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Unit – 4 

Fundamentals of Risk and Return – 15 Marks fixed 

Formula Manish 
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Cost of capital      Unit – 6     10 marks fixed 
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Unit: 5   Financial Assets Valuation 

A) Bond Valuation (10,5+2) 
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Unit 5: B} Stock Valuation 

  



53 
 

 

 

  



54 
 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 



55 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  



56 
 

 

 

  



57 
 

 

 

 

 

 

Chapte 

  



58 
 

 

Chapter – 8:  Basis of Capital Budgeting-15 Marks 
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Internal Rate of Return (IRR) for project X  

Step 1: Factor = PBP = 2.5  

Step 2: Referring to the PVIFA table, the factor 2.5 lies between the 4-year 21% and 22% rates, corresponding to 

factors of 2.5404 and 2.4936. 

Step 3: Interpolation 

IRR = LR% + LR factor – Factor / LR factor – HR factor * ( HR – LR ) % 

 = 21% + 2.5404 – 2.5 / 2.5404 – 2.4936 * ( 22-21)  

= 21.86% 
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IRR for project Y unequal cash flow  

Step 1: Fake Annuty = 12000+7000+5000+4000/4 

                   = 7000 

Step 2 : Fake factor = Intial investment / fake annuty  

                        =20,000/7000 = 2.8571 

Step 3: Referring to the PVIFA table, the factor 2.8571 lies between 15% and 16%  

Step 4 : Calculation of NPV 
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(b) Which project or projects should be accepted if they are independent? 

If projects X and Y are independent, we accept all projects with: 

• Positive NPV 

• IRR greater than the cost of capital 

Given: 

• NPVx = Rs 2,840, IRRx = 21.86% 

• NPVy = Rs 1,303, IRRy = 19.02% 

   Both have positive NPVs and IRRs greater than typical cost of capital (e.g., 10%). 

     Answer (b): 

Both Project X and Project Y should be accepted if they are independent. 

 

(c) Which project should be accepted if they are mutually exclusive? 

If projects are mutually exclusive, we can choose only one. In this case, we accept the one with: 

• Higher NPV (primary decision rule) 

• IRR is considered only if NPVs are equal or similar 

Given: 

• NPVx = Rs 2,840 

• NPVy = Rs 1,303 

     Answer (c): 

Project X should be accepted if the projects are mutually exclusive, because it has the higher 

NPV. 
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Unit 7 : Capital Structure and Leverage 2+10Marks 

 

 

  



81 
 

 

 

  



82 
 

 

 

  



83 
 

 

 

 

 

 

  



84 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 



85 
 

 

 

  



86 
 

 

 

 

 

 

  



87 
 

 

 

  



88 
 

 

 

  



89 
 

 

 

  



90 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



91 
 

 

Unit 2: Financial Statement Analysis -2/10+15 
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• Historical in nature 

• Window dressing possible 

• No standard benchmarks 

• Ignores qualitative factors 

• Affected by inflation 

• Industry differences 

• Shows static picture 

• Depends on accuracy of data 

• Not a substitute for judgment 
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Unit 1: Introduction to Financial Management 

1. What do you mean by wealth maximization goal of the firm? / What is value (wealth) 

maximization? 

Wealth Maximization is the primary goal of a financial manager and the firm. It refers to the 

process of increasing the net worth (i.e., the market value of equity shares) of a company for its 

shareholders. Unlike profit maximization, which focuses on short-term accounting profits, 

wealth maximization is a long-term goal that considers the risks and uncertainties of future cash 

flows, the time value of money, and the dividend payment policy. The ultimate objective is to 

maximize the market price of the company's stock, which directly benefits the shareholders by 

increasing their wealth. 

धन अधधकतमीकरण भनेको कम्पनीको प्रमुख लक्ष्य हो। यसले कम्पनीको शेयरधनीहरूको नेट 
वर्थ (अर्थथत, इक्ववटी शेयरहरूको बजथर मूल्य) बढथउने प्रक्रियथलथई जनथउँछ। लथभ अधधकतमीकरण 
भनेको अल्पकथलीन लेखथ लथभमथ केक्रित हुरछ भने, धन अधधकतमीकरण दीर्थकथलीन लक्ष्य हो 
जसले भववष्यको वयथस प्रवथहको जोखखम र अननक्चिततथ, मुिथको समय मूल्य, र लथभथांश भुवतथनी 
नीनत जस्तथ कुरथहरू वविथर गदथछ। यसको अक्रतम उद्देचय कम्पनीको शेयरको बजथर मूल्यलथई 
अधधकतम बनथउनु हो, जसले गदथथ शेयरधनीहरूको सम्पवि सीधै बढ्छ। 

 

2. What are the functions of managerial finance? (2079 Q.No. 1) 

The functions of managerial finance, also known as financial management, are crucial for the 

effective operation of any business. Key functions include: 

• Investment Decision (Capital Budgeting): Deciding which long-term assets (e.g., plants, 

machinery) or projects to invest in. 

• Financing Decision (Capital Structure): Determining the best mix of debt and equity to 

finance the company's operations and investments. 

• Dividend Decision: Deciding how much profit to distribute to shareholders as dividends 

and how much to retain in the business for reinvestment. 

• Liquidity Decision (Working Capital Management): Managing day-to-day finances to 

ensure the company has enough cash to meet its short-term obligations. 

• Financial Planning and Forecasting: Estimating future financial needs and performance. 

• Risk Management: Identifying, analyzing, and mitigating various financial risks. 
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प्रबरधकीय वविकथ कथयथहरू, जसलथई वविीय व्यवस्र्थपन पनन भननरछ, कुनै पनन व्यवसथयको 
प्रभथवकथरी सांिथलनको लथधग महत्त्वपूणथ हुन।् प्रमुख कथयथहरू यसमथ समथवेश छन:् 

• लगानी ननर्णय (प ूँजी बजेट िंग): कुन दीर्थकथलीन सम्पवि (जस्तै: कथरखथनथ, मेशशनरी) वथ 
पररयोजनथमथ लगथनी गन ेभरने ननणथय गनुथ। 

• वित्तीयन ननर्णय (प ूँजी सिंरचना): कम्पनीको सांिथलन र लगथनीको लथधग ऋण र इक्ववटीको 
उिम शमश्रण ननधथथरण गनुथ। 

• लाभािंश ननर्णय: शेयरधनीहरूलथई लथभथांशको रूपमथ कनत लथभ ववतरण गने र पुनलथगथनीको 
लथधग व्यवसथयमथ कनत रथखे्न भरने ननणथय गनुथ। 

• तरलता ननर्णय (कायणशील प ूँजी व्यिस्थापन): कम्पनीसँग आफ्नथ अल्पकथलीन दथनयत्वहरू 
पूरथ गनथ पयथथप्त नगद भएको सुननक्चित गनथ दैननक वविको व्यवस्र्थपन गनुथ। 

• वित्तीय योजना र प िाणनुमान: भववष्यको वविीय आवचयकतथ र प्रदशथनको अनुमथन लगथउनु। 

• जोखिम व्यिस्थापन: ववशभरन वविीय जोखखमहरूको पहहिथन, ववचलेषण र रयूनीकरण गनुथ। 

 

3. Write the meaning of financial management. (2078 Q.No. 1) 

Financial Management is the strategic planning, organizing, directing, and controlling of 

financial undertakings in an organization. It involves the application of general management 

principles to the financial resources of a company. Its core purpose is to achieve the wealth 

maximization goal for shareholders by making optimal decisions regarding the acquisition, 

allocation, and control of financial resources. 

वविीय व्यवस्र्थपन भनेको सांगठनमथ वविीय कथयथहरूको सथमररक योजनथ, सांगठन, ननदेशन, र 
ननयररण हो। यसले कम्पनीको वविीय स्रोतहरूमथ सथमथरय व्यवस्र्थपन शसद्धथरतहरूको 
अनुप्रयोग समथवेश गदथछ। वविीय स्रोतहरूको अधधग्रहण, आवांटन, र ननयररण सम्बरधी इष्टतम 
ननणथयहरू through शयेरधनीहरूको लथधग धन अधधकतमीकरणको लक्ष्य प्रथप्त गनुथ नै यसको 
मुख्य उद्देचय हो। 
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4. Where do finance graduates may seek career opportunities? (2076 Q.No. 1) 

Finance graduates have a wide range of lucrative career opportunities in various sectors, 

including: 

• Banking: Commercial banks, investment banks, development banks. 

