTS &6m0TSHS(HS.
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eLpeS6uTS L LD
1. yse BLys s (enm (Pay Back Method)

2. o eoremiowmenr (pSedilgett Ligmenr Liereurey (Rate of Return on
Original Investment Method)

3. serEnuy Gaiwiu’L fer aure] wemm (Discounted Cash Flow
Method) &lmu g 10% 966 CesTs.

4. flar snéumsmsw Sl smm (Net Present Value Index Method)

5. 9|& WsT eurey (psom (Internal Rate of Return)

Q& aumeuTl &6mT S (HS6

fls1T @leomLin 6urf] (@levrmLid
QUHLBIGHT | CaliiomarsSHnEL CaliomeSHNE (psar
RIG) S0 eurflés@L L9edr
1 1,00,000 50,000 | 90,000
2 1,00,000 50,000 | 90,000
3 80,000 40,000 | 80,000
4 80,000 40,00 80,000
5 40,000 20,000 | 60,000

1. s Bys sme (pem (Pay Back Period Method) ypgefi®
&l em.2,00,000 s ¢r;.1,80,000 Semg @renr(h oy eT(hsele Grmee
aumeumuilear  epeold QUM &gl HweTar ¢5.20,000 S  ELPSITMTEIS
60T QTTés eumeumufledlmnbg ClumGeassor(hin.
20,000

&
g.
)
G
3

2.25 9y toT(h&6T
2. o ewrsminwmer (PSS igetr Ligmer Listeme (Rate of Return on
Original Investment Method)

.. a7 @lsurwid
U(HLBIS6IT . L
(Gaiinomenrid Lommd eurfl Guimss)
1 50,000
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50,000

40,000

40,000

a| b WD

20,000

2,00,000

2,00,000
= 20%
3. semEmuy Geiuiu’L  isteure] psmm (Discounted Cash Flow
Method)

6U(FLIBIS6IT Qr&es au(meumL g;GTT@E"I(J)L;)LDQIJH sy Sy
1 90,000 0.909 81,810
2 90,000 0.826 74,340
3 80,000 0.751 60,080
4 80,000 0.683 54,640
5 60,000 0.621 37,260
3,08,130
Qrmr&s UL aumeurwilssr smGLTsmSLL &L 3,08,130
&U1&8 © (psediigedr LI 2,00,000
flar sHGLTmSLIL Ll 1,08,130

4. flar snturengil Y | L sauemstriLy (Net Present Value Index)
= Qrmrés el L aumsurwilsr Hlar sNGLITEmSLIL LIL

(&6Siigerr oGl
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3,08,130
= ———— =1541 Times
2,00,000
5. 9i5 Wereurey (psom (Internal Rate of Return)
@niEg sflur, soumr (Trial and Error) steorm (psmmuiled sermLig
§56i85ms (LN GlalGaum.
pS6lsb 28% seTEmHLIY F&5aIGSS (PUNE Gl&1Lige

I . . . R Cyrées
uBLmEST | Grmse eumeumil | Seremue 10% elLib
1 90,000 0.781 70,290
2 90,000 0.610 54,900
3 80,000 0.477 38,160
4 80,000 0.373 29,840
5 60,000 0.291 17,460
2,10,650
Q& UL aumeurwilesr SmGLTsmS L L& 2,10,650
&U1&8 © (psediigetr LI 2,00,000
Har snGLTamsIL Lol 10,650
SIS 30% SemEbLly &&56i55Sl0
oumLmSST | Qyrses sumpeumi | seimemLiy 10% 'rf’]&;f:[rhéﬁ
1 90,000 0.769 69,210
2 90,000 0.592 53,280
3 80,000 0.455 36,400
4 80,000 0.350 28,000
5 60,000 0.269 16,140
2,03,030
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Q& UL aumeurwilsr smGLTemSLL L

S5 : (pSH6dLlg6oT LS

Har snHGUTamSIL Lol

2,03,030

2,00,000

sTeoTG6u Sem@EpLle Ganuiu’ L sTeure) 30% sTers Glsmerareom.

2 grrewrd . gmed eOWAQLL HmeuerssTi @ UHw Gumpuflener
e5-3,00,000 wdliiing eummis ey Gsigerearert. @iGlLmmlufleT gyueT 6w
QIMHLMISGTTSAD G607 eTflndliy ¢5.30,000 9 &aD @lHEELMD. oL (Lpemm
s (Working Capital) er.1,00,000 Caemauih&lerms.

Guosyid, euflelSllinG psomeort  GUOLL Sonigit QITSE  auHEUML

UletTeL(HLOMM)| S)|6OLOMGGI6TET S,

N oo a0~ WD =

1,00,000
1,00,000
1,40,000
1,30,000
1,10,000
1,20,000
1,00,000

Cueid Hmieueomerg 15% @lorusslemer eEiCrTEGSEnE. BT
SHGUTEnGIL LSII6T g liLsnL_ullsd GILIT QITTRIG RIS 6TEITLIENG TS

st | BPIhe | (o dppe | PO | Bo
ein) Ssin) 10% gy

1 1,00,000 50,000 0.870 43,500
2 1,00,000 50,000 0.756 37,800
3 1,40,000 70,000 0.658 46,060
4 1,30,000 65,000 0.572 37,180
5 1,10,000 55,000 0.497 27,335
6 1,20,000 60,000 0.432 25,920
7 1,00,000 50,000 0.376 18,800
2,36,595
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(S Lg 60T LISIIEDLIS &600TSHEIL_6

(PS60 QI(HL LD
Gumpylullesr Loy 3,00,000
H6DL(LPEHD) CLPSVS6DTLD 1,00,000
4,00,000 x 0.376 = 48,880
3,51,120
Har snHGUTamSIL Lo
(Net Present Value) = 2,36,595 — 3,51,120
= - 1,14,525

flar spturmsw wdHiy Wse @ wHilmear ol & Gmmaurs
2_6Tergmey, @UIGLIMHIUfemenT GUMHIG)6G] HV6VSH606V.
PSS S L SSHNESHS CHmEULILL & Fnlglll STTeunfla6T
(Data Required for Capital Budgeting Decisions)
Ourglers @ GMUNILL epagars ClFame| @TLSTLOTETST 20608
BLL GLOLL & &nlgUST 6TETLIMSS SHevor il Snhs eLpaugerd Gleama|s Sl L L
IuSlum@Ld. @sn@ SpsserL smraflser gaudliun CaemeliL(hdlsTmenr.
SI_LLd gjevevg) GleTsSimerer gy mou pgeaih
QeTgSleT QL sme SIH
sTHIfLMT&SSILGID 61ifl &I (Salvage Value)
sTHIMLMTSSILGID CITés aumeuml &L
CoHEmaULILL &8 lg 1Ll [HEDL (LPEMM) PLPEISETTLD
sTHIfUMTSSILGILD aumiiyg Gasuasst (Opportunity Cost)
STHIMLMTSSILGBILD GmMhS I|aTe| oL
TETUM&SILGILD gy eter(hle GSILomeoTin
surflell&IiL eflupmisser
10. & ubnih euyriseT
epugeTE CFne|s S L Sms LTSS@EL SremflssT

© ® N @ AN

(Factors Affecting Capital Budgeting Decisions)
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1. afleoreys sememwn (Urgency) dlev suwmssfly o Garsgisest
afleoreurss eummusLlnL.  Geustmrip &G,  YFSLWRISaleL  HTD L6
weomssmerl  LweTU(BSS Qe Glailg  Oemery (68  (PlpILTS.
©_STIEOOTLONS, HT6) ghemeuilsy Sleblsr @ @IUBLSITD LWSmLKHE a9 L T
2 | 6uTig LTS LMW @WIHRESITLD eunmhis Gevstarly 6(HLD.

2. fig @iy (Availability of Funds) G, nGmm, smysweflums
K& eTeuaeTE| 2 6ToTE) 6TETLINSS nmeumd. Gufliu gyerey Cemams Gl&suey
Qelg @unSmsemst aumbig Cumws BHulsr sy, Grmésions
LTHMILD S6TEn Y EIIMAUSEMET SHeUeTSHSI0 CSTaTEHSH IjeUSILLTESLD.

3. AHllemerrt LweTLBHSGHS (Utilisation of Funds) Guogyid
Bmesrsdle o smem HlSluflensor, CaMmOSHSGSILGL S LD (PUmDILITEL
uweTUbhSGIoT gevegl Hd Guain GCoHemeuli(ior sTeaTUmSL CUTISSID
g GFae|s S LD gemndlng).

4. eymumer erdliumiiy (Expectation of Earnings) e
Bimeuermseflar  9fs aumurarsms oill sl allenrams  aunLomeTL
HOL_SHMCHT IS LS50 6 BT SHMew Q60T JIS\& QIHLITEDTLD
2 6o FI L misemend CoHmbos(hesemD. sTeorGel, 6IHLITET  TEITLTTLIEmLIL
OUTMISEID S L& Caiey mmLIbHENG.

5 @uuys seammws Sie] (Risk of  Obsolescence)
ComoshissULbL S msafle sauaare) HULLD wnmi el o 6Tsmsg)
sTeoTLIEmBL GUTHSGID S L §6sTe| mmLIbhEng.

6. weoM(&:s srreflest (Intangible Factors) Gusyin, fimiaisrsSlsar
THGOTLOGILIL, GLosurrsvaTemLoudlear lmemLo, uewfliwimerr serflsor SlmemLo
I Hsmeisemarl (UT)SGIn SIi_L & Csira| TmLH&EnS).

7. Guerstoremiouflsor (g6 (Management Decisions) Guogyi,
sTelelaTe| S LKBISGHT MmSeUFD  @IHHSTHID @mSurs L Smss
CamosHhIiLg) Gusumsorenoullsr smaullsy Smear 2 6TaTs).
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UNIT - IV
CAPITAL STUSTURE THEORIES
epugers  sLLemolfler ubGeyyy — Cemiur@sEmEsTer (WSS
3|6M)I(S(PODS 06T 61675 (5.
eLpeuGeTs SLLenwolils Gem_ur(ser (Capital Structure Theories)

2 556 SL6T FLUmE &Semel (Optimum debt equity mix)
saLfleugsng &  Guemert epagars sl Lenwllinsmer el &
Cam_urhssmer SnnOIEg @H&5s Gousr(hld. ePNSHETS SLLmoliLS
QaTLILTS L (PS&ILs CamLmST 2 6TaTe. 2 S0 PSS SL L 6nLoLiL|
@ mluems wreuymayid ermmis GameareriiLibhoudleveme. GCoumiLlL & (mS8886T
HleveyleaTmenr. SL6T FULLRIGS S6oemel LBIGSTTIST Ogausder Lig)
WSEIW  BTEHGSOSEMET  OUGHSSISETnET  T6oTm  UTHSHMS  Sleurt
aefedamernt. UhGsTiseflar  Cewasmg 2 wWisg s  Hd
SLL6LLILISEG Caemel @levemev 6TaLIGI (I Hleuifleir &mSSTESLD.

Setreu(mid (PS&SILS CamLmbISEsT G IS (PEDMSST FLPEISETS
SLL 6D eLpeugeTs e Ligmer Glgae) nmin Himeersder wéiy (Value
of the firm) @ampin&enL Guiumser QgrLienu olleTs G SHlaTmgl. ojemeausefler
(PSSILILDTEITEnE LI6T 6L (T E6TTEUT (S)LD.

1. Bar eumuml gemiGuen (Net Income Approach) flsir
aumLTeT G pemm  sTaflemowrs Uflug swpw susmsuiled  gefliusnE
YletTeu(mLd QjsmmiLomehigser 6T(h&&1s Gl memsmliL(hdlsmmenr.

1. fmeuend sSLer LHMID FOUUGRIEG 6Tarm  @\Feor(h  elemESILITET

PUSETSmSL  LILTUOSSISHTmS.  (peTaiflenol  LkiG&siT
@l6vemev.

2. fimeueorin 100 s5eildfly sLUTSHILSMS [@eoTL TS
Cesadlarmg. HnsH masslu’ L FOUTSSHIWID  (@lssmev.
(Retained earnings)

3. fmieersdler Qurss CersgisssT CsTHSSILL(H6TTgl. Ijemel
LTMI6IG @lsvsmev. LNGIMT(T, aimSUled s leTed (PSS (D (Lplg6&6iT
LTMTSS) 6T6oT gyenilomsailSSLILIhSTmE).

4. fmeersser Ourss K wrmmoe @meHlarms. Himieaern
I|SMIOLIL eSS SLLemollenl SL6T LSSTgsmar L
&g (Redeeming the Debentures) umigssmer Gleusflufll (b
J|FVEVG) SHLEITSHEMAT SIS 6T LHMID FLILBIG) CLPSETSHMS
GODSSI LTHISETDS
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5. HEOL (MM GU(HEUTIL EIET(HEUSTS TEITLMT SHSLILIH6LS606mEV.

6. efwmrumy @\ Lmmmosy @Y(mS&SlaTmE). cpSaTs S LamllingL,
H& @I &G el L srs @)msSlarmg.

7. 6TEVGUIT (LPSEOL_L AT &(6HLD, 66T suemsIITeT 98 Hl&NSS6| LdlTame
(Subjective probability distributions) Gunmlm&dlermeorr.

8. fimieueorid, BITHST sumpemen GUm S S6TmE).
Baraimeauri 9jsmiEpon ellerésn (Net Income Approach)

@hs IemiEwsn @ree (Durand) emsruaITTe STUILL (HETATS.
@hg EGUmDLLY  ePSETS SLLeml  Siiomer.  Hlyeerssleor
&I 6T CQUTHSSLTETE. epasars SLLemoliile Lmmmd  Glrgsi
epugersdHer  Ugmer Gae] womin Hneersdear  Gurss &L
@amLiumsr LImiGme HUbOSSISerms. (A change in the capital
structure causes a corresponding change in the over all case of
capital as well as the total value of the firm)

@Ihg 9(amIGmMLILLY FLPESETS SLL MLl o WT&sL 6T @\(HLULS)
o wihlé smellwrmmey  (High financial leverage) fimeusorsdler fl&
IlpliLenLufled epugarSHler auemsuiled gemleTmE). eTelaIaTR| SLOLILIGIE
epugern  fmeerssneg 2 flug eeunste] sLer Oum Geussr(hin Lim
auemsSafle eTeusisTey GgTems UL Gousmr(Hid gy SliuemeusemsT Sl L Lol
Geuemarig ull(m & HletTm ).

Himieuer Hdufey @emplear v CBTGLILSET HETHTS IjeMLISEITME).
H& Gueumsmi  geummenLw Himieusrsler sfliumer eypogears &L L snlollsnL
griureflsSnmi. @eur sreswrear B @Lo sSmelurmmemsy HeTanLsmiL
THS5SIS Oamerdlermmt. cpgears sl Lewlml  Csmerens  FHurs
Caimes®lug saflg. oL papuile gms samrblilysg GewnLbSsns
sTef | BTeaTSH6060.
epogers: SlLemwlemu  SonaflsSerm  smyewflEst 0 (Factors
influencing capital structure)

eSS Sl Lenlsnus S higedlar el tifESamer Snnhe
SL6T LOMID FUIURIGS Somelmil Caiboshssam@wn.  Lsram
syenflseT @lenss SiiLomenflsdlermeor.
I|ssamenflsst (Internal factors)

1. eyposearsser ismears Geawe| (Cost of capital)

2. @

3. wdllemu uRsmassm (Dilution of value)

59



6.
7.

LOTHN)IEDEHES S63T6ML

2 flemowmerfleer  @emusems dsfssn (Increasing owners
profit)

@&weopemm s HILILT(H

aUGRIST CnElpa s Slmeor

Umsamenflger (External factors)

I N

@ mifled KL s Semsuller GlLmg) flsmev

ol lg 655 &Sl Hlemev

Ulememoriw eflsmev [Hlemsv (Level of stock prices)
uemrg shengliley flg HemL g

ol lg LommItd @leorL Fredleb eufl&GsmeTemas

Gurgleurers smyewflaser (General factors)

CuoeumetoTemin  eLpeUGETT  eLpeUS ML QUTmISSeuem  GlEmhS

grorermisemer  hSHermenr. oo Gumgleumenr  smyswilseT  eLpeSHETS

sLLeowllienu Siiomefliugle umig Qsmerdlsrmenr.

1.

