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Part A

Answer all ten questions.

Each question carries 1 mark.

I. Choose the Correct Answer :

1 Which is not an objective of Financial Management ?

 (a) Value maximisation. (b) Strengthen labour morale.

 (c) Achieving a higher growth rate.(d) Profit maximization.

2 Which is not a characteristic of capital budgeting ?

 (a) Long term decision.  (b) Affects liquidity.

 (c) Short term decision.  (d) Involves huge investment.

3 Which is a long term source of fund ?

 (a) Advances from customers. (b) Advance from commercial banks.

(c) Shares.  (d) Trade credit.

4 Which is not an assumption of Walter's model ?

(a) The firm finance its entire investments by means of retained earnings.

 (b) Internal rate of return and cost of capital remain constant.

(c) Earnings of thefirm never change.

(d) Firm has finite life.

5 The credit period given to Customers and credit period allowed by creditors is stated in :

(a) Stock out policy. (b) Purchase policy.

 (c) Inventory policy. (d) Credit policy.

II. Fill in the Blanks :

6 Long term planning for making and financing proposed capital out lay is known as
—————.

29003

29003

1105

1105

1105



2 D 10004

7 ————— is the number of years it takes for the firm to recover its original investment by net

returns before depreciation, but after taxes.

8 ————— is the minimum rate of return expected by its investors.

9 ————— refers to a firm’s investment in short term assets, such as cash amounts receivables,

inventories etc.

10 ————— refers to the minimum amount of investment in all current assets which is required

at all times to carry out minimum level of business activities.

(10 × 1 = 10 marks)

Part B

Answer any eight questions from the following.

Each question carries 2 marks.

11 What is Financial Management ?

12 Why money has time value ?

13 Why capital budgeting decisions are needed ?

14 What are the merits of the pay-back period method ?

15 What is Earnings Yield Method ?

16 How to compute Cost of Retained Earnings ?

17 What are the assumptions of Gordon’s Model ?

18 What Modigliani-Miller’s Model of dividend ?

19 What is meant by operating cycle ?

20 Which are the methods of measuring working capital requirements ?

 (8 × 2 = 16 marks)

Part C

Answer any six questions from the following.

Each question carries 4 marks.

21 What is the Nature of Financial Management ?

22 A project costing 10 lacs. EBITD (Earnings before Depreciation, Interest and Taxes) during

the first five years is expected to be 2,50,000 ; 3,00,000 ; 3,50,000 ; 4,00,000 and 5,00,000.

Assume 33.99% tax and 30% depreciation on WDV Method.

23 Which are the tools used in Capital budgeting under risky situations ?
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24 Projects X and Y are analysed and you have determined the following parameters. Advise the
investor on the choice of a project :

Particulars Project X Project Y

Investment  7 Cr.  5 Cr.

Project life 8 years 10 years

Construction period 3 years 3 years

Cost of capital 15 % 18 %

N.P.V. @ 12 %  3,700  4,565

N.P.V. @ 18 %  325  325

I.R.R. 45 % 32 %

Rate of return 18 % 25 %

Payback 4 years 6 years

B.E.P. 45 % 30 %

Profitability index 1.76 1.35

25 What is the Importance of cost of capital ?

26 Explain the Criticism of MM Approach.

27 Which are the types of dividends ?

28 Explain the external factors affecting working capital requirements.

 (6 × 4 = 24 marks)

Part D

Answer any two questions from the following.

Each question carries 15 marks.

29 Explain the key elements to the process of Financial Management.

30 Z Ltd. has two projects under consideration A & B, each costing 60 lacs. The projects are
mutually exclusive. Life for project A is 4 years & project B is 3 years. Salvage value NIL for

both the projects. Tax Rate 33.99%. Cost of Capital is 15%

Net Cash Inflow (C in Lakhs)

At the end of the year Project A Project B P.V. @ 15%

1 60 100 0.870

2 110 130 0.756

3 120 50 0.685

4 50 — 0.572

29003

29003

1105

1105

1105



4 D 10004

31 ABC Ltd. has a capital of 10 lakhs in equity shares of Rs. 100 each. The shares currently

quoted at par. The company proposes declaration of a dividend of Rs. 10 per share at the end

of the current financial year. The capitalisation rate for the risk class to which the company

belongs is 12%. What will be the market price of the share at the end of the year, if i) A

dividend is not declared ? ii) A dividend is declared ? iii) Assuming that the company pays the

dividend and has net profits of 5,00,000 and makes new investments of 10 lakhs during the

period, how many new shares must be issued ? Use the M.M. model.

(2 × 15 = 30 marks)
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Part I

Answer all questinns-

Eac:h question caties L rnarh'

. (A) Choose the correct answer from the choices given :

- 1 The use of fixed cost in the operation of a firm is :

d Retuirred earning is treated 2s _- fund. rl.

(a) Trading on equity.

(c) Operating leverage.

(a) Ownership.

(c) Borrowed.

(a) Compoufid value.

(c) Present value.

(b) Leverage.

(d) Financialleverage.

(b) Creditorship.

(d) None of these.

(b) Future value,

(d) None of these.

(b) Money.

(d) Ioss.

3 The value today of the sum to be received in the future is known as its :

(a) IRR.

(c) PV.

4 The method which equates the present ,ul,r" of cash inflows with present value of cash

outflows is :

(b) ARR.

(d) NPV.

S The fundamental in many areas of finance to determinb trade-offbetween risk and return

IS:

. (a) Time value'of moneY.

(c) Profit.

Turn over
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(B) Fill in the blanks :

I

6 '--'is the peicentage change in the profits restrlting from a percentage change in

7 --+ involves- the evaluation of long term investments.
t,.

