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------------------------------------------------------------------------------------------------------------------------------
Part-A (Objective Type)

Max. Marks:10

Answer all the QUESTIONS. ALL QUESTIONS CARRY EQUAL MARKS

Define / Explain the following
1.
Objectives of Financial Management.
2.
Average rate of return.

3.
NPV technique.

4.
Cost of capital.

5.
Financial leverage.

6.
EBIT.

7.
Net working capital.

8.
Operating cycle.

9.
Credit policies.

10.
Pay back method.
 
Part – B (Subjective Type)

Max. Marks: 50

ANSWER ANY FIVE. ALL QUESTIONS CARRY EQUAL MARKS.
1.
Answer the following concepts in detail








a.
 Time Value of Money

b.
Wealth Maximization
2.
XY Ltd wants to install a new machine in the place of an existing old machine which has become obsolete.  The company made extensive enquiry and from the replies received, it has short listed two offers.  The two models differ in cost, output and anticipated net revenue.  The estimated life of both the machines is 5 years.  Further details are as following.  (all ` in lakhs)

	Machine
	Cost ( ` )
	Anticipate after tax cash flow ( ` )

	
	
	Yr1
	Yr2
	Yr3
	Yr4
	Yr5

	A
	25
	-
	5
	20
	14
	6

	B
	40
	10
	14
	16
	17
	8

	P.V.F. for 16% discounting rate for ` 1 are
	0.862
	0.743
	0641
	0.552
	0.476



The company's cost of capital is 16%.  You are required to make an appraisal of the two offers based on the NPV technique.

3.
The following information has been extracted from the books of Fashion India Ltd, as on 31st March 2012.

	Source
	` in Lakhs

	Equity share capital (Rs.10 shares)
	400

	12% debentures
	400

	18% long term loan
	1,200

	Total
	2,000



Determine the weighted average cost of capital of the company.  It has been paying dividends at a constant rte of 20% p.a.
4.
Butterfly Ltd has a share capital of `1 ,00,000, divided into shares of ` 10 each.  It has a major expansion programme requiring an investment of another ` 50,000.  The management is considering in the following alternatives for raising this amount.

i)
Issue of 5,000 equity shares of `.10 each.


ii)
Issue of 5,000, 12% preference shares of ` 10 each.


iii)
Issue of 10%, debentures of ` 50,000


The company's EBIT was ` 40,000 p.a. subject to income tax at 50%.  You are required to calculate the effect of the above financial plans on the EPS, presuming that EBIT increased by 10,000 due to this additional finance.

5.
Explain the following


a.  motives of holding cash by a firm
b.  draw a specimen cash budget of your own
6.
Hi-Tech Ltd plans to sell 30,000 units next year, the expected per unit cost of goods is as follows:

	Raw material
	Per unit ` 100

	Manufacturing expenses
	30

	Selling, Administrative and Financial expenses
	20

	Selling price
	200



The duration at various stages of the operating cycle is expected to be as follows:

Raw material stage, 2 months


Work-in-process stage, 1 month


Finished goods stage, 1/2 month


Debtors stage, 1 month


Assume the monthly sales level of 2,500 units.  Calculate the investment in various current assets and estimate the gross working capital requirement if the desired cash balance is 5 per cent of the gross working capital requirements. 

7.
List out in detail on the following


a.
sources of working capital

b.
determinates of working capital needs.
-- 00 -- 00 --
A 12
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