© ©® N o 0 b~ ©

@amifledlsar gjeme| LMMID cpasars Caemauilsr semsow (Character
of capital requirements)

hmieuers e gjere|, auug womio eemigdl (Growth, Age and size
of the firm)

H6DL_(LPEDMS S60T6MLIS6T

sumeuruilear Gmi&dl (Continuity of earnings)

Om&Lpays serenwn (Flexibility)

HlemetoTiLmigseT &hensuil(hsed

Ir&ler G&meTens &6

h&ls smellurmmey (Financial leverage)

FLlILkIGsefler sheng allsnsu

10. Hlmeueor eurfl el
eSS ETTS S L soLollemLl Siilomesfl&leorm smremflesmma o 6Tamenr.

g Guemamsnullsr Crrssmisar (OBJECTIVES OF FINANCIAL
MANAGEMENT/CORPORATE FINANCE)

Hlg  Cueumsiorenlowmeng  elstlles  CETSSRIGmMET DL ISDSHTS

CumGamersiLL Geouvorigil HL el SHemagerTear [l ST L6 LHmih 9)|gemer
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Weonwre  LweTUOSSISH  JSwammi et QT Goeomssorsnio
L6l SH6nSSHmeTS GMSEHME. EneiersHsr svHirs Sermuns@L, Imésss
SETENLS@GLD, @lTLIS SetenL&EL Hid GLosumeisno @)eaTILEMLILITS ST (G LD.
@ Hmeuarssle fd Guemsmsnn LG Crr&EsmisamsT 66T &owsdl
HemmGeumm Geuevarigijsmemg). s7Gleaenfley, Hlmieuestiomensy oS 6r GmLiL
2 emLw UevifletT mevementild &Sy Glameir(h GlEwe. Ceuesory 2 6T6ma).
2 SMTeoTLONS, 6  HmeueTonearg LURGSTriger, Hieursn, wusssflumer,
mISTGeTT  omd  sysmun  oemafllL  gmarsss  Srliilerflsr
stIrumUySmarn HlemGammid ausmsuiley Glewesur. Goustar(hid. Clogyitd, &
GLosumsgoTemLo Limnl LesTeu(mLOmN)| nflieomLd.
151 GLosumsaaremioufesr GBTs Smiger
Objectives of Financial Management

Qurg) CEr&SkIST 601158 CET&SmIs6T
(General Objectives) (Special Objectives)
l v
1. @eruGems 2 FFILHSEISH60 1. QLT &HmeTS (&M SSH60
(Maximisation of Profits) (Minimisation of Risks)
2. QFeSmS 2 FFILMHSSISHM 2. Hdlsemers Sy (Hige
(Wealth Maximisation) (Raising of Funds)

3. irlipw fléufsmenr emmrst
LWeTLI(h S&1S60
(Effective Utilisation of Funds)
4. AN eaGeTs SL L enLolilileneor
2_(TH6UITE(G)SH60.
(Optimum Capital Strucutre)
5. UBIGSMTSHEHEHS STILSDS
GCLbUhS&I560
(Return to Shareholders)
6. ellifleurésid HmId euerTEel
(Expansion and Growth)
7. fdeming Lissflsemer
69 (11561680 &5 60

(Co-ordination)

@smeu L) @IkiE ellifleurs gILGamLD.
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I. Qurg CrrssmssT (General Objectives)

fl&  Gueremenouilesr  (pgememn  CrTSSmISEmT B Gl
Crrasngames Gsmraromd. @&  @ousdHmer 2 FFILGHSHSMID
CFS5mS 2 FFILHSSHSNID L HIGLD.

1. @erugmg 2 FFLbSgI%560 (Profit Maximisation)

Yheosw  srnseafled  eseflls  HimeersngsT, @erun G501
ILLILSTTSES S[HSLULLL 6. eblsreflsy Hmaerssler Hspsmo aumpai,
auemT&SID g6 @leomLiil (b SHmemerrll QUTMISGCS 2 simereor. eTearGey, [Hl
Guosuremoremin, (pSHe(H CEFIIGIETET cLpauGaTSSlemenTl LTSS, Himieuersdler
@erugdlene 2 F&LILHES Goustar(hid sTear sTHTLTTSSLILIHEMS).

@nECrTasHn ums@n  Gurgl, Hmeend RO (@eTuwmeTs),
IEHmeueTSSeT o flemnrarisEnee, Jeurser Gsugerar (pseilenE
Curdlu aumeumuilemenr gefliusrs @m&eEs @aeurn @emun F@ Curs,
@eru efswrearg), 965 Gamflsdls FOULOTer Un Hineermgsflsr @loru
ai55HMEG @enemruTareTs @S5 Calsmm(hi. YHemer ol & &emmbSTe,
I|SNSTET SITTEITRISENT S6u0TL MG (&mma6T YsnmiLL Gealsor(HLn.

Bmeuerd  weGeumy — murseflesr  sTHiuTIILSmeT  HemmGoumm
GoutoTigIETETHTE), 2 && @eTUSSlmeor L. GolstoTig|6TaTgl. oL6oTTe, [Hld)
QUELEYIGITIT &6 2 && @euLILD 6TeoTLISM(E Loy Humu @leourLid eTeary Gl&msusmeutl
uweTL(hSgISlerment.  @ser  Gum@mer o 50sMldle  FHUL(HsiTem
Blmieuerriser Glumgiars Fr(Hilb @leorL aigi fTeaTLSmELD.

@orusms 2 FFILHGS ColsT(HID TETUSME LN6ITEI(HLD STT6uuTHIS6T
2 6IT6T6DT.

1. Qurmemmans SHoemer emelG smell (An Instrument
Measuring Economy’s Efficiency) @eomuomens, e Hmieiersdler
QuTmeTTETTS Smemeyd, GeweuThisGsmenyn  gyemellpd  SHelUTsSS
sMeLILGEING. TarGal, gHsulgs @lemun, ST SGSliblemausniu
CuuhSsHmg. @eomud  FLEWL  SHmemer  mas0s  HnelThiseT
L&ISILLbhlsoTment.

2. auemser NA5C8MEI58 (pyso (Allocation of Resources)
@erusdler epeons euammgsmer FHmiumrsl Nfs0sTEISs (Allocation)
Yedngl. smeug @erun g Hswors o 6mem  @armgafiGatu  (Lpseiih
Qeleusme, euemmseT  (Resources)  efsmrgSsliu(hloudlens.  LTMITS
Ilemereupd  ef@pyd  aumsuiled  @emud LGt Spind
L IuGEnGI. @eueuTmrs, @lemLiTerg) eusmhisafler QSIS g6 (PSS
URISUNMISME).
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3. 2. 55 @ruorarg Spsmu kel GCuamidng (Maintains
Society’s Interest) ggmag spss5dHe Ymarsss STl
stifumieoLyn 95 HonCunndng. @\ssruy, URGSTTTSERSE
gFlsUls  umsTHMUD, &Lakhtesrmee oflu  CrrsdHe Ogmms
OeIsgIsn, UmfiluTaTiSEnSE Se omElun  LHMID  FIMSSET,
BISTCTHSE Hwmunrer efsmeoulley pns Srwerear GUTmHL ST, SHs
GeusmeveumiliLy CUTeITN 9emETTSHG] UMSBIITET HevsiTaemarin HlemCaimm 2 &&
@lsurLid @leTILELILTSSTSHS &(HSLILHSMS).

sTenTGe, (g CeubHSS60l0 @emusEnemer o FELILOSHSNSES DS
Y&HWSgaID YaflEsUIubhiEng.

@orusms 2 &F&LILbHSSIS560l60 2 rar GCaumLIm@HIS6T
(Shortcomings of Profit Maximisation)

GG @IMICL  w  mesmwssT @@L,  G@orusms
2 FELILMHSGID Crr&sLmers SNCLTE) Fl6v STTITRISATTE &ML ILSTSS
SHSLLGOEIMS). |em6 WIT6L6DT:

1. 2. &5 [@Qeorud eteorug Heom Gumligufeor (Perfect Competition)
ollemaTeirs 2 (HATEISTGLD. JLemm SNEUTmSHL Hom Gemm Fhemguile
(Imperfect Modern Market) fimieersdler @Ihg CHT&HSD (POMILTETSTS
SemLoITg)| 6T6wr 51 eeveIeaTITEHETTEY euUTEILLIL(HSIMEI.

3. @Qerusms 2 FELILOSS IS 6T6TLSI 19—ILLD HTMHMTEIoTIe 60T S TLOLI

STVSL LSS0 2 HAUTEISTGW. IHS5S STs  (Gphlmauuis
sustefle gemwliyseaflsor Gumgieaumer SeemLowimers), awflguil g
(Self-financing) gefllgrsgin (Private Property), seufl Gsmiflsy
(PEDETTELLD (Self-entrepreneurship) LS. &6vfl
o flemowmerflear, 66r GCrrésn Harg Hefl  LuSmsLL,
QFsuauSman CLDUHSSHUSTS BHHSS @S IeITSETT6,
@eorusmg o FELLMHSSIMSEHT el aflre gLl (Plghss).
Iueormey 20—10 BIMMT6soTiesd, GSTANLT. &, H&eus GmLiy Lrldl
Gumeatm  LTORISsTTY  Himestrmgaflear  gemwlifein  Gugmd
LTHMHRIGST  HsLphgieTaTsr. SNHOLTEI, 6usmfl&HWTaTS  amTILEmHM
QumiiiysEmLer, o flemown,  Guemsoremowd  L9fl&s0LCH
Qewsu@lermg.  sHéuTmsL  amlleasdh  (psemeaTg)
UBIGSTITSeTTeID, sSLafbeasmman  gyeflssiu’ @, sl
iElLj6vorTT S61TIT60 (Professionals) sLEUUGOSSUILL(H
@uwssILOSNE. G, astfllssdle LsmsflumsmigsT, misTGarr,

Q& YHGWTHD FHUTEH 2 MLILOITSETTE 2 6TaTMTS6T. 6T6rGel,
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@eueurmmenT L STUULL FHUTHSmer HenmGaimm “G@learusms
2 FFILMHSSILD Crréein” 2 SaITg|, @ICEr&sLTaTS),
EEOL (PONSESL  LDIDLITETSID, Slpeuromergiln, (PemLDmSILoTSs
S (BSILGSNG!.

CuGo @MUNL  smreaomgst Sl @erugms 2 FFLLEHSSID
Crrsswrarg, moLpaonuise Gswourhsmst, srodii. (Ranking
Alternative Courses of Action) 2 seurg). gsmeug), QuTmearTeTrsSner
IpliLenLufled L BLolgSHemssefled 618 Fnnsag steor il @IECHTSSL
LweTL(hleuglssmev. @& ement LilsaTau(mLd euemsUTley Llifl&aeumL.

1. @Qgeflaflsorenn (Vague)
2. eumeumuflear Gwy gjerey (Timing of Return) ymssemflssiubhEnsg.
3. QHCETEHsL @I TeEmeT SmIaISm. IJSTalg, @)Ho @I rgeT
Unssemflsaslin@dlermer. (Ignores Risk)
@\g 6L sTEITLINS @MIGS op1IGaTLD.
1. Oz eaflailsrenio (Vague)

BHeming (yaismer sHsE0n Curg, @amusms o F&ULHSEIS50
steoTLIg Ggefleummaid GUiLSms oyefl&Ess snipgions o aTsrg). 6blarenfle,
@eruGlosaTug),  usrmed LG  ellgwrs  ellersswallsslLbHEng.
2 ST6EOILONG, (Q6UTLID 6TEOTLS| (SMISHILST  (@6UTLILOT 960605 [H6ETITL SHIT6V
@evruiom, Grss @lerunr g @leru eigwm, aifl&seE (phamsiu @lsomuom
gl Qursss Cersgsaeflsr W mear @lmunT 96g LhiGamiseflsr
suUkE wdHfsr Bgmer @lsoruwor esrug Gumsrm  (Lpigailsueor [Hlemeuuisy
2 6T

sTeoTG6L, QS SMTETTSHSHT6L @leVTLIGMS 2 FFLILI(HSSS6V 6Te0TLIG Fiflimeor
CrT&&LTs @& (Plpmg) 676 Kl ICLEIETTSET &(IhgI&\6TmenTT.

2. aumeumilstr ST gere| UpsSsaflEslu@se (Ignores Timing of
Return)

@erusmg 2 FSLILGOSSISOT (pSSLTET Gmn g ameuruilsr
s gjerellener Unsseufliugsmsr. 9ig untam e 0s S L miseflsr
(Investment Proposals) &men gerey GoumumiipsT  [HeiTEMLOSGEMET
Qeuafl& e ramTiaudlsuene. (leClaIhSSNISESTS @loMUSmg W (HD UTT&ELD
Gurg), ‘9idle @emun fnheg’ srerm GsmaTams NeaTunMUILGHIGMGI. gy 6TTe,
@& 9Bs @emun  erlGUTE  QUDOILGEING eTeTUS  (LPHlEYILLTSL
Unssaflssiubhdng. @s  molpopuie  HEsme 2 (HeTsELD.
2_SMT6uuTLON S, Li6dTeu(HLD @lTetor(h Sl L hgsemers @Ml somLb.
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&0 ser(herer ol L ausnemrudled SiL et A pmin B-wllsr Glorss
@eru  oeme| GCr OsmmsWTs 2 aTeTeTe, @\TTenLID  FLflenes
S LBIS6T 6T60TS &(HS6VMLD. @lemLGeme 2 FlL(bhSSIag sTerm CrHrsssdler
IligliLenL_ulled @reT(HsE L 6T srauflenes (Rank) gjeflésiuLsm. g erme,
@ireioTig eI @\(HHG LSS GUMID QIMmHEUTL 6(F (LPSSILILITET & (1SS 60T
IgliuemLulley  CamuO&ng. S A-wmerg YTILSTVSSN  9Hs
aUmeUTsmLILD St b B-wmerg dhemsi smumssfly 9ils aumeumsmiLD

Iyefl&leoTmenr.
STew gjore] IjlpliLienL_udled @leomLiLd
(Profit on the basis of Time)
LD L 1D
aflumLd 8 2
. (Scheme A) (Scheme B)
(Particulars)
() €m.)
&meuLd I 25,000 -
&meuld 11 50,000 50,000
&meuld 111 25,000 50,000
GLorg gL 1,00,000 1,00,000

sTeoTGel, @smauiiTeoT(hld  FLoLomeTenal eV,  (PeiTSn L lpll  GlLMHMS)
fonsgl steorm CsmsTens gpliLemLuiled UTTSSTe &L d A—wmerg S LLb
B-wllemerr ofl& &Hnhsg ereruemns glweomd. Geumid @eorun i (HiGLo
CrraasLrs @meEL CLTg @68 [m&8&s6T sealeflsaLiL(baldlame.

3. @Lis6r UnsasamflEsliubdlermear (Ignores Risk)

@orusdlemer 2 FELLHSGID CHT&ESSS, UL aimeuTUTlsy
LemmEGI6TeT @I T&EsT  SevrL ML,  gETeig  Gunin@&lstn
@eorusdler srmser (Quality) Unssenflssiubhlsrmer. erblereflsy, @dlsu
@eru gjeme] LWL HICL SersHle ThiEss GamarariubhSng. S 2 erer
H&swLomm &60T6MLD (Uncertainty) (LpS6VT6T @IL_rr&siT
Il FwiubhsslubSlermer.  NleTaihd 2 SMTOITD LRI (@G emenT
afleTs s60rLd.
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THTCHTE G @eomuiLd
(Expected Profit)

(@\eomLLD
Gummermsmy Hemeo ILLLb L
(Economic Condition) (Scheme (Scheme

A) B)

(ers.) .
ailp&&l& smeud (Recession-Period-I) 10,000 0
grgmyenrd smeud (Normal-Period-II) 11,000 11,000
2 &5 euemi&dls smevld (Boom-Period-I) 12,000 22,000
(AT FE T 33,000 33,000

GG 26Tem g Leusmezoruiley, S A womio Hrwo B
QL HwamMler Grgs @ FHNTaTSTS 2 6Targl.  @lomusdHsr 96Ty
Qameor uMiS@GL  GCurgl, @O  @METILTETSTSAD,  Tong
Geusmor(pomearmanitd  G&iiTh0lS (D& 860D 6TGOTMILD  6TGUOT6OOTEUITLD. Oy 6OTITAY,
geuniler sredHemer (Quality) gyie) Geiun Gurg S B —wumers
gle  @ILmetarg eTeTUmS Qi (ipwd.  eTQleTesfled  QummaTTSHMY
Hlemevemwil GQUTMISE 98 e CRHPFSILDLILSTS 2 6TaTSHMen, G G I
BG@HSSTS 2 6TeaTg)l. STe [HamasEhsEHlmGiL 98 FL(HID @lorussa o9Ss
GCoumum(h 2 6Targl. gyemmey, S L b A-ullev, @& Gumstm HlFSWHN SeoT6nLn
@erssTe 95 FNESSTEHS SHSLLGIL. 6TaTtal, @68 [mSSTUIgILLD
@eorusdHmer 2 FFILOSSIHH  eTaTUS GDUWELIL  CrTSsLresGe
SHSLILOEH MG
CFvagms 2 FFlLMGZI5M (Wealth Maximisation)

CFasms 2 FFLLMHSSISN 6TarLg Sl 9 H&sULMSSIS0
(Value Maximisation) gjeeg Har snGurmsL wElemu 2 FFILHSESI0
(Net Present Value Maximisation) etemrejd gmpssiu@&nsg. @)s
2 wolsmdlaln gms Gamereri L sT@Ln. 6blarafle, @dh @earusms
2 FFILMHSSSHE0I0 2 66T GHEDMSET IMETSHGID HSHSLILL(H6TeT6r. Q|STeUs)
@dlkv Qgaflay, @i galliiy wnmib umTSSlET ST WS &l epeTnID
Hlemme| Ganuin(&lermer.

s Himieusrs e Gasuaud (Wealth) gjeeg) Hsr snGLTmSIL &I
(Net Present Worth) sterug gphimeuearsdear Gursss snGumsmsLL
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wéHItnEGL (Cross Present Worth) erdlismugdled o9& Gum afl@moy
@eorusslemer MLASNGS CoHemeauursr epager sellen@n (Capital
Investment Required) 2 erer Goumumm@lo. e Hlmieueorin, Glesuausms
2 MHOUTESS dulpll K BLogsmEsefly wIEWL  FHUL®, Wb
Ll &Henss5mend Saliss Golsmm@bid. e Hnaarsss @irar® Ijag)
NG GCunu'L SHLmser @mEE, NSO THTeug eetTemm L (Hid
Comoshies Gausmew (spHlme  gHUiLTD, S SLn IYdHs
OCFseSMmS 2 (HEUTSEG0LM g HEHsULE HsT BLLILS sme wlilemnsr
sneli&@0wT gmss CaimolsHss Gasr (L.

grgsomer fasr snGurms wdifemer (Positive Net Present
Value) Garer g K& BLalp&Hme CF0aISHma 2 (HaTs@GLUTSams, 98|
ApUUSSESE G 05 suwsHn ursswrer Her SHéUTmSIL
wdlflemesr (Negative Net Present Value) 2w B mLeoipsSms
Um&&euuflsaliuL. Galstor(hid.

