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35 

PART-B 
Fnancia Jnst CAPITAL MARKET 

QUes-1 Explain capitalmarKtt 3 Expldin fts Functio ns 

Meaning 
Capital market fs market for equity Sha res1ong term d 
2 In this market capital fund4s 4 comprising botn equity 

debt Tssue are traded 
equity 

3)Capitad marKet fncludes Financial înstru ments with more 

than maturity 
Market în wh+ch money is piovided For_perfods lonqer tha 
yea, as ra+sinq oF Short te1ms fun ds. take plaue on other 

market 

Car egarisec by equity 4_pre ference shares 

ully COnvertible clebentures 
nonconvertible odebenures 

Partu, Wnyertfble cdebunuru 

A Mobilises lonq-term Saving to fin an ce lonq- term 
investments 

N B] Provde risk capitau în Form oF equity 

Encouraqe broder Owership of pro duut ive asset 

-d) lower the cost of transaulon * fnformalon. 

N 
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Date 
Page 

-) mprove efficíency Of capital allo cat ion th hrovgh 
Competftive pricinq. 

F 
Enable quick valuation of Finan cial ins1trum 

both eq uity debt 

LI Provfde operoufonal efficleny through 
Simptfty trans atfon pvceslune I 
lowerfng sctitmenu tTmings 

N Lowerin transauHon neeels 

QUB-21 Explain primary market 3 ¬xplafn [ts types ofÍSSUe market = 

Primary market is market for new íssU es . 
Hence 1t is also knouwn as new issUe Markeb PRIMARY This refers to lonq-term Flouw oF Funds from ARKET 
SUrplus Sector to qov. Corporare primary IssUs 
to g6 banK non-ban k FI 

TYPEs 0F METHODS 

1 PUBLIG I8SUE-AJ (IPO) this is offer sale Of Securities oF 
0n ifsted company fov first tmo 

6J (FPO) this is O ffer of saue of S ecuritis 
by iste Companies for First ime 
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Page 3 

RIqHT ISSUE |-A] JF compans issue share Tn market to 

rafse add7tTonau Cap. ex+s tinq mem bers are 

First pre ference to apply for ncw g iven to 

shares 

B) In proportfon to eaistin g share holding, this 

is known as Share holdinq:| Right issue 

3 BONUS ISSUE A) Bonus issue are made by the company when 

it has huqe amt of acCUmulatetd regèrves 4 

wants to Capítalfze reserves 

B) Bon us shares are ssVeg on Fully paud- up 
Shares Ony, tO ex+s t+nq SH ar free of COSt 

4 PRIVATE PLACEM6NTA Tt is dfrect saue of securities to Some 

Speci frea îndividual t FI 

8 Preferencíal fssue allot: Of shares to selecte 

pe rson 

5 DE PoSTTORY RECEIPTS 
AJ Tss0e of negotia ble equity instro by Tndian 

CDm pantes For rising capitau from 
In ternationau capit ai mai ket 

ADRs GDRs 
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Page 

urion txplain conce of Secondary market exp[a in unurion QUes-3) 

SECONDARY Secondary mar Ket is market in which 

MARKET exis ting Seuritis are resold or traue. 

This market is knouwn as StoCk Market 

Jt Is market Where buying Seuing o 

those Seurities which have grantel" Slock 
, 

Bombas Stock Exchange CBSE) estabtisheu by 985 1875, 

it is oldest siock tschan�e fn Jndia 
In Tndfa, 7 stock tkchanqes 0perain 

BSE 

23 Calcut ta StocK exchange. lfd. 

3 ndian Commodlty elchange ltg. 
4) Mebropolftan s to
k exchange of Zhdia 
S MuA commpdi ty fxchange of Zndio 
] Narlonal Commodtty derivaties (kchanges L 
7Narionul Stock exchange of Thtia lfo. 

FUNCTIONS 
To Contribuue economicC grouw th throug h albcation Of funds to 

most cFffcient channel Ehrough protess of disin veutment 

To Facilitate 1fquiaîts 4 marKetabtliry OF O1S d dest înst 
ID enures a measure of Safery Fair dealing to proteur 3) 
Tves tors fn vest 

4]To provide (ns tant vau atfon F Seuritia (ausel by 
Changes Înteina enuironmtnt 
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clASSMAte 

Pge 3 

Ques-43 Explafn sfmilarfties between primary seLondany market)? 

