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Note:    a)  No additional answer sheets will be provided.

          

b)  All sub-parts of a question must be answered at one place only, otherwise it will not be valued.

          

c)  Missing data can be assumed suitably.








Part - A 



Max.Marks:25
Answer all QUESTIONS.
	1.
	Explain the concept of EPS Maximization.
	[3M]

	2.
	Discuss the concept of Capital Rationing with suitable examples.
	[3M]

	3.
	Differentiate between Implicit Cost and Explicit Cost concepts in cost of capital. 
	[3M]

	4.
	Prepare a list of components of current assets and current liabilities and justify the need for maintenance of appropriate balance between current assets and current liabilities. 
	[3M]

	5.
	Explain the motives for holding cash in the organization. 
	[3M]

	6.
	Critically examine the dividend irrelevance theory proposed by Modigliani and Miller’s Model.
	[2M]

	7.
	Define Annuity. 
	[2M]

	8.
	Explain indifference point analysis.
	[2M]

	9.
	Discuss the factors influencing dividend policy decision.
	[2M]

	10.
	Draw the graph of Economic Ordering Quantity (EOQ) with its assumptions.
	[2M]











Part – B


   
 Max.Marks:50
ANSWER ANY FIVE QUESTIONS. EACH QUESTION CARRIES 10 MARKS.
	11.
	a)
	Differentiate between Profit Maximization and Wealth Maximization. Explain functions of finance manager.
	[5M]

	
	b)
	You want to buy a car and HDFC bank will lend you Rs 700000. The loan would be fully amortized over 5 years (60 months), and the nominal interest rate would be 12%, with interest paid monthly. What is the monthly loan payment? What is the loan’s EFF(Effective annual rate)?
	[5M]

	
	
	
	

	12.
	a)
	Cummings Products is considering two mutually exclusive investments whose expected net cash flows are as follows:

Year

Expected Net Cash Flows Project A

Expected Net Cash Flows Project B

0

-$400

-$650

1

-528

210

2

-219

210

3

-150

210

4

1100

210

5

820

210

6

990

210

7

-325

210

Calculate NPV for both the Projects. (Discount Rate – 12%)


	[5M]

	
	b)
	Explain Internal Rate of Return (IRR) technique with assumptions. Discriminate between IRR and Profitability Index methods. 
	[5M]

	
	
	
	

	13.
	a)
	Balance Sheet of KING corporation as on March 31, current year is as follows:

                        Balance Sheet 
(Amount in Rs.crore)

Liabilities

Rs.

Assets

Rs.

Equity Share Capital (1 crore shares)

200

Plant and Machinery

250

Reserves and Surplus

180

Land and Buildings

150

12% Debentures

150

Inventory

80

Total Creditors

 35

Receivables

60

Other Current Liabilities

15

Other Current Assets

40

TOTAL

580

TOTAL

580

The market value of its assets as assessed by Mckinsey, a professional valuer is as follows:


Plant and Machinery

- Rs.180 crores


Land and Buildings

- Rs.300 crores


The current resale values of the remaining assets are as per their book values.


You are required to compute the value of equity share on the basis of net assets method that is as per Book Value Method (BVM)  and  Market Value Method (MVM).

	[5M]

	
	b)
	Explain theories of Capital Structure vi., Net Income Approach (NI) and Net Operating Income (NOI) Approach with a hypothetical examples. 
	[5M]

	
	
	
	

	14.
	a)
	Outline the stages in Operating Cycle approach in working capital. Discuss the crucial determinant of working capital in an organization. 
	[5M]

	
	b)
	Prepare Working Capital Forecast from the following information:

Production level during the previous year was 10, 00,000 units.

During the current year the firm is likely to maintain, its level of

production at the previous year’s level.

The expected ratios of costs to selling price for the firm are as follows:



Raw Material - 40 %



Direct Wages - 20 %



Overheads      - 20 % 

The past date of the firm tells that raw material normally remains in stores for a period of 3 months before production. Every unit of production remains in process for 2 months and is assumed to be constituting of 100 % of raw materials, wages and overheads.

Finished goods remain in the warehouse of the firm for 3 months. Credit allowed by creditors is 4 months from the date of delivery of raw materials and credit given to customers is 3 months from the date of dispatch.

The firm on an average maintains a cash balance of Rs.1, 50,000. Wages and other expenses are paid by the firm with a lag of 15 days. The selling price of the firm’s products is Rs.10 per unit. The firm also maintains a contingency provision of 10% in addition to the regular cash balance. 


	[5M]

	
	
	
	

	15.
	a)
	Explain cash budget with categorization of various components of cash budget.
	[5M]

	
	b)
	Discuss various techniques of receivable management, highlighting their impact on the credit policy of the organization. 
	[5M]

	
	
	
	

	16.
	a)
	The following information is available in respect of a firm

Earnings Per Share (EPS)   = Rs.50

Capitalization  Rate 
       =  15 per cent

Assumed Rate of Return on Investment ( r) 

(i) 18 per  cent 
(ii) 15 per cent 
(iii ) 10 per cent

You are required to show the effect of dividend payment on the market price per share using Walter’s Model, when dividend payout ratio is (iv) Rs. 0 per cent (v) 25 per  cent (vi) 50 per cent  (vii) 100 per cent.


	[5M]

	
	b)
	“Dividend decision is residual in nature because the rational firm will take care of the needs of the firm before it pays cash to stake holders”, Comment on this statement.

	[5M]

	
	
	
	

	17.
	a)
	Discuss the pros and cons of under capitalization and over capitalization. 
	[4M]

	
	b)
	Vintex Ltd. company  provides you the following information:

Capital required: Rs.20 Million

Earnings before Interest and Taxes (EBIT): Rs.2, 40, 000

Financial Plan I: 100% Equity Shares of Rs.10 each.

Financial Plan II: Rs.10, 00,000 Equity Shares of Rs.10 each and Rs.10, 00,000, 7%Debentures of Rs.100 each.

Financial Plan III: Rs.5, 00,000 Equity Shares of Rs.10 each, Rs.50, 000, 7% Debentures of Rs.100 each and Rs.5, 00,000, 9% Preference Shares of Rs.100 each.

Tax Rate: 30%.

Calculate EPS for above three financial plans and recommend the best financial plan.


	[3M]

	
	c)
	NiSource Preferred B (NSE) is a fixed-rate perpetual preferred stock  paying a Rs. 3.88 annual dividend. If the required rate of return is 7.88 percent, what is the value of one share? If the price of this preferred stock were Rs. 46.00, what would be the yield?


	[3M]
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