OFiausme 2 FFLILMHSGISHN CHTsHsWLTeETs @ooru 6L L Sgier (Flow
of Benefits) @lmemng @rso®h IelumLl SfEsmarsEnhesEs Sy
Ief&Hngl. @&, Lsmrsdler smew geran (Time Value of Money) eréir
Crre@l  @eorusgier  @lemsorhgister @\ flemer  gwomsfliudled o sirer
Uirggememyln  uflFemes@  ThSSS0smeaTarIL(hSleTmer.  eTHITLTT&ELD,
STSHITETO @l el L Sdlemerr, aflumer oissdld Gonsss G&mearaigsme
@firsgmearast aflsaslLlubhElsrmer. @&, Crmss el sdear (Cash
Flow) 9jpliusnLullGeauGi @levruiomsrg) gjerellLu@&msg. K wnmid wpweeSh
iS5 Yeahissdle Crmss LLGL WesSHuwTarsm@h. Gamib
sarsSL(h @lerun (Accountaing Profit) i’ G GCurgrs.

M Hnaasdar  OFunsme 2 Wisgssn  Crrésswmsrg)
InEmeueTSSHler o flamowrerigehemil CuTmeTT&TT Hhovemeor GLDLIHISSILD
Crrsssms HonGaunndng. Ismaug Hnaarsdar o feawmearigsms)
TH6VETTIT6OT S| (Economic Welfare) I|hilmie6wTS Sl G&su6uLD
IFsfILsSNEGS S&eamm 2 Withg ClFmaid . frearGeal, @&6r gjplilemL L,
o flemLowmeTiser Swg EHISTS SHLmsmsr SAss 98 CTsTouTTgeT.
LURIGamismerl Gummissasnr, Hneerd CFnmusms o wisgn Gurg
IgeT LRE by shmsuilen gdsflEEhn. Oanngms 2 FFlLHSEI%H60
unIGsefler ehms liflamer 2 WISgaSTs YmuSngl. s Heaersder
UhI@ LHluTeTg. oG shmg el GUTMISEs GO LLBHSnE.
b5 sheng ellmowrag opHnersda K enins yigbabssen
Smemerl rdlusdliugre gemuun. g s6al, @ Hinemsdn, 9g6r
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Crrésn  Oswasms o2 FFULGHSSHMSTS @S5S,  @TUSMmS
2 FFLL(MSGIUMSS  SMllgald  Fnpsg. Qonsrs  Goald  Feo
SITTEITTRIS6m6TS (GMILILIL 60mLD.

1. @eorud ererugl, (PlpGabhsselar Curg HAphe IpliLmL g,
QUSTL I ILITS @& (LPlpTS.

2. @eurLid, srusdHear wHllmer smsmw ol ® elO&Smng. @S
STSSnSTer (P&Sliusgian srhissiubaslame.

3. @eoruwomerg, HHeTns SLRISHT LOOD e &S S EhHL 60T
@lemsmThGleTeT @ILTSHemeTL Lm&seunflsg elhSngl. @) jsnaismerL
uflFemers @ T(hSEI5 GsmeTaidssmev.

IL saflss Crrssmiser (Special Objectives)

1. QLismers Gonsse (Minimisation of Risks) e
flmieueTorsrgl, Sergl SLELIUT g0  @lens 6 (Sblemauls &ersg)
Bl &mssemsT GCnblaerst Colsmmgisns @(HE&SME. 98 S(henLolimet
Gum iy semem shSHSHE Coustmeullm&sammd. 98 SWrflsEn CQUTHLSEHSE
SNSTVGHH0 rGaumy @leveuroed GUTSHMD. SLEIGSG &T&HE TS
Mg SmsTsTiseT Ggmemswlamer OEaSST GCUTOISTR 6UTTS &L 6T
BLLLD 67MUL6VMLD. ST&HEGS6T SI_(I CUT&HTLD. @IUBSITRISET Li()S6DLILIETLD,
2 ifliw srusH giGemTe, Caemeauumsr fHlgullene &L @uisorg GUTEsTLD.
@euaury L  FEseseT  Hlemmns  C(Gphlemeuiley  euemfleEn  memL Glum
GoustoTigWGTATE.  @IRIMSIITET @I _T&HMAT (PLREDLIITS SHOM  @ITg)
Gumesmayitd, [£l& GLosumenaTemin eLpeuLd @laumemm SevoflFLomesr 26me| GOMSSIL
@ueid.  Qereflsn, sflurer s Sl e, YWsS S Sl ey,
Q| SGUMeT @MU ST&HE el LT 96H suusdHn 9dle @I ([meTsm
Yaihsmens Slissan (pSeomarmeal el @Es  Chr&EssSlemer
HleomGeummlL @uieyLn.

2. Gumgomenr Hlufemerr Hliwmuomer GEovaisy Sin(Higev (Raising of
Adequate Funds at Reasonable Costs) & Gueomstreniouflesr (Lps&iu
Crrasurearg HnaarsHnGgs Cameuursr Hdullmer Gomnss &l
S_Os0 g GLw. Hneasdnss Coemeuumsr Hihulamer 95 CHemeuiLGL
sTusdle efsdl Gasr@hin. gyemmn, 965 suwussHn I mHHullmers
'L g Gsmammg ss Gopbs el @\msse Gaustor (L.
@eorud Sr&smlpw 6hg  eumilenud, HHIuDDTSGsmmullar  CQuTEmLH
Ephgeflmos uTTsgs Osstsr Geusmigg) Kl GlosvmemsnLoufler (L&
CrrésLrss &mslLbhi&nsg.
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3. dirlpw Hdullemer puemwwrslt uwsTuBSsSn (Effective
Utilisation of Funds) Mimieuesid gmesr Sy igw Hluflemenr Quméass semsmlo,
@erugdmeer, urgsTI] IS Csmsmmeselear geliusmuis  siflumsor
aumsuiley (Optimum) LweTLUHSGISH Geusor(hid. GELLLELL  (LPSeShH
TLGLITGID UTgISTULTETSTS @I(M&s50 Gastor(. eSOl @ LGE
sTUCGUTgID Qméss Seremw (Liquidity) o emLwsmi @im&se Gaustor(hi.
ILGurggTer, HmeuarsHer GawsuTOSmeTS SHemLLilsvemos) KL SSHE
Gssbev  (ppuwd. Gogid, o Lempunrss Siss Cousmew HHeTins
Qevailermisemein STSEIL @I

4. fmhg eyager gemliflensr 2 mams@Gse (Optimum Capital
Structure) HH Guemsomemwullear 9OSS WeSI CrrsswTaTg NS
epugenr  gjemlitlemenr 2 (HUTSGUSTGSLD. 6,  Hlmeuerid  eTearGleareaTenr
susmsITenr Fr(Hsemer Gleuaflwil (DeTers). gsmeuser eeubloumeitmitd 6TeaTGl6aT6aT6nT
aflgsdle0 Geusflufl L (heTearer 6TeiTLIGEMEITGIL CLPEUSETT J6MLOLIL| 6T6ITN] [HITLD
& MISCOTLD. sTevalaTe| CGTEmasE L emesrull LGSITmgT GleusrfluflL UL sumd
sTeoTLG UMM (Plge] TOLILG eSO SFOLUGSILL L QETHTEGLW. @5
gifleur gemwnhgTs Smeor, Himiesrn Gensmuurss GlewsuL @b, serGel,
fnbs e emwlillmer o hauTs@Es0 Hld Gusmsomeniouller (psiu
Crrssnréng.

5. LBIGIHMI&EEHGE PSTUSSmer o wisggn (Return to
Shareholders) uURIGSTITSERSSTET Qs MUD  S&T&e0LLGalstor(HLb.
@amer LGS shamaguile e Himeearsdar Lk aflsmeullsr g s
S6U6TLD OlFNISSIEUSET eLPEILD QiemL L @IUID. 6% Hlmieueerll LkiE Seilear
aheng ellensilmerg gEHneearsdesr GEwsumbhsamer GUTNISES 2jemLoiLd.
sTeoTG6w, @)ehl6v [lmieueaTid 9)ls seveTid GlFaSaIse GolstoT(hiLb.

Gueyid, (WSS LIMTSERSSE, somsr, afenreumsr,  LHDILD
urgsmiume eupeuruileneer aphIGSMID K& Gosmsoreniouilssr GET&&LWmELD.
@smmer, Hmeuer Hlsmer aopwrsad Wsen &flumsr  aiflullsyin
LWeTL(HSSI6S60T eLPeULD el hElL @IIEYILD. epeugetTalear aflsmarLiwear (Yield
on Investment) (P& LmsmisEn&E SHUS 9iM&88 s ipusTs @)(mSse
Geustor(pILD.

6. eliflurssn womd eueridd (Expansion and Growth) fé)
GueurstoremLoullesr 9(h&s Crrssmers, Hmeerssesr alflaurssn whmid
aamiESullsmerr o MISLGSSISH I G. @earusdHeailarn e LGS
UMTTEFISHETS 6GIS emeulILG6 eLpsuLd, HITHEST Hl&s Caemeiuisy seireflenme]
oL g0 BlSGLosomssarsmLoufesr semsoilmu CHTSED g ESLD.
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7. HSEmhHs By SHmaaamer e(hhidlmamggn (Co-ordination of
financial Activities) H&sgmm BLolgSHmEHmaT Q(HRSlmemTILGCSHT(H,
h&Sgmmemid wHm Gleomesmeryn @lemsorliLg K Glosumesaremioullsor
LnGnTE Crréswr@L. GCuain HdGuemsmamwuisar Crrésin, Heaiersder
QuTg) CHT&SMIGEHL 6T CLT(Hh&ISHn Galsmr(hi.
1H&GLosumetremLouflear Liswflas6i

(FUNCTIONS OF FINANCIAL MANAGEMENT)

e Hmeuersser (pasmsow Crréswmars g CFwsL@LD @L Sl
2 6TAT AT SEMNSIITETTSERGE Goustorigil Gl SememuDd  Lsofl&emeTiLd
2 NusSEH Osig geunon AHCUrHIusTGL. GQhs GETéHsSSHmenr
feonCounm A& Lo, o2 musd, umSH Gurearm vGam Gsmfle
L6l SemaaemsT Himieuerd CmGlamersm Golstr(hib. @Ihs HL 6y &6n&SHEm6TS
Smeowjer  Galg YesHs SLflLo, si@Uuurh  Gswign  Gumstm
Gueumstoremioll  Lsmoflser  GmGlamemsmiuL.  Ceoustorgigid  gjeudld. e
fmeersde Hd pLalpsSmasafly S o wpnn s Giur® Cl&ige
Gumettm ListoflgemarLl L@ &810168 HiGLosumesareniouller (&L jeom@ELD.

m Hneersde &rer, B elLsms (Financial Flow)
gLOSSMSDES Hleme psnid oo Wamih (Fixed and Working
Capital) Gsemauurs o ereter. GQmssn s&eml Gummlsefle  (pseiH
Qainuiu’®), o8 Hevevwmer GCETSHEHISSTTH, 2 (HUTSSLILGLD 2 HUSHE
sngammsmes Gamer®h Wpomielunm GuTmLsearTs wrHmOLL ), eTsort
giemet  aflmuemenr  QewwinC (k) @miSulles ey CpTSsLons
roniu@emsGu Ko fé UL fear g mupssenmd. @lgmer LisrearmLD
suemTLL S&l6tT eLpsuLd sTerflehled gynfliisumin.

1. Yy Cah&EL uamflsar (Decision-making Functions)
@\Sl6v LleITe(HLD (LplpeSHET DL IS E6Tme6DT.

1. Hf Hnpse wgeyser (Financing Decisions) s
Blmieusorglev [l Grosometoremiouilear (&t ussefliurs & S (Higo GMss!
Yy abhSsmas GMism. @ Hnaearssngs Casmaiu@Gin Crss
B sresuerey, e eEBCISES epnisalOlGEg hS el GS
Sir’Leumd sreoTug GMSS WeLaiBSsn @Iiuamiulle o migL. @eemm)
Yyoabhssn Gurg, HHS SrLase agoubd CFmassT, SmeLD
I Hwsmeisemarin Lifl&emes @ sTOSSIs Glamsmsr Geustor(HiLb.

2. s gsyssT (Investment Decisions) sausmfls fimiausmiser,
s Hrligw Hidullemer LG @lamseafly WseSH Geiisn Gostor(Hl.
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steoTGev, [Hlmieuestid Glainy Geustonigll (PSS (PSeSHISEHESTeT IS eTeveUTmI,
S SjeTe IISSIUL Gousmhid sreorug GSMlSs (Wgoaibhss60, K
GusvremorsmLoulenr 9(hSs (pSetTenioll LisssfiLrs smsLLGHEDG.

3. oL (mm e Ypeyset (Working Capital Decisions) 6mhg
o@m ouefls fnearsdnen, Ko wso (Fixed Capital) GureGey,
BEOL (o  (PSID  sald geudunrarsr@l. Hneearsdear  germrs
Coemeusemarll L TS5H Gaiwenn, CQurmlsamer 2 musdH Ol s&s
QurLsemer summid gigemenr 2 MuSH Galg Ung alhumars@l Lng
Q&S aItFHMmeug) elsmruilemsr &TassinE FOSLLa|D Hd CoHemaiLbL.
@smerGiL EHTD L (s (pSe eTardlemmn. eTarbeal, @lsmers GNsg,
IISTOUG ST |66, (LPOM (PSeumeTainsmm Le srremflsemsTi ufldalss
n® Wigey Gege fl Cuemstorenioullss HGDT, (pslumeT LissflumsLo.

4. epuses sl Lemliy gayser (Capital Structure Decisions)
Himieuestid  eTearQleateaTeor  eusmssiLmenT  F(hiGemar  Gleusfluilsomd.  gjemeussiT
speulGleumsatmLd  eTeTGleaTeaTenr  OflGSSHe0  Geusflufl i Geuetor(hid  eTeITLIG
G&N58! Yy QaiRISs60 & Gusaremsmuisr 9h&s (p&liumer LsflumEL.