3] MU tua 

Interdepenuen 
Listing Contro 

One aspeut of inse parablc -The S tock echangt 
Conneulon betW een them txercist onsiderablec The markets 
Surtties ssued Fo dealing Control over 6r Of For new 401d 

n ww iSSUeS seuitiy are, 
The prati cc oF tisting new CconDm iCaly 

Tss ves on Sfock market is -The new issues do an integraL 

immensc wilitq o potential not on Firm to pres- Part oF s ing le 

INuestor cribe Stpuu atton, martet Caprtu 
Marke StoCK exchange Wduwy 

re Fuse ITsting Faciiti 
to them. Vaue T 

Comp per for t 

New issue 

QUes-5 Name cxplain types of seuuritics are trau e o seperaute 
in Stock exth ange markets 

A6qufty Securitics Debt securities 
q Shares Debent ures 

Preference shares Bon 
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Page 

AEquity Securities 
Forrm F Frauion 

Equity Shares - Equity Share represents torm OF Fras 

Ownership hichb Sharehojdtr rauuriona Ouln. 

undertake maxi. entreprenurfal risk asSocia te 

with busin ess venture 

hy issuc sha res with diff rights 

Voting payment OF dtvidenu 

Pref S hares Pref SH are cntitled to Eixe divid tnd or 
dividend calculaee t Fixel rarc 

2 hey aiso tnoy priority over eq ShareholHr 
n_poymenz of surpluu 

3Tyes DF PS Cumuualve Non-CUmulativ 

convertible 4 non- Conuertibie 

BDebt Securfties 

DebentUrts Debenture holder is document ISs vel by 
Com pay wnder is Ommon seal aaknow-
lealging to debt hold cr 

2 Deb. holders Cre treauey as creilitors Of 

Compay 
3 As pcr SEBI quldelînes , ho pvbltc or 

right SSUe Of Conver. or non-conver: debt s hes 
Maue crrdit rating LgenuY has obtatned 
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41 

Bonds A bond fs negot fablc Certificauc hf ch entftles 

holder of rtpoyment of princt 3um Int 

They are debt 3ewritis fssuel by Com pary, 

On qovageny bond in ves tor ends mon ey to 

isSUer 

write short note on American Depesttouy Receipt (ADRs) QUes-63 

Amerfcan 
.American Depository Receipts popular Deposfto 

Receipt known as ADRs 

werc in trodu w in American Martet 1927 
ADR's 
nattu n dollarS, issve by dePos ítoy bank 

are negqo tiable instrument denomi 

A non- US company tnar Seeks to tfsts ín US, deposits 

1ts shart uwith bank receíves receipt enable comp issue ADRs 

This ADR'S are serves as stoCk certiffcate USed inter-

changeably with ADRs representOwnershi p shares 

ex -JnfyTnfosys Teunnologfes ADR 
wIT wipro ADR) 
Rdy Dr Reddys lab ADR) 
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Dale 

Qves-1) write short ndte on Global Deposftouy Reulpts (GDRs) 

Global 
Depositov 

LReceipts 

GDR'S are equity instrument iss veu abroad by 
auuthoriztd Overs eas Cor porate bodies 09ainst Shares 

An indian company ntendinq Company to isSue 
GDR wil iss ve 
DR are Freel ytrans ferable ols Tndia d dividend 

Corresp n0 Of shares 6verseas dep ba 

n respeu of shares rePresen tey by GDR. is Pafd in 
Indian rupees on 

They afe lis ted traue d on Foreian StocK exchan Mostfndian Comp have their GDR issves fste 
on Lond on stotk tzchange 

Tndian GDR are primarly sDId to ma jor demand lo 
UK US , Hongkdnq, Frante efC 
there no such diff. bctuwren ADR&GDR to 

ega Point oF vfew. 
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claSSMAte. 

Date 

GUes-8 write Short note on Derivarives U? 