8 -----: dividendrelates to the consistency in the stream of dividend payments.

9 ,- refers to the difference between current assets and current liibi,lities.

\1 ,

.,,(10x1=10marks),:
. Part II :

.:
Answer any eight questions.

Each questian carries 2 marks.

11 What is meantby profrt maxinrization ?

12 What is pay-back period ?

13 What is f,mancial leverage ? \

.:
t4 What do yoq mean by Gross working capital ?

15 lvtret is interim dividend ? 1

16 What do you mean by stable dividend policy ?

L7 Whdt do you mean by dividend pay-out ratio ?

18 What is EPS ?

19 flhat is EOQ ?

20 What is profitability index ?

(8x2=16marks)

Part III
Answer any six questions.

Each questinn canies 4 marhs.

What do ygu mean by financial management ? Explain the scope of financial management.

What do you mean by capital structure ? What are the factors affecting capital structure ?

21

22
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23 Explain the various sources of long terrn financing.

24 What is overall cost of capital ? How is it calculated ?

25 What is working capital ? Explain the components of working capital.

26 Define capital budgeting. Explain the discounted cash flow techniques used to evaluate a

project proposal.

27 The cuhrent market price of a company's s\are is Rs. 90 and the expected dividend per share
next year is Rs. 4.50. If the dividends are expected to grow at a constant rate of 8 Vo,find out
the shareholders requiried rate ofreturn.

28 A firm's sale is Rs. 2,20,000 lakhs. The variable cost is 35 Voof the sales. The fixed operating
cost. is Rs. 55,000. The amount of interest on long tbrm debt is Rs. 20,000. Compute the
composite leverage.

Part fV

.Answer any two questions.

. Each question carries L5 marhs.

29 Explain the relevance and irrelevance theory of dividend decisions. '

30 From the following details calculate the net present vaiue'of project A and B and suggest

which of the project should be accepted. Discount rate is lDVo.

Project A ProjectB

Initial Investment 25,000 30,000

Estimatedlife. 4years Syears

. Scrap Value 2,000 ' nil

An additional amount of Rs.10,000 was spent at the beginning of the second year for
pioject B.

The cash inflows (i.e., profit before depreciation and after tax) are as follows :

' Year L Year 2 Year 3 , Year 4 Year 5

Project A ..: 5,000 8,000 12;000 7,000

. Project B 20,000 15,000 12,000 5,000 2,000

PV Factor at lOTo- 0.909, 0.826, 0.751,0.683 and 0.62L.

Turn over
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Part I. aq!!l

Answer all ouestion^s.

Eanh questian carri,es L mark.

(A) Choose the correct answer from the choices given :-.

- (a) Investrnent Decision. &) Working Oapital Management.

(c) Marketing Management. (d) Capital Structure.'

(b) Owned capital.

(d) Subscribedcapital,

I

(b) Total Inventory Cost.

(d) Safety Stock Level.

4 The circular flow of cash to suppliers, to inventory, to accounts receivables and then to cash
ts:

(a) Operating cycle.

(c) Circulatingcapital.

5 The share ofprofrts of a company divided amongst its shareholders is :

(a) Dividend.

(c) Salary.

Maximum : 80 Marks

(a) Debt capital.

(c) Authorisedcapital.

3 EOQ is the quantrty that minimizes :

(a) Total Ordering Cost.

(c) Total Interest Cost.

(b) Trade cycle.

(d) None of these.

G) Bor-rus.

(d) Interest.

ff:1ttl*,};
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Fili in the blanks :l -
'-:..- 

'1, .'*'""1
6 '1}1; di+ridend wfiich is declarg.d gt thg en{ of the fioancial year. is ---:=- dividencl;,' ,',;,

7 

-is 

also known as benefit cost ratio.-:-- ------

8 .7: of a company is made up of debt and equity securities.

rg ,A company is said.to be low geared when the ' .' capital is greater than creditorship

t0 ---+-*;,refers to the difference between current assets and current liabilities.

,,.Part II

, Each question cdrries Zmdrks.

11 What.is financial management ?

n Wlatis wealthmaximization ? . ''

13 What is time value of'money? ri' : , :'

15 What do you mean by:predent, value ?

16 What is capital structufe ? , ', ;'"

17 What is a share ?

18 What do you mean by grosswbrking capital ? ' '

19 What do you mean:by stock'divldend ? '

20 ,What is mb6nt by retentionratio:?

(10x1=10marks)

(8 x2 =,L6 marks)

Part IU

Anbw'er any six qu.esiinns. '

, , , Eaeh question carriii 4 morks.

21 What do 1,ou mean by dividend deeision ? What are the different forms'of dividend paid by

22 What is financial management ? What are the objectives of financial management ?

t-
I



I D70077

- .l t
ZS Plofrt maximiZation ispot qn opglationally fepslbJe,g4lerion. Dq you agree ? Illustrate your 

,views.

,24 What is,meant by cost of equity ? What are the different methrids of calculating cost of

equity ?
,.,.'' '..,. . :

25 What do you understand by present valub method of evaluaiing projects ? Explain the salient

featuresofpresentvaluemethods. '':"' ' '"' '' ' 
l

26 Explain the traditional theory of Capital'structure. " :

27 A company offers equity shares of 8s.10'each for iiubli.fi::fi:ff:_t5iilil31ffiil;
company p ays2%o of the issue p.Ir, gejas under.wnti,ng com

by equity shareholders is 307o. Comiute Cost of gOuitf capital. Will your cost of capital be

ditrerdnt if it is calculated on the basis of present market value of equity share which is only

Rs.18.