5. urisrgmu (pelser (Dividend Decisions) Himieusrgsler Glorss
aumeuTUiled, LBIGSTTTSERSESL URISTSTILLNS @ UGS Iaflssiui.
L& psmem LGS, BnieiarsSGat @\msd masslur (b Glsmlaiss sl
LweTUOSSILGILD. @&l LRisTemuLTs Iefldaiur. Cousmew GQgmams
sTeuelaTe], [EmeiarsHe @msd massluL Gosmmpw CETams eTelaleTe]
sTeoTLem, eupLomenr  euflE  sTSgISsmer  (LnisTaTL  aufl)  Lflfusmerss
05815 Garmr®h (peey Gsdl e Gomrpl. @Ssmew (pe| Gl&ig)
Bl GosumssarsmLoudlear (pseEliuit Lissoflsaflsy eermmESLn.
2. QFwevmstoTenLy 9)e06ug; GLosomstaTemLoLl LisvoflassiT

(Executive Managerial Functions)
&) Gueuresaremioulesr @l iListaflsafled LeaTopLmE I HIGLD.
1. HHs Comeausemers &SliLifiLe (Forecasting of Financial
Requirements) (@&  Guemeoenol  uswflufley  (PSEWLTETSTSHS
&mLILGLEMG). Himieusrd serg Cummiigsnst 2 fliu CadHuile CeaisSH o,
serafl_ gl o arer Hlullemsor 2 flweumm eHed®H Cl&iinigeT epeld @leorLs
Smener 9Flaif&sa)n, @linemluiamer CnGlsTeaTEnmsn asliunréng.
fmeuerd serg GMISILSTNS CHMASEHSSTEHAID, 2 STT6TLTs
S|6oTMITL TbL_6)1l9 86018 85 (61 & ST 60T G&se g6, STSHITLITITS
OEallaTmhisERSSTEAID Slel auMLLILGmT LILETLHOSSS GlmeTara)n mmiL
georgl B srng Coemeusermer  @QULETmIGmET  LTHNISL  IV6VE)
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eSS0, amlleasmg alflare@sn, UTaureE@Gso, e WmHmiD
Guiur®  (Research and Development) whmi @815
ComasEpseTsaln Hdmus Sl Gasr@n. Esmertu Hés
Coemeuaemar SIL LA 60 Lisvall eTearehlComid. HHSE L LOL 60 eLpsiTm) jigLiLiemL
Hlemeuaemerd Glametor(hleerg).

1. BeworL&mev Lmmih @GmISIL Srev K Crrésmsmars SiiLomefl&ae.

2. H8l& Gararamasmer (mmiLbhSS eunemm ellemourinbSsisen

3. fmeersdler Osmsramasmear aNeTUTLILOSSIISNGSS SIMEmTILTS

o e auflpsmmsemar allifle LSS0 (PSeomeoTenel.

2. Gaemeuiwiment lSluflsmenr Sir”_(Hsev (Raising of Necessary Funds)
GmGlsmsreraumm, HlmIeIETLOTETS S6TE CSHMASEHSESTT IYSTEG) GSMISIL
mmitd Beor &g Caemeaus@Ensaer ) epaomsst wnmin Hullsr gjareme
WYipe| Galga 6T smers ST L Gaustorig KoL (psmm GlEwsum(hsefls
rhHU@Gs @LiusmfiwumEL.

3. fld Gsriurer Hubsemergsmer Gurd Gudl (pigay OGS0
(Negotiation of Terms of Financing) &g Sl L edler Curg @Gmisliusmeo
H&&5CHmen SL6T epsuld QUMLILIHLOTEITTE 2 STERTLNS 6ULISS SLTTsLI
Quuiu’Lme, ekdh gHerisepiar @& GMflss Hubsmersamer
WYl Qsiiig, gsnsmar aflpammsmst GawaLbhssging B Gsmrumer
flungemersemer Gurd Gudl (g Galgn arLbGENG. @8I0, LkiEGs6T
gl sLafl(l uSSTmEsT epen  HeorLsme  HHuflemers Syl
Cousmarig uN(HESTE, QRUUMIEIITETTSHET, STSHISE6T, eURIEILT, LhIG LWLIHMESLD
Qgrriurseurser  oudGum@mLer  Gurd  Gudl  HubsmeTsemer  (Llgey
QEwIBNID @&T &L HhenL Lsnmsamer HlemmGammisain @l&s 9L miGL.

4. Qrrsssma Guearsenn G&iige (Cash Management) g
Gueursimrenioufletr 9(h58 (p&Slumer Lemflurers Crm&ssms GLosmssoremL
Osiieg Y GW. ISTeg Hmeeard Searg SLafhbesTt LpsaTGmmThss
IefsHL Ceouemorigis Ggmemsuilemssr GuTgomer geraflsy 2 flin smSSH0
HmL_655 LGN G, JSTOIG ST HevL (Peom&sT, Glawsur(bgsT
I HNDEISEHEGS Comauurear QTTsss5me aflssn Y GL. BlsmeTGiL
mrD BmeuersdHsr Qrmess sersw (Liquidity) erermenpssGnmi. @)sesmeor
SletTeu(mLD eumITLIL &6 eLpeuld eTarflBmes oynfliisomi.

5. aumeurenit Guevmesorsnn Gelgs (Management of Income)
HlmieeTLomeeT S, 6T e(HeumemiLS Glgmesor(h LsugTLfleamemmin Slmlig Gl
Gouetorigll (gLpblemeouilen 2 erarg). o gmysuorons, HmieeT 2 femLowmsThHéE
@orusms Fnsd mass Jsmer aflflurss useiluled FhHUbHSSIS0,
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UBIGSTTTSET @\HULI6T QTsEhsE YHSULSI uRsTSTID IeaflEs50
LM UhGE  ahosulle, ukiGseaflar  wHlifmer 9 HsfGse0,
SLaHCETHESG 2 Ml CaHulsn 'y, &0 I Suammlmer WmmLTeS
Ceasss6, umflurarhsE o2w&ss5 Ggrms LHML @81 ausdHser
IeflHE0, msTCTmsE Gonhs allmauile Gurmlsamear  geafl&se
psedlweer.  @eusurmmesr  LeugrLSleriflear  sTETUMTLILSemaT D  HlwmuLoTesT
susmsUiley HlemmGoumm HlmieieTiomsrg o)&6ir eumeumeniL siflums GLosumesaremnio
Qg6 Geustar(HLd. @)1 K& GLosomstoTenioll Lissaflg6fleb (Lp&SILILITEDT 66TMT(G)LD.

6. Hid& Qawsurhsemer LEHIIH C&iigeo (Appraisal of Financial
Performance) flé Guemsareniouileor (&t ussfliumerg, HimiaisTsdsr
Bl  Gewmurhsemer OeT_imhg e Gsilg wdlilhss I @GL.
@antsear LusTILLL K smassT 2 gryamors Hé el L sms
(Fund Flow Statement) Qmés L L g|fl&ems (Cash flow Statement).
@eru  ELLES  samsE, @ohy  Hoas @iy (pseomsTsne
GCamaiuhlsrmer. Coain HiHemng alldlerestr ginseEsn (Financial
Ratio Analysis) GaemeauliLi(hdlsarmer.

@anmsiwmer JMismasafllmhg HMLGE SE&I0E&MET I liie]|
Qasugeor epeod, HmeuesSer (oo ST LaSsTEr  CSTETmS 6T,
LUBISTSTLS OsTsmamassT, HHs Comeusm (e CFLE SemLLilly&ELD
Q&TETEnS&6IT, STSHSI(HLIL, @UULEITS SETOUTLHISST (LSemsareumsnm SLSIHID
eomssT g Sweummlsr  Smemesr IR Gsiwemd . @56, K
GLosumstaTemLouil6ar SemEULLITILI LT LIm(&Ld.

7. H& Osweurhsamer  gnleflsgsn (Communication of
Financial Information) fimieuer&gier QGTLLemLIL LIHLD LISTLILIL L
HSHEUVSHEMET sTHITLIMTSSlsoTment. HmieuarsSnE sLer S &L efhosHT,
o wiithlemey GLosomeTTTEMLOILIT, (LpS6SL_Lmarriaem GUT6TM LIS[HSGLD HimieueT&ler
Hi&) Hemevemin Gl&wsoum® CumsTnemel GHNISS ST G&emeailiL(helermer.
ParsEpsE 5568 Seansmer o iflu CrrssHo geaflss Gosmewg K
GuosumstoremLoullesr  LsmfluT@LD. @seT  eyeoTsEGeal, HmieueTonTS  SH6oTS)
Crrésmngams HemmGaumnmlL @lwsy|.

3. s sLmar g GsmLi uemflsear (Routine Functions)

Euemilsearmenrsg), e Hinaar sl aipssnns QSTLinhg oL Glumin
uemflsemeTs @GS @L0. @S0 HsTalmLme QL mhiEL.

1. samstasbasmer upmoflsse (Record Keeping)

2. A& gnsmasmer sWMSE), CoHmalsEHS S5&LULIY 9aflsge0.
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3. fmeers e sLsisemer Gosumstarento GlElg) Hliaudl&e e

4. fmeuerssear FHS6T LMD @IST STULTMWLSET LpSaTaTaINmmns
SHITSHG60

5. Goemeuwmer gaavgmer Hmesrsdlsr e Hemsusefley Lsmflfly

GLosums(h5&) I|eflSs60.
@mawmarsgin  Hlé  Guemsrsmouller (LSS Uemsfl&6mTE &
&[mSLILI(hlsoTmenT.

4. 9 GeorgemenTl LismflgsT (Advisory Functions)

Hlgl Guemeioreniolt Lismflgafley g Gouragsmentl Lstefla@hn Q)L miEiL.
gl Hdsming Gswaurhss GNss ytarsmer geafllssman @)g)
Gl&ESng. @Ho Gurg GCuearsmemwularmsE aPRSILGLD  LSeTaimLD
91, GCEUTEMEITEH6T YJL_MIGLD.

1. Qarsgissemst Gueomsmenn Gagn (Asset Management) IHemevg
CarsgIsser, BLUYE Cansgisser, Uoam@ln CsTssssT, Learmane
QeTs81886T (s Cl&rss)saeflsr Gsremsmi @ldlo 9L miELD.

OQersgseEmeT  Goamemen  Gaugn  GlSg 9, Gmsemer
LG euSlev, H1&) GLosometoremLoullear Listflse LlsoTeu(mLomy).

1. fmeerg  Qeweurhissmer Smemowns  oowsEss GHmeaulL(HLd

Qersgssaflar (ursss CsmamsuilemeT (e GlFiigeo.

2. fmieersSler CrTes5me 616me86m6T
3. QETEHGIHHMET QMLIGSHN VG GHSHMEHE 6THHSH0, @S0 6T

ILSTILD 6TETLIENS 3)flS60.

4. GQersgissment LweTLUhSGuSHo afarmoms, Saillissn GMlsa

91, COUTEEMETT RULIMIE)S60.

5. Gamauunm Bl (pemmé ClFa|smeT &mmULSNSTET aIaImSSmeT
ILTMLS60

6. arflumer Ggiimsr Wemsmers Coia] CFlgn GNSs oGarasmeo
BLILOMI(G) & 60.

2. (aeShsemer Gsmemenin GlFiso (Investment Management) @&l
Bimieern  Srlipw Qurss B womid Hmeern  GElgsTer LG
WSSOS6T (SuraTainemy CUTHTTSTTE SN (PomsE U Lm
WemLSHSHM, [Hieudlssn GCurarmanmly o & GuaramowsE SS&HS
91, GCEUTEFEMEITHEMET AULHIGLD LEtila6T 9L i &lsarmeor.
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BN Listof] 9|emLoliL(LpmmILLD Gllg fIEHLOLILILD
(Organisation and Structure of the Finance Function)

susoofls  Flmesrmisafley, HEeTins (pposem JHs PSEHILSSHNILD
Qumleormerr. sTeoTGeu, HlF LAl SMESEHSSHTS Fnhs e HSHL  Lewf
Ieowliflener 2 (HeuTSEGSH0 Jjeudliunrdng). K By samagsner Glamesor(H
Oesgd  Qummiurerg o &Faflemen  Gueumesremowlleorflid  (Top
Management) 2 smsmg). 6160166, HHSTHS HL g SHME5EHSSTS 6(h S6vfld
glonenil @UISESHT jemaluflsr CrTies SLL LT 96T S 9|emn&s Geaetor(hlLb.
wsHworer  HHS Osrarms  elegunsst  HEHEGW g HS
GemeryTayld, OIPSSLTET KLalpSHmessT & G g dlamflesmmeayn
CumGlsmeTsTiiL(h&lemenr.

f& BLalpSmasmar o && [Hemew Gsumerenouflesr & aumHLTM)
I|oLLILSNE) L6IT6L(HLD STTEITRISET 2 6T6T6oT.

1. fpeersder aumpey Lo eemiEdsE HHeming  (eais6sT
YsSwwreremal Guaid, Hneersser esmissuls, oser Hl&s
QsmeTens &6 ChTed STEHESLD 2 6TaTmE.

2. @@ Hoeersdear Heews sSereowwllemer  giger  HHETIHS
KLl &mastst  Hiicmruilsslermer.  flmeemrsde  uoGom K
TL el &Hm&semsT 2 && [flemey GlosumssoremlolmGauGlL s(mhidlmemr &g
QEIWEILIL MEIES (LlglLLd.

3. flf pLassSmsmsT UlILbGSHMEG (| HnaarsHneg U
fessasmer  geflsg  gsmag v CFuaEmeTs  (GHmnSSE),
LweTefl&s S lplSTS IiemSME.

B Gueumsiorsmouilesr  gjemioliy, HimieuersHnG Hmeuetd  geumler
gememoemilll GQuTmIGs GCaumu@mid. GumbuTId Gemel, HneeTsslarere],
sustillsSdletr Getremin, Hld HL ol Smesefler amsssT, Himieaiersdlamem L
g gflsmflsaflar Smer womin HmeuearsHer fdHeming CamarangssT
GumsarmeumpiledT Il LLemL_uflev S|6BLOLLLD. Curgleurs, Gurflw
BmeusrmisehenL il Hiliuenflesflsr Qurmiinsyster gdlemflser, o MHuSS
Guogurer, eflmusmear  Gosumer - gy SGwimflsor - Georemiemit  GlLMlsoTmeaT.
IeurgsT SHemevemin GLosomeriflear CuTies L (HILILTL 1p60 2 eTearedri. @\Sl60l(HHS!
BneersHnE B bLalsmsssT eTaalare| PSEHLSHID aminhsmel
steoTLg  Qgefloum@d. Guen, i Hmeuemsafly B gdHasmilasr
@IS G HTm6 2 mILSleoTI SETT& 6D G&wevL(hleaTmenir. JleueUTm)
2 minSeoryma @lsvsmev eTenflgmitd, HimieuearSleor Kl HL g Sema&Eemart L
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INleyemr QIPEISaID, SaHLSTCOMSISSHMID QIISESET ImaUs &l L higeflo
fl& giHsmfl seomng Gamerdlmm.

CQurgieurs B  gblemflseflsar  eTememliGamasiyn  aumSWLD
Bmeersdler geremall UTMISHHSGL. Gufl Hyeemser @ HHs
SIMETS  SEmaImTID, HOSST 6T HMEIETRISHT SHELT  WHDID
sLuur_Lmemt  opd @measmmyn  wiGin  GsTear@hetear Sl
Bnauerhigsfle smayor Wl Gewsu@dnm. fo Hnaermessfls Gy
BUGT &(maLorTsal, s HILUUTLLTTTTSa|n GswhLbamSs ST,

CueumsioremiotiLgy  [Hlemeuseflen, K — gfemfluller  Hemevemil,
PETUSSSSH SettT(hsTsT aumTUL ST epeld eTarflgms afleTsseumin. Gogyii,
3181 ojeur & Geustaripl Lisw Glemetorll Listoflsemerid @ml&Smg.

Quifl sustefles Elmeuermigssflsn Bl mLalle Sena&6rT, Smeaeur Lsmflser
ooy sL@UUTCLTemT  uemflesT  eteorl  WIfl&sUuL (Deterer.  GuTgioums,
SP&STEmILD Lstfl&mer &melsir GmGlgrerdmm.

&meysufler uemflser (Functions of Treasurer)
1. 568 Sl Lifleb (Financial Forecasting) @&l tlsiaupLsmel QL mi@L.
1 Hmiesrgdsr gdlsmilaenée Hd (igaismer Jmflailsse.
2. PysmgSein S YsS6 LHHS S LA,
3. &L Gameuser LMMIS SIL LA 6v.
4. Qrés aureyseT NI ClEyISSImeseT LN (sTeaTmihg) &nme.
5. urismugmLLD 96fl&s60 upmi 9MlelmT aILpkIES60.

2. 185 Gomeausemer HleomGammey (Provision of Finance)
fyaarssnGgs GCoHmeuursr  Hidlwsremen S LB Lo 6T, oS Hemenr
QuueIS ST aIlPmNSMET ImSg, Ijsmel GlemfumsTarsEnLsm GuTLD
Gudl Munsmersemer (pge| &g, HSullamer gour@® Gsigsn @l
IILMBIGLD.

