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4. ~ ~-~ q:;r '3'ffi ~ <lT f%'<ft fcfim ~ mtn -ii ~' ~ ~ ~ q:;r ~tW{ ~ 

mm.rr~, 

I. (a) Define the scope of financial management in a modern enterprise. (6) 

I'/() 
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(b) Mr. Ajay is planning to retire this year. He is given two choices. His 

company can either pay him a lump sum of Rs. 4,00,000 or Rs. 60,000 

life time annuity. Mr. Ajay is in good health and expects to live for at 

least 20 more years. If he has the opportunity to earn interest at the rate 

of 12% per annum, which alternative should he choose? Would his 

decision change if he has the opportunity to earn an interest rate of 14% per 

annum? 

PVAF ( 12%, 20 YEARS)= 7 .469; PVAF ( 14%, 20 years)= 6.623 (9) 

(OR) 

(a) Explain and illustrate terminal cash inflows. (6) 

(b)" ·Explain the concept of profit maximization imd wealth maximization. Which 

of these, do you think is a better operational guide for a finance manager? 

And why? (9) 

(~)fifo m~~ ~<".ilH'in m~~~~% I ~~-a~t I~ 

~ <rr "ill "3it ~ ~ ~ 4.00.000 ~ ~ t <rr ~ 60.000 ~ ~ ~ ~ 

~ t I Ff o 3Wf'.l ~ ~ ~ t ~ ~ ~ ~ 20 3ffi ~ dCfl ~ ~ 3lrnT 

00% I~~~~ ]2D_to ~ ~ ~Cfil 3fCRR t, "ffi ~ "CfiFr "ffi 

fcrcm;q ~ ~ 7 cp:f[ ~ ~ ~ ~ ~ ~ ~ ~ 14% ~ 

~ CfiT 3fCRR ~ it 7 

PVAF ( 12%, 20 ~) = 7.469: PVAF ( 14%, 20 ~) = 6.623 

("Cfl) ~ ~ ~ (Tenninal Cash Inf1ows) CfiT "Cf1JFre1m ~~I 

(~) ~ 3lfiJCfld~Cfl{ll I 3ffi: ~ 3lfu Cfld SJCfl~ OJ ~ 3l'ruT{1JlT CfiT Cf1lFr ~ I "l0fl ~ 

~ ~ 3Wl m ~ fcfiit ~ ~ SjJJI~~rct. ~ * ? 3ffi CfliT ? ..., 
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2. (a) Differentiate between business risk and financial risk. (6) 

(b) A company is thinking of installing a new plant which costs Rs. 4,00,000. 

The plant has a life of 8 years' and is expected to generate an annual 

sales of Rs. 2, 70,000. The salvage value of the plant is Rs. 40,000. The 

Company uses straight line method of depreciation. The plant will require 

additional working capital of Rs. 20,000. The costs of operations are as 

follows: 

Materials Cost 

Labour 

Other cash operating charges 

Calculate all relevant cash llm.vs. 

(OR) 

Rs. 

90,000 

50.000 

30,000 

(9) 

A Company is considering to purchase a machine. Two machines ·A' & 'B · 

arc available, each costing Rs. 5,00,000. The cost of capital of the company 

is 10%. Earnings after tax arc expected to be as follows: 

Year 

2 

3 

4 

5 

Calculate: 

Machine A (Rs.) 

I ,50,000 

2,00.000 

2,50,000 

I ,50,000 

80.000 

(i) Average Rate of Return 

(ii) Net present value 

- ·-- ---- ·-- --------------

Machine B (Rs.) 

50.000 

I ,50,000 

2.00,000 

3,00.000 

1,80,000 

I' I ( } 
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Of the two machines. which machine should be selected ? Give reason for 

your answer. 

Year. 1 2 3 4 5 

PVF 0.909 0.826 0.751 0.683 0.621 (15) 

(Gr) ~~~~ ~ m-ctt~ ~4.oo,ooo%, ~<N~m% 1 ~ CfiT 

ilflcH<:fll<"' sCfllt 3W~~~ ~ 2,7o,ooom<N~% 1 ~Cfil ~ 

~ ~ 40,000 .g I ~ 1_("lliWt tg W trcTI ~ CfiT ~ ~ t I ~ tg 
~ <:flt4<:mn ~ ~ 20,000 ctt at1Cl!ll!Cfl8t -~ 1 ~ <N ~ f.¥;r ~ t : · 

~ . . 

~ 90,000 

~ 50.000 

~ 30.000 

~ ~ ~ -.,4t ~ tN ~ m t I ciT -.rnR A 3ffi 8 ~ t', ~ tN "<"'T11\1 

~ 5,00,000 % I ~ <N -q'\ift ~ I 0°;() t I Cfi{-~ ~ R'YGlR'Cld ~ ctt 
e-. 