28 )trYZLtd. has sales of 8s.20;00,000, variablq oost 8s.14,00,000 and Fixed cost of Rs.4,00,000

and a debt of Rs;10,00,000 atL}%rate of interest. Compute the operating, financial and

- combined leverages

(6x4=24marks)

Part trV

Answer anY two questions.

Each questinn carries L6 tnarks.

29 Explain the various sourges of long term {inanciug available to corporates in India.

30 Ybu are gtrven the following information regarding two proposals X and Y:

ProjectX ProjectY

Rs. Rs.

Expected cash inflows

lst year end .., 15,000 3,000

2nd year end 10,000 7,000

3rd year end 5,000 20;000

Examine which projeet is preferable under NPV criterion. Rate of discount is 8c/o.

PV Factor at 8Vo - 0.926,0.857 and 0.794.
Turn over
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, ' $[r1' rffi,f,t&..*tgieagaged in,:largB:sca'Ieeonsumdr rbtailing; Frorn i;he,foliowinginformation, you
are required to estimate theirworking capital requirement :

,i,r lProieeted anrlual salesil'r;; ,',.' . ,

Pereentage,6f,l{gfi profit on cost of sales

..:" "' ti"RS. 70r0tir006

... 25%

Average credit period allowed to debtors .. g weeks

, Aterage credit period allowed by qreditors 1::. B weeks.,
:,j, 1. .i.l r.,i::.. L: . .J. : r.,.r : i:.. ..- . .-.

Av-erage 
ltoc\,9311yjnS.{in tg1ms,of sales 4eguirements).. , 6 wegks ,,

, Add, 1O%,of cornptrted,,figune,to.allow ftr contingencies.

(2 x 15 = 30 parks)

l. 'r

,r:ri.i
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Part tr

Answgr all qu,estia*s.

. Bqfih question carries L mark.

(A) Choose the correct answer from the choices grven:

1 Financial leverage is also known as : :

(a) Trading on equity.

(c) Capitalisation.

,, (a) Workingie&iital, 
"'

(c) Networking capital.

(a) Trad<i discount.

(e) .Rebate.

2 the firods invested in total current assets ip,teru.ed as :

(b) Capital stiucttre.

(d) Self-financipg.

' . (b)' Grossworkingcapital.

(d) . Po.sitire workiag capital.

(b)' Cash dieeount.

((l) None of ttrere.

, , g flhe,&laacial *r*** activiW eoncerned with ifrve@ent of funds for.the business Brrrpose

is termed as:

(a) Capital budgeting decision. (b) Finarrerqg decisior

(c) Dfiiidend decision. (d) W,orking capital decision.

4 A percent reduction in sales or ptrrchase price allorfed for early payment of invoices is ;

5 The minimum rate if return which a firy shoul4 earrr on its investment is :

(a) Cut-o,ffrate. \ (t) Cost'ofcapital.

(d) None dthese.(c) Cost of borrowed funds.

Twa sv.str'
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(B) Fill in the blanks;

6 The cost of -=-- capital:is substantially higher than that of debt,

7 A dividend which is declared before the declaration of the final dividend is _ dividend.

8 

- 

is the amount of working capital which is required to meet the seasonal demands.

I Under . 

- 

method average annual profit (after tax) is expressed as percentage of
investment.

10 Objective refers to the maximization of the market price per share of the company.

(10 x 1= 10 marks)
. Part II

Anlwer an5t eight questinns.

Each questian carri,es 2 marks.

r 11 TfrIhat is ProfitabiliW Index ?

13 What is leverage ?

74 What is meant by worklng capital ? . ,

15 What is bond dividend ?

16 What do you mean by capital rationing ?

L7 What do you mean by cost of equity ?

18 What is operating leverage ?

\

19 What do you mean by financing decision 7

20 What do you mean by sweat equity ?

I

Part III

Answer any six questians.

Each question carries 4 marks.

What do you nrean by dividend decision ? What'are tlqe determinants of dividend policy ?

Write a brief essay on the various factors affecting working capital requirements of an
organisation.

23 In what ways is the wealth rnaximization objective superior to the profit maximization
objective ? Explain.

(8x2=16marks)

2L
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24 A firm's sale is Rs. 2 Lakhs. The variable cost is 3O ?o of the sales; The fixed operating cost is
. Rs. 50,000. The amount of interest on long term debt is Rs. 15,000. Computer the

' { 
'i

composite leverage.

25 What do you mean by Pay-back period method ? What are the advantages and disadvantages

of pay-back period ?

26 Why is the consideration of time important in financial decision-making ? How can tirne value

be adjusted ?

27 Explain the Modigliani-Miller approach to the problem of capital structure" Ii\Ihat are the
limitations of their approactr ?

28 Acompanyhasl,00,000sharesofRs.l00atpar,ofpreferenceshares,outstandingatg.TsTo

dividend rate. The ctrrrent market price of the preference share is Rs. 80. What is its cost ?

(6 x4=24marks)

Part fV

Eoch questtian earries t5 marks.

29 , Explain the operating cycle approach of estimating working capital for a manufacturing
organisation.

80 No project is acceptable unless lhe yreld is LO Vo.Cash inflows of a certain project along with
eash outflows are givdn below :

Year Outflows (Rs.) Inflows (Rs.)

0 ... 1,50,000

1 alrl narlr

2 ... 30,000
i

3 . 60,000

S . 80,000

The salvage value at the end of the 5th year is Rs. 40,000. calculate Npv.