3. sl Lmmis@EpLeT 2 me| guubhiSsse (Investor Relationsa)
fesrgdler  FhsEnsE @  Hamewrar - shengulsrenol  Glum,
WseSLrariseaflen, G poaymemal THLGSSHS GsmsTamsd @airg (&SIl
uesoflum@Lo.

4. emHu sTs Comeuseamert LT&H Geslgswn (Short-term
Financing) fewLsme HHs GComeusmu Uis5dH OQsigen GumaGey,
fneearsSnEGs CoHemaumear GniSiu e fdlssmer L gnhamsuiledlmnhs)
GCamauiuibin Gurg Glum gy aismT GlFGEM @l 9| _miGL.
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5. Q&8 Gueuresorsni (Cash Managment) @&l Nlsiraimusna jLHiGLD.

1.

2.

4.

LIS S61l60 &610TE @G SMETS CIGITLhId HEULILISHEMET 6161 6.
gleveusmm GITTée @@Ly, aumidl @iy g Sliuemeigemer GLosomssoTsnLo
(AF:TE T

o ifi (emmle HmeueTsSer CUTNLLSEHSGL Usmn eSS
I|MEUGEM6TS TS 6.

Qrr&s BLalpS&SmsseT LnMiu LEla|Ss GDILILSMmET sm6.S S S5860

6. sLer Guememenn (Credit Management) @&l 1SlsreumLsmey
I|LHiGL.

1.

4.

QUM SHEMSILTETTSEHSHE —QUPHRIEISTST  SL6T  FloUbSLomer @i
suminSemenr (Risks) flismrufls s ev.

SL6IT GUCS,E086MET 62(LYMIG (LPFODILITES DSILIT(EHS6.

2 | TgIMS SLETSHET aUGHuTausnNsTs msss  sfle] (Cash

discount) ellpuener Gurmuser (Terms of Sales) g &lwamamms
EMSILIT(ETHS6V.

aueEH86T (Collections) GumGlsmereTsv.

7. rhsemer gssaile (Floating of Securities) @dleb fstreumLsmen
I|LThIGLD.

1.

o o &~ »

fmeearsSnG Wsaln srgswomsr il USSIT alemss6rT, sL 6T
Comeuser LMHMID @lmasEnSsGL Bom. sTsHh  @lmalsmeTs
Smuus Censgnsnamer Hneiearsdsr Snmus@L 2 6T GGy
I Hwsmeusenaril Lflbglenr i,

YsdL® eamHstmm@h (Investment Banks) o L éeiTLig&ms
sTOUT(h&emeTd ClFIG60.

Gurmitiflemwwmsmisemer (Trustees) syoum(h GlEiige.

TS RUEIG oM ellflsmer semLLilliy 586

UlemevaTiLiLl LGSR EmETILLD, SL 68T LIGSITmigemariLd L L 6v.
LURIGSMTTaGarT(H Heame| JHLIhSSS LHMID LksTSTLLD LIfl&gs5
Qam(H&560.

8. geusmrmisafley el e (Verification) &rGamemeusst, eULLSHISET,
G5SMESH6T, SLOMGE FLOS6T, USRS, URGE TSI,
I|LLOTETTTHLIGET, STCETEME UK ST, WHMID BINIQIETSSHET 9 AIETTHISEmET
I Hwainmley sl @&l 9)L_miGLh.

9. UTgIETSHSM (Safety) Himieusrsdler Hldlemwiid, Slensuoriul LSSITHISmeTILLD,
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UTEISTES meUSSH(HSSe0 Listflulensr @) G0l&@E L.

10. sl (Insurance) fmieerssler Caemausmwll CUTMISE ST ermum@®
@&1g6 LstflumeTs) @&l 9L miGL.

R&ss Huur® gSlsmiludlssr s Lsnflser

(Functions of Finance Controller)

R&&s HUuT () ylemflulsr uesflgs SleTeamLomm).

1. Guemstoremws sL@UuT® (Managerial Control) (@glev,
STS05WEISN, IL&6E Gemuailmars samLign, STHmaulLbhsssen,
OQFwepsmmesT I HnINmN QURIGUUGISSINISET eped  GLOETETEmLIS
sLOUum len@ Ceousmmew geliem & Galdsmers Sl geflsHse0
ILSNLETT |LHISLD.

2. g gnsmasmars swrflEss (Preparation of Financial)
ser&Gasb&Eemar sfliumer (emmuile maSS(HSSM, 9|85556uf&Hms MM
IL&&E Oeays sULIUT. (S S Lensmul(hige wnmid Kl oynsmesamears
WM& a60 Lievaf] @)dl6b 2 6TemL_rhi(gL.

3. Amieusrs Sleir eurey GEaas S L& sl (Hlur(hssT (Planning and
Control) fimeersSaemit ore] Gswas SHLs s OUUTHSELD,
I|emeusaflsor aflenemes @hLd @ iLstofluflsd Ga(mLb.

4. eurfl flireurasld (Tax Administration) eufls GameTengsmenT 6@ s
IIUDNINSTET  HEDL (LPOMSEMT IimnSSe el Himeersdlr auflsamer
BreudlS &6 @)l G (mLb.

5. yrasE IMsms gefllssn (Government Reporting) gyrelesr
ueGain  ELILSEHSE Iaflss  Gastimew  gMfismegsmear  swflés)
Ief&saIn, Ysemer CLpurTamailgd @&l QL HiELb.

6. GsTsgIssmeTL LTESETSHHM (Protection of Assets) sustflsg
OCeT&sISsmeT, 956 SLOUUTL® (psmmwmsr STUSH pseSluaimdlsT epeld
LITGISTE S 6.

7. 955 saflsms (Internal Audit) Himeuersder Hdlaming
GLelp&Emsser  Ogmiiurar 955 saflsmaullenear  gour@ O&iig),
saflsme  Osilg (Yes5sn, HHss_GUUTLGH  Ssmilullear (WSl
uessflum@L.

8. gremenTiL sL_(HIILTL(h KL sem&&sT (Other Control Functions)
@&l gL miEL LeGam)| ListoflsermeueT Leare(mLomm).
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1 QUTES SETSHGSEMT— (PSETEONS SHETHGSHET LHNILD  SIEN600TS
SOSGSET—  Hmeuarsde HHs  slium’igeamer  gHUOSSILD
QUN(PONSMETS ST IS0, @ILTUILSST, SLeTTaflS6T &60T8(E 86T,
QEISGIMESHT g SHnnmne CamsemeTuil_e, CIT&s aITa&mETILLD,
Cersgissmemyn  sLEUUTH  Galige;  &sbustl Ul (HeurLrs
&600T & (S &61T, QUIKEITS CSTGLIL, HeTeurL b gy Ssmeusafls LSGaIE),
ueveemSILITerr GLosumetarsmioll Listaflseflesr 9L &&& Ggaens samsSL (b
TL_6)lg S60 & E61T.

2. apsswrer  HE  gniGmesmenyn ey 9 6IGTHISEmETLLD
(Statements) swmflgg) gjemeugsmer ellaré&I QUITHET &mev.

3. ar&dHmiys sLuur® (Inventory Control)

4. yerefluey (Statistics)

GLGsv &MU L smeusafledlmhag &meL,eor wHmId &L Gium_Lmerfler LstaflgsT
gefl&gefliuTearsnauser sTerGmT, setTmis6lsmsarn GlgmLmilesurgemen sreoTGr
sHSWYewrg. o Hineemsafly, smayoflsr uaflessT @ BUHSELD
UfNsseflsasiulp@mbs  CurdHann,  gmasmars  Sefls — seflurs
@amLiGugileri HemmGoumm @liers. sterGey, &) GemarigsT & GNSs
I|mT5HGIS5 CETeTenSSHmeTILLD YNIHS(HHS60 jeueliLi.

6TeorGe, LLGRIM gy rmigSlsafler gyeliuemiufled Hl& Gosvmenmerfleor
uewsflaemTas B Leareu(meuemalmemms @GmiLliLeom.
epsug e giemwolis Cam_ur@ser (THEORIES OF CAPITAL
STRUCTURE)

8 s6usfluiler eypeager gemolile sLer K& Himeasrsdler
Qamhg Hg gevag uniE HHsEL @i ulld e gflumar gkl
Guemzer Hlls Oamarmsuis WSEHID ML QETHTESLD. SL6T LHILD
STHTEOTL  LhIE PSe Y Sweimdlndlen Guiimssr  sflurer  eldssms
Himieuerid Glsmsvarip (H&8 Gloeumeiomsmin Seuettd T(HS5&IS5 Gl&meTsm Geuesor(HlLd.
OegevsorGlig  (Gestenberg) ereremin g Afwr @g ubrdl 1924 gyib
I,6t0Tip Gov BetTenIemL_L Yemliin@GLd Gsmssmsmgsi Hiduil_e (Financing
Organisation and Management) ereranid mredled elleurdl&glerermi.
ICrars K& Lnml eTipdlersm o Aifliurser meTaim @Ih&s &(hH&SlemeT
60NN S L 6T 6IT6DTIT.

epouger  gemwli]  (Captial  Structure) eteotug  HewrLsmeuLl
QuUTYIISEMATID, STSTTEIL LkIE WSHemen Ll (HLllers @Gmislugrell
QuryISsmeT D  CETEIILSTGLD. SL6T  (pSHme @  Hlneiargdle
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2 LGWTSLILHSSIISET (P&HSIL CHT&HSL STSMT6OTL Lk ST a(hammILS
Sl (HEUSTGD. SL6IT (LPSHEV STSHTTEOOTL LG LISTET aUHeuTsmlS &n L lgll
Curdlain HmeersHler HH @I sumiiniensmn (Risk) gdlsfsHarma
TETLGID SHSSHe0 GamerariuL. ColsmgUSTG0. JYSTEUG SLEIT (NS 6m6
fyeersde 2 LCursiubhgiusTe  HnearsHng  Cmmelny ey
Iflsurdlarmgl. Cuald Qg STESTIETL URIGSTTTSHEHSHEGS SHmL&@ELD
aumeumuilgn  wrpurGisameryn  goUbhSS SaTmg.  GlumbuTsTEmLLLITSDT
Qamifley HmieemgsT @ GO L 9are| suemruisomsr @I eumiiiisneor
poleId FHNIS CSTTMMS5585 SEGSHMmILS QST MmaISATTS @)(hS&6ITLD.
Imauser @i sumidleneor ssmiS GlsmeTEnn Sniseafler 65608 MmU, sL 6T
ysma Gsmflsdl FhHubSgSlarmer. @Es SjeTallenears STy HiniaieTin
Gumelsrar®h sLer s SrL efmolleamy e CleiGa, sL 6T
USSTRISEHSSL, TSI UhGSEHSGWL  Gsmneurear  allamsemGiL
Qarh&s (peraimeaurr. @Ssmaew Hlensd memL Glumiomerms, HimieeTsdlsr
Qurss wdHy urdlssiubeag L@ Wso Wsmer  GlFsab
I|HBLTGLD. SH(HhISS dner, Hmeersder mhsefler shams allsnasmil 2 F&
Iereileid, psev Wsmer GFualmears Gomnhs JeTallid maISSH(H56E
Gnlgll eSS ImLIGL 2 55 IeTe| epager el (Optimum
Capital Structure) gy @Lb.
epsugar giemwlils Cam_ur@ser (Theories of Capital Structure)

epugeT ool upiin @rser®h (pE&SILs Camiur@sssT (Hirmsoor
(Durand) Gumgsedwmefl (Modigliani), uieveor (Miller) Glmeormeul &esr
(Donaldson), sereopm &mevwesr (Ezra Solomon), &euriiev (Schwartz)
QAGmme  geflssiuGsterer.  @ns  @meer(h  GCaTuT(lSEmLD
RETMIS0STTN LIMLLL  S[H58I685mems  GlgTa(hsTarer. 9)meussiler
S(h&&L0 HleTalmLm).

ugennd Gasm_ur® (Traditional Theory) starmempSsOLGLD (PS50
Camiur®h. @ GOUIAL geTaemy cpser Illle SL6T (PS6
Cemmdmudlsr, 95 Hnaearsdlear shms wSlsmu o WrE ClFnIgIL 68T (LpSe
ligmer Geaafsmemiyn @Gemmiwg GlEinn eTern smiSng. @mhe GCUTSHlain
58 9|66 [Hameemill YimLhHSa 6T IiSlswrss Gsmfleln L@GssiLbL sL 6T
Ws6 gers HneuersSHsr shms allmaulmers Gmne@L. (S LisTer
Oeaflemarn . (L. @&smSSmear 9 sf68s amuarsafly eevrm
gmeuerr (Ezra Solomon) (p&SILLmesTaur QeI

@reorLmeug  Gsrium®), SLer  (psme 2 LGWTSILHSSI0IS60
sMrewrons (PS5 Ugmear Ggae uTSSslLbaSlome 6Tarm . nSms.
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@&smsHmer g sfliuairsafly Gomgeseowmsfun (Modigliani), Wlsismn
(Miller) (Lp&SILLDTEOTEUT 6T QY AuIT.
uyemLs Gam_ur@ (Traditional Theory)

LILPEMLDS Gasm_uim_ig sment 3,5 M5816 - miueurseflemL G
GIII_58568 &mSE GCamurhiser o sTaTer. gjemme &ST&mSEWTH
sL6T (P02 LGUTHSsILLLTL 95 Hneearsde wdHifsmer o wrs
Qsgl, s Wgrear Gsaailmeryn Gmn&@SLD 6Term 6TeGTHD LIS
QameTSHleaTMEITIT. 6THS 266 eLpeuG 6T emiolifled Hlmieiers e w&lliy (Value)
2 & gjemellgyid eypausers Glgae| s GHmmaITsa|D 2 6TeTCaHT hs IaTe
ELPEVS 6T BeLOLIMLIGIL 2 SSLD 676 PLIVSETT S6MLOLIL| 6T63T) &n mIFGUITLD.

1. W3TaIG SLLSSH60 Sps oL snaugmar gl

) sLar sdler gemafemer gdsfliusmw Hneersdar shms
&I 2 WimSleaTmE.

2) sL6T (PSS CaTESLILLL AL 6T STSMTEmT LkiE (P60 gmer Gl
S MN&S0TmE. I)60TTe, STHM6TL LhIE s Wamer Gleee
ISy, SODHS G &suaSleumsar &L_60T (PSELSEDET
2 LGurliugmsy, GQuupiulL flar sumeml 6fs ydHsflitlamenrs
aflsl(hi (Offset) oyemey&E s Coussslan @)(mLLSseme.

3) sLem (s igter Gewe| 6T Y aTaITs 2 6TaTg VNG Sn(HSH60
@il SnlserCor sn(hleormg). @Ihss SrremnflssT seubleumsarmi
Hmieerssler shemg WS & (Housn@d sTrafl cpagars Ggae,
SONEUSN(GLD STTEUTTLONG 2_6IT6IT60T.

2. @reorLmag sULSSH, e GOIINLL  9ate| SL6T (NSHmen
BniesrsSe o LGUTSILOSSIL 6T SL6T (NSEl6T IETEmeIS &nl lg6oTmsY,
315 Himeusrgdlenr wdllfsy somymeer geme| SlsiflilsmerGu snUbhSEL.
@setr aflemsTauns (pse Ligmer srrafls Gamn] QUi O JjgliLsmLufls rmrs
IereflGeuGl 2 eiTorg).

3. @milurs, e @ssLLmear (Critical) Hemes@Ll Wer Hmieuersdeor
Ys gemlife GCarssiubl sLsT (s Hnearsdlsar shmg wdllimus
SOMILF C&IGsHT(H ELPEVS6TTE GFsuailemenriLd I|FlsIf& @1
058 [H55155m6T8 SNSSTEYILD IMILIL SSHl60 ailaT&SSLTSS ST6uuTeLD.

uyennd Gaemium igsr Gurss (Traditional Approach)

R1 = SMSTTEITL LIk (&6 Glaeue] aismerGam(p
RO = SL6T (PG (PS50 Glseue| ausmerGam(bh
R2 = grmaif] (P Clgae] amarcsm(h
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@UEUTWSE, s WsTar Grgs aumeumi (R) womib &SLeT (&6
Bemer Geaue (R2) g liumeaisEnsslmLuls o 6Tar GSTLITL 6TaIeITN| (PS6
igmer Crsss Clgmsmeall LTS&SHaTNE) sTeoTLmSL LIMTLIGUITLD.