~t: 

+riif.:r A ( ~ ) ~ B (~) 

1,50.000 50,000 

2.00.000 1.50.000 

2.50.000 2.00.000 

4 ]_')()_()()() :1.00. ()()() 

XO_()()(l 1 .XO.OOO 
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(i) ~~q( 

(ii) ~ c$n;:r ~ 

PVF 

1 

0.909 

5 

2 3 4 

0.826 0.751 0.683 

5 

0.621 

3. (a) Jyoti Ltd. has operating profit of Rs. 8,50,000. It has an interest cost of 

Rs. 50,000 and preference dividend payment of Rs .. 40,000. Tax rate is 

50%. The company has 60,000 equity shares of Rs. 10 each selling at 

Rs. 24 in the market. Find out the co·st of equity. (6) 

(b) Annual sales of a company is of Rs. 60,00,000. Sales to variable cost ratio 

is 150% and fixed cost other than interest is of Rs. 5.00,000 per annum. 

The company has II% debentures of Rs. 30,00,000. You arc required to 

calculate all three types of leverages. (9) 

(OR) 

(a) Explain and illustrate Financial Break Even Point. (6) 

(b) The following information is available for ABC Ltd. 

(Rs. lakhs) 

Equity Share Capital (of Rs. I 00 each) 40 

12% debentures 40 

18% term loan 120 

200 

(i) Determine the weighted a\ crage cost of capital of the company. The 

company paid a dividend of 20°'o. It is expected to grow at I 0%. The 

market price of the share is Rs. II 0. 

I I< i 
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(ii) Determine the new weighted average cost of capital if tax rate is 40% 

and the market price of the share is Rs. 88. (9) 

(31) ~ fuo CliT ~ BM ~ 8,50,000 t I~ -qm ~ ~ ~ ~ 50,000 3ffi: 

~ ~ :pRWr ~ 4o,ooo -t 1 ~ -$ 6o,ooo ~ am -t \l1l ~ ~ ~ 24 

lR ~ t I ~ cfit ~ Hf.hiH~ I 

c~) ~ ~ ctt ~ ~ ~ 6o,oo,ooo t 1 ~ ~ qf{qJ"'l:in&J "MllTii 3f.j%'f 15% 

am ~ <?; 31MTCIT Bw:IT "MTlffi ~ 5,oo,ooo ~ t 1 ~ ~ 11% ~ 1F.l 

~ 3,00,000-$ ~ ~ Cfl( -dcT ~ I 3Wffi 3N&lf t fcfi ~ -wm <?; 'h"fl&l<fi (Leverage) 

<'fit "TURT <lit. I 

( 31) ~ ~- ttR ~ (Break Even Point) CliT <fUFr ~ "3¥ ~ I 

40 

12% ~ 'tf3f 40 

120 

200 

(i) ~ctl~ctl ~ ~~CliTRuRur~ I~ 20%Clil~ 

~ t I~~ ctl ~ \0% lR t I am Clil~~ ~ 110 t I 

( ii) 'l'R Cfl( <'fit ~ 40% it am 3ffl q::;r GfT\jffi' ~ < s s it o1 ~ ctt mful ~ 

c:!T1Iif <'fit "TURf ~ ! 
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4. (a) Explain any one of the following : 

(i) Factors affecting capital structure planning of a company. 

(ii) Factors affecting dividend policy of a company. (6) 

(b) A company has an operating profit of Rs. 4,20,000. The company has 

80,000 equity shares of Rs. 10 each, retained earnings of Rs. 12,00,000 

and 12% debentures of Rs. l 0,00,000. The company proposes to take up 

an expansion scheme for which a sum of Rs. 4,00,000 is required. It can be 

raised through either issue of fresh equity shares or by raising additional 

12% debentures. The expected EBIT after expansio·n is Rs. 4,76,000. Tax 

rate .is 50%. 

(i) Advise the company as tn which source of finance is preferahle. 

(ii) Calculate the indifference point between the two plans of financing. (9) 

(OR) 

(a) Explain any one of the following : 

(i) Operating cycle of a manufacturing firm. 

(ii) Stability in the payment of dividends. (6) 

(b) Priya Ltd has EBIT of Rs. I 0 lakhs. The company currently has outstanding 

· 7% debt of Rs. 2 lakhs. 

(i) Using the Net income approach, compute value ofthe firm and overall 

cost of capital of the firm if cost of equity is 12.5%. 