• Insurance Companies: In roles like actuarial, underwriting, and risk management. 

• Investment Firms & Brokerage Houses: As financial analysts, portfolio managers, or 

stockbrokers. 

• Corporate Sector: In companies as financial managers, financial analysts, or treasury 

managers. 

• Government Agencies: In revenue departments, central banks (like Nepal Rastra Bank), 

and other regulatory bodies. 

• Audit and Consulting Firms: As auditors or financial consultants. 

• Non-Profit Organizations: Managing their funds and grants. 

• Academia: As teachers and researchers in universities and colleges. 

ववि स्नथतकहरूको लथधग ववशभरन क्षेरहरूमथ लथभदथयक कररयरकथ अवसरहरू छन,् जस्तै: 

• बैंककिं ग: वथखणज्य बैंक, लगथनी बैंक, ववकथस बैंक। 

• बीमा कम्पनीहरू: एविुअरी, अण्डररथइहटांग, र जोखखम व्यवस्र्थपन जस्तथ भूशमकथहरूमथ। 

• लगानी फमणहरू र दलाली घरहरू: वविीय ववचलेषक, पोटथफोशलयो प्रबरधक, वथ शेयर दलथलको 
रूपमथ। 

• क cooperate क्षेत्र: कम्पनीहरूमथ वविीय प्रबरधक, वविीय ववचलेषक, वथ टे्रजरी प्रबरधकको 
रूपमथ। 

• सरकारी ननकायहरू: रथजस्व ववभथग, केरिीय बैंक (नेपथल रथष्ट्र बैंक जस्तै), र अरय 
ननयथमक ननकथयहरूमथ। 

• अडि  र परामशण फमणहरू: अडडटर वथ वविीय सल्लथहकथरको रूपमथ। 

• गैर-लाभकारी सिंस्थाहरू: उनीहरूको कोष र अनुदथनहरूको व्यवस्र्थपन। 

• शैक्षक्षक क्षेत्र: ववचवववद्यथलय र कलेजहरूमथ शशक्षक र शोधकतथथको रूपमथ। 
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5. Why do we study financial management? 

We study financial management for several critical reasons: 

• To Make Sound Financial Decisions: It provides the knowledge and tools needed to 

make informed decisions about investing, financing, and dividends. 

• To Maximize Shareholder Wealth: It teaches how to increase the value of the firm, 

which is the ultimate goal. 

• To Manage Resources Efficiently: It helps in the optimal utilization of scarce financial 

resources. 

• To Understand Financial Markets: It provides insight into how capital markets work and 

how to raise funds from them. 

• For Career Advancement: It is essential for anyone pursuing a career in finance, banking, 

corporate management, or entrepreneurship. 

• For Personal Financial Planning: The principles of financial management are equally 

applicable to managing personal finances effectively. 

हथमी वविीय व्यवस्र्थपन क्रकन पढ्छौं भरनेकथ धेरै महत्त्वपूणथ कथरणहरू छन:् 

• सुदृढ वित्तीय ननर्णयहरू गनण: यसले लगथनी, वविीयन, र लथभथांशकथ बथरेमथ सूधित ननणथयहरू 
गनथ आवचयक ज्ञथन र उपकरणहरू प्रदथन गदथछ। 

• शेयरधनीको सम्पवत्त बढाउन: यसले फमथको मूल्य कसरी बढथउने भरने शसकथउँदछ, जुन 
अक्रतम लक्ष्य हो। 

• स्रोतहरू कायणक्षम रूपमा व्यिस्थापन गनण: यसले दलुथभ वविीय स्रोतहरूको इष्टतम 
उपयोगमथ मद्दत गदथछ। 

• वित्तीय बजारहरू बुझ्न: यसले पूँजी बजथरहरू कसरी कथम गछथन ्र नतनीहरूबथट कसरी कोष 
सङ्कलन गने भरने बुझथइ हदरछ। 

• कररयरको उन्ननतको लागग: ववि, बैंक्रकां ग, कorporate व्यवस्र्थपन, वथ उद्यशमतथमथ कररयर 
बनथउन िथहने कसैको लथधग पनन यो आवचयक छ। 
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• व्यक्ततगत वित्तीय योजनाको लागग: वविीय व्यवस्र्थपनकथ शसद्धथरतहरू व्यक्वतगत वविीय 
व्यवस्र्थपनमथ पनन समथन रूपमथ लथगू हुरछन।् 

• Question: How does wealth maximization goal overcome the drawbacks of the profit 

maximization goal? / What is wealth maximization? Why should a firm concentrate 

primarily on wealth maximization instead of profit maximization? 

Introduction: 

The primary objective of financial management has evolved from the traditional concept of 

profit maximization to the modern concept of wealth maximization. While profit 

maximization aims to increase the accounting profits of a firm, it is often criticized for its 

short-sightedness and ignorance of other critical factors. Wealth maximization, on the other 

hand, focuses on maximizing the net present value (NPV) of a firm, which is reflected in the 

market price of its shares. This goal is considered superior as it aligns the interests of the 

management with those of the shareholders, who are the ultimate owners of the company. 

Wealth Maximization Overcomes the Drawbacks of Profit Maximization in the Following 

Ways: 

1. Considers the Time Value of Money (TVM): 

o Profit Maximization: Ignores TVM. It treats a rupee received today and a rupee 

received five years later as of the same value. 

o Wealth Maximization: Explicitly recognizes that money has a time value. It 

discounts future cash flows to their present value, ensuring a more accurate 

assessment of a project's true worth. 

2. Accounts for Risk and Uncertainty: 

o Profit Maximization: Pursues higher profits without regard to the associated risk. 

A project with high returns but extreme risk might be accepted. 

o Wealth Maximization: Incorporates risk into the decision-making process. It 

demands higher returns for undertaking higher risk, leading to more balanced 

and sustainable decisions. 

3. Focus on Cash Flows, Not Accounting Profits: 

o Profit Maximization: Focuses on accounting profit, which includes non-cash 

items (e.g., depreciation) and can be manipulated. 
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o Wealth Maximization: Focuses on the timing and magnitude of actual cash 

flows, which are more objective and directly determine the firm's ability to 

create value. 

4. Long-Term Orientation: 

o Profit Maximization: Often leads to short-term decisions (e.g., cutting R&D or 

maintenance costs) to boost immediate profits, which can harm the firm's long-

term health. 

o Wealth Maximization: Is a long-term goal. It may involve sacrificing short-term 

profits to invest in projects that will generate greater cash flows in the future, 

thereby ensuring sustainable growth. 

5. Considers the Impact on Share Price: 

o Profit Maximization: Has no clear correlation with the market price of a share. 

o Wealth Maximization: Directly aims to maximize the market value of the 

company's shares. Since the market considers all available information, including 

risk and timing of returns, a higher share price is a direct indicator of increased 

shareholder wealth. 

6. Objective and Clear Decision Criterion: 

o Profit Maximization: Is ambiguous (e.g., which profit? short-term or long-term? 

before-tax or after-tax?). 

o Wealth Maximization: Uses a clear criterion: accept all projects with a positive 

Net Present Value (NPV). This removes ambiguity and provides a unified goal for 

the firm. 