SPSeTaId I LelnemT @ Hneearsdear sLer (psHe  Ligmer
GQsevey (R2) Hmeuersder oo Wsmear GLrss aumeurGur@h  eUilHLn
Qurs SMigemaurs @\(HUNGT STSMTEITL ULEG (PS0 LESTET  6(mHeml
IS5l &HleTmg) sTeTLMSS ST (DTS

s ismer Grss eumeumyn (R) sLer e Wgrear Geweain (R2)
GComiL(h @m&ELD CUTE) SL6T (PSeme 2 LGWITSIILSTE g s muD GLmsuTLD.
@)semert LfsaTeu(HLD 2 SMT6wTLd eLpeuLd 616 S8 60rmLD.

Bmeuermigst A, B, C wllstr Qomss e, (pemmGiu em.1,000 sTers
GamerGeutd. @)dled SL6ar em.500 6TeOTOD SFTSHTT6ROTLI LIGIE em.500 6Teomad
iS85 Gemeremsum. Himiesmisaflsr Grss aumeumil (peopG 12%, 8%,
6% eTeoTaD, SL6T (PFH6v Ligmer el 6% eTaTald THSGIS GlEmetTLTe,
IIHEINIQIGTRISET JIEMLILIS Snlpill QY STIILOTETS [ETRIHLOMD| S|EMLOL|LD.,

. SIS
&L_60T .
Qs e Crss PS6 ::;r; QLS
B | (S ;:Dsmiﬂu el | Qoo | oo | o
€. R% QU i %
Rz (%)
Crb.
&L &T ST 6507
er. LIBI@ er.
A 1,000 | 500 500 12% 6% 90 50
1,000 | 500 500 8% 6% 50 25
C 1,000 | 500 500 6% 6% 30 0
Qrss CLrss SL_60T
@\Sleb sTETTEIOIL UBIG QIMHEUTIL= (P X eumeumil —  Ligmeor

afsLd YIS
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12 6
A =1,000 x ----- = 120-500x ---- = 120-30 = ¢m,.90
100 100
8
B =1,000 x----- = 120-30 = em.50
100
6
C =1,000 x ----- = 60-30 = ¢m.30
100
CLrss BL6IT (P60
QEmu efsn = aUmeumil gD — o lg 6igLD
@LorSs au(meumil aigL
12-6 6
A= e =100 = ----- x 100 =50%
12 12
8-6 2
B= - x100 = - x 100 =25%
8 8
6-6
C =X - x 100=0
6

@Ihs o grrmITSSle, fTevem HmEIETRISERD OT IaTEUTET &L 60T

YSmes Gamsome mhe CUTSID, STSTTIL KIS (PSaISESS Sl &al6rm

aumeumil Lnm @rsor(h Hmeemisaflaln oL lumgall Himeaesrn ‘A’uile

IFBLTes 2 6rergl.  @eueumm  Hmeern ‘A’ ule  gHSLTs  eumeUTL

SoLlIUsNGS sMreoid sLear (g Lsmar Gsuasgn (R) 6urss

ImUTLGE (R) o6t allsHureGn oy @, Himeuernn A" wlle gk
Qb epmeur Lmm @rsver® Himieuemisafle (pseh CslngsnEs CsTHss
ey Qsramsamuai. 9Hswurss CsThi&Ess SWTTTs @\ HLILITT 6TeasuTLD.

SLET (PSRIGELD, STHMET LkIE PSRISESLD 2 6rer afsld, Qurss
QUMHEUTLL, SL6T (P& Ligmer GlFae| g SILmEIGET STSTTEOOTL LhIE (PS60
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Wigmsr eumeurGT(h GemLmyenLwer. @)semer GLNSEITL. 2 &TieuT&dleor
auflurs NlseumLomy aflemss .

LILpemLS GasTLLIML Lg 65T o)|§T)ILOM6OTIRIS 6T

(Assumptions of Traditional Theory)

1. @rsor(h) eusmswmsr (PGS (I ST LOuhise Gastor(hin. jsmeu 1.
SLef(HI LUSSITD, HMID 2. STHTTEOOTLI LIGS6T O GSLD.

2. oufl S @(HS5SH60 Fnl MG

3. @eru re efdgwrears 100% o6 @HSS0 Galsr(hin.

4. fmeersder Garhssiu (earer Qursss OCarsgissafle  6mHme
IO BlFSS60 &L TGl.

5. BmiesorsSler UG (pemm Hlemeorersms @\mEs0 Galstor(HiLb.

6. meoL(emm @evrLid (EBIT) 9iflswmaims sréliiumiésen s L ms|.

7. Smess (Pl Lmeriseflsr stfumiiyn @Gy wréiflurs @(mss
Geustor(pILD.

8. Himisusorid Hetor gy ujemer GuDmETETSTS @\(HS&H6 Galstor(HiLd.

IL flar @euru Gem_um() (Net Income Approach)

m; Hoeern sLafl@Gl usdmseaflar  gerellensr  epeuger
Ieowltled wromd  CQ&inn  YysTg YSHSMSGSL NG  GMNSESLD.
@seme  eypager  gewwly oMo HSuilwe  CEnyCsTal  srHLIHILD
LOTMHMRISET eSS Slrusdler Glomrgs wslidle mmmsslemer FHLHSSILD.
I|TamhigeT (Assumptions)

1 sLeaflGl usdimsamer LWGTUOSSIISTO (PSS LTeriseflsr
eTHIfLMLY  UTHSSILhGN &wLrgl. eartos @mE Ke (Equity
Capitalisation Rate), wpmud Ke (The debt Capitalisation
Rate) gl @istor(pin Hemaumearsrs @ mssea Gosor(hin.

2. SL6IT (LPESETLITSSHM IEISHLOMETS STHMTET LRIGES6T  eLPEOS 6T
LT&SmeV el (G smmeUrersns @(mss0 Gaustor(hin. (Kd < Ke)

3. fimeusrglev eugmLomsnr surfl eI @)(HEHSH60 &nl M.

@uyempuiles  HiHuiwe  GrbyGsTe  (Financial Leverage) eypsusems
SrusdHsr Gurss wdHinlsmer Hisoruiiudy WesHul LhiE audsSarms.
TSMTeL  LhiGSeT bomi sLefl(l ussimasmer sflurer  gjarey
LWETURSSID CUTWSI 2 &5 I|aTe| epage Jjemlifmeorl Glum (g HmE.
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1) Cost of debt (ki) = -

B
1
sLer &y Value of debt (B) = --—---
ki
D
2) ergmyerl Ul Sl (Ke) = - + g

Po
E1 Ex

Ke = - +g = ---
Po Po
EBIT-1

Ke e

S

STSMT6u0TLl LIS S6rfletT Sheng &L S
@Inpsmmuiley, TSI LUKIGSET LHMID SLerseflsr &imusdlemenr
S1p&6uoTL6uMm)| 86001 (HlLSllg &SH6VLD.

IgLiLemL& Gamum(baer

Ke =Ko + (Ko —Ki) ------

@b :
= &TSMTevorLl ki@ sefler GlLomgs Ll
&L eiTa6fleir QLT s Lo

< T O»
I

= Bimieuersdler Cures shamg Sl (S+B)
CLrss ol lp ClEaSSLg)
NI = STSMT6vTLl LGS 6 e Gomrégs @leumuin
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o STeOTd 6@ HmeuarsHe  sHTUMTSSILGILLD KL (Lpsom  @lsomLid
e.1,00,000 9y @Lh. @miE sTHMTeOTL LSl epagearorssiu aisn (Ke) 10%
L&D, e5.5,00,00 wHiyerar 6% &Ll (Il USSITRIGEHD 2 6Temsr. KT
@erus Camium iger oyipliLiemLulley HlmiaieTssler LELImL e s.

Bar @erus Garur® (Net Income Approach)

erm.
T memL (peom @leorun (NOI) 1,00,000
ol lp QeaissHiug) (5,00,000 x 6%) (kd) 30,000
B&T @lTLL STETTETL LkiGSTTTSEhsE 2-flug (NI) 70,000
70,000 NI
gTSMeoTll LhiGseafler shemg wéHiy —  ————— ———
10 Ke
= er. 7,00,000
sLefl_(H LSSITsaflsr sheng L&
30,000 (kd
————————— = ¢r. 5,00,000
06 d)
Bimeuersgler Grgs wéiy (V=S + B) = em. 12,00,000

LTSS eLPESETTS SITLSSM6TTS &6TTSHSIL 60

NOI
Ko = ----—--
\
1,00,000
= ——_—_ x 100 = 8.33%
12,00,000
TN
NOI S
Ko =kd  --—---- + Ke --———--
\ \
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5,00,000 7,00,000

12,00,000 12,00,000
=.0250 +.0583
=8.33%
susmTUL 66T & &L
sTeTGeu,  @Idpemmuiled  gflsmer  sLefL(OU  USSTRISmT
o LGWrsILGISSID CuTs Himesrssle LSILTTS B (Lpammuiled o WwimLD.

Y Snusder Curss wHiy GomnbHmaEn Hamaouilgin Fimieiersdlsr
w&Hlfle o wimgerer Heeouflaid 2 S0 IeTe| cpGeT  eniolilleneor
Qum(pie ES.

IIL fi&r BeoL(peom eudbeumiis Gam_umb

(The Net Operations Income Approach)

@&CaT ur g, HneeTssear  Fheng  WLELILTETS eSS
Iemolifled sFHUGILD LTHMHISETTE UTSSSUILGIMISEmE.  @ILD(LEHMILITEDT S
Bar eumeuml Camium’lem@ Cmir stélimmmersm@L. sreorGeol Himieisor ST
pHINNGL uGom e Camiumilem@ eTeualgomsr  GGmLLD
@l6uemev T60TM| S MLUILIHISIMS)-

J|ILoTeTRISeT (Assumptions)

1. Bmesrsdler gmarss pSSOISEDHD cpasaromssiuL. Galemr(hL.
SL60T USSITD whmid ukiGEsT op&uaimmndlsmL Guimer Gomum(
(PSSILILDGIT)].

2. Qurss eposaTursEGsa alldsn (Ko) anmsuilsy LGS 60
Geustor(pILD.

3. efwmumy @i (Business Risk) flsmsuiwnrs @)mé@GLowmemmed Ko e
Hl6mEUILITEIT ST (@55 (&LD.

4. GONHBS IETE|  QILlpUlETET  SLETHMET  LIWGTL(HSSI6USTE)
UBIGSTTTSEHSS Flé860 9 Slenrslearmg.

5. SL6T—eLpaGeTLTS @S aisn Kd haewmarsms @)\msgen Geaer (L.

6. Hmieersslen aumomear suflNSIIL @(HSHS60 &L TS

LI eLPeLS6ITS SHITLSMSE &608T&SIL60

NOI INT
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Ke — --—-—---
S
G epsug et Lo
D
Ke = Ko + (Ko-Kd) ----
S

o gyeord . 6 HmeuearsSle sHTUMTSSILGLLD BT HemL (pemm
@evruid em;.1,00,000 @K@ LRI (psed Simud Ko 10% sLer em.5,00,000 @
6% Hlar moLemn aumamls Casmiuriigsn Ijelismiuis Hiniesrsdler
Carsg) LHiemL &6emTSS (Hs.

erp.
meoL(penm Hl&r aumomern  (NOI) 1,00,000
Hmieersdler Grss wéiy 1,00,000  10,00,000

10
SL_6T LoGILIL| 5,00,000
L@ a6ifl6ir &heng L 5,00,000
LI &6rfltT (Lpse0 iy
NI NOI-INT
Ke = -—---- = e
S V-D

1,00,000 - 30,000 70,000

10,00,000 - 5,00,000 5,00,000

= 14%
VRN

D

Ke = Ko + (Ko-Kd) ----

S

5,00,000

= .10 + (10 —.06) —————————-
5,00,000
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=14%

gnmaif] QLrss ePageTs STuSSlmenr S8 s 6uTL eUTN)| &600TSEIL6uLD.

D S
Ko =Kd ---- + Ke ----
S \Y
5,00,000 5,00,000
= .06) ———————- +.14 + ————————
10,00,000 10,00,000

=10%
susmTUL 66T & EL0
IV. Gomg&6Sliumesfl Lommitd lsveurflssr Gam_ur@ (M.M. Hypothesis)

Guomg &edlwmesfliyd  hlsveupld HmieerSHlesr Cmss &mheng LI
ooHmId  pHeo  igrer Gswe & @rmmenEn, WS JmitinEL
QaT_iCugId [@leemen 6T6OTN) &nMISEITMETTT. EUTSHEHEDLIL FM THMIS
Q@amerer  u@mmufler S M GOIICL  epeger  gjemiolid
LHNemeISmeTellL & FNhs S6TengmeTs Seamarss6s Gamer(heTars) sTerm
SO IQUTSHEHOLIL  SHSH SPSSTERID  I|eILomermhigerflsr
IigLiLienL_uiled TUHSSI S LD.

1. 6TeV6UIT HIMIEETTHRIS ETHLD STSHTTETOTL LIBIE) (LPS6emed (& mevor(hlerTereor.

2. 95 HmeuemhgsT “gowomer almeumewd Cameuor(heTsT 6ImeS6T
(Eqivalent Return Classes) steorl Uiflssiul (@), eeuGleumm
aumsuiley o erer  eeuGleur  Hmesrpn  QCT  aemswTeT @I
sumii‘nSlemenrd Glamenot(hlememeT.

3. @ GIIILL amsmug Caimg Hmeemsarme Glasflufl L
6TEVVITLI LIMGI(G&(6THLD 6GIT 66T 61(THEUMLL FFL_(DILIEHEUSETITS: 2_6IT6NT6DT.
sTeoTG6, QLILRIGSST HimieueTpd 66T aemswTsr @I sumiiiSleners
@\ mevor(h\6iT6IT6DT.

4. shemgeml unmlE  sflurer  Gsldser Sl sHlearmer.  (LpSeih
QawGeumT OQaldser gemarsamaun uflFss GCawsubLaITSsT.
steorGexl, Flemmey| &lhens HleveSmg.

GLomg Sedlwmsafliyld LileveomLd GlssmesarDleTar osyiomemhigefleTLig, (g6
ol sLer (s 2 LGUTsSLILGHSSILELLTTT,  HlniaeThigeT
amIS6sTarm Gabmuwrear udslsar (Perfect Substitutes) gy sms.
Guogyid, &Ler  (igwGloeflemid, eumeumil  usveury A CuTaISTEY,
giFsflssiu L aumaumi s @ILm aumiiGur®h &nlpwl  eTGMILIMEGLD
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STEOTMILD  QIEUTEHET S MISIDTTSHST. @)SH60T  STTEOTRISEHT SLET  (PSMISHESLD
TSI LRIG (PSNSESL  26mer  afldlsmsmar  GausuGComrss
Gamemr(eTer HimieueTrisemer eeTmIS6lsmeTy ClFbemowmenr LS 6mTSE
QSTITET (Ll ILITE).

IgliuemL & Gamum (Hid Wifleyser (Basic Propositions)

glm. M.M. lsveuflsar eypsugers Gamumiigesr WSl Wifleysermaier
UletTeu(HLOmm):

L epovger gemwlifedlmng Crss eypasers Sirun (Ko) wmmib
Bnaergdler wdiy (V) gyélumear souhsLilonmoen @mssa Galstor(Hl.
@uyspuiley,  erHiLMSsILGL By  HoLopson  @erusslemer
ELPUSEITLIT S GH6UG60T  epeuld  Hlmieuersdleor  Gomrgs S  semrsEI L
GeuenoT(hILd 6T60TM| S MUILIL (HET6ETE).

X NOI

V=(S+D)=-mm= -

Ko KD

\Y% = Himi6u6oT S &6 SFhems LSILIL

S = STSMTevuTLl LIS Sarflstr Sheng L

D = SL 66 fleir &heng LI

X = stETUMTSSLILGLD KT BemL(psmm @lsurud (EBIT)

(S+D) (S+D)

Sm. M.M. dleveorr geurseflar smegiiuy, Hneersdear &hms
wélumerg  unGam — HHs  seemeuilermed  (Financing  Mix)
urdl&sLILI(heudleveme.

I 9pelusmLuflsveor Glswespemm Arbitrage Process) @ns ojglinemLuflsy
yalLmert  eeuefls  guelusnLwflerdl  Gemns  ogeveg el
2 LICWTEsSHaTs HEHUbHamss GMUIUSTESLD.
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x =Ko V = Ko (S+D)

Ko (S+D) — KoD

Ke= -——--omommmmme -
S
Ko S + KoD - KoD
S
D
= Ko + Ko — Ko -----
S

@Ihs IjpliumLullsy sTeMTeaTl Uk (LS &b (Ke) wmmin flé @l iflermsy
Qumid (emeToomeTgl TS (PSOH SHMUSHNEG SLLTETSTS @)(HSS60
Geusmor(HlLd. @hlemeouiled Himieusarglenr eumeumil yHsALLCHTH Lk seflsr
L&D & (B Hemev THLHS DS

SODUTHS6T

1.

geofllum’_s@pio, BlmieiermisEnn 6r wrdiflurer aily gjelinemLufs
sLeT Gerhssn wimn Wseh G&lgn eearm Hma @\mSse0
Geustor(HILd 6T60TM Y)EHILOT6ITLD [HemL(Lpsmmufled ST&SHLilsuemev.
seflur_seaflsor  Hldufusy  wemmser @  HmesrssHer  Hldufs
PODSEHSES QR SIMETTILITS @(HSESLD 6T6TN) |su)omeTid siflwedrn).
Gueyd meoLemms  GaoayssT HEFLLTES @I(HSESWL.  Ieuem)
@m&E D Curws @eorusSmer 2 MSlurs LTSS ELD.

surfledlglliy ACEER) s | 6T6OTLIGILD EemL(Lpemmuley
r&SILLLTSG).

