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ANSWER ALL QUESTIONS (5 x 20 = 100 Marks)

	Q. No.
	Sub Div.
	Questions
	Course 

Outcome
	Marks

	1.
	
	Discuss the functions of Financial Management and explain the relationship between finance function and other functions.
	CO1
	20

	(OR)

	2.
	a.
	Calculate the present value of the following cash inflows if the rate of interest is 10 percent. Draw the Time Line and assume that the inflows are from the beginning of the year.
Year

1

2

3

4

5

Amount (Rs)

5000

6000

7000

8000

9000


	CO1
	10

	
	b.
	Joy Stick Ltd is currently paying a dividend of Rs. 2 per share. The dividend is expected to grow at 15 percent annual rate for three years and at 10 percent per annum for the next three years. Thereafter, the dividend is expected to grow at 5 percent per annum for ever. What is the present value of the share, if capitalization rate is 9 percent?
	CO1
	10

	3.
	
	A company issues 10,000 bonds of Rs. 100 each at 14 percent per annum. Marketing Costs are Rs. 20,000. The bonds are to be redeemed after 10 years and the company is taxed at the rate of 40 percent. Compute the cost of debt if the bonds are issued (i) at Par; (ii) at a discount of 5 percent; (iii) at a premium of 5 percent.
	CO1
	20

	(OR)

	4.
	
	The following is the capital structure of Green Ltd.
Equity Share Capital 30,000 shares of Rs. 100 each

Rs. 30,00,000

10% Preference shares of Rs. 100 each

12,00,000

12% Debentures

18,00,000

Total

60,00,000

The market price of the company’s shares is Rs. 120. It is expected that the company will pay a dividend of Rs. 10 per share next year. The dividend growth rate is 7%. The company is in the 50% tax bracket.

(i) Compute the weighted average cost of capital based on the existing Capital Structure.

(ii) The company proposes to borrow Rs. 30 lakhs at 14% interest to finance its expansion plan. The financing plan is expected to an increase in dividend from Rs. 10 to Rs. 12 per share. However, the market price is expected to decline from Rs. 120 to Rs. 110. Compute the Weighted Average Cost of Capital after the term loan is raised.
	CO2
	20

	5.
	
	Bright Ltd. Wants to implement a project for which Rs. 30 lakhs is required. The following financing plans and options are under consideration.
Plan X

Plan Y

Option I :

(Nos. in thousands)

Equity Shares

30

30

Option II :

Equity Shares

20

10

12% Preference Shares

10

10

10% Non-Convertible Debentures

-

10

The face value of the shares and debentures is Rs. 100 each. Corporate tax rate is 55%. Calculate the indifference points and earnings per share (EPS) for each of the financing plans. Which plan do your recommend?
	CO2
	20

	(OR)

	6.
	
	Calculate operating and financial leverages under situations A and B from the following information. What are the combinations of operating and financial leverage which give the highest and least value?
Total Assets Rs. 30,000

Total Assets Turnover ratio 2.

Variable cost as a percentage of Sales 60%

Fixed Costs : Situation A Rs. 6,000

                       Situation B Rs. 9,000.
	CO2
	20

	7.
	
	The earnings per share of Excellent Ltd. Is Rs. 8. The rate of capitalization is 10%. The productivity of retained earnings is 15%. 
Compute the market price per share if the payout is 0%, 25%, 50%, 75% and 100%. What inference can  be drawn from the above exercise?  Use Walter’s Model.
	CO3
	20

	(OR)

	8.
	
	From the following particulars, you are required to calculate working capital requirements, Projected Profit and Loss Account and Balance Sheet.
(a)

Issued Share Capital

10% Bond

Fixed Assets at cost

Rs. 2,00,000

75,000

1,82,625

(b)

Expected Ratios of cost to selling prices are :

Raw Materials

Labour

Overheads

Profits

40%

30%

20%

10%

(c)

Raw Materials remain in stores on an average for 2 months; Finished Goods on an average are in stock for one month.

(d)

Work in Process (100% complete in regard to materials and 50% for Labour & Overheads) will be half a month’s production.

(e)

Credit allowed to customers is 2 months and given by suppliers is 1 month.

(f)

Production during the year is estimated 42,000 units.

(g)

Selling Price is Rs. 10 per Unit.

(h)

Calculation of Debtors may be at selling price.


	CO3
	20

	
	Compulsory:
	
	

	9.
	
	Apple Industries Ltd. is considering two mutually exclusive proposals A and B.
Proposal A will cost Rs. 1,40,000 with no salvage value and will require an increase in the level of inventories and receivables (working capital) Rs. 60000 over its life. The project will generate additional sales of Rs. 1,30,000 and will require cash expenses of 
Rs. 40,000 in each of its 5 year life. It will be depreciated on a straight line basis.

Proposal B require an initial capital of Rs. 2,00,000 with no salvage value and will be depreciated on a straight line basis.

The Earnings Before Depreciation and Tax are as follows:

Year

1

2

3

4

5

Earnings

Rs. 70,000

76,000

80,000

90,000

92,000

The company’s cost of capital is 10% and tax rate is 35%.

Which Project is acceptable under NPV method?

Assume Working Capital will realize at the end of the 5th Year.
	CO3
	20
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