Conclusion: 

In conclusion, while profit maximization seems like a simple and intuitive goal, its numerous 

drawbacks make it an inadequate and often dangerous objective for a firm. Wealth 

maximization successfully overcomes these limitations by incorporating the time value of 

money, risk, cash flows, and a long-term perspective. It provides a precise, unambiguous, and 

shareholder-centric objective that guides management towards decisions that truly enhance 

the owners' economic welfare, making it the universally accepted supreme goal of financial 

management. 
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पररचय: 
वविीय व्यवस्र्थपनको प्रथर्शमक उद्देचय परम्परथगत लथभ अधधकतमीकरणको अवधथरणथबथट 
ववकशसत भई आधुननक धन अधधकतमीकरणको अवधथरणथमथ पुगेको छ। लथभ अधधकतमीकरणले 
फमथको लेखथ लथभ बढथउनुको लथधग प्रयथस गदथछ, तर यसलथई यसको अल्पकथलीन सोि र अरय 
महत्त्वपूणथ कथरकहरूको अवहेलनथ गने भएकथले गदथथ आलोिनथ गरररछ। यसको ववपरीत, धन 
अधधकतमीकरणले फमथको नेट वतथमथन मूल्य (NPV) लथई अधधकतम बनथउनमथ केक्रित गदथछ, जुन 
यसको शेयरको बजथर मूल्यमथ प्रनतबबक्म्बत हुरछ। यो लक्ष्यलथई शे्रष्ठ मथननरछ क्रकनभने यसले 
व्यवस्र्थपनको हहत कम्पनीकथ अक्रतम मथशलक शेयरधनीहरूको हहतसँग मेल खथरछ। 

धन अगधकतमीकरर्ले लाभ अगधकतमीकरर्का कमजोरीहरू कसरी द र गर्ण भने: 

१. मुद्राको समय म ल्यलाई विचार गदणर् (TVM): 

* लाभ अगधकतमीकरर्: मुिथको समय मूल्यलथई बेवथस्तथ गदथछ। यसले आज प्रथप्त भएको एक 
रुपैयथँ र पथँि वषथपनछ प्रथप्त भएको एक रुपैयथँलथई समथन मूल्यको मथरदछ। 

* धन अगधकतमीकरर्: मुिथको समय मूल्यलथई स्पष्ट रूपमथ मथरयतथ हदरछ। यसले भववष्यकथ 
वयथस प्रवथहहरूलथई नतनीहरूको वतथमथन मूल्यमथ छुट्टट्टयथउँदछ, जसले गदथथ पररयोजनथको 
वथस्तववक मूल्यको अधधक सही मूल्यथङ्कन हुरछ। 

२. जोखिम र अननक्चचततालाई िातामा ललन्र्: 
* लाभ अगधकतमीकरर्: सम्बक्रधत जोखखमको वविथर नगरी अधधक लथभको पीछथ गदथछ। उच्ि 
ररटनथ तर अत्यधधक जोखखम भएको पररयोजनथ स्वीकथर गररन सवछ। 

* धन अगधकतमीकरर्: ननणथय प्रक्रियथमथ जोखखमलथई समथवेश गदथछ। उच्ि जोखखम उठथउँदथ उच्ि 
ररटनथको मथग गदथछ, जसले गदथथ अधधक सरतुशलत र हटकथऊ ननणथयहरू ननम्त्यथउँछ। 

३. लेिा लाभमा होइन, तयास प्रिाहमा केक्न्द्रत गदणर्: 
* लाभ अगधकतमीकरर्: लेखथ लथभमथ केक्रित गदथछ, जसमथ गैर-नगद वस्तुहरू (जस्तै: मूल्यह्रथस) 
समथवेश हुरछन ्र यसलथई हेरफेर गनथ सक्रकरछ। 

* धन अगधकतमीकरर्: वथस्तववक वयथस प्रवथहहरूको समय र मथरथमथ केक्रित गदथछ, जुन अधधक 
वस्तुननष्ठ हुरछन ्र फमथले मूल्य शसजथनथ गने क्षमतथलथई सीधै ननधथथरण गदथछन।् 
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४. दीघणकालीन उन्मुिता: 
* लाभ अगधकतमीकरर्: अवसर अल्पकथलीन ननणथयहरू (जस्तै: अनुसरधथन & ववकथस वथ 
ममथतसम्भथर लथगत कटौती) ननम्त्यथउँछ, जसले फमथको दीर्थकथलीन स्वथस््यलथई हथनी पुयथथउन 
सवछ। 

* धन अगधकतमीकरर्: एक दीर्थकथलीन लक्ष्य हो। यसले भववष्यमथ ठूलो वयथस प्रवथह शसजथनथ 
गने पररयोजनथहरूमथ लगथनी गनथ अल्पकथलीन लथभलथई बशलदथन गनथ सवछ, जसले गदथथ हटकथऊ 
वदृ्धध सुननक्चित हुरछ। 

५. शेयर म ल्यमा पने प्रभािलाई विचार गदणर्: 
* लाभ अगधकतमीकरर्: शेयरको बजथर मूल्यसँग कोरै सम्बरध छैन। 

* धन अगधकतमीकरर्: कम्पनीकथ शेयरहरूको बजथर मूल्यलथई सीधै अधधकतम बनथउनुको लथधग 
लक्ष्य रथख्दछ। बजथरले जोखखम र ररटनथको समय लगथयतकथ सबै उपलब्ध जथनकथरीहरू वविथर 
गदथछ, र उच्ि शेयर मूल्य शेयरधनीको सम्पवि बढेको प्रत्यक्ष सूिक हो। 

६. िस्तुननष्ठ र स्पष्  ननर्णय मापदण्ि: 
* लाभ अगधकतमीकरर्: अस्पष्ट हुरछ (जस्तै: कुन लथभ? अल्पकथलीन वथ दीर्थकथलीन? करपूवथ वथ 
करपनछ?)। 

* धन अगधकतमीकरर्: एक स्पष्ट मथपदण्ड प्रयोग गदथछ: सकथरथत्मक नेट वतथमथन मूल्य (NPV) 

भएकथ सबै पररयोजनथहरू स्वीकथर गनुथ। यसले अस्पष्टतथलथई हटथउँछ र फमथको लथधग एकीकृत 
लक्ष्य प्रदथन गदथछ। 

ननष्कर्ण: 
यसरी, लथभ अधधकतमीकरण सरल र सहज लक्ष्य जस्तो देखखए तथपनन, यसको धेरै कमजोरीहरूले 
गदथथ यो फमथको लथधग एक अपयथथप्त र प्रथयः खतरनथक उद्देचय हो। धन अधधकतमीकरणले 
मुिथको समय मूल्य, जोखखम, वयथस प्रवथह, र दीर्थकथलीन दृक्ष्टकोणलथई समथवेश गरेर यी 
सीमथहरूलथई सफलतथपूवथक दरू गदथछ। यसले एक सटीक, अववभथज्य, र शेयरधनी-केक्रित उद्देचय 
प्रदथन गदथछ, जसले व्यवस्र्थपनलथई मथशलकहरूको आधर्थक कल्यथणलथई वथस्तवमै बढथउने 
ननणथयहरूतफथ  मथगथननदेशन गदथछ। यही कथरणले गदथथ यो वविीय व्यवस्र्थपनको सवोच्ि लक्ष्यको 
रूपमथ सथवथभौशमक रूपमथ स्वीकथर गररएको छ। 
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• Question: Will profit maximization always result in stock price maximization? Discuss. 

Introduction: 

The relationship between profit maximization and stock price maximization is a topic of 

significant debate in financial management. While one might assume that higher profits 

automatically lead to a higher stock price, this is not always the case. Stock price is determined 

by the market's expectation of the firm's future cash flows, discounted for risk and time, not just 

its current accounting profits. 

Reasons Why Profit Maximization May NOT Lead to Stock Price Maximization: 

1. Ignores Risk: A firm might achieve high profits by taking on extremely risky projects. The 

stock market will discount these high profits due to the high risk, potentially leading to a 

lower stock price despite high current earnings. 

2. Ignores Time Value of Money: A strategy that generates a large profit in the distant 

future is less valuable than one that generates smaller but earlier profits. Profit 

maximization does not distinguish between the two, but the stock market, through 

discounting, absolutely does. 

3. Focus on Accounting Profits: Profit maximization focuses on accounting figures, which 

can be manipulated using different depreciation methods, inventory valuations, etc. The 

market looks beyond these accounting tricks to the underlying cash-generating ability of 

the firm. 