JDETSHG  @eTumiGameTn @eru Farmss Cer(hias Ceusmr(Hld
6TEITLISILD HemL(psmmuiled sTSSHILLflITSS).
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2 550 Yee] (PS50 Ijsmuliihsrer Cam_um@lssT
(Theroies of Optimum Capital Structure)

@ginuemT 6@ HNeETSSET SLET (PS5, SL6T (P& igTer Glaame,
oMy Himeisrsder wHy g Husmesafler g ererer  allenaTesemeT
gOUGSSISMS  6TeTLg  UDMS Smid  pomled  wrmulL,  @yster(h
GCam_urhisemarl unml rminkGsTn. @emmns seilT, 2 55 I|6Ta| (PS6
IjeoLlifensr FHLMHSSIISNS 2-Sajb Goun @irsor(h CamumbhigsmsTil Lml
@InEG& sreorGuTLD.

@mausafl e Gariurh), eallly CENISSIMSSHET, G55
SL_LGWTRISET, SL6IT (PSHmevs S(HLS &S0, (psarafleniol LkiGssi e
LRISTSTUD  guél  Hemswrer GFuasEnsEL  Curglomser  CIT&s5ms
MUSHMHSEGSL  SGHemw  Hmeusrd  QupmeTarsT  sTeTUmMSL LM
QIMUSTMS. @hssS SSHulmer] CunISNE GemsoTsnl, aIHRISTE
Qrmss auraysemar, Hlensomer amRISTVE CFaSERSEGE sfliurs L&D
@& Geustor(hid. @FHemenrd Gy, Gloevmesoremio HmieUETSSEIT GIHRISTE
Q& el LU L igsmetll LM meiT@ NS (m&e Goustor(HiLb.

@rss Gosmiurlgmer g s5fEEs  semluansafl &L
@Lmeormeo_geor  (Gordon Donaldson) (pSeTemLoTeTeUT QUAITT.  j6urT
QIT&s QLU L higeT Bal  urgswrer  Hemessfley (Most Adverse
Conditions) mer@ ufldsgt umidslt UL Ceusor@d  sTeorm  Swnl
@&Gam_ur ymears  CenmuiLGSSIU L  QETOTS ISl
HmieeTSSler SL6T MhiEGL s&dHlemi Hiismrun G, seibleury &L 6T
ys oemaflain (At each level of debt) Hmeusrssor Hemeowimesr
Caasmers Ceasss Cameauurear CMssSGaT®H QL CIMEs 6L L miseT
UIOLL Goueior(hd.  @Qméssd  @eveumoey  Guimdlestm ML ImE
@ LilesmeuGliLsTmmey  Himieueid L6 (LpSemeoll  GumeSDETeT S&HSlemiu
QuUDIETETS) T6oTMI YMILIGOMLD. LOMMTS, LTSSLeT (Sipblmeugstlsy aimmisms
QT gL L miseT [Hlemeuiimen Gl&6va s Eme@L CLTSIITRTSTS @)(h&6E &nlgplll
sumiii @levemeulieaflsy, GLosumessremio SLOUGSILLL. @I T eumiifener eTHas
SIS 2 6TeTST 6T6TLmS (lpe| GlE Gausm(hid. [@)606men 6TETMME SL 63T
PS0 GmM&SLILL Gauesor(HlLb.

gflurer (g  gemolyd  updin  geflemer  THUILSHE
o LGWTSILHSSS Snlglll @ITEHTLTEIG) (LPEOM SOMedT 6T%LL sm&sul_av (John F.
Childs) sereorueurmed  uflhgemrssiuQerearg.  @earr  snmidlsTmLig
SP&ESTEgID Yml Syl e Hneerd CSmsTars snigll &L 6T (PGaoleT
Sereilemesr  Hiewnulss  auflsTlgsemTe 2 6TeTT. glemel  SL6T

92



aumGausnamer sTU Y (Borrowing Reserve) figls smiil (Financial
Insurance) eypogars Gswe| (Cost of Capital), sLer (psev (Leverage),
surfl Gailly (Tax Savings), mmid eypagers Gam@Lly (Pools of Capital).
sTeorGeu, HmieuersCaHTH GeTLysmrw @ sumiinSlenesr oyemhgl Mhs)
I|56arm(H 2 LGLTSILHSSHSEn 191U SL6T (PS50 jerallensar eLiil Gausvor(HILD.
IsusumplsusmeuGliisafled fElmiees et mmevoTiLLD LIT&SLILIGBILD.
o155l LkIGSeT (Stock Dividend)

slbueflesT unsTEMUGME CIMEsLTsEs OsTHlusnE ULHoms
LURISTSMUSSNES SSHESM) LkiGsemsT Geuafluii(pb. @leiaemal Likigser
oS &LILLIGS6T (Stock Divident) sty 9jsmp&sLiLSlsrment.
2a58L1 LkIGsemeT Gleuaflufi(heugeir CrréHsmigsT
(Objectives of Issuing Stock Dividend)

1 URISTSMLULD Qrr&sLTssS O@&m(H&sLILL L6 LIBI@&S6TT &S
Garhsslupagrn Crmess allmau  urdssiubadime. Ihg
Qrrsss5ms Gauml TETaIg) THING 2 LCWTSILGHSS (&g

2. glsumer uniGsmer Gauaflufiid Cumws unGsTaTMihsTeT @luru
s @empun eumily gHUBEISTE, (GO  ELEVSEITLOTEE)ES60
(Under Capitalisation) ermuL eumiliiL| 2_6T6m&).

3. glslugwrs o smer 2 Lfl @l WLOMID STLLSMET LkIGS6TTS
Lomm] LD LIBIGSTITSEhS08 Gamhsse sumiiL Ubh&ms)

4. om&sl ULIGSmeT D@ CUTE Fo URIGSTTTET ShisEhemLLL
ueIl LhiGsemsT QuTgin&sEnseE alln@n eumily gnubssTe,
y&HW LukiGsmyisemery] Gumid eumii gfswnréng).

5. ol UmIGST  Qeueflillu(pleugeor  epeud  HlmieeTTSSTen
afiflursss Sl whnn QukdHors@gssn L (Expansion
and Modernisation) Gumstrmeumenm LSS (Plg&HmG.

6. omgsl LmGSmeT Geusfluibhleugs eped, HmearsSnG &L er
QarEUGUTT weSTled S 2 WiTdng). @&6med &L 6T GLMILD oL
3|S5 l&ELD.

7. Guain eufl elleusslemer 2 LGLTSHSSaD 2ar&sl LRIGST Gleuafluih
LweTL(H\S M.
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2615811 LG semer Gleusfluii(hiaigemme flenL_&@Lb meirenLogsi

(Advantages of Stock Dividend)

1. Qeueflli(Hd PmieusrssmsE (For the Issuing Company)

L

2)

J)

4)

5)

oargall  LhiGsamer Geuaflliheugme Cméss —SeTemLoemiu
(Liquidity Position) urgsrs@L euminiy souO&ms.

mevey [Hemeuuiled led GlEmetieH&EWL sGLsflgafle LsmLpw
UBIGSTTTISHEHSS Ul LURIGSmaTs Ol&THILUSET el
I|euTsarg) LeThlenmemell Glum ig Sms.

sl uniGsamer  GeuafllilL®  umisteml  N&H5S5m8E
GSMMLILIGETT ELPEILD (560N CLPISEITLITE (SHS6MEV SHEM6ITILI GUTLLILIL
UG SIS

Geusflufles LRIGsmer  Geusflufhleugsr e FHUGHILD
ImeTsHgIE  OFvasmennd Gonsg dEseann G
Y.

hsas Huur@h womid &L uppré@ammpullensr sLomefls@L
sumLLIL sTHLIhEIMS.

2. LBIGSMITSEHSE (For the Shareholders)

L
2)
3)

4)

aurfl efleus&lemenr Glumitd eumiiiy sTHLHEME).

IiFlsL1 LkiGsemsT Gumid eumiiiy souG&ms).

oGS  LLIGSHSmET  CLMQISTE, Ll  LIkIGES6m6T
ahensiile) elim@Lo suminiy srouGSmE.

SHisTUSSHN YHsl uRSTSTUID CUNS &lgwl eumLLILY

UG SIS

2an55L1 LItiGSeneT Geuafluil(hieugemmsy 2 _eiorm@Ld @Gsmmur(hi&sT

(Shortcomings of Stock Dividend)

1. sblusflgser adismusdHa gdswrar unisTamUD OCFNSS

Gevi6varie Ul (58 @10

2. &n(hgeumer Uki@GsMisemerL Glumid hlsmev smLI(HILD.

3. flo umEsITSeT  ANHLLLOIVETIN LhIGSmeT NG [Hemey
2 (HEUTSHIMG).
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GLomg &ledlimesfl Lileveur Lom&lifluflear @Gsmmur(hisssT
(Defects of Modigliani Miller’s Model)

1 BLAIpEMSS SLLEWID I Q(HSS6 Sl M) 6TTLS HenL (snmuiley
TSEHILOEVEVTS 660TMT(GLD.

2. suflefl&Iy 67810 @)(HSSH60 ol M.

3. TSITLMITE &I HLSSHM Snl Mgl CUTSHNTS &heng 6TeaTUGS L
smyenflseflear  geliuemLufled  eTHiLTTTLL Bl Gumid 6
LOTMHMLOM(GLD.

BLLL| (p&60 GLosuetoTemLy
(working Capital Management)

B aamlsssar B Yo aargl, oger sy Polsdlnks)
BLUYE Oersgissafl psef® Oeiuiu’ L ugdufmers @ls@i. pLiys
CarsgIssmTarg 9Hs  CIMESSSETmI 2 LML 2 SIS
soaUlmUY Qrrésin, euriuf iy, Cunisn@fiu LrHnESDH), -8 SLeTseT,
sT&S (UL (pSeuTaTsmel BLLILE CeTsgisaarmEL. @ainsmm safléls Lstoroms
LOHMEVITLD.

BLOUE Gersgisssafl FOUOSSIU L  (pSe, LU (P56  6Teor
IYPSSLILOEMG). eoTTald HeoL (pemmuisy, mLULE CleTsssseaflelmbgl
pLULO Gurmiyssemer slsss Gurs Wswerar GeTmsGw B (LpS6
sTeTIL(HEDS. BLUY (PSVSES 2-STreerd &.m Caumr(hlomeTmey, LML
sLealhGam, Oensasn@u  LIMNEF G, GSNSIWLSTVS SLETSET,
QarhuL  Geusmgw  GFuaseT o Slunnmns GmMINdemb.  @lgemer
letreu(mLomy) o167 &&60LD.

() QTsg HLLIL (PS5 BLULE Qarsgisaefler Grss waliy

(Gross Working Capital) (Total Value of Current Assets)

@smer s s (Circulating Capital) etemid  9emLSE6UMLD.
@1 pLILE Qersgisseafle (Wpeailh Geiuiu’ Hster féuflamesrs @iléSms.

LEVERAGE
s@mel auhmé ayie) (ANALYSIS OF LEVERAGE)
1. smell gyMMeL 6TETMITEL 6T6HTEr ? |G6IT EUMSEHEMET 66T 5 (S 5.
(Sjveg)
fl&$& &malimbmed, HenLpenm Smaliumbme ailarsges.

smedl gLmmev eTeiTLg), Hsmevumer Glaee] GeTsgissamsT (Fixed Cost

Assets) geeg Bl  Hmeerssear  aflmareysemer g SHsfEs
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LweTL(hSgIems GSOILNhasN&Ts LiLaTLHISETMS). 660lsumm, HmiaienT L
IFlsd sOLTHSS PUDNHSSHETNG. EHCETESS5MmS IYOLIL  (GMNHS
Gaoailey HlemL s Hemewmsr G&we] Hdemw  LweTLbh S SlsTmenT.
lemevwmser Gl&sue]| e(m Smelurs gjsag) CEnLGCsTTS 2 Hail ClFlislarms.

smeilummmsy 2 miFlumm @ @rer  (Risk  of uncertainty)
QamLiysmLwgl. 965 FLUSSHH SOLESS Snlgll aIIHEUTL  euMiLienL
IFlsl&Eas aidarms).

smeliummmsy  gSHlsfliy Hswonn efemaremey (Uncertainty of
Return) gdsfsdame. 9065 suowsdHo  @Leomuyn ydHsfsss
QawiHlermg). @i sTeorug Hlmieuerssler Hemewmse Geassasamer (Fixed
payment) Gegsgasnsmer Smsmwisr GamrysLw 2 miduilsrenLouiler
IeTaur@L. Smeliurmmene SesSl(heug) ererLg) aflhLsmeT 96Te| g
QUmHLOTET  9jeTalleh LTHMEISEHL 6T GISMTLITLmLILG).
smeafumpmedler susmassT © (Types of leverage)

smeliurmmsy @\, aumssemTs flsslubSlarmer. geme Hd&smad
aymmed (Financial Leverage) meoLpemms &mell gumme (Operating
Leverage) g éliuemaulm@io.
1. Rdl&amall gumme (Financial leverage)

hdle  smaliummmed ererug), [Hemeuwmer Gl&me| Lfememriunisemer
LIETUHSSIUSTE aUmHeTUI M@ aflmare] ou@L. Hl&lS smelumbme
gliunig g euemflsn (Trading on equity) eremajd gmpssLL@SaTms.
J.E.Walter erstorusui smsailiLly epasarlil(hsgims allensre| F&aia55HME
suluniE ellmeare) sealldlsn HHs smelwurmme 9@, (Percentage
return on equity to the percentage return on capitalisation)
gmeooeaT  @lerorm  eTeoTLeuT  (Solomon Ezra) sm&giliuly LkiGSTrTsefler
suiung Wgrer flar ellmsre aldss5HnEn, Curss WsHUHSSIMmS
Bemer Har allsmers) aldssSHnEL yer alHgn Hs smaliummme g @LD.
(Weston Holt) Gleusioeor Gammeo erearuieui Glongs Cersdnel, Gurss
sLeflhgLrer ellfsn (Ratio of total debt to total Assets) gjevsug
Ourss sLeflhElo, Har wdHilhgLumear elldsn f&Hs smelurmms eers
& Mm|&l6TGmTLD.

f&s  smallummme  gjememen  LN6TEU(HLD  FLOGTUML Lp6dT  ELP6ULD
60T &EIL_6UITLD.
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fl&Hs &mellurhms= menL (peom @leoruid (or) EBIT
EBIT — eul1p or EBT

EBIT = (Earnings before interest and tax)

EBT = (Earnings before tax)
grggomer wonln ursswrs s smellummms : (Favourable and
unfavourable financial leverage)

f&s smeliummms) LRIGSTITST LTiamauis sTeHsrs 9oag)
UTS&LOMS @)(h&&6mLD. eflhLemeorid, aurfl LHMID el lp &) (LPEITLITEIT 6(hHEUTLLLD
glefedearm  QuTLs) SmENLTHME  FTHHLTS @SS  6T6aTm)
g miLbElermgl. s7Clemsafled @& s LmiSmasmen @leuru mrey (Dividend Per
Share) DPS wmmid uhiflhener  sheng  aflme g Sunimsmm
2 WITSGIHTME).

@snE wrmrs ellhusmeTi, ol le LHMID eIflSE LPETLITET 6D
Gmm&lsrm Gurwgl, smellurhme UTESWTsS @\(WmESaTms. Thlareafls
URIEINSTET eIHEUTL, (T LKRISIMHaSTeT @M FrFe, 6 Lkl &heng gl
I Hwanemm aiipsSlumLws tsiiharmg).