Aderivattve Is a financfal fns trument, 
whose vaue depends on Vawes oF {DERIUATLVES 
basic undertyiîng variable. 

derivatTves offers return barel on 
rerurn Of Some underluinq asset -

J Derivaives are mechanisms to nedge market 

int rae tA change rate etc 

Ffnancial Deri 4 two types 
Commodi ry Deri. 

Forward. Furure » OPton 5] Ffnancias types 
OF Derivaries warranu Swap 

Hedger 3 tu Pes o f krauer 

derivaives mar Ket Specwator 

arbitrageu 
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Qves- Explain EURO Bond MASALA BOND.222. 

EURO 
BOND 

."EURD BOND" is debt instrumen t that is 
denomina io Currenuy other than home 

CUrrenuy OF COuntry 

Euro bond frequen tiy groupeu fogeth er bu 
CUrren, denóminatu euro dollar 

Euro-yen bonds 

MASA LA 
BOND MASALA BOND" were ntroducel în india 

in2014 by international Fin ance Corporatiom 

The IFC sSUed First masaua bond în ndla to 
fund fn frastruut ure projeus 

Masaua bond arc rUpee deno minated bond 
fssu 0IS fndia by Tndian enti tfes. 

They are dtbt fostrument whfch help to 
raise moneu fa local Curreny tD oreín Tnves 

Both qov. private entitie Can ssue thes 
bonds 
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ate-

QUes-lo7 EYplain the term Rollfnq Settlement 

Roling 
Settlement refers to proccss in whfch 6Cttlement 

traders who made purchase ma ke 

payment Whlle whose Sold Sha res, delfver them 

The cthange ensuru that buyers receives Shares d Sellers 

tecei e paument FO Saam 

SCB introdu cel new Sertlemenr Cycle kNown as 

rotting scttlemenr Cycle 

Jt means wherc au trades 0lS a end oF duy have D 

be Sertle ct. 

BENEFiTS 

n rolling settlement pyment are quicker than weekly settlem 

Thus, nvestor bene fîfs to increaseu liq uidiry 
Tt keeps cash Foruward market Seperae 

Roing Settl províde htgher degree of Safet 
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Page-

QUes-I Explafn the term Clearinq House Opera Lion(CHO) 22 

Glearînq House 
Ope ra tion (CHO) 

Clearinq hoUse is a body efther Duwncul by C in de pendenuly 

aSSociary with xthanke 
 charge Fuñuion of ensuring 
finan cio eun traue 

Orders enter N to by members are clearel by means OF 

clearing house. 

It ensures adherence to system ROLE procedures fon Smooth tra'cung 

2 t minimizes credit risK bu being counter parry to al 
tradles 

3] Tt involves dailu, auDuntina, of au qatns 6n losSes 

workinq OF 
CHO 

The clearing house act as a medfum transaution between buyer sëer. 
bEvery contrau betuween buyr Seuer s ubstitureal by Con trauts 
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41 

Qves-12) Write short note on Depositouy ptem 

DEPOSI TOR 
SYSTEM -

Depositor y SustemIS an orqanísaston wnich holds Seuurtties 
ke sha res, debent u res , bonds, qov sewities erc) of inves ror 

in eleu onfc Form. 

talso providcs services releared to transauion in seuuritres 

Nationa Seuurittes Depositeu Ltd (NsDL) Deposítory în 

Central Depositeu Services rd (CDsL) 

reqistered in S¬BI 

Jncreast in vo|ume of Sto ck cxChange with ad vent oF 

on Scre eninq trauing Coup ied witn operuTonau tine fFfe rence 

Of former aettlemen' cleartngro led emerg en ce of new 
System ts cau depositoy System. 

Neeu For Seting up Depostt oy Tn Tndia under Following Rea Neeu 

A 10t of time CDnsume fn process Of lotmenr 

trans fer oF Shares 

2 nerease in VolUme o0F trans aulon 
3 3Probiems associarea with deating physical shares 

Problems OF he Ft 

Share trans fer del aus p autful ay due to sign misha 

Paper work tnvo lves buing settung, Storag t 
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cASSMALe 

ue-13] 13) Tnitfat Public Offer (IP0) 

Initial Pu blic 
OFFer 

PO) or Stock market launch new type oF pobliG offerina 
wher Share of Stock 0f Companuy are Sold to generá1 