(ii) Assume that the firm issues an additional 7% debt of Rs. 2 lakhs and 

uses it to repay equity capital. Compute the new value of the firm and 

overall cost of capital. Show the working of N I approach. (9) 

I' I< J 
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( 31) ~ -it ~ fctffi l;fCfi CfiT cruH ~ : 

(i) ~~~~~ ~cit~CfiRcrB~ I 

(ii) ~ ~ cfiT ~ o%r cit ~ CfiR crB ~ I 

c~) ~ ~ CfiT ~ ~ < 4.2o.ooo ~ 1 ~ <fi so,ooo ~ am ~-IDT < 1 o 

<fit,~ 3fiiR- < 12,00.000 Jfu: 12% ~ ~ < 10,00,000 ~~I~ CfiT 

~ fcffilR ~ CfiT ~ ~ fuRrct. ~ < 4,00,000 ~ ~ 1 fcffi:m:-~ EBIT 

<' 4,76,000 5R cfiT ~~I thl cfit ~ 50% .g I 

(i) ~ cnl ~ ~ f<fi fu:i CfiT Cfif.:r-m Wn ~ (Preferable) t I 

("~) fW:rr "An CfiT EBIT < 10 c;mq t I~ CfiT ~~ 7%> ~ < 2,00.000 CfiT 

~I 

(i) ~ JWf Rl<61"'ft CfiT ~ ~ ~. 1fl1l CfiT ¥ Jfu: ~ ~. ~ sfcfq-8 

cfit ~ 12.Y% m, ct.l "lJURT ~I 

(ii) ~ fcfl ~ ~ 7°/o ~ < 2.00,000 lillft ~ ~ am: "W-fiT m 
sfifqtt -q'\iTI cfi ~ ~ -it q:;rffi t I 1fi"1l <fi ~ ~ ~ Cfi""R ~ &1 I Cfl \l ~ 

' c-. ....:> ..._:, c-. ...,:, c-... 

"MTll\f cf.t "1TURT ~ I N I ~ <fi Rfi~lifi&114 (working) m fcl(cll$~ I 

5. (a) Compute market price of share using 

(i) Walter's model 

(ii) Gordun ·s model 
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on the basis of the following information. 

EPS Rs. 5 

D/P ratio 60% 

R = 16% 

K 12% (6) 
e 

(b) Estimate the net working capital of 'Y' Ltd on the basis of the given data. 

Item Cost per unit 

Raw material 

Direct labour 

Overheads 

Total 

Additional information : 

(i) Units sold 

(ii) Selling price 

(iii) Raw material stock 

(iv) Work-in-progress 

(v) Finished goods stock 

40 

15 

25 

80 

(vi) Credit allowed to debtors 

(vii) Credit allowed by suppliers 

(viii) Outstanding wages and overheads 

(ix) Cash required 

(x) Cash sales arc 25°;o 

(OR) 

52,000 per year 

Rs. 100 

average 3 weeks 

average 2 weeks 

average 4 weeks 

average 6 weeks 

average 4 weeks 

average 2 weeks 

Rs. 40,000 

(9) 

I' I() 
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J\ company belongs to capitalization rate of 10%. It currently has outstanding 

30,000 shares selling at Rs. 100 each. The firm is contemplating the declaration 

of dividend of Rs. 6 per share at the end of the current financial year. The 

company expects to have a net income of Rs. 3 lakhs and has a proposal for 

making new investment of Rs. 6 lakhs. Show under MM assumptions that the 

payment of dividend does not affect the value of the firm. (15) 

(i) ~CfiT~ 

(ii) ~CfiT~ 

EPS < 5 

40 

15 

25 

52.000 lJffi ~ 

(ii)~~ ~ I 00 

(iii)~~ 
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(iv) ani~~ aftmR 2 ~ 

(v)~~ ~4~ 

(vi)~ <it "3"UR ~ 6 ~ 

(vii) ~ Cfiffi.jl 1mJ "3"UR ~ 4 ~ 

(ix) ~ 3M!i4Chdl ~ 40,000 

(x) ~~ 25% t 

. ~ ~ CfiT ~ I 0% q·~Cfl(Of (!(if t I ~ 3MT 30.000 affl ~ t \ill fit ~ I 00 
~ ' 

lAffi 3Wit W<tlm t 1 ~ ~<tt ~ ~ 61Affi 3W ~ crtt ~ 3'A~~mt 1 

~ cR ~ 3ITlf ~ 3.00,000 uR" cR ~ t 3ffi: ..W f4H4\Ji ~ 6 (>ffiq CfiT ~ t I 

MM ~3fl (Assumptions) ~ ~ ~ fcn ~ CfiT ~~~~<it~ 

..,gr Cfi'('ffi I 

( :" (}(' I 
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