PV factor at lO Vo - .909, .826, .75\.683 and .621. '

Turn over
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8[ 
ry4hqdpvp Ltd.,, are engaged in lafge-scde re$ail bu.siness.'F]om the following information,
you are required to estimate their working capital requirement :

Projected annual sales

Percenlage of Net profit on cost of sales

,\
.Average creditpm.lod a&owed by creditqrs 

:

Average stock carrying (in terrns of sales requirements).

Add 10 7o of computed figure to allow for contingencics.

, r-triir-t

Rs. 1,B6,00,000

2|Vo

8 weeks

4 weeks

E weeks

. (2 x 15 ='80 marks)

-*q+t'

{

+
i
I
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Part I
'Answer all questions-

Each question carries I mark.

(A) Choose the correct answer from the choices given :

1 Discounting technique is used to :

l

(b) Find out present value of money.

(c) Find out both future and present value of money.

(d) None of the above.

2 Which of the following is the short-term souree of funds I

(a) TradeCredit.

(c) Debenture.

3 The usual method of paying dividend is :

(a) Size of the business.

(a) Present Value Index.

(c) Discounted cash inflow.

(a) Scrip.

(c) Cash.

4 Requirements of working capital depends rioo t

(b) Share.

(d) None of these.

(b) Property,

(d) Stock.

(b) Credit polrcy adoPted.

(b) NPVmethod. i

(d) IRR method.

E In which method the interest rate that equatps the present value of expected future cash

inflows to the cost of the investment outlay is considered :

Turn over
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(B) Fill in the blanks :

,6 Net worlring -capital is ttre exeess of

7 Cosf of retained earnings is the
shareholders.

Ploughing back of profits is an

11

,L2

13

L4

15

16

L7

18

19

2o

Issue of bonus shares is a remedial measure for

Shares having no face value are known as

Part II
Answer any eigfot qu,estions.

Each questinn carribs 2 marks.

Distinguish between gross working capital and net working capital.

What is Scrip dividend ?

What is weighted average cost of capital ?

What do you mean by ARR ?

What is stable dividend policy ?

What are sweat equity shares ?

Distinguish between implicit cost and explicit cost.

What is meant by stock split ? When it is done ?

What is capital gearing ?

What do you mean by discounting teclinique ? ' 
,

Part III
' 

Answer any six questions.

Each qrrcstion carrics 4 marks.

what are the arguments in favour of wealth maximisation goal ?

Explain briefly plo,ughing back of profits. State its advantages.

c 80259v

cost of dividends foregone by the equity

source ofcapital.

capitalisation.

(10x1=10marks)

(8x2=16marks)

2

8

9

10

2L

22
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Zg A project costs Rs. 20,00,000 and yields a profit of Rs. 4,00,000 annually for 10 years. The

profit is before depreciation and taxes. You are required to calculate ttre payback period

assuming Sovo taxrate and depreciation on straight line method.

!t
24 , Explain the limitations of financial leverage.

25 What are the different types of dividend policies ?

26 What are the advantages of issuing bonus shares

27 Explain the dangers of redundant working capital.

28 A company issues 10,000, lOVo prefercnce shares of Rs.100 each. Cost of issue is Rs. 2 per

share' calculate cost of preference capital ifthese shares are issued (a) at par' (b) at premium

of LOVo, and (c) at a discount of }Vo.

(6x4=24marks)

,]Part IV

Answer any two questiot*.

Each question carries L5 morks.

29 What is capital structure ? What.are the factors affecting capital structure ?

30 Ttre following figures relating to two companies :

A Ltd (in lakhs) B Ltd (in lakhs)

, Sales 1,000 2,000

Variable costs 400 600

Contribution 600 1,400

EBIT 300 600

Profit before ta:r 2OO .400

You are required to :

(i) Calculate the operating leverage, financial and combined ieverages for the two ':

companies; and

(ii) Comment on the relafive risk position of them.

Turn over
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3L A project':eosts Rs. l-,00,000 with an estimated,cash inflows of Rs. 30,000, Rs. 40,000,

Rs. 40BAO, Rs.50,000 and.Rs.60;000. Calculate: " 
,

(e) Discounted payback period.

(d) NetPresentValue..

(e) Profitabitity Index.

Apply discount rute of l0%.

(2,x;15 = 30 marks)

\
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Part I
Anawer all questioms"

Each queatian carriee L murk,

(A) Ohoose tire correct answer from tJre choices given :

1 AIIC analyeis is used in :

(a) ,Oash management; (b) Inventory management. \

(e ) eorporate ethiee 
"

(d) Corporato responsibilitios.

2 eompounding technique is used to find out :

(a) Preeent value of money, (b) Future value of money"

(e) Prefereneo of money" (d) Nons of these,

li Oost of issuing new shares to the public is known as :

4 'llird in hand'argument io given by :

(b) MM model.

(d) Traditionalmodel,

S Whieh of tho following is not incorporated in capital budgeting ?

(a) Tax cffect. G) Time value of money,

(e) Ilequired rate of return" (d) &atc of cach diilsount.

(B) Fill in Lhe blanks i

6 eost of retained oarnings is the @ cost of dividend foregone by the equity
shareholdore.

? l+inaneial leverago io also known &F 

-,;8 worhing eapital moans the total current asset.

(a) Irlotationcost.

(c) Marginal eont.

(a) David durand.

(s) Sordon's msdel"

(b) Speciffc cost,

(d) Cost of equity.

Tunr ovor
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Discuss the itrportance of debentures lls a source of finance.

What are the principles of working capital management ?

Iixplain the factors acter-miqfne *pitulst oui;. "

Deseribe N.OI approach ofcdpital strustu-re.