@\&6r epsuld SHENLTHME STSHSHLTS g LTHSLTs GlFwusul (b
aflsmereysemer eFMLI(HSSISeTMS) sTeoTLg Ggefleurdlermgl. Himieuermissr, K&
BmieueThismer 2 550 9j6TalsE) LieTU(hSSHeTTe ameurl Gum@ELd. @snE
wrmrs o wer sLer HHulev (High debt financing) Himieusrgdler
QUHAUTENILS &OMSS TG 6TeTLEmS [HlemLi&8 (plg SleiTm.

s Oeumplsromsr fl& smellurmme 2 Wik @orusmes &(malerms.
Bimeuersst s smellurmmens Glgmemel ol 9Hs eumeumi Glumid
CuTsSHled LWETU(HSSISTME. @SH6oTTed FLLILGIE CcLPESeTSHe  Ligmeor
aflemere oiH&If&SHTmE.

Bl (pemns Smellumpme | (Operating leverage)

EeoL(peom;s  Smelurpmsy, ellpusmer gjere| QST  @lsusuLos,
Bmieuesrin somefl&@n Henswrer meoL(pong Csae @\medHearm Gurips)
fspdlearmgl. (Operating liverage occurs where a firm has fixed
operating cost that must be met regardless of volume of sales)

aflmusmer Ly wrmmd, HneETSSlT HenL (pemm  @larLSSls
UTEUEOTST  TOMSSTISmET  JHUGSSISeaTm  QuTg  HeL(pomms
smailurmme HenLSHlermgl. Hemsowmer Gaenea wrmw WinG efbusner
LS  Fseldlsn  gdsurs  @HHSTO  HoL(pon  SHallurbne
sTOL(D ST G-
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oL (poons  smellurmmsned  John  J. Hampton  dlsreu(momy
S MIHGTOIT. 2 MUSSH, eUmHeumi LIMHMD, aille wHMID 6ufl&eE (peTuTeT
umaTUied 2w LIHNSMmE  gHUBHSSHTme oL (paons  Smailurmme
ssou(&Hlearmgl. (Operating leverage exists when changes in revenues
produce greater changes in EBIT)

Solomon Eara smsgiiuy elmusneryer efldlsremronm Heneoullsy
GHOL(pemm  @emun  wmmid  GUTeE  HeoL(Pemms  SHAluTHND I L.
(Operating leverage is the tendency of the operating profit to vary
disporportionately with sales)

EeoL(pons Smeliurmme gjare| Nearaimorn el tuLbhSlsarms.
@& Oswes slLewidled Hlemeowrar  Gawellsr  gjeliuemiuilsy
emell_Lu(h\SleTmgl. menL (peoms s@mallummmed @eru-hlL sflen g6
gl Cewa-gjareal, @loru gpiin] gygliLmLulls Sioreaflessiub&larmg).
oL (Lpemné SHaTILmbme SemrsHEbhleugnsTer SLerum(

oL (Peoms = auphise (ehusner—Lommidlern Glesua)

SmHANUTHME = HEDL (Lpemm @erLLd (euprisa—Hlsmsuiumser Glssue)

Operating leverage = Contribution (sales variable cost)

Operating profit (Contribution-fixed cost)

aflmusmenr aumeuTUiled FTHMSSTLIRSET, HEDL (Lpemm @lomLSS FHms
sTpasmeT  gHUGHSSIHem  GuTg B (pons  SmalumhHme
SeoLSSHaTmgl. 2 Wik Bl (pemms smeliummme o wi @i flemsenn (Risky
situation) ermu®OSSISeTME. TGleelled LTSI @Gemmeurs (Margin of
safety) @m&SHTngl. GsmmeuTsr Bl (psmm SHeuTHme BlSNHE LTMTS
owrr  efpusmestufley  TOMSSTIESG — eTHITTET 2 Wi LTGISTLSHL
GLosumstoTemLos @) jeifSSl6Tmal.
f&& smaliumbmed wOHMID oL (pomms SmaliuTHpe @amehs allmere)
(Compained effect of financial leverage and operating
leverage)

fl&Hs smalurhms HmId weL (pamns smellurmmedlsT @lamemThs
aflemerey Hmieuersdlerr igmer el ellememeney gerell(hdleorma). @IS
aflemerailsor gjememen Hll& smaNuTHmEy LHMID HEL (LPOMS SHaNTHmeneuLI
OumEES erailsumid. @&naTer &Lerum(h
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OP PBT PBT
C = Contribution (Sales-Variable cost)
OP = Operating profits (Contribution —Fixed cost)
PBT = Profit Before Tax

f&Hs smalurpmesd LHID EHoL(pond smellurbmsdlsT @smeoors
G@sweme (Combined leverage) e oymureallssiu’L o srremr&dler
eLpeuLD L6BT6L(FLOMN)] &600T &E5IL_6UITLD.
C =3,600
OP =3,000

PBT = 2,600 steor emeusaiss GamerGeurmid. &LoerUImL_lg6T Lilg (@)6n6mThsS
ollemerTe]

3,600 3,000 36

X = I|svevg 1.385

3,000 2,600 26

aumeumiled uSE FeellHls sy  geng Gone aiflssE
Weoturer  @emusSle  13.87  ssailldls  glsfliy g Gemmene
TOLOS SIS DTS

@revr(  Smelwrmmedlstr @lememThg ellemere], @) ifleT  gETEMELS
girLomefl&learms).

@\ smellwrnhmedlsr @emenhg ol YSHswrs @(mHSTE @I (H
Flsurs  @mEsg. @ranrh  smellurmmin  sflurs  @lememThsmen
BnieIaTSSDE BTl SEHESTEL.

H&& smalurpped wHHID HeoLWemms SHelLmbhmed  LweTLIHSSI6.S 60
wswsgaun (Importance of using financial leverage and
operating liverage)

fl&  Cueramamws@ HHs smellurhme 6@  (pSEumeor
smelluT@l. @5  seuerorsl  LIETLUOSSIETTE0  LIkiG ST 8 S Ter
aflemere| H&M&E0. FuiUnE USTar aIsssSHr arnysefle el
Oessmoe @mhoTe Hneaerd oflesE 2 6rarmE. g Hmeern
QEweLbiaIg JUTLSTLOTETSTS @lH&EL. Smeliurnne sl g dswnns
EmEsTL SwlLkE WeTer allensTe) 9HsLs @)msELo.
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fmeueer  Geomeioremn 9SSl 2 wpaTe]  S@HeflThmemen
NerupmidHlermgl. @&  Gurlly shosuld  @Ler  gnUbhSSHSHaTmE.
@nfneemsafl Lol pons Smalurhnd  Gaonhs Umssfiiumyi,
o WMhg Hlemsuwmer GEoamain 9 Hs eraley @mSSETmE. @& 6rme
urglsmiy e (Margin of safety) @emmeurs @\(m&SleTmg). @lsuammmenr
tepblemevemt  flmieuerrn  sn(hlomeeueny  Helliss  Geusorpn. S
smeliummmsy  Ge s Lemwol] Cumermg). eTeorGel  SlLomer 9|l &HS6MLd
CoemaiLh&Hlarms. @HS IeSHS6MD GMNHS HOL(PoNnS &HallmhmevTs
HenL_s&eTmg.

giflgLwmer  epgeaT SLLemlmu  alpalmnss K &maliummmsy
LHMID HemL(Lpsom SHaNuTnHmaseE o fliu sasrd C&ass GalsorGl. o Wit
R&Hs smallutmmemen s sminhg oL (pemms sSmelurnmasE 2 i
seued GaassmallLms e smiyemLw (Lopsided) epaugenrs s Lemioliy
sTUMbILD. sflELowmeT eLpegeTs S LU oUbhiSS K wnmib HenL (penm
SHANUTHNNISES PSHILSSHaID afl&Es Calsty o 6TaTg).

Gueurstorenng@ — gflsn sSLLenwlemu  Hlmeery 2 (Harss
SmHANMUTHME (PSS SHeTLTEL.
undlerr igmer srasd (Trading on Equity Leverage)

undler  WHT  STESL  eTeTUg  LRIGSTITSfler  (@leorugdlener
FslEEn CrrsssgLear Hameowmar CaTs5gIs5a6T 9eg Hlemewwmsor
BHulemeors LIWETUOSSUSTSLD. 6THS 6 HMIQIETLHD (PLYEMLOILITS LIkIE)
Yaeme GG LwETUGSSHE GewsouL (gl e7GlsTefls, (ppsmLOWITEDT
UG (S0  eTeorn)  euhGumWs  SISLILIQIITET  LIkIG ST S6m6TILLD
OuIGCsTH sSLEUUTL LD @uss GCrflbin. G, sLer epsd K
Quom  efwrurmd BLSGL CuTsl, sLaings Osnss Geusboigpu
i iguflemenr  efl  gbls  @eomud  Qumin  GuTipgl  BSEpsTET  @leOmLILILD
URIGSMT&EHSGE CaarmamL&ngl. smeswnns s.mlarms Hemswmer [
eLpeUBIGEmATL] LILGITLI(H&ES) 2 MemLowimiassT Lki@) w&LINlsner 2 TS Ialsm@L.
ST&&5S6 amsseT (Types of Leverage)
1. memL_(psmmullesmey sTHLIGILD Lkulear igmen srésn (Operations Leverage)

menL(pempuilermsd UG LT Wgrer srésin eTerug) aufl mmin
allly CEnSSHISNG (PeTeri 2 6Tsm @leTuSSle gHUbBLD LTHNSSHELD,
afimusmeruiled  erHUGILD LTHMSHMGSL @levLGlLILETeT 2 MEITEGLD. S(HRISSES
Sn_l6tT, @)1 LTIl HMID KL (penm @leomud g &wammindlenL Gusrsm
2 ey (PenmeniLs GBlsEmg.
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usigeflliy

H6DL (L6 (@)60ITLILD
(Contribution

Operating Profit)
% of change in EBIT

DOL = —----mmmmmmmm oo
% of Change in Sales
A EBIT
EBIT
A Sales
Sales
Contribution L& 6rf L
DOL = -=--mmemmmeeeeee 9|5T6UG)
EBIT TH6DL_(LPEmM @)0ITLILD
2 _STIJ6oTLD :
eI
afimLIemenT (1,00,000x8) 8,00,000
5158 : LTMLGHILD Clsevea s (1,00,000x4) 4,00,000
uiigaflliy (Contribution) 4,00,000
5168 : Hemeulumser Glaeue g6 2,80,000
TE6L_(LPEmM [@0ITLILD 1,20,000
1,00,000 (8-4)
5] I —
1,00,000 (8-4) — 2,80,000
4,00,000
= =3.33
1,20,000
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o gyeord: e Hmeusmn 1,000 g@semer 2 MuSSH Gaiw (peHms.
SNGLTMSI 2 MUSSH gjeTauTerg) 600 9|6VESES6TT(GLD.

aflmusment allsme(9)eE QETNINE) em.15, 2 MG nmib ellhusner 600
IIVGS6T, G NG bmmid GgwessT em.9, Hlemswmsr Glgae|ser
¢15.600.

meoL(psom GmLLGsmsdlsmer (Operating Leverage) sers&(hs.

afimLIemenT (600 x 15) = 9,000
sL166 : mmUHIL ClEse|ssT (600x4) 8,400
umisefliy (Contribution) 3,600
S5 : Hemeuwwmeor Gl&sue|gsiT 600
L6DL(LPEHM (@)60MLILD 3,000
LB eI (Contribution)
H6DL(Lp6M (@)60TLILD EBIT)
= 3,600
——————— =12
3000

GG s o srearsdHsr  oelumLuily umsEL  Guris
allmusmeoTufey 6(h LLEIG LImHmL FHuGid GuTis @orusdi 1.2 wLkiE
Lromd ouGSmg. efwrurrd gyHsflésen urwg @emun 9 @siflésLn
ueormey 96 sowid efwrummd 1 kg GsmmuwGowmserme, @somiiph 1.2
LOL_MBI(S) G6MMLLLD eumiliL] smL(BSmE.

2. Hiduflwev @mioy Gamev (Financial Leverage)

@51 aurfl LMD o'l CENISSHMISNE (LP6IT 2 6TaT @lETLISSI FHLIGHID
wrppiissflems (EBIT) ukiGsmsrler Wgmsr sumeuruiled (EPS) symubhid
LTHN&MSS GSVILILSTGLD.

% of Change in EPS

% of Change in EBIT
A EPS
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A EBIT
EBIT EBIT
DFL = -------mmmmmeee = memmeeeeeees
EBIT-INT PBT
Q(S-V)-F

Q (S-V) - F - INT

B
S = Sales - eflmuemenT
F = Fixed Cost - [Hlemeuiimen Gl&6v6 a6
\Y = Variable Cost - Lmmid ClFee g6
INT = Interest - alllg
Q = Quantity - IIGS6T

o gmyeorld 6, Hlmeusord er,.10,00,000 Hl&H S (pigey GFlgieETaTS.
@nfneaersdar ol womn aunfl CEmSSMISNE (ST 2 6T6T @l6ULILD
(EBIT) ¢m.1,60,000 oy@h. @bHmesTd UbiE WSO LOMID  SLETTS
SL&seTLeumm| ST L (Plga| QElSI6TaTS).

ST STT6U0TLI LILIGS6T | SL 60T

I 9,00,000 1,00,000
Il 6,00,000 4,00,000
1 4,00,000 6,00,000

Lhifler sheng aflsneluTeTg ;.25 98 2 6TeTgl. SL6T Jjare]| n.5,00,000

58n@ G Gsmwin Curws em20 s Gonhg OEng. el
aN&SLoMerTS) SLNS&SEITL T 2 6T6TS).

1. upto Rs. 1,00,000 -8%
2.1,00,000-5,00,000 — 12%
3. Above 5,00,000 - 18%
sufl efdliumerg 50% oy@W. UG eeTlsr WgTeT aimeumuilsnsor
&600T (HlLllg.
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1,00,000 4,00,000 6,00,000

&L_60T SL_60T &L_60T
EBIT 1,60,000 1,60,000 1,60,000
51568 allly 8,000 48,000 1,08,000
PBT 152,000 1,12,000 52,000
sfl6s : eufl gy 76,000 56,000 26,000
76,000 56,000 20,000
LIy g 6rfleoT
6T 60T 650115608 36,000 24,000 20,000
LImI(G) 6petTlear
LBS BT 621(Mh 6L 2.1 2.33 1.33

Bl&ufwed wHmid oo s CBbLGsTs @lemeTLidsar epsuld gHLEHILD

rmmd (Combined Leverage)

DCL = DOL x DFC
% of Change in EBIT % Change in EPS
DFL = oo b
% of Change in Sales % of Change in EBIT

% Change in EPS

% of Change in Sales
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UNIT-V

Working Capital
ByiuersSer Fllssigsd
Orss B (Weanerg Rélemhs smesl (Financial Concept) gi@tb
(b  Bermriy pse BLULE O&T88I686T—HL L CuTmIiL&asT
(Net Working Capital) (Current Assets- Current Liabilities)
flar BLUY (pSTarg samssliua &mes (Acconting Concept)
LGS

e BlmieusTsdler @leorun (b SetenLouflsner Hifssoruiingled mLLiy
W36 Guememsn (PSS UG aS&SHNG. Tartal, BLOY (PSHmS
SLflhse W siGourh Caige Wgw yHss s CFnss
Geu6noTig LG jeUFILILOM(EGLD.

BLLL aedler aumsssst (Kinds of Working Capital)

BLUY ame Ourss By wpse, Hsr LU (S 66
aumsLILOSHarmaln, ISl sTuSmsl Ln  @GiNLafssmeuiLimseme,
BLLL (pSemevLt LlsTalmLomn| elem&ILHIS SIS0 V6T LIS ES)LD.

1. Bewev gysvevg) BITST BLLIL (PB60
(Fixed or Permanent Working Capital)

R auemflESS6, GmULESLULE 9eTe| S&FETL CUTHLST FT&HES|(mLL,
UGS WessIU L  QuTmLssT, oMl (WessiulL  GummlgsT
CuTasTHEIDEN  MOISSH(FSHSHOD LHMID FOUETD, &.60, QIMLm&, il
GurssTmeumemm GlEISSILalb HhaT BLLL (P& CemalLbhiEng.
flsmev mL LI (psedlstr Seameminser (Features of Fixed Working Capital)

1. @g femewmsr Gersgisasmearnt GuTssusumosy, HITHST HLLL (P&

(1 susmsILITerT GlET&SHe0lmhgl LnGnTm CersHnEG C&TLThS Lmls

G meorGL W3l E(G)LD.

2. Bmeuenn eueriEFuemwn Gurg, Hemew HLLUL (PS60l6T  IjeTayLD

Gu(mELD.

@lseme, (2) SIUESS ST HLLUL (NS0 eTaralln, (b) aupsSsiomer HLLIL (P56
sTEUTEULD @) (HeusmS&eTTaLI Llfl&aemi.

(@) siuss sre LIy e (Initial Working Capital) GQgmiflsd
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(Effects of Holding Low Inventory)
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