4. Short-Termism: To maximize short-term profits, management might cut essential 

expenses like research & development (R&D), marketing, and maintenance. This harms 

the firm's long-term competitive advantage and growth prospects, causing investors to 

lose confidence and the stock price to fall. 

5. Ignores Dividend Policy: Profit maximization does not consider shareholders' preference 

for dividends versus retained earnings. A policy of retaining all profits for uncertain 

future growth, when shareholders prefer dividends, can lead to dissatisfaction and a 

drop in stock price. 

When Might It Align? 

In some simple, short-term scenarios with no risk differences and immediate payoffs, profit 

maximization might coincidentally align with an increase in stock price. However, this is the 

exception, not the rule. 
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Conclusion: 

In conclusion, profit maximization does not guarantee stock price maximization. The goal of 

profit is too narrow, often short-term, and ignores the critical factors of risk, timing, and 

sustainability that the stock market values. Therefore, a blind pursuit of profit maximization can 

actually be detrimental to shareholder wealth. Wealth maximization, which inherently considers 

all these factors, is the reliable path to achieving the ultimate goal of maximizing the firm's 

share price. 

 

पररचय: 
लथभ अधधकतमीकरण र शेयर मूल्य अधधकतमीकरणबीिको सम्बरध वविीय व्यवस्र्थपनमथ 
महत्त्वपूणथ बहसको ववषय हो। कोही यो अनुमथन लगथउन सवछ क्रक उच्ि लथभले स्विथशलत 
रूपमथ उच्ि शेयर मूल्य ननम्त्यथउँछ, तर यो सधैं सत्य हँुदैन। शेयर मूल्य फमथको भववष्य को 
वयथस प्रवथहको बजथरको अपेक्षथद्वथरथ, जोखखम र समयको लथधग छुट्टट्टयथएर, ननधथथरण हुरछ, केवल 
यसको वतथमथन लेखथ लथभमथर होइन। 

कारर्हरू ककन लाभ अगधकतमीकरर्ले शेयर म ल्य अगधकतमीकरर् ननम््याउूँ दैन: 

१. जोखिमलाई बेिास्ता गदणर्: फमथले अत्यधधक जोखखमपूणथ पररयोजनथहरू शलएर उच्ि लथभ प्रथप्त 
गनथ सवछ। उच्ि जोखखमको कथरण शेयर बजथरले यी उच्ि लथभहरूलथई छुट्टट्टयथउँछ, जसको 
पररणथमवस उच्ि वतथमथन आय भए तथपनन शेयर मूल्य र्ट्टन सवछ। 

२. मुद्राको समय म ल्यलाई बेिास्ता गदणर्: टथढथको भववष्यमथ ठूलो लथभ उत्परन गने रणनीनत 
सथनो तर नछटो लथभ उत्परन गने रणनीनतभरदथ कम मूल्यवथन हुरछ। लथभ अधधकतमीकरणले 
यी दईुबीि शभरनतथ नगने गदथछ, तर छुट्टट्टयथउने प्रक्रियथद्वथरथ शेयर बजथरले गदथछ। 

३. लेिा लाभमा केक्न्द्रत गदणर्: लथभ अधधकतमीकरण लेखथ आँकडथहरूमथ केक्रित गदथछ, जसलथई 
ववशभरन मूल्यह्रथस ववधधहरू, इरभेरटरी मूल्यथङ्कन, आहदद्वथरथ हेरफेर गनथ सक्रकरछ। बजथरले यी 
लेखथ िथलहरूभरदथ पर फमथको अरतननथहहत नगद शसजथनथ गने क्षमतथतफथ  हेदथछ। 

४. अल्पकालीन सोच: अल्पकथलीन लथभ अधधकतम बनथउन, व्यवस्र्थपनले अनुसरधथन & ववकथस 
(R&D), ववपणन, र ममथतसम्भथर जस्तथ आवचयक खिथहरू कटौती गनथ सवछ। यसले फमथको 
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दीर्थकथलीन प्रनतस्पधथथत्मक लथभ र वदृ्धधको सम्भथवनथलथई हथनी पुयथथउँछ, जसले गदथथ 
लगथनीकतथथहरूको ववचवथस र्ट्टछ र शेयर मूल्य झछथ। 

५. लाभािंश नीनतलाई बेिास्ता गदणर्: लथभ अधधकतमीकरणले लथभथांश बनथम बरकरथर रथखखएको 
आयको लथधग शेयरधनीहरूको प्रथर्शमकतथलथई वविथर गदैन। शेयरधनीहरूले लथभथांश मनपदथथ, 
अननक्चित भववष्यको वदृ्धधको लथधग सबै लथभलथई बरकरथर रथखे्न नीनतले असरतुक्ष्ट र शेयर 
मूल्यमथ धगरथवट ननम्त्यथउन सवछ। 

कटहले यो मेल िान सतर्? 

केही सथधथरण, अल्पकथलीन पररदृचयहरूमथ जहथँ जोखखमको फरक हँुदैन र तत्कथल भुवतथनी हुरछ, 

लथभ अधधकतमीकरणले सांयोगवश शेयर मूल्य वदृ्धधसँग मेल खथउन सवछ। तर यो अपवथद हो, 
ननयम होइन। 

ननष्कर्ण: 
यसरी, लथभ अधधकतमीकरणले शेयर मूल्य अधधकतमीकरणको ग्यथरेरटी हदँदैन। लथभको लक्ष्य धेरै 
सथँर्ुरो, प्रथयः अल्पकथलीन हुरछ, र जोखखम, समय, र हटकथऊपण जस्तथ महत्त्वपूणथ कथरकहरूलथई 
बेवथस्तथ गदथछ जुन शेयर बजथरले मूल्यथङ्कन गदथछ। त्यसैले, लथभ अधधकतमीकरणको अरधथ 
पीछथ वथस्तवमै शेयरधनीको सम्पविको लथधग हथननकथरक हुन सवछ। यी सबै कथरकहरूलथई 
स्वथभथववक रूपमथ वविथर गने धन अधधकतमीकरण नै फमथको शेयर मूल्य अधधकतम बनथउने 
अक्रतम लक्ष्य प्रथप्त गन ेववचवसनीय मथगथ हो। 

 

10. Explain the primary responsibilities of a corporate financial manager. 

 

Introduction: A corporate financial manager is responsible for making key decisions that affect 

the financial health and value of a firm. Their primary goal is to ensure the company has enough 

funds to operate and grow while maximizing shareholder wealth. 

Primary Responsibilities: 

1. Investment Decision: Evaluating and deciding which long-term projects or assets (like 

new machinery or plants) the company should invest in. This is also known as capital 

budgeting. 
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2. Financing Decision: Determining the best mix of debt and equity (loans vs. shares) to 

finance the company's operations and investments. This is called capital structure 

planning. 

3. Dividend Decision: Deciding how much of the company's profit to distribute to 

shareholders as dividends and how much to retain in the business for future growth. 

4. Liquidity Management: Ensuring the company has enough cash and liquid assets to 

meet its day-to-day expenses and short-term obligations without risking insolvency. 

5. Financial Planning & Forecasting: Estimating future financial needs and preparing 

budgets to guide the company towards its goals. 

6. Risk Management: Identifying and mitigating financial risks related to currency rates, 

interest rates, and credit. 

