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Q. No.
	SECTION A
Answer ALL the Questions.                                                       (4 x 5 = 20)
	
CO
	
KL

	1.
	Examine the methods of raising short-term finance. 
	1
	K1

	2.
	Discuss Modigliani and Miller Approach to capital structure. 
	2
	K1

	3.
	What are the objectives of inventory management?
	1
	K2

	4.
	State the assumption in Walter’s Model. 
	2
	K2

	
Q. No.
	SECTION B
Answer the following Questions.                                              (4 x 10 = 40)
	
CO
	
KL

	5.
	A) Discuss the objectives of Financial Management.

(OR)

B) X Corporation is considering an investment in one of the two mutually exclusive proposals:  
Project A:  It involves initial outlay of Rs. 3,40,000
Project B:  It requires initial outlay of  Rs. 3,00,000
The certainty equivalent approach is employed in evaluating risky investment.  The current yield on treasury bills is 5% and the company uses this as risk less rate.  Expected values of net cash inflow with their respective certainty equivalents. 
	Year
	Project A
	Project B

	
	  Cash flow (Rs.)
	  Certainty        equivalent
	Cash flow (Rs.)
	Certainty equivalent

	1
	90,000
	0.8
	90,000
	0.9

	2
	1,00,000
	0.7
	90,000
	0.8

	3
	1,10,000
	0.5
	1,00,000
	0.6


A) Which Project should be acceptable to the company?
B)  Which Project is riskier and why? Explain.

	3


3
	K3


K3



	6.
	A) What are the factors to be kept in mind while determining the capital structure of a firm? 

(OR)

B) Madhan Limited is engaged in customer retailing. You are required to estimate its working capital requirements from the following data: 
Projected Annual Sales                                       Rs.36,00,000
Percentage of Net Profit to Cost of Sales            20%
Average Credit allowed to Debtors                     2 Months 
Average Credit allowed by Creditors                  1 Month
Average stock carrying (in terms of sales requirements)   2 Months 
Add 5% to allow for Contingencies.
	3



3
	K3
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	7.
	A) The capital structure of M Ltd. Consists of equity share capital of               Rs. 8, 00,000 (shares of Rs. 100 each) and Rs. 8, 00,000 of 12% debentures.  Sales have increased from 80,000 units to 1,00,000 units; the selling price is Rs. 15 per unit, variable cost Rs. 9 per unit and fixed cost amounts to               Rs. 1,60,000. The income tax is assumed 50%.  Determine the operating, financial and combined leverage at 80,000 units and 1, 00,000 units.

(OR)

B) Explain the techniques of risk analysis in capital budgeting.

	4








4
	K4








K4


	8.
	A)  The following information relate to ABC Ltd.
       i) Risk Free Return 12%
      ii) Beta Co-efficient  of the company is 1.75
Compute the cost of equity capital using Capital Assets Pricing Model     (CAPM) if the expected market return is 5%. Also Calculate the cost of equity if   (a) Rises to 2.25 (b) falls to 1.50  

(OR)

B) S Ltd earns Rs. 8 per share capitalization rate of 10 percent and has a return on investment at the rate of 20%. According to Walter's model, what should be the price per share at 30% payout ratio?
	4








4
	K4








K4


	
Q. No.
	SECTION C
Answer the following Questions.                                              (2 x 20 = 40)                                     
	
CO
	
KL

	9.
	A)  Jennifer Ltd. Is expecting an annual EBIT of Rs. 2, 00,000. The company has Rs. 2, 00,000 in 10% debentures. The equity capitalisation rate (Ke) is 12%. You are required to ascertain the total value of the firm and overall cost of capital Under Net Income Approach. What happens if company borrows Rs. 2, 00,000 at 10% to repay equity capital? 

(OR)

B)  Calculate the market price of a share of P Ltd under a) Walter’s Formula and b) Dividend Growth Model from the following data:  Earnings per share - Rs. 75, Dividend Per share - Rs. 45; Cost of Capital 15%; Rate of return on investment 18%; Retention ratio 40%.
	5







5
	K5







K5

	10
	A) A company has to choose one of the two alternative machines. Calculate the payback period, NPV Method and Profitability Index method and suggest the profitable machine. 
Wet Machine              Dry Machine 
Cost of Machine (Rs.)           2,00,000                    2,00,000 
Working life (Years)                  5                                   5 
Profits before Depreciation and Tax 
I Year      60,000                        80,000 
II Year    70,000                      1,00,000 
III Year   80,000                        80,000 
IV Year   60,000                        70,000 
V Year    40,000                        60,000 
Rate of income tax                     50%                             50%
	5
	K5















…3
/3/					23CM/PC/SF44


	
	(OR) 

B) Cost Sheet of a company provides the following particulars: 
Elements of Cost are as follows: 
Raw materials 40% 
Labour            10% 
Overheads       30% 
The following particulars are also available: 
(a) Raw materials remain in stock for 6 Weeks 
(b) Processing Time: 4 Weeks 
(c) Finished goods are in stock for 5 Weeks 
(d) Period of Credit allowed to Debtors: 10 Weeks 
(e) Lag in payment of Wages: 2 Weeks 
(f) Period of Credit allowed by Creditors: 4 Weeks 
(g) Selling Price: Rs.50 per unit 
(h) Production: 65,000 Units per annum 
(i) Add 10% to your computed figure as an allowance for contingencies. 
Prepare an estimate of Working Capital

	

5
	

K5
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