(a) X Ltd. issues 11% debentures offace value ofRs. 100 each and realises Rs. gb per
debenture. Ttre debentures are redeemable 

"n". 
fO r";r, ;;;;;;";;;

(b) Y Ltd issues preference shares of face virlue of Rs. 100 each carryrng 15% dividend
and realises Rs. 92 per share. Ttie shares are repayable after 12 yerirs at par.

(6x4=24marks)

Fart IV

Answer an! two questians.

:' 
, . ir 

,

Explain MM model,and Walterls Model ofdividead theory.

The following figures relate.to two cornpanies :

A.Ltd. B Ltd: i.

.,.\ 8,001000 16, O0,OO0

, 3,00,000 4,50,00p

.:. 15,00,000 11,50,000

2,00,000 5,00,000

i.. 3;oo,ooo ,'5,Eo,ooo

50,000 1,50,000

i2,50,000 4,00,000

(a) Calculate the operating, financial and combined ieverages for the two companies.

(b) Comment on the relative risk position of the companies.

Turn over
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24

25

26

27

28

29

30

Sales

Vaiiable cost

Contribution

Iixed cost

EI]IT

Ilrofit before tax

You are required to :
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9 When'dividend is:paid in cash it is termed 8s.- dividend.

L0 The decision concerned with the procurement of:total fur,rds required by a fii:rn is known
as-

(10 x 1= l0harks)

Answer any eigbit qu,esf;ions.
Each question earries Z,yo*s

11 What are the dimensions of receivab,les mfidiiement ?

12 Distinguish between operating leverage and financial leverage.

13 What is Internal Rate of Return ?

14 What is sweat equity ?

15 What do you mean by capital rationing ?

16 rWhat do ybu mean by overall cost of capital ?

L7 What is meant by Realized Yield Method ?

18 What do you mean by financial engineering ?
:

20 what is sensitivity analysis 
(g x 2 = 16 marks)\e^

Paft trII

Each question aarries 4 m'arhs.

21 Describe the scope of frnancial management.

22 f)iscuss the applications of time value techniques.

23 Irrom the following data, compute the operating cycle of X Ltd. :

x Ltd.
(Rs.)

Il,aw material 45,000

Work-in-process 30,000

F'inished goods 28'000

Purchase / consumption of raw material per day 1, 60,0G0

Cost ofgoods produced/sold per day ... 3, 00,000

Cr:edit sales perday: 3,60,000

Debtors 72,ooo

Creditors 20,000

Assume 365 days for computational purposes.
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Sl A conrpany is considering an inveet'ment proposal of purghesing a maahine costing

ns. S,O0,000.The machin*,hari 'ex$ctana}i of 5 years and depreeiation is charged on

Btraight line method. fire estimat€d caeh flows ftom the machine are as follorrus :

Year '1 ' 2 I 4 6

Caeh inflows before ta:r aftor depr6ciation .., 70,000 76'000 86,000 1,00n090 1,50,000

PV f,actor at S% diseount pate . ' . ;.r.****r...,.;r*i.,: :..,.$?S-] ., , ".,857 ,794 , .786 ;681

: I ' Asdumtng coqporate tax:rate orCO % sEIEUtate :

1 Paybackperiod
a

2 Net present value.
(2 x 16 = 80 marks)

,.li

,I



:

,11s28
_\-

--tri*-urx*g*"=.-...-= Reg.

FIFfII SEMTSTER B€om DEGREE (SITPPLEMENTARY/
E}(AM}!I+T,ION, NOVEMEER 20 1 6

..BC 5B 11 -
Frq-; ccss)
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Part A
Anstaer all tuelue qtestions. Eachqtestion carries

A. Choose the correct answer from the following:-
1. Return on investments may be improved by:

Maximum :3O l[eightage

-\
% weiglilagq.

2. Which of the following is not used in Capital Budgeting?

(a) Increasing T\rrnover
(c) Increasing Capital Utilization

(a) Time Value of Money
(c) Net Assets Metho<i

(a) Equity Share Capital
(c) Debentures

(b) Reducing Expenses
(d) All of the above

(b) Sensitivity Anaiysis
(d) Cash Flbws

(b) Preference Share Cap_ital
(d) Retained earnings

(b) Decreasihg Dividend Policy
1ii) wone of the above

3. Which of the following sources of funds he.s an Implicit Cost oiCapita_l?

4. 'Constant Divi<lenci per Share'policy is considered as:
(a) Increasing Dividend policy
(c) Stable Dividend policy

B. FiU in the blanks with appropriate words:
5. Cost of ,retained earnings is the opportunity cost of dividends foregone

W<1:........
6. falls rvith the shortage of working capital.
7. dividend is a usual method of paying dividend.
8. Operating leverage X Financial leverage = .... j......

C. Answer the following questions in a single word:
9. The minimum rate of return expected by investors is called:
10. The securities which cannot be redeemed during the life of the company

1 1. Dividends paid out of capital is known as:
12. The process of setting aside a part of earnings for future capital requirements

is called:

(l2xY+=3weightage)

short answer *.":r#.in"*., all qtestions.
Each question earries 1 weightage.

13. What do you mean by floatation cost?
14. What is meant by capital budgeting decision?
15. Define finance function.

Turn over
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16. What is weighted average cE*,ofi{pftal? ;..
17. What is meant by capitaliationing?

l9=Wliat is net terminal value?
20. How does production cycle effect working capital?
21. What do you mean by prolit maximization?

J

(9x 1=9Weightage)
Part C

Short essaA qtestions. Ansuter any ftue Etestions.
Each question carries 2 weightage.