 

पररचय: एक corporate वविीय प्रबरधक कम्पनीको वविीय स्वथस््य र मूल्यलथई प्रभथववत गने 
प्रमुख ननणथयहरू गनथ क्जम्मेवथर हुरछ। उनको प्रथर्शमक लक्ष्य कम्पनीसँग सांिथलन र वदृ्धधको 
लथधग पयथथप्त कोष छ भनी सुननक्चित गदै शेयरधनीको सम्पवि अधधकतम बनथउनु हो। 

प्राथलमक क्जम्मेिारीहरू: 
१. लगानी ननर्णय: कम्पनीले कुन दीर्थकथलीन पररयोजनथ वथ सम्पवि (जस्तै नयथँ मेशशनरी वथ 
कथरखथनथ) मथ लगथनी गने भरने मूल्यथङ्कन र ननणथय गनुथ। यसलथई पूँजी बजेहटांग पनन भननरछ। 

२. वित्तीयन ननर्णय: कम्पनीको सांिथलन र लगथनीको लथधग ऋण र इक्ववटी (लोन बनथम शेयर) को 
उिम शमश्रण ननधथथरण गनुथ। यसलथई पूँजी सांरिनथ योजनथ भननरछ। 

३. लाभािंश ननर्णय: कम्पनीको लथभको कनत भथग शेयरधनीहरूलथई लथभथांशको रूपमथ ववतरण गने र 
भववष्यको वदृ्धधको लथधग व्यवसथयमथ कनत रथखे्न भरने ननणथय गनुथ। 

४. तरलता व्यिस्थापन: हदवथशलयथ हुने जोखखम नशलई दैननक खिथ र अल्पकथलीन दथनयत्वहरू पूरथ 
गनथ कम्पनीसँग पयथथप्त नगद र तरल सम्पवि छन ्भनी सुननक्चित गनुथ। 

५. वित्तीय योजना & प िाणनमुान: भववष्यको वविीय आवचयकतथहरू अनुमथन गनुथ र कम्पनीलथई 
यसको लक्ष्यतफथ  मथगथननदेशन गनथ बजेट तयथर गनुथ। 

६. जोखिम व्यिस्थापन: मुिथ दर, ब्यथज दर, र िेडडट सम्बक्रधत वविीय जोखखमहरूको पहहिथन र 
रयूनीकरण गनुथ। 
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11. What is wealth maximization? Why is wealth maximization a superior goal to profit 

maximization? 

 

Introduction: Wealth Maximization is the primary objective of financial management. It aims to 

increase the net present value of a firm, which is reflected in the maximization of the market 

price of its shares. 

What it is: It is the process of maximizing the market value of the company's equity shares, 

thereby increasing the shareholders' wealth. 

Why it is superior: 

1. Considers Time Value of Money: It values money received today more than money 

received in the future. 

2. Accounts for Risk: It considers the risk of future cash flows; higher risk requires higher 

returns. 

3. Focus on Cash Flow: It is based on actual cash flows, not accounting profits which can be 

manipulated. 

4. Long-term Objective: It promotes long-term, sustainable growth over short-term profit 

gains. 

5. Clear Decision Criterion: It uses the Net Present Value (NPV) rule for accepting or 

rejecting projects. 

 

पररचय: धन अधधकतमीकरण वविीय व्यवस्र्थपनको प्रथर्शमक उद्देचय हो। यसले फमथको नेट 
वतथमथन मूल्य बढथउनुको लथधग लक्ष्य रथख्दछ, जुन यसको शेयरहरूको बजथर मूल्य 
अधधकतमकरणमथ प्रनतबबक्म्बत हुरछ। 

यो के हो?: यो कम्पनीको इक्ववटी शेयरहरूको बजथर मूल्य अधधकतम बनथउने प्रक्रियथ हो, 
जसद्वथरथ शेयरधनीहरूको सम्पवि बढथउँदछ। 

यो ककन शे्रष्ठ र्: 
१. मुद्राको समय म ल्यलाई विचार गदणर्: यसले आज प्रथप्त भएको मुिथलथई भववष्यमथ प्रथप्त 
भएको भरदथ बढी मूल्यवथन ठथरदछ। 

२. जोखिमलाई िातामा ललन्र्: यसले भववष्यको वयथस प्रवथहको जोखखमलथई वविथर गदथछ; उच्ि 
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जोखखमले उच्ि ररटनथको मथग गदथछ। 

३. तयास प्रिाहमा केक्न्द्रत: यो वथस्तववक वयथस प्रवथहमथ आधथररत हुरछ, लेखथ लथभमथ होइन 
जसलथई हेरफेर गनथ सक्रकरछ। 

४. दीघणकालीन उद्देचय: यसले अल्पकथलीन लथभ प्रथक्प्तभरदथ दीर्थकथलीन, हटकथऊ वदृ्धधलथई बढथवथ 
हदरछ। 

५. स्पष्  ननर्णय मापदण्ि: यसले पररयोजनथहरू स्वीकथर वथ अस्वीकथर गनथ Net Present Value 

(NPV) को ननयम प्रयोग गदथछ। 

 

12. “Maximization of stakeholder’s welfare should be the ultimate goal of modern corporate 

firm.” Discuss. 

 

Introduction: This statement argues that a firm's goal should extend beyond just shareholders 

to include all parties affected by its actions, known as stakeholders. 

Discussion: 

• Stakeholders include employees, customers, suppliers, creditors, the community, and 

the government, alongside shareholders. 

• Pros: Focusing on stakeholder welfare can build a positive reputation, ensure employee 

loyalty, attract customers, and lead to sustainable long-term success, which ultimately 

benefits shareholders as well. 

• Cons: It can be a vague and conflicting goal. It is difficult to balance the often competing 

interests of different stakeholder groups (e.g., higher wages for employees vs. higher 

profits for shareholders). 

• Conclusion: While considering stakeholder welfare is crucial for ethical and sustainable 

business, Wealth Maximization remains the primary, measurable financial goal. A firm 

that ignores stakeholders will ultimately fail, but its core financial objective is to 

maximize owner wealth, which provides a clear direction for decision-making. 

पररचय: यो कर्नले फमथको लक्ष्य शेयरधनीमथरभरदथ बढी यसको कथयथहरूद्वथरथ प्रभथववत हुने सबै 
पक्षहरू, जसलथई हहतधथरक भननरछ, समथवेश गनुथपछथ भनेर तकथ  गदथछ। 

चचाण: 
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• टहतधारकहरूमा कमथिथरी, ग्रथहक, आपूनतथकतथथ, लेनदथर, सथमुदथनयक, र सरकथर, सथरै् 
शेयरधनीहरू समथवेश छन।् 

• पक्ष: हहतधथरक कल्यथणमथ केक्रित गदथथ सकथरथत्मक प्रनतष्ठथ ननमथथण गनथ, कमथिथरीको 
वफथदथरी सुननक्चित गनथ, ग्रथहकहरूलथई आकवषथत गनथ, र दीर्थकथलीन सफलतथ प्रथप्त गनथ 
मद्दत गनथ सवछ, जसले अरत्यमथ शेयरधनीहरूलथई पनन फथइदथ पुयथथउँछ। 

• विपक्ष: यो एक अस्पष्ट र ववरोधथभथसी लक्ष्य हुन सवछ। ववशभरन हहतधथरक समूहहरूको 
प्रथयः प्रनतस्पधथथत्मक हहतहरू (जस्तै कमथिथरीहरूको लथधग उच्ि तलब बनथम 
शेयरधनीहरूको लथधग उच्ि लथभ) लथई सरतुलन गनथ गथह्रो हुरछ। 

• ननष्कर्ण: हहतधथरक कल्यथणलथई वविथर गनुथ नैनतक र हटकथऊ व्यवसथयको लथधग महत्त्वपूणथ 
भए तथपनन, धन अगधकतमीकरर् नै प्रथर्शमक, मथपन योग्य वविीय लक्ष्य बनी रहरछ। 
हहतधथरकहरूलथई बेवथस्तथ गने फमथ अरत्यमथ असफल हुनेछ, तर यसको मखु्य वविीय 
उद्देचय मथशलकको सम्पवि अधधकतम बनथउनु हो, जसले ननणथय ननमथथणको लथधग स्पष्ट 
हदशथ प्रदथन गदथछ। 

 

13. What is financial management? Explain the importance of financial management. 

Introduction: Financial Management is the strategic planning, organizing, directing, and 

controlling of all financial activities and resources within an organization. 

What it is: It involves making decisions about investment, financing, and dividends to achieve 

the overall goal of wealth maximization. 

Importance: 

1. Helps in Financial Planning: Ensures adequate funds are available at the right time. 

2. Guides Investment Decisions: Helps in selecting the best projects that generate 

maximum returns. 