Public On Seuritts For First Cthang. 0f 1 tm 

2 Jt can proces s tha private Companíes trans Form ino 

publiC Company 

31t s an offerîng efther an fresh fssUe of Securitfes OFFcrs 
both by untistEy COmpany fun 1 time to PUbllc 

4 A A Com pany seling shares is never requirel t pay Capir 
to i pUbiíc Investors 

5After JPO, where shares are trade Freey to optn Mark 
money passes berween PUblic inves ro 

] Detafis oF proposcu otterinq are disclosey to potenriat 
Form óF enq thuy doumenlr knouwn as Purchasers 

pros peuw 

(EPO) 0f eq Shares or ay 0 ther seuyities wnhich Meuy cOnverted into 

eLcha ngtd eq sh are a lauer duuue-

tniry Norm-I:P1ofi tatiliny Rowe 

Entry Nom-IL QI8 rouue 

Entry Norm-111 Appradsal Reure 
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pog 44 

Follow On Public OFfer (FPO) -
ves-14 

. FP0) is an oFfer of Saue of Sewriies (FPO 
by iste compPony 

Dflutive 
types oF (FPO) 

Non-DilvHve 

A A SCcon dary offerinq is an preceueu by reieae prospeus 
sfmitar to IPO 

Dilutive Type OF follou 
- (ATM OFfering) uohich is some tîmes Caued ont rolle Sa 

equiry dis trîbuutfon 
Jn an ATM OFfering.. tkchango - Iis tel com panies 

in cre mentiy neoiyTssue Us nares Into seuondary trading 

prices mar Ket broker- deal er market 

NOn- DilUETve Qpe oF Follow 
wh en privatey het d shares are oFfcreu F sale 

by company direuOrs O0 ther instders uOno may looKng 
to diversify. roldina 

HOweVer> in cr edse in avaitable shares aldws 
more ns tit uwion to take non- trival position fn company 

Anon- dilutT ve o fferfnq, ts callel a seupndary mar ket o FFeri 
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pote 

QUes-iS Explain book building 2 Process OF B8 process 

BOOK BuTLDING PROCESS/ 

Meaning 
J Book buildinq means a process by which a denan 

for Securities proposed to fssued by body CDrporaue eutit 
&build UP prîce Of Securitfes 

g Ss esseel for determinat fon OF qvan rum OF SUch 

Seurities to iss Ue by means notice circwar| advertísemer 

2 The processis qirecte to wards both instit utio na 
Qs wU as retai investo rs 

3 B00K buildinq procegs is part of Initai Public OFer 

IPo) of Indian capira market 
4 Tt was intro cluced by SEB1 recomman d ation of Mr 

H Mautgam în oct 199s 
) BooK bufldinq refers to colec tfon oF bids from invscors 

which is baseu on îndfcatfve price range 
63 The issue pricr Is txed a fter closing, bfd due 

In boOK thar wny process is called B 

8) An fssver compay make isue seuritfes pubie 

throvgh pros petus in 

1007. Of net oFfer 757. DF net offer publlo 

to PUbIfc Fhrovgh BB hrough BB process 

35). OFprYce determined 

through BB 
Process 
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Proce SS 

Ihe TssUtr comp anu snau appoint an elfg1ble M erchant Banker, 

ROOR Runner d th ir name Shall mention Tn araft prospeuus 

Submitteu to SEBI 

The ssuer Compary Shau enrer in to agreement itn 1 

Or more Stock ekch ahare wni ch requfs fte on line system 

The brokers So appofntee , Shau colleu money his clfen t For 

cVery order plaLu by him fn case of cifent" fnves tor 

Fadls 0 pay alo cutey OF S hares 

Bfds shail open a least workinq daus not more than 

7 worrinq days Ohich may ektehd e max l0 workin� d 

5) On receipi of basis OF allo (aulon d ata, broKers shau 
fmme diuty inimaue Fau oF auocarton their clfent 

Advantaqes Dfsadvan ta qes 
BB process helps 
dfs covery of prYce Ademand 

The Ccost oF PUblC fss ue 
mysr reducey 

1 Tnspfres nvestors con Fid ence 

There is possibilt OF 
Price rgatng on lstina 

aus promo ters ma try 
to bail Gu mem bers 

le auing large fnves tor universe 
TSSUcr" Can ch 0ose fnvestors 

8B System worKs Veru 
eFFicienuy in marurty 
Marru conuitfon. 