22. Differentiate between liquidity and profrtability.
23. What is NPV method? State its features.
24. What is financial risk? How does it arise?
25. Why Capital budgeting decisions are more important?
26' Explain the role of 'operational efficiency' in the determination--of working

capital requirement.
27 ' Mayuri Ltd. Issued 1,oo,o0o, 9% debentures of Rs. 20 /- each. Calculate cost of

debt capiL4.$the issue is:
(a) At par 

- 
tb) At a premiuro-9-{-lgt-- (c) At a discoun t of 5%o

Tax should be ignored.
28' From the foliou'ing information compute percentage change in EpS when the

sales are expected to decline by Soh
EBIT Rs.1,20,0O0/- Contribution Rs.4O,OOOl_ Interest Rs.10,O0O/-

(5x2= l0Weightage)
Part D

Ansuter ang two questions.
Each question carries 4 weightage.

29' "The wealth maximization objective provides an operationally appropriate
decision criterion". Elucidate.

30' A project would cost Rs.2O,OO,OOO and is expected to generate cash inflows of
Rs.8,oo,ooo, Rs. 7,00,000, Rs. 6,0o,o0o and Rs 5,00,000 during the first to
fourth ye€rrs of project respectively. Calculate IRR.

31' From the following details, prepare income statement of Company A and
Company B.

Financial leverage

Interest
Operating leverage

Variable cost as a o/oage of sales
Income tax rate

Companv A Companv B

3:1 4:l
Rs.200 Rs.3O0

4:1 5:1
66zfso/o 75o/o

45o/o 45o/o

(2x4=8Weightage)
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Part B

Answers should, be written only inEnglish-

SncrroN A

Ansu)er all nine ouestions in onp nr h.Answer a! ,,ne questions in otne ot two sentenees each.
Each questinn caruies weightage of l.

1. What is ARR ?

2 Define wealth.

3. Wfrit is capital rationing ?

4. What is ABC analysis ?

5. What is marginal cost of capital ?

6. What is compoundvalue of an annuity Re. 1 ?

7. What is stock dividend ?

8. Define risk.

9. What is working capital gap ?

(9x1=gweightage)

, SpcrroN B

Answer any frve questians.
Ansiers not to exceed. one page each.

Each question carries a weightage oi2.
Explain operating leverage and financial leverage.

What are the motives of holding cash.

Turn over
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10.

11.
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i LZ. What are the factors that lead to'change in value of money ?

13. Calculate EOQ Problem.

L4. Wiat are the merits and demerits of PB Method ?

15. Calculate ARR ofthe following investment proposal :

Cost of machine

NetPiofit aftertax

I year

II year

III year

IV year

\
IvE580

60,000

5,000

7,000

.. 9,000

V year .. 11,000

ns heen r..harsed on l.Depreciation has been charged on straight line methot

t6. Estimte.the working capital requirement from the following information relating to a trading

concern :

, Projected annual sales Rs. 8,00,000

Percentageofnet profiton sales 257o

Average credit allo.wed to Customers 2 months

Average credit allowed by soppliers . 1 month

Average stockhddings in terms of sales requi. :- I mgnths

Allow LO% foi contingenciOs.

(5x2 = l0weightage)
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SECTIoN C

A-^-..^- ---- L----. Answ.er a,ny two questi.ons.

Each question caries a weightoge of 4

L7 - IKYZ company has the following capital structure on Blst December :

D 12580

, LLVo Debentures

L0VoPrcference Shares

5,00,000

1,00,000

4,00,000

10,00,000

4000 Equity Shares of Rs. 100 each

Total

18.

Equity shares are quoted at Rs 102 and it is expected that the compay will declare a dividend of
Rs' 10 per share at the end ofthe current year. The dividend i, 

"*p".t"a 
to gro* at lyvoin the

coming years. fire company's tax rate is 50Vo.

Calculate the weighted average cost of capital of the company.

The Vikas Engineering Co. Ltd., currently has one lakh outstanding shares selling at Rs. 100
each' The firm has net profits of Rs. 10 Lakhs andwants to make new investments of Rs. p0lakhs

lurins 
the period. The fim is also thinking of declaring a dividend of Rs. E per share 

"* 
,* ";;;the current fiscal year. The firm's opportunity cost of capit al is Lo?o.Based on MM assumptions,

answer the following questions :

(i) What will be the price of shares at the end of the year if dividend is not declared ?

(ii) What it will be if dividend is declared ?

(iii) How many new shares are to be issued to finance the new investment

. (iv) Prove that dividend is irrelevant according to MM Hrcothesis.

Explain the different discounted cash flow technniques to evaluate capital expenditure projects.
' ' (2x4=Sweightage)

19.
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Part A

Answer all twelve questions.
Each question canies L/a weightage

Choose the correct answer from the following :-
1. Requirements of working capital depends on :

(a) Size of the business. (b) Credit policy adopted.

(c) Operating cycle involved. (d) All the above.

2. Discounting technique is used to :

(a) Find out future value of money.

(b) Find out present value of money.

'(c) Find out present and future value.

Leoftheabove.,:
3. Which of the following is not a motive for holding cash ?

(b),Speculative motive.

(d) Precautio.nary motive.

4. Operating leverage helps in analysis of :

(a) Transactionmotive.

(c) Saving motive.

. : ': : i,
(a) Business Risk.

(c) Production Risk.

Fill up the blanks with appropriate words :

5 Capital.investment decisions are generally of --- nature.

6. Working capital is also known as 

- 

capital.

7. Capital gearing refers to the relationship between equity capital and

8. Financial leverage is also known as 

-

(b) Finanting R-isk.