3. Improves Profitability: By reducing costs of funds and using resources efficiently. 

4. Increases Firm's Value: Good financial decisions lead to a higher share price. 

5. Ensures Survival & Growth: Manages risks and ensures liquidity for smooth operations. 
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6. Maximizes Shareholder Wealth: It is the core objective of the discipline.

 

14. Why is shareholders’ wealth maximization a better operating goal than profit 

maximization? 

 

Introduction: While profit is important, Shareholders' Wealth Maximization is a more 

comprehensive and superior goal for guiding a firm's operations. 

Why it is better: 

1. Long-term vs. Short-term: Wealth maximization is a long-term goal, while profit 

maximization can encourage harmful short-term actions. 

2. Risk Consideration: It accounts for risk; profit maximization ignores it. 

3. Time Value of Money: It incorporates the concept that money today is worth more than 

money tomorrow. 

4. Objective Measure: It is measured by share price, which is a market-based, objective 

measure. Profit can be manipulated. 

5. Focus on Cash Flow: It is based on cash flows, which are real, not accounting profits. 

 

पररचय: लथभ महत्त्वपूणथ भए तथपनन, शेयरधनीको धन अधधकतमीकरण फमथको सांिथलनलथई 
मथगथदशथन गनथ एक अधधक व्यथपक र शे्रष्ठ लक्ष्य हो। 

यो ककन राम्रो र्: 
१. दीघणकालीन vs अल्पकालीन: धन अधधकतमीकरण दीर्थकथलीन लक्ष्य हो, जबक्रक लथभ 
अधधकतमीकरणले हथननकथरक अल्पकथलीन कथयथहरूलथई प्रोत्सथहन गनथ सवछ। 

२. जोखिम विचार: यसले जोखखमलथई खथतथमथ शलरछ; लथभ अधधकतमीकरणले यसलथई बेवथस्तथ 
गदथछ। 

३. मुद्राको समय म ल्य: यसले आजको मुिथ भोशलको भरदथ बढी मूल्यवथन हुरछ भरने 
अवधथरणथलथई समथवेश गदथछ। 

४. िस्तुननष्ठ मापन: यसलथई शेयर मूल्यद्वथरथ मथपन गरररछ, जुन बजथर-आधथररत, वस्तुननष्ठ 
मथपन हो। लथभलथई हेरफेर गनथ सक्रकरछ। 
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५. तयास प्रिाहमा केक्न्द्रत: यो वयथस प्रवथहमथ आधथररत हुरछ, जुन वथस्तववक हुरछ, लेखथ लथभ 
होइन। 

 

15. Briefly explain the finance in the organization structure of the firm. 

 

Introduction: In a typical corporate structure, the finance function is a critical department 

headed by a top executive, usually the Chief Financial Officer (CFO). 

Structure: 

• The Board of Directors and shareholders provide overall guidance. 

• The Chief Financial Officer (CFO) is responsible for all financial strategies and reports to 

the CEO. 

• Under the CFO, there are usually two key controllers: 

1. Treasurer: Manages external financial activities like cash management, raising 

capital (financing), banking relations, and risk management. 

2. Controller: Manages internal financial activities like accounting, taxation, 

financial reporting, and budgeting. 

 

पररचय: एक सथमथरय corporate सांरिनथमथ, ववि कथयथ एक महत्त्वपूणथ ववभथग हो जसको नेततृ्व 
एक शीषथ कथयथकथरी, सथमथरयतयथ मुख्य वविीय अधधकथरी (CFO) ले गछथन।् 

सिंरचना: 

• ननदेशक मण्िल र शेयरधनीहरूले समग्र मथगथदशथन प्रदथन गछथन।् 

• मुख्य वित्तीय अगधकारी (CFO) ले सबै वविीय रणनीनतहरूको लथधग क्जम्मेवथर हुरछन ्र 
CEO लथई ररपोटथ गछथन।् 

• CFO को अधीनमथ, प्रथयः दईु प्रमुख ननयररक हुरछन:् 
१. कोर्ाध्यक्ष (Treasurer): बथह्य वविीय गनतववधधहरू जस्तै नगद व्यवस्र्थपन, पूँजी 
सङ्कलन (वविीयन), बैंक्रकां ग सम्बरध, र जोखखम व्यवस्र्थपनको व्यवस्र्थपन गछथ। 
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२. ननयन्त्रक (Controller): आरतररक वविीय गनतववधधहरू जस्तै लेखथ, कर, वविीय वववरण, 

र बजेहटांगको व्यवस्र्थपन गछथ। 

 

16. Which goal would you like to recommend to a firm stock price maximization or profit 

maximization? Discuss. 

Introduction: I would unequivocally recommend Stock Price Maximization (a measure of 

wealth maximization) over Profit Maximization as the primary goal for a firm. 

Discussion: 

• Stock Price Maximization is synonymous with shareholder wealth maximization. The 

market price of a stock reflects all available information about the firm's future cash 

flows, risk, and growth prospects. 

• It inherently considers the time value of money and risk. 

• It is a long-term and objective goal. 

• Profit Maximization is a narrow goal that can be achieved through accounting 

manipulations and by taking excessive risks, which can destroy long-term value. 

• Therefore, by focusing on maximizing stock price, a firm automatically works towards 

sustainable growth, efficient resource allocation, and ultimately, maximizing owner 

wealth. 

 

पररचय: मैले फमथको लथधग प्रथर्शमक लक्ष्यको रूपमथ लथभ अधधकतमीकरणभरदथ शेयर म ल्य 
अगधकतमीकरर् (धन अधधकतमीकरणको एक मथपन) लथई स्पष्ट रूपमथ शसफथररस गनेछु। 

चचाण: 

• शेयर म ल्य अगधकतमीकरर् शेयरधनीको धन अधधकतमीकरणको पयथथयवथिी हो। शेयरको 
बजथर मूल्यले फमथको भववष्यको वयथस प्रवथह, जोखखम, र वदृ्धधको सम्भथवनथहरूको बथरेमथ 
सबै उपलब्ध जथनकथरीलथई प्रनतबबक्म्बत गदथछ। 

• यसले स्वथभथववक रूपमथ मुद्राको समय म ल्य र जोखिम लथई वविथर गदथछ। 

• यो एक दीघणकालीन र िस्तनुनष्ठ लक्ष्य हो। 
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• लाभ अगधकतमीकरर् एक सथँर्ुरो लक्ष्य हो जुन लेखथ हेरफेर र अत्यधधक जोखखम शलएर 
प्रथप्त गनथ सक्रकरछ, जसले दीर्थकथलीन मूल्य नष्ट गनथ सवछ। 

• त्यसैले, शेयर मूल्य अधधकतम बनथउनमथ ध्यथन केक्रित गरेर, फमथले स्विथशलत रूपमथ 
हटकथऊ वदृ्धध, कथयथक्षम स्रोत आवांटन, र अरत्यमथ, मथशलकको सम्पवि अधधकतम बनथउने 
कथम गदथछ。 

 

17. [Implied Question from years 2062, 2058, 2056: Goals of Financial Management] 

 

Introduction: The recurring question from these years concerns the debate over the 

appropriate goal of financial management, primarily between Profit Maximization and Wealth 

Maximization. 

Answer: 

The most appropriate and recommended goal for a firm is Wealth Maximization, often 

measured by Stock Price Maximization. This goal is superior because: 

1. It is clear and unambiguous. 

2. It considers the timing and risk of returns (cash flows). 

3. It focuses on increasing the market value of the firm, which benefits shareholders 

directly. 