by quall ty 
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Ques-16) EXplain Insider Traling 

It is buying ol seung dt dealing 
in seuyitlu of Jisteu companu 

Oirutor, member OF mmt 0 SUch 
person internal audito, agent, aalvisoL 

Who have Kndwledge of material 

inside info not awaildble to enerapublic 

Illega 
Punishable 

Dealinq, fn seurities by 
an insider is illegau, 
wnen it is prelicte 
Upon utili zaton 
inat de in Fo. to proO Fit at 

Insider Erauin is unethical 
prautice esort y those Pou 

Cusing. huge l0SSes " to COmm*n 
invetbrs Cpital markr 

hence PUnishable 

2) S¬B1 1992, R cqires thot 2 Ttis pronibitey an 
persons Who conNutey oTth 
istey comp poss easion o 
any un publishtu prite: 

n his behalF or behuf of 

COnslolereu OFfence as 
Per SEBI 1equl992 

nu other person del in seun 
Dntuni cate Such Info. to 
Cuy other person shau not 
dtl in seeurities 
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Data 
Page $3 

Qus-7 Explain Green-Shoe -Optfon 22 

CASE1 CASE-2/ 

Price mechanism Stable price of SA will not do 

Shares any thu 

CoM pany will ap pein t agent- Stable agent 2 CDMp will sUe 

CLes shares to 

2 UPEto I5 1 eLLess Share 1sSue auo1 to promo ter 

eg 0,000 Shares 
SA wil return 

Shares Comp 
Cxess Is 7 IS0O Shares 

3) Comp: will borrow 3hares from pronmote rs 
(ISoo shares t0d) J GPO - Comp Promo e 

4 CO wfll qive these shares to SA 

ISsve lS0o 

(0,000 (Soo x (oo 
00 

10,00,000 1,SD,000 

Comp-will keep GS6 banK AlC 

SJOn the deu oF TP0 
MP 

Share are qetting sold S1 

SA Qrtificil demanu purchase 
MP Stable 00 / 
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S4 

PART-C 
MONEY MARKGT 

Gues-1 what is mony market 32 Explain teatures OF Monu mar 

Meaning 
Money marktt is Market for dealing in Montray 

asset of Shor ferm in nurure. 

Short-term fun ds Upto Iyr Fi'nancial asser thar 
are close Substitute fo money deau in Mm 

-Jt is not Physica locdtion, buut autivity tharis 
COn duuue Over telephone 

Mon ey market instrumen having charauteristics o 
liqwdity min tians cost o loss n value 

eatures-

Money marKet IS toieu ion of nstru 

ke cuu money, notice money 

a) Jnstrument 
Trade 

Re pos Tem mone Treasuy bils, 

COD ommercIal papers etC 
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6) n Larqe participanis Participents Of money mar ker is 

D lender ii)Muuuai Funds of tnd 

) Borrowers 

O rganizeu Seuor 

Commercial å other banks 
UnoganIzeu seuor 

Non-banking finandau comp 
CO-6perati ve bans 

Indigenus ban kers 
Nidis 4 Chit fun ds 

Unorqanitel money ltnders 

Zone Centric AcEivities ACtivitisIn mony may Ket tend to 
Con cen trate in Some Ccen tre which serves regor on area 

d) d)Pure competítiorn -Relationship betuoeen particdpants in money 
market is Impersonal in eharauter, IcIaivelY pUve 

e) Market Síze-Tt tsohole sale market volume oF Funds 
or fA raue Vey (arae. 
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CIASSMALe 

Date 
Page 

QUes-23 Mention Featu res F Teasury Bills 22 

A)Meaning 
Treauury bil\s are short term instrument issut bu 

Reserve Bank on' behalf OF the gov tD tlde 0ver Short trm 

liquidity ShortFas 
2T-bil1s are repaid at par maturity 

3ax deduued dr Source (TDS) is not appticable On T-bil. 

