
Paper i Subject Coiie: 14804 / Financial Management _ II

Time 2.5 hours

Noie: All the quesrion arc conrpulsorv
Rountl offup to 2 decimals unless specified in rhe quesrion

Q 1. A state -rvhether the fbllo'ving stateme,ts are uue or talse (any g) (s)
1 ' The expression "3/1 0, net 45" means that the custonlers receir.e a 1 0 percent discount if theypay within 3 days; othcnvise, they rnust pay u,ithin 45 da-vs rvith no discount. .

2.'lhe goal of accotrnts rcceiiablerno,.,og"*.,rt is Lo maximize rf-t..tr-ri^".s,s c,..l,t roler.3' A capital investnrent inr''olves making a culrent cash outlar. in the e.xpectation of futurebenefits
4'According to the Net Iucome approach to valuation, the total vahe of the finn is n,r affectedDI t'hange> rn rts capital srructurc.
5' A capltal ini'estnlent invoir-es making a furure cash ontlay iri the expectation of cur.rentbeneil rs.

6' cash f-iow calculatiolrs l'equire uciclins back depreciation to net income since i1 is a non-casll
e X pC nSt'

7. The internal rate of refilm is that discount rate that equiites thc prcsenr l,aiue of lhe cashoutllor,vs (or costs) rvith the present value of the cash inflows.
8.. The NPV niethocl is based on the assumption that prcrjects' cash florvs are reinvested ;rt thepro-ject's risk-adtLrstcd cost of capital.
9.The higher a firm's cosr of cap ital, ko, the higher the toral valuation of rhe iirm.
1 0.Capital srrLlcrure detenlincs the least expensive sourccs ol funds ftrr thc: firm to borro\1,Ql.B ilIatch the column (any 7) (7)

Q2

A limited company is consiclering the purchase of a nerv machilre rvhich r,r,iIl rcplacc someoperations There are tw-o altcmalives A and B. From the follor,ving information. prepare aprr:fitability statement and work out the payback period fbr each. Also c;rlculate the.net presentvalue of both the alternarives if the cost uf capitai is S% p a.
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Total marks :75

Llash Ontflow
betw'eenRatio VPresent ofalue Cash Inllow

and Present V ofalue
2 ABC B i\{aximisation
3 Net Present Value C Fixed Income Se
4 D D h{axirnise Retrlrn Investmerrl:of
5 Short Tem of firm E
6 Gordon Dividend F Value of Cash IessInflow Present

ofValue Cash Outflow
G Dir,idend noI relevant for shareholders rrrealth

8 Dir.idendIr4 il1erModigiliani
Model

Capitai Struct.ure es not affect value of tlieclo
finl

9 Collection Cost I Debtors Control
10 Net Income A J Cost of dubs

Column A CoLumn
1 cf Strategic Financial

Index

H



Particulars Nlodel A Model B
Cost of the Nlachine in Its 5,00.000 6,00,000
Estimated life in 5 o
Additional cost in Indirecr. \,Xal.crials in Rs 8,000 9,000
Estimated in in Rs 50,000 60,000
Additional cost of maintenance 1n Rs 15,000 20.000
Estimated savings in Direct wages
Employees not required
Wages per employee p a in Rs

15

10.000 p.a
ZO

8,000 p.a

Paper i Subjeet Code: 4;1804 / Sinanciatr h{an,tgemexrt - II

Tax rate is 409,/o suggest which mzrchinc shoulcl be prefened.

OR

(1s)

Q2 a PQR 1td rs considering a project for rvhich the follou'ing estirnates are available.

project u,ith project cost, annual cash flou. and state r.riricir is

(8)

Q2b. In a capital rationirtg situ.rtion (investment limit rs Its 50 laLh:. SrLggest rhe mosr desirable
feasible combination on the basis of the follou,ing rlara (indicare-iustilication) (Rs lakhs)

Project inititrl out lay }IPV
A 29 t2
B 21 9
C 10 E

D 2A 6
Pro.iect B and C are mutnally exclusive. (7)

Calculate the sensitivit_v of thc
thc'most scnsitive?

Q3) Delta Trading Ltcl has Sozi, Debentur:'es of Rs.80,00^000. Tlie L,araings befbre Interest and
Iar is Rs.32,00,000. The overall capitalization rare of rl'le fimr (\\iACC) is 100,;. Thc company
wishes to raise flirther Rs.16,00,000 through Egzo Debentures. calcul:rre:
a) The Present lvlarket t aluc ancl Present Equitl' Capitalisation rare basecl on Ncr Operating
lncorrre.

b) The proposecl lr4artet Value of the Llompany ancl proposed EqLrity Capitalisation rare bascc]
on Nei Operrrting Incomr. approach.
c) Also verify Present and Proposed WACC unrlcr Net Opcrating Income r\pprriach and gir,c
your conclusion" (lS)
oIr
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Initial uusr tlt'rhc Pru-jecr Rs 5 lacs
Sales Rs 75
Cost er unlt Rs 45
No ofunits Sold 5,000
Life of the ect

109/oCost 0l Capital
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(l 3 a J:ollowing are the details of Alpha Ltd aud Bcta Ltd

Alpha Ltd Beta Ltd
Internal Rate of l{etum 1s% 5%
Cost of Equity Capital t0%
Earnings per Share Rs.9 Rs.9

Calcuiate t'alue of an Ecluit;,' share of each of these companies as per \\lalter's Model rvh*n the
Dividend Pay-out ratio is: i) 25% ii) 509/0 )11) 7S%

Q3 b. Sun l-td has a Rate of Retum of
Marl<et Plice per Share using Gordon,s

159'o and its earning Per Sharc is Rs.80
Model irr each of the f'oilo",r'ins cases:

(8)

Calculate the
(.7)

l

Sr. No. Diyi{q"d t,ayout (9'o) Cost of Capital (7n)
1 60 14
2 80 16
3 75 r5

Q.4In order to increase sales 1-rom the noimal level of Rs. 1.,10.000 p.a, the X Ltcl. nt;uteting
manager sublrits a pruposai for hheralizing credit polic_v as under:

Normal sales: Rs. 2,40,000

Nonnal C--redit Pc'riod: 30 days

P\ Ratitr: -1i.j.l% l

'flre company expects pre'- tax rel.Lrrn on investmel]t @ 209lr,. Suggest r.vhich credit policy
should bc adopted. Assurne 360 da1,s in a \,.ear. (15)
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Proposed Credit Policy Expected increase in
Average Collection Period
(Davs)

Expected increase over
Normal Sales (Rs. in Lakh)

15

30

4-5

60

12,000

19,000

2I ,000

21,0A0
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Q"4 a \\'hat is YTI\4 of each Boncl'l Which Bon.l u'onld you recomrnr.nd fbr investnrent'/ (8)

Coupon Rate Maturity PricerRs. 100 Pal Yalue

Bond A t2% 10 Years Rs.70

Bond B t0% 6 Years Rs.60

Q 4 b A bond of Rs. 100 lace value carrying an annual interest rate of 120,6 isredeemable af'ter
6 years at par if the required rate of retum is 15% r.vhat is the present value of the Bolicl and
should the investor huv tlie bonci if the currenl nrarket price of the bond is Rs. 90. {7)

Q5. a \\'hat are the principles of sound financial plan (S)

Explain iir brief Indifference anal,,-sis

OR

Q5 \\ rirc sholr noic's orr lany 3)

a. N{M approach of Capital strucrure

b. \'rlue rnaximisarion

c. Lntrl loarl antl Errr load

d. Cost olReceivables

e. Firranr:ial Break even

b. (7\

(l s)
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