4. It aligns with the economic welfare of the owners. 

Profit maximization is rejected due to its ignorance of risk, time value of money, and its 

potential to promote short-termism. 
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Unit 9: Working Capital Management 
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B) Inventory Management 
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Unit 10: Distribution to Shareholders 
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Unit 9 Working Capital Management Theory 

 

Working capital management refers to the administration of current assets (like cash, inventory, 

receivables) and current liabilities (like creditors, short-term borrowings) to ensure smooth day-to-day 

operations of a business. For Nepalese manufacturing and trading companies, effective working capital 

management is crucial because it directly affects liquidity, profitability, and the sustainability of the 

business.कथयथशील पँूजी व्यवस्र्थपन भरनथले कुनै कम्पनीले आफ्नथ िथलु सम्पवि (जस्तै नगद, स्टक, 

लेनदेन उठथउनुपने रकम) र िथलु दथनयत्वहरू (जस्तै ऋण, देनदथर) लथई दैननक व्यवसथय सञ्िथलनकथ 
लथधग प्रभथवकथरी तररकथल ेव्यवस्र्थपन गने प्रक्रियथ हो। नेपथलको उत्पथदन तर्थ व्यथपथररक कम्पनीहरूको 
लथधग कथयथशील पँूजी व्यवस्र्थपन अत्यरतै जरुरी हुरछ क्रकनक्रक यसले कम्पनीको तरलतथ, नथफथ कमथउने 
क्षमतथ र दीर्थकथलीन अक्स्तत्वमथ प्रत्यक्ष असर गछथ। 

Importance of Working Capital Management 

• Ensures Liquidity – Helps maintain enough cash and assets to pay short-term obligations. 

• Smooth Production & Trading Operations – Proper inventory and credit management avoid 

stock-outs or overstocking. 

• Improves Profitability – Reduces unnecessary financing costs and increases return on assets. 

• Maintains Creditworthiness – Timely payments to suppliers build goodwill and strong business 

relationships. 

• Supports Growth & Expansion – Adequate working capital ensures that funds are available for 

business opportunities. 

• Reduces Financial Risk – Minimizes chances of insolvency and business failure due to lack of 

cash flow. 

 

• तरलतथ सुननक्चित गछथ  – छोटो अवधधकथ दथनयत्व पूरथ गनथ पयथथप्त नगद र सम्पवि उपलब्ध गरथउँछ। 

• उत्पथदन र व्यथपथर सहज बनथउँछ – उधित स्टक र ऋण व्यवस्र्थपनले अभथव वथ अत्यधधक भण्डथरणको समस्यथ हटथउँछ। 

• नथफथ वदृ्धध गछथ  – अनथवचयक वविीय खिथ र्टथई सम्पविको प्रयोगबथट बढी नथफथ कमथउन मद्दत गछथ। 

• सथख कथयम रथख्छ – आपूनतथकतथथलथई समयमथ भवुतथनी गदथथ ववचवथस र रथम्रो सम्बरध कथयम रहरछ। 

• ववकथस र ववस्तथरमथ सहयोग गछथ  – पयथथप्त कथयथशील पँूजील ेनयथँ अवसरमथ लगथनी गनथ सहज बनथउँछ। 
• वविीय जोखखम र्टथउँछ – नगद अभथवकथ कथरण हुने व्यवसथनयक असफलतथ वथ हदवथशलयथपनको सम्भथवनथ कम गछथ। 
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Working capital management refers to the efficient administration of a company’s current assets (such as 

cash, accounts receivable, and inventory) and current liabilities (such as accounts payable and short-term 

debts) in order to maintain a proper balance between liquidity and profitability. 

Significance of Working Capital Management 

1. Ensures Liquidity 

o Working capital management helps a company maintain enough current assets like cash 

and receivables to meet short-term obligations. Without proper liquidity, even profitable 

firms may face financial distress. 

2. Smooth Business Operations 

o By managing inventory, debtors, and creditors effectively, companies can avoid 

production stoppages, stock shortages, or delayed supply, ensuring smooth trading and 

manufacturing activities. 

3. Improves Profitability 

o Efficient use of working capital reduces financing costs, minimizes idle funds, and 

increases the return on assets, which ultimately improves profitability. 

4. Maintains Creditworthiness 

o Timely payments to suppliers and creditors help build trust and goodwill. Strong 

creditworthiness allows the company to get favorable terms on credit purchases and 

loans. 

5. Supports Business Growth and Expansion 

o Adequate working capital ensures availability of funds to seize new opportunities, 

expand production, or enter new markets without liquidity problems. 

6. Reduces Financial Risk 

o Proper management minimizes the chances of insolvency, bankruptcy, or business 

failure by ensuring steady cash flow and timely repayment of obligations. 

7. Efficient Utilization of Resources 

o Working capital management avoids underutilization or overinvestment in current 

assets. It ensures that every rupee invested in working capital contributes effectively to 

business performance. 
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Types of Working Capital Management 

• Aggressive Working Capital Management 

•  Conservative Working Capital Management 

• Moderate (or Hedging) Working Capital Management 

 

The management of working capital is important because it directly affects the liquidity, profitability, 

and sustainability of a business. Proper control over current assets and current liabilities ensures 

smooth daily operations, reduces financial risk, and supports business growth. 

Importance of Working Capital Management 

➢ Ensures Liquidity – Maintains sufficient cash to pay short-term obligations. 

➢ Smooth Operations – Prevents production delays and supply chain disruptions. 

➢ Profitability Improvement – Avoids idle funds and reduces financing costs. 

➢ Creditworthiness – Builds trust with suppliers, creditors, and banks. 

➢ Business Growth – Provides funds for expansion and new opportunities. 

➢ Risk Reduction – Minimizes the chances of insolvency and bankruptcy. 

➢ Efficient Resource Utilization – Ensures proper use of assets without under or over-investment. 

How Good Credit Policy Helps in the Management of Working Capital 

A good credit policy means providing credit to customers in a balanced way – neither too strict (which reduces sales) nor 

too liberal (which increases bad debts). It directly helps in the management of working capital in the following ways: 

1. Maintains Cash Flow – Timely collection of receivables ensures that the company has enough cash to meet its short-

term obligations. 

2. Reduces Bad Debts – A well-framed credit policy sets clear terms, reducing the chances of non-payment. 

3. Improves Liquidity – Quick collection of dues maintains adequate liquidity in the business. 

4. Supports Sales Growth – Reasonable credit attracts more customers and increases sales without creating financial 

problems. 

5. Balances Risk and Profitability – A good policy maintains a balance between higher sales through credit and the risk 

of non-collection. 

6. Efficient Working Capital Cycle – Credit terms aligned with supplier payments ensure smooth cash conversion cycle. 
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Role of Cash Budget in the Management of Working Capital  

A cash budget is a financial plan that estimates expected cash inflows and outflows during a specific period. It 

plays a vital role in managing working capital by: 

1. Forecasting Cash Needs – Helps estimate future cash requirements for smooth operations. 

2. Avoiding Shortages – Prevents liquidity crises by ensuring timely availability of cash. 

3. Efficient Utilization – Guides the firm in using surplus funds effectively (e.g., short-term investments). 

4. Controlling Expenditure – Helps avoid unnecessary spending by setting cash limits. 

5. Improving Credit Position – Ensures timely payments to suppliers, maintaining goodwill. 

6. Supporting Decision-Making – Provides reliable data for working capital planning and financing. 

 

Cash Management Theory 

 

1. Transaction Motive 

• English: Cash is needed to carry out routine business transactions such as payment of wages, salaries, 

rent, interest, and purchase of raw materials. 

• Nepali: ननयशमत कथरोबथर जस्तै तलब, भथडथ, ब्यथज नतनथ तर्थ कच्िथ पदथर्थ क्रकरन नगद आवचयक हुरछ। 

2. Precautionary Motive 

• English: Firms keep cash as a precaution against unexpected events like sudden price increases, delay in 

collection from customers, emergencies, or unforeseen expenses. 

• Nepali: आकक्स्मक र्टनथ, अिथनक मूल्यवदृ्धध, ग्रथहकबथट हढलो असुल, वथ आकक्स्मक खिथकथ लथधग 
सुरक्षक्षततथकथ हहसथबले नगद रथखखरछ। 

3. Speculative Motive 

• English: Cash is held to take advantage of unexpected profitable opportunities such as purchasing raw 

materials at a discount, investing in special offers, or taking quick investment decisions. 