BJFeaturs 
Thy are neqotiable securfties 

Thyare hiqhly liquid as thuy are shOrter tenure 

there Possibility of inter-bank repbs 
There is an absense bf defaur iSK 
At present there are 91rduus , 182-duys364-ays 

T-bills fn voque: 1he 1-duys T-biis are aurtoneu by RBI tvy 

Friday & 964-daupT-bftu e very wednesdu 
o 

bills are auailabte kor mini amt OF F 2So004 mutipie there 

Bils QUes-31 Explain different types oF COMmerciau paper 

Meaning 
Comnercia bill ís 

inst rument with loo risk 
The B0E is written un con ditionau order signeuby drawer 

vequiring to whdm auldresstu fo p ay on dehan at fütrure tx 

a definlte sum OF mony paye 

Short term , negotiable SuF-Rquidatin4 
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clAsSMA 
pale-

S pog 

lyps of Commercial Paper 

8) FOreign Biils AJ Inland Bills 

0be d raw n or marlt in 

india must be pauy able 
in India 

1 DrauDn ols india a may 

Payable partly ols india 

OR 
Payable in india drawn 

On Partuy in indic 
OR 

rawn upon any peson 
residing in Tndia 

2) Exporter bins drawn by 
exporter 0ls in any couury 

in India 
OR 

JmPort bis ar diawn on 

Imp orters în india 
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elacsmate 

QueS-4) txplain CommertiaL paptrs & atvantagu 3ilenu fean 

Meani ng 

Commercial paper (C P) is an unseureu Short term promissoru 
notes, negotiable d trans ferable by encLorse ment dei veu 
with fixd maturity perioc 

2 t is issue ony by larqe weul kNown , reali t worths 
Companu tyPituly unseured , ÍssUe at dusWunr o 
fv jeedeemabie af Fu. 

Stent 
eatures 

Un secured money marKe t instrument 
Introdutey in Thd ia 1990. 
Governu y quidelines of FMDA În Con swtation with Rs 
mini- 1 duus _max - 1yr Maturiry_perfoc 
can be fssUe dematerializel fom 

Advantages -

Doumentation fnvolveu issue of Commercial paper s 
Sim ple mtnimum 
he ht s SUer company Can issue com mercial paper wit) 
Suitable maurity eriod, tailored to mach Cash flow of Com CP's pouide inveltor wfth hiqher returns tha banxng sq stem 
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clASSM 

Ques-5 Exptain-overment Seurities ? ¬xplain feouru res 22 

U Goverment securities are tradable 
ns trumtnt issueu by CG n Stare 

Govemcnt 

Scuuriti es -

T 
Tt acknouoltelge gov. dtbt obtigarton 
Svch Scourities ar Short ter cauu Treasuy bils witp 
orfginau maturity Ies than year 0 morc 

Go seurities ae mostly interes t bearinq datu Secu ritla 
issved RBI on behalf of Gev Tndia Goi tp commitmenas. 

Peat ures -

Tssveu ar FV 
No de Fauut riSK aS securities Carry sovereign qura 

Ample tiquudity as in vestor can seu seuwir 
in Secon duy market 

No tax deluleu at SoMCE 

Can be hdlel in demat fom 

Reelcemeu a fale valuur seurities-

Marurity rangcs from 91 da -30 yeau 
-

Gov.Seuir ities qualify a SLR inves t ment, nless 

therwise Stuu. 
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clASSMALe 
Date 60 
Page 

. INTRODUCTION To FINANCIAL 

MANAGEMENT 

Qves-1 what is Funda men tals OF Financial monag.cmen 2 

Finance ís calltl 

The sciencc Of Mon u 
Tt studits the princip ies me thodsoF 0taining. 

Control Of money From who have save it auministerina 
ythose contro| paases 

Finance Ís branch of ecoonomics tTIl 1890 

Tn 0ther words, 
Parther Wert, "BUsiness Finance deals_primarily 

with raisinq, ad minis terinq á dis turbinq Funds y 
privateu ownd business bperarng in hon- financidi 
Fields oF In duustyyy 

Howard Upton , as an application of gene ral managerial 
pripcipies to area of financial decision makinq". 