(d) CreditRisk.

- *'i.4

\
E
t

Turn over
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Answer the following questions in a single word :

9. Mention another name for Compounding technique of time value of money.

10. The discount rate which equates the present value of cash inflows with the present value of cash
outflows is known as :

What is the process of making investment decisions in capital expenditures ?

The EBIT level at which EPS remains the same irrespective of different alternatives of debt equity

( lZ x r/s= B weightage)

Part B (Short Answer Type Questions)
Answer qll questions.

What is Gross working capital ?

Name various methods of computing cost of equity capital.

What are the sources of short-term finance ?

What is time value of money ?

What is financial leverage ?

What is Scrip dividend ?

Define Cost of capital.

What is Capital Gearing ?

Explain Over capitalization ?

(gx1=gweightage)
Part C

Answer any fue questions.
Dach question carries 2 weightage.

What are the important motives for holding cash ?

Explain the significance of eost of chpital. '

Explain the types or kinds of working capital ?

Describe the theories of Net Income and Net Operating Ineome approach in Capital structure.

From the following information, calculate average collection period :

1"1.

12.

13.

L4.

15.

16.

17.

18.

19.

20.

2L.

22.

23.

24.

25.

26.

Total sales

Cash sales

Sales return

Debtors at the end ofyear

Bills receivables

Creditors

Rs..

1, 00,000

20,000

7,000

11,000

4,000

15,000
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D 90889

A 5-year Rs. 100 debenture ofa firm can be sold for a net price ofRs.96.b0. The coupon rate of
interest is !47o per annum, and the debenture will be redeemed at 5 clo premium on maturity. The

firm's tax rate is 40 c/o. Compute the before-tax and after-tax cost of debenture.

Calculate operating leverage, financial leverage and combined leverage from the following data :

Rs.

= 2, 00,000

= 0.70

= 65,000

= 15,000

Sales (1,00,000 units)

Variable cost per unit

Fixed cost

Interest charges

(5xZ=l0weightage)
Part D

nswer any two questions.

Each question carries 4 weightage.

29. ABC Ltd. sells its products on a gross profit of 20 70 on sales. The following information is extracted

from its annual accounts for the year ended Blst March 2C/il2:-

&.
Sales (3 months credit)

Raw materials

Wages (15 days in arrears)

Manufacturing expenses (one month in arrears)

Administration expenses (one month in arrears)'

Sales promotion expenses (payable half yearly in advance)

40, 00,000

12, 00,000

g, 60,000

12, 00,000

4, 90,000

2, 00,000

The company enjoys one month's credit from suppliers of raw materials and maintains 2 months

stock of raw materials and one and a half months finished goods. Cash balance is maintained at
Rs. 1,00,000 as a precautionary balance. Assuming a 10 % margjn, find out the working capital

requirements of ABC Ltd. Coist of sales for computation of debtors and stock of finished goods may

be taken at sales minus gross profit as per rate of gross profit given.

Turn over
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'4
30: 9gl.rlate the average rate of return for projects A and B from the follswing :-

Project A
if :+;' i,:.: ' :,'' :-,,.
,".., Rs.,Z0, 000

' ' Expected'life (No:sdlvage'va1ue) 4 5rears 
"'

ti.

Projected Net Inebme'(a*er'iiiterbst,' tlepreciation aiid taxes)
t 

'"ProjecrAr(Rs.)

9,000

"i't;500
: :.lr$e$

:

_ _._l.',.r-:1,1600.

,:";.: :.-i-

Investments

Years

1

2

3

ProjectB.
. la.

R:,,10,,0P

5 years

' :'1.1 .:

Prcijact B (Rs.)

' 3,000

3,000

2,0{o'

1,000

1,000 " :,:

QI0QQ,,: 10,000

If the requird ratqof retqmli**2.*Fnffifth
31. Erplau the various factors which influencE ff'r$,Eividend decision of a firm ?

: .: : 1:.:i

+.:. i

Nt '-
I

I

,')
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PartA
This section consists of three buncrws of four questians each.

Each carries a weightage of l.
. Answer all questions.

I. Choose the correct answer from the following :-
I Which of the following is not a current asset?

(a) Stock.

(c) Debtors.

Financial leverage occurs when :

(a) A firm borrows funds.

' (c) A firm merges with other.

3 If the firm has fixed costs, it would have 

- 

leverage.

Maximum Weightage : 30

(a) Operating leverage.

(c) Both (a) and (b).

(b) Bills Receivable.

(d) Goodwill.

(b) A firm financing tci the other.
(d) None of these.

(b) Financial leverage.

(d) None of these.

4 Which of the following method(s) may be used for judgrng profitabilty of a project ?

(a) Payback rrethod. (b) Return on investment method.
(c) Return on capital employed. (d) All of these.

II. Fill in the blanks with appropriate words :

5 

- 

management can be defined as the management of flow of funds and it deals with
the financial decision-making.

6 Working capital is also known as 

- 

capital.
7 According to 

- 

model, the dividend decision is irrelevant.
8 The simplest capital budgeting technique is

Turn over
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Staie whether the following statements True or False :

9 The investment, financing and dividend decisions are not related to the value of the firm.

10 Money has no time value.

11 Capital budgeting decisions are long decisions.

L2 Total risk of a firm is determined by the combined effect of operating and financial leverage.

(12 x yn =.8 weightage)

Part B

IV. Answer all th,equestions. Each question carries 1 weightage :

13 Define financial management.

L4 Name any two constituents of current assets.

15 Give a short note on cost of holding inventories.

16 What is weighted average cost of capital ?

L7 What is trading on equity ?