• Nepali: आकक्स्मक लथभदथयक अवसर (जस्तै छुटमथ सथमथन क्रकरन, ववशेष लगथनी अवसर शलन) को फथइदथ 
शलन नगद रथखखरछ। 
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Unit – 10 Distribution to shareholders Theory Only 

 

Stock repurchase, also known as share buyback, refers to the process where a company buys back its 

own outstanding shares from existing shareholders. The repurchased shares are either canceled or kept 

as treasury stock. The main objective is to reduce the number of shares in the market, increase earnings 

per share (EPS), support the share price, and return surplus cash to shareholders. 

➢ Increase Earnings Per Share (EPS): 

➢ Utilization of Surplus Cash: 

➢ Support Share Price & Market Value: 

 

Q,N 2  

1. To preserve cash for operations or expansion. 

2. To signal confidence in future growth. 

3. To increase marketability of shares by lowering per-share price. 

4. To reward long-term shareholders without cash outflow. 

5. To maintain regular dividend policy while conserving cash. 

6. For equity restructuring or adjusting capital structure. 

7. To reduce tax burden on shareholders (if applicable). 
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Q.N 3  

Effect of Stability and Growth of Sales on Dividend: 

1. Stable Sales 

o Firms with stable sales can predict profits more reliably. 

o They are more likely to pay regular and consistent dividends. 

2. Growing Sales 

o Firms with growing sales usually have higher earnings. 

o This increases the capacity to pay higher dividends or issue special dividends. 

3. Volatile Sales 

o If sales are unpredictable, firms may retain earnings instead of paying dividends to 

safeguard liquidity. 

 

Major Factors Affecting the Dividend Policy of a Firm: 

1. Profitability of the Firm 

o Higher profits increase the capacity to pay dividends. 

o Low or irregular profits may lead to lower or no dividends. 

2. Stability and Growth of Earnings 

o Firms with stable and growing earnings can maintain regular and predictable dividends. 

o Volatile earnings may result in irregular or cautious dividend payments. 

3. Cash Flow Position / Liquidity 

o Adequate cash is required to pay dividends. 

o Firms with liquidity constraints may retain earnings instead of paying cash dividends. 

4. Future Investment Plans / Expansion 

o Firms with major growth or expansion plans may retain earnings to finance projects. 

o Dividend payments are reduced if internal financing is needed. 

5. Access to Capital Markets 

o Firms that can easily raise external funds may pay higher dividends. 
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o Firms with limited access to funds may retain earnings for reinvestment. 

6. Tax Considerations 

o Dividend decisions can be influenced by taxation on dividends for shareholders. 

o Companies may prefer stock dividends in high-tax environments. 

7. Legal and Contractual Restrictions 

o Companies must follow company law and loan agreements which may restrict dividend 

payments. 

8. Shareholder Preferences 

o Some shareholders prefer regular income (cash dividends), while others may prefer capital gains 

(retained earnings increasing share value). 

9. Inflation and Economic Conditions 

o During inflation or economic uncertainty, firms may retain earnings to protect financial stability. 

10. Market Considerations / Signaling Effect 

o Dividend changes can signal management’s confidence about future earnings. 

 

 

Major Schemes: 

1. Cash Dividend 

o Payment of dividend in cash. 

o Most common and preferred by shareholders seeking regular income. 

2. Stock Dividend (Bonus Shares) 

o Payment of dividend in the form of additional shares instead of cash. 

o Helps conserve cash and rewards shareholders. 

3. Property Dividend 

o Dividend paid in the form of assets or property of the company. 

o Rarely used and usually in-kind distribution. 

4. Scrip Dividend (Promissory Notes) 

o Dividend is paid as a promise to pay later, usually when cash is insufficient. 

5. Liquidating Dividend 

o Dividend paid out of capital rather than profits, usually during partial or full liquidation of the company. 
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Why Should a Firm Pay Dividend? 

1. Reward Shareholders – Provides income to shareholders as a return on their investment. 

2. Signal Financial Health – Regular dividends indicate the firm’s profitability and stability. 

3. Maintain Investor Confidence – Encourages long-term investment and loyalty. 

4. Share Price Support – Consistent dividends may help maintain or increase market price of shares. 

5. Legal/Contractual Obligation – Some firms are legally required to pay dividends if profits are available. 

Procedures in Dividend Payment 

1. Declaration by Board of Directors – Board recommends dividend amount based on profits and reserves. 

2. Approval in General Meeting – Shareholders approve dividend in the Annual General Meeting (AGM). 

3. Record Date / Eligibility Date – Date on which shareholders eligible for dividend are recorded. 

4. Payment of Dividend – Dividend is paid in cash, shares, or other forms as declared. 

5. Filing/Reporting – Legal and regulatory requirements must be filed with authorities if applicable. 

 

 

Factors Influencing Dividend Policy 

1. Profitability of the Firm – Higher profits allow higher dividends; low profits restrict dividend payments. 

2. Stability and Growth of Earnings – Stable and growing earnings encourage regular dividends; volatile earnings lead to cautious or 
irregular payments. 

3. Cash Flow Position / Liquidity – Adequate cash is necessary for paying dividends; liquidity constraints may reduce or delay dividends. 

4. Future Investment Plans / Expansion – Firms retaining earnings for growth may reduce dividend payouts. 

5. Access to Capital Markets – Firms with easy access to external funds can afford higher dividends. 

6. Tax Considerations – Taxation on dividends may affect dividend decisions. 

7. Legal and Contractual Restrictions – Company laws or loan agreements may limit dividends. 

8. Shareholder Preferences – Some shareholders prefer cash dividends, others prefer capital gains. 

9. Economic Conditions / Inflation – Uncertain conditions may lead to retaining earnings. 

10. Market Considerations / Signaling Effect – Dividend changes can signal management’s confidence in future earnings. 

Types of Dividend Payout Schemes 

1. Cash Dividend – Dividend paid in cash; most common and preferred by shareholders seeking regular income. 

2. Stock Dividend (Bonus Shares) – Dividend paid as additional shares, conserving cash while rewarding shareholders. 

3. Property Dividend – Dividend paid in the form of company assets; rare in practice. 

4. Scrip Dividend (Promissory Notes) – Dividend promised to be paid later, useful when cash is insufficient. 
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1. Common Stock (Ordinary Shares) 

Definition: Shares representing ownership in a company. 
Features: Voting rights, dividend after preference shareholders, capital gain opportunity. 

2. Preference Stock 

Definition: Shares with fixed dividend paid before common stockholders. 
Features: Fixed return, usually no voting rights, priority in liquidation. 

3. Stock Split 

Definition: Division of existing shares into more shares to reduce per-share price. 
Effect: Total capital remains same; per-share market price decreases. 

4. Right Share 

Definition: Additional shares offered to existing shareholders at a discounted price. 
Purpose: Maintain proportionate ownership. 

5. Declaration of Dividend 

Definition: Formal process by which a company decides to distribute profits to shareholders. 
Procedure: Board recommends → Shareholders approve → Payment made (cash/stock/property). 

6. Retained Earnings 

Definition: Profits kept in the business after paying dividends. 
Use: Expansion, debt repayment, reserves. 

7. EPS (Earnings Per Share) 

Definition: Profit allocated to each share of common stock. 
Formula: EPS = Net Profit ÷ Outstanding Shares. 

8. DPS (Dividend Per Share) 

Definition: Dividend paid per share of stock. 
Formula: DPS = Total Dividend ÷ Outstanding Shares. 

9. Additional Paid-Up Capital (Share Premium) 

Definition: Amount received over par value when shares are issued at premium. 

10. Reverse Stock Split 

Definition: Consolidation of shares to reduce the number of shares. 
Effect: Per-share price increases; total capital unchanged. 

11. Advantages of Stock Dividend 

1. Conserves cash. 

2. Rewards shareholders without cash outflow. 

3. Increases marketability of shares. 

4. Signals company growth confidence. 

12. Rules & Regulations of Company (Company Act) 

Definition: Legal framework that governs company operations. 
Key Points: 

• Must register with company registrar. 

• Maintain statutory books and accounts. 

• Follow dividend declaration rules. 
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• Conduct AGM/EGM as required. 

• Comply with share issuance, capital maintenance, and reporting requirements. 

 

 

 