Weston & Brigham, as an area of financial decí'sion 

makinq, harmonizinq individu a motives & enterprise goa 
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61 

QUes-2 Whai is 0bjutves of financial managemens 2 

Objcctivcs Of 
Financia 

Manag.ement 

A PROFIT 
MAXIMIZATION 

B. VALUG WEALTH 
MAXIMIZATIOJN 

Thebehaviour of firm is 
analysal in terms Of pro fit 

maximiaation-

The earlier obj oF Profit 
IS now repjacetel y_wedlth 
max sine profithux is 
limite one it Cannot be 

It tmplics that Firm either 

produces max 0lP for 
Sole obi OF firm 

given amu of inpuu or 

ses min in put for 
pro duuing givn Dlp 

2) Vauue creation is driving 

force behind financial my 

3ProFit is considereal to 
be maindrivinq Force in 

bosiness 

3) CIeating weaun for sH 

increasin vaue for invests 
is key oau of finanial 

mqm t6 da-
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Qves-3 what is scope oF Financial Man agemunt 3 

Investment dtcision oF Firm indudes 

main as peuts 
where to fnvest hDuo Much to înVes 

Inves tment 
Decision Basic decisions of firm in cludes fn 

in vestment detision 

Evauation of auern ative investmen 
avenuu as sueut bur eption. 

.Monitoutng, impie ment at fon O 

Seltd 8prion 

Objeutive of Financinq duision of Firm 
Sholu optimum ombinau fon of debt -

equity Where COC ui minreturn 
will hax 

3 Ffnancing 
Decision Soures OF funds In ternal 

External 

LInternal sourct includes ouoneul funds whe 
Cxterna SOurce Of incud es borrowl Funds 

Dividenl decisiíon of fim includes 

determining how nuch to distribue s 

Dividend divi den poly is max Vatue of eshare 
Deciston 

CA SHRUTI AGARWAL                               CMA INTER FM- THEORY BHI HAI ZARURI 62

AKASH AGARWAL CLASSES 8007777042



assMA 

Date63 pag 

Qves-4 Ohat is Function OF Financial management 

Determinfng financtas needs 
One F the most important fun ctfon of finan cfau 

management is ensure awailability oF adeguare financing 

Financiat necds have to aas essel for diFe: purposes 
Ffnan cing 

) Determining Sources Of funds 
The Finance manager has to cho0se SOurces of Funds 

He may issue difFtpes o Seuitfes debenrures 
He mau borrow from no oF ffnanda instftutton in 

Pustic. 

Ffnancal Anatysis 
- The Financ manager has to interpret diff statemea 

He has to vse large 'no.oF alo to analyse financial 

Status & auti vities o Ffrm 

He is requured to measure its iquidity ,determine 
profitability & assets performance in fYnanctal term 

4JOptimas cap strurure-
The Fin an ce manager has to establish_ op: Capital Struuu 

ensure max. rate of rurn on investment 

The fatio betuween equity 4 other lfabilities carryin 
fixeel charges as to be de fine 

S Cost volume -Profft analusis-
The Finance manager has to ensUre that income 

Of Firm shoulul cOver its Variable cost 
A Firm oill have to qenerae auequate încome to 

Cover its FC s well 
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clASSMALe 
Dafe 
page 

6JProfit - Pl anning contro| 

Pro fit p fanpinq ensures attcun ment oF Stabilitu 

growth 
Profit Planninqcon trol is a dual Functions which 

nables mqmt to ddtermínc cost has nturreel Grevenue 

eaneul 

are diruu, Ielated to taxation. 

Fixeu asse.t management 
Fiked asseds are Financcel by lbnq term funds 

assers finance manag er has ensure Lhat these 

Shoull yful reasonaBie to in vestm erut. 