LB What is capital budgeting ?

19 What is dividend payout ratio ?

)O Name two forms of corporate securities..,

-2L What do you mean by operating leverage ?

(9x 1=9weightage)

Part C

V. Answer any fiue questions. Each question carries 2 weightage.

22

23

24

25

26

What are the various kinds of working capital ?

Enumerate the assumptions of MM hypothesis of the irrelevance theory of dividend.

What is meant by capital structure ? Enumerate the factors determining the capital structure.

Explain briefly the relevance concept of dividend

A company plans to issue 1,000 new shares of Rs. 100 each at par. The floatation costs are
expected to be 5 7o of the share price. The company pays a divi{end of Rs. 10 per share
initially and the growth iri dividends is expected to be 5 Vo. Compute the cost of new issue of
equity shares.

27 Determine the payback period for a project which requires a cash outlay of Rs. 10,000 and
generates cash inflows of Rs. 2,000, Rs. 4,000, Rs. 3,000 and Rs. 2,000 in. the first, second,

third and fourth year respectively.
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28 A simplified income statement ofAhalya Ltd. is given below. Compute andinterpret its degree
ofoperating leverage.

Income statement of Ahalya Ltd. for the year ended 31st March 2013:
Bs.

Sales 10,50,000

Variable Cost 7,67,000
Fixed Cost 75,000

EBIT 2,09,000
Interest 1,10,000

Taxes (30Vo) 2g,4OO

Net Income ... 68,600
(5 x 2= 10 weightage)

Part D
VL Answer any two questions from the following. Each question carries 4 weightage :

29 A company is considering investment in a project that costs Rs. 2,00,000. The project has an
expected life of 5 years and zero salvage value. The company uses straight line method of
depreciation. The company's tax rate is 40 Vo. The estimated earnings before depreciation and
before tax from the project are as follows :

Year Earnings before Present ualue
depreci,atinn and /a* (Rs.) factor at 70 Vo

1 ... 70,000 0.909
2 90,000 0.926
3 ... 1,20,000 0.75L
4 90,000 0.683
5 ... 60,000 0.62t

You are required to calculate the net present value at L0 Voand advise the company.

30 From the following details you are required to make an assessment of the average amount of
working capital requirement of AB Ltd. :

Iterns , Auerage period Estim.ate for the

Purchase ormaterial ... "{{::{, o;;,{;:;r::"

1% weeks 19,50,000Wages

Overheads:
Rent, rates etc. 6 months L,00,000
Salaries l month 8,00,000

Sales (cash) 2,00,000
Sales (credit) .. zmonths 60,00,000
Average amount of stock and-work-in-progress 4,00,000

It is assumed that all expenses and incomes were fnade at evgn rate for the year.

31 Define Financial Management. Discuss the scope and significance "t"T"j'l*Tffi"ffi;
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SrcrroN A

Each camies a weightage of L.

1. What is profitability index ?

2. What is capital rationing ?

8. What do you understaad by liquidity decision 2 '

4. What is wealttr ma:rimization ?

5. What is financial leverage ?

6. What is gross working capital ?

7. What is Simulation Analysis ?

8. What is ploughing back of profit ? . :

Srflrol.r B

#-,:;;#!:;:;r:;:;,
10. What are the factors deterrnining Cost Of Capital ?

11. Explain the limitations ofARR ?

L2. What are the role of a financial uranager ?

13. What are the objectives of financial management ?

L4. Explain the process of capital budgeting ?

Name......

Maximuq : 27 Weightage

(9x 1=9weightage)
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The market price of equity shares of a company is Rs. 150. The comFany had paid a dividend of

Rs. 30. The investors expect a growth rate of 57oin dividend evelry year. Caleulate cost of equity ?

A project requires an investment of Rs. 5,00,000 and has a scrap'value of Rs. 20,000 after five

years. It is expected to yield a profit after depreciation and taxes during fiwe years amounting to

Rs. 40,000, Rs. 60,000, Rs. 70,000, Rs. 50,000, Rs; 20,000. Calculate Average rate of return on

(5 x 2= 10 weightage)

SrcrroN Cugvllvrl v

Answer anY two questians.

Each carries a weightage of 4.

L7 . XYZ ttd sells goods on a gross profit of 2S%o.depreciation is taken into account as part of cost of

production. The following are the annual figures grven to you :

' Sales (two months credit) .. 18,oo,ooo

Material consumed (one month credit)

Wages (one month lag in paymentle6 ur lrqJruegu

Cash manufacturing expenses (one month lag in payment) ..

Sales promotion expenses (paid quarterly advance)

Income tax payable in four instalment of which one lies in next year 1,50,000. Ttre companykeeps

one month stock each and finished goods. It is also keeps Rs. 1,00,000 in cash. Estimate the working

capital requirements. Assumi ng L}Vo Safety margin.

18. Sandra Ltd company has equity share capital of Rs.5,00,000 divided into shares of Rs. 100 each. It
wish to raise further Rs. 3,00,000 for expansion cum modernisation plan, the company plan the

following financing scheme :

(a) All common stock.

(b) One lakh in common stock and 2,00,000 in debt at L|Vo

(c) AIl debts @L07o

(d) One lakh in common stock and 2lakh in preference capital @ 87o dividend.

' The companfs EBIT is Rs. 1,50,000. Corporate tax rate is 507o. Determine EPS in each plan and

_ 
comment on it ?

19. What is dividend policy ? Explain the determinants of dividend

' . (2x4=-Sweightage)

4,50,000

3,60,000

4,80,000

1,20,000

60,000