8 Caopital Budaerfng 
- Capita budaeting Fore casts return on propose 

long - term tnvestmeht 4 Com paresProfitability OF diff 

in vtstmen C0C 
-It resuu in cap. expenditure investm ent: 

Corporate Taxation-
Corporoo taxarion is an important Funtion oF 

frnancias management former has Variow fmpaut of 
finan cial_Planning 

Comparuu is seperate legal entity, it is Sub to an 

income-tax Struure dístinu "from oF'personal in come 

CA SHRUTI AGARWAL                               CMA INTER FM- THEORY BHI HAI ZARURI 64

AKASH AGARWAL CLASSES 8007777042



Ques-s] what is principteoF Profit Maximiuarion 12 

PROFIT 
MAX TMIZATION 

Meaning 
-Profit maximíz ation is one of leadinq qoaus For a 

firms as re flectetu in income saue ment 
Fnet 0perauing profit tend to increase Consecurird 

fim por trays effic per formance. 

maximi zation or optim ization is main oti of business-

Pro Fit aus as mtasure efficien 
Profit 

23 1t pro test Serres ag ainst ISK. 

Argumenus in favour of profit maximizasion-

hen profit carnings is main aim busîness the 

uimaC objuutive showll profit max 

Future Is uncertadn A FTrm shoLd earn More profit 

to meetfuuure wunqenuies 
The main Source o finance for 9rowth oF busthess prof 

Arquments 
Tt ead t0 Ckploitation of wor Kers consum trs 

JF iqnores isK fauors associat t with pro fit 

agatnst prof>t maximigatfon-

3 Proft itself vayue wncept Mtans diffe renru to 

different ptupic 
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clasSMAL 

QUeS-6)w hat Is principle df wealth / value rmaximi nat fon 2 

WEALTH 
MAXIMLZATION 

weauh Max is considtreul as appropriauc ob. of an 

cnterprise when firm maximize SH Vaue weaun th e 

individual SH auh maximize individu a Wiitty. 

SH weauh or valuue 3hown y 

Shareholders vauue | weauh NO of Sha res Curens market 

Owney Prfce per eshar 

Arqumenis in favour weauh maximizarion -

DUeto weaun max Short term moneu lenders 
get paymen 'n tme 

23 lon - time tenders too qet Fixeu rat of in te rest 
invetment 

he employes share fn wealh qes increasul 

Arqumeni5 Against_ Value /weauh_ maximizaion-

It is Social undesirable 
Tt is not des 
riptive dara 
Onuy stock hold ers weauh max. does not leal to 

fTtm wealth maximigation. 
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7 

Ques- whal is Dyn amic Role of CFO tn Emerqing Business Envion 

Emergfng Busincess nvironment 

The CFO plays a dynamic rolt in modern company develcem 

Frst hauf 1900s finank iat manaqer primarily rais'l funds 

manage their Fir m cash positton n-was pretty much it 

Jho CFO Responsibitities inckude -

Estimating total requirements of funds given period 

RaisinqFunds throvgh various Souices" both nationat 

intern atl Onal keepftq În mind 
3Jnves tinq the terms| fu nds both term as wel as lofg; 

short term needs 
4 fundin� day- t0-douy uw or Kinq Cap requiemen ts 

CoIltng en tfmeFrom dëbt ors paying to trediter 
on timC 

Managinng funds treaury cperatton 
Pauing hterest on bomouwings 

Relpalying, lenders on due deuuc 
) Inter Paung with Capital market 
10J MaximÍ zMg oeaun sh areholders Oven long, term 

Tchno logical Chang 
Herqh tef tu corporare comp 

T3) fluttu qting exchang 
.Exter nal fautors 

have inreasing impaut 4) world wide etonomic uner tain 

L5) Tax law Changes enviov. iss Ues t 
L 

On CFO 

e thical iss ues. 
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MALe 

QUes-8 ion Diff betwten we allh ma ximízatfon Pro fit maximization 

PROFIT MAXIMIZATLON WEALTH MAXIMIZATION 

Maxi mi zatron of firm's net Maximize price O Firmis 
in come Common S tock 

2] Emphasizes short term profitEmehasi2s long term profit 

3 1qnores time value oF Consider time vaue 0F 

moneu Wncept Mony oncept 

4 Does not consíder Risk&|Does consider tisk 
uncCItainity uncertauníts 

S]Managemun my deide 
not ffna nce d's te tionary 

Mandg emenu aw dus pays 
For these dís crettonary exp 

p SUch as al vertising. 
feas earch 

Spends only to handje exis tig 
Saues ltvu & peha ps the 

Spends more hea vily on 
capairy ip order to mee 

10nq-term Sqes projeutions Short-teim saues fore cast 
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