
[This question paper cont.ains 8 printed pages.]

Sr. No. of Question Paper

Unique Paper Co,de

Name of the Paper

Name of the Course

Semester

Duration : 3 Hours

RE  :  3 qua

:      2412092302

:      Financial Management

:     B.Com. (Hons) (UGCF)

:Ill

Your Roll No ................

K`

Maximum Marks : 90

ipffi :  90

|n_s__tructions for candidate_a      `

1.      Write  your Roll No.  on the top  immediately on receipt  of this  question paper.

2.     Attempt all questions

3.      Use  of Simple  calculator  and  Table  of PV/FV  is  permitted.

4.     Answers may 'be written either in English or Hindi;  but the  same  medium should
be used throughout the paper.

E5Tat a idr ia±
I      RIH-t[a aiife a i3;qt feT TTFiatfiRaRTTR grit a55FfaTiaRaT I

2.    whri.iFT3ffla..I
3.     iTTrmaa* 3fi{iLftAIfflfuqFTi±whafr H5rfu a I
4.    iH iFFT-TT5r eni3ffl 3fin" ian ice qqT qm¥ an, affaenfrqa. ffl THen ng a am

rfu ,I

1.     (a)   Explain how wealth `Maximisation emphasises` sustainable value creation for
shareholder. Suppose Mr Ashvik deposits a four-year annuity of {3,000 per

year in a bank account that pays 7% .interest compounded yearly. What will
be the future vafue of this annuity?                                                                   (9)

(b)   Differentiate between Operating risk and Financial risk of a firm. How are

i         these risks measured` through leverage analysis?                                              (9)

OR

P-T.O.
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(a)   Explain the goal of Financial Management. How does the applicatiop of the
Time Value of Money enable managers and analysts to make informed, ethical,
andlong-termdecisionsthatensurecontinuouswealthcreationforshareholders

(9)and society `alike?

'        (b)   Consider the given infoination.fQrABC Limited

I

Sales (70°/o of variable cost) .   '

EBIT

PBT

Tax rate

(€ Lakhs)

8000

1950

950

20%

Calculate different type of leverages. Calculate percentage change in earning

per share. If sales increases by 7%..                                                                    (9)

2.     (a)    Explain any three discounting techniques of Capital budgeting.                   (9)

(b)   A machine is purchased six years back for {1,50,000 has been depreciated
` to  a book value  of €90,000.  It  originally had  a projected life  15  'years

(salvage nil). There is a proposal to replace this machine. A new machine
will cost €2,50,000 and result in reduction of operating cost by €30,000 per
annum for next nine years. The existing machine can now be replaced away

' for {70,000.  The new niachi.ne will  also be  depreciated over nine years

period as per straight line Method with salvage value {25,000. Find out
whether the existing 'machihe be replaced or nat given that tax rate applicable
is 300/o and cost of capital is  12%. (Profit or loss on sale of asset is to be
ignored for tax puaposes.)                                                                                        (9)

OR

(a)   Pulmona Limirted is considering an investment proposal requiring initial
investment of {50,000. The estimated life of{the Project is five years and no
scrap value. The company uses straight line method of depre.ciation and the
same is allowed for tax puapose. The coaporate tax rate is 30%. The estimated

profit before depreciation and tax from the investment proposal are as follovys.
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Year 1 2 3. 4 5

.PBDT(Profit`beforeDep
11,000 20,000 15,000 15,000 12,000& Tax) in i

Calculate the following -

(i)  Payback Period

(fi)  Net' Present Value at  10% discount rate. (9)

(b)   EXplain IRR metbod  of Capital budgeting decision.  Why NPV and IRR
techniques lead to conflict in project ranking?                                                (`9)

3.     (a)    Companies u & L are identical in`every respect, except that the former does

not use d.ebt in its capital stmcture, while the later employees {10i,00,000

of 8% debt. Assuming that all the assumptions ofModigliani Miller approach

are met, corporate tax rate is 30%, EBIT is €4,00,0.00, equity capitalization

rate of unlevered firm is 20%. What will be the value of the firms, U & L?

Also determine weighted average cost ofca-pital of both the firms?        (9)

(b)   The expected annual net operating income of a company is {5,00,000. The
company has  €30,00,00010% debentures.  The overall,  cost of capital is

12.5%. Calculate the value of the firm and Cost of equity according to NOI

approach.

If the company increases its debt from {30;00,000 t-o €35,00,000, calculate

value of firm and cost of equity. Also comment on value of the firm and cost

of equity as per NOI approach.                                                                         (9)

OR

(a)   Under the Traditional Approach to capital structure, what happens to the
cost  of debt  and  cost  of equity wh.en  leverage in\creases?  Describe  the

behaviour of overall cost of ,capital.

P-T.O.
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@)   Following is the capital structure of ABC Limited

Sources Jinount ;  Specific costofcapital

`Equity S`hare capital (2,00,000

{20,00,009 11%shares of {10  each)

Pre-ference Share capital
{5,00,000 80/o

(50,000  shares  of {10  each)Retainedearning
€10,00,000 11%

7.5°/o Debentures  of €1,000  each €15,00,000 4.50/o

4.

I

Presently the Debentures are being traded at 94%. Preference shares at par
and the equity shares at {13 per share. Find out the weighted average cost
of capital based on book value weights and market weights.                    (9)

(a)   Kanta. Pharmaceuticals Ltd currently has 1 1akh equity shares outstanding,
Current market price per share is {20. The net income for the ,current year
is {2 Lakhs and ifivestment budget is also of {2 Lakhs. Cost of equity is
15%. The company is contemplating -declaratiQn of dividend @ {1 per share.
Assuming MM Approach :

(i)  Calculate market .price per share of dividend is declared and if it is not
declared.

(ii)  How many new equity shares are to be issued under both options?

(iii)  Show that the total market value of shares remains unaffected by the
dividend decisi`on.                                                                                                (9)

(b)   Discuss the relevance of the saying "A bird in hand is better than two in the
bush" in the' context of Gordon's Dividend Theory of valuation.               (9)

OR

(a)   From the following information,. determine the market value of equity shares
of the company :

Earnings -'€20,00,000
Dividend paid -{12,00,000
Number of shares outstanding -4,00,000
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Walter's Model.

PriceiEaming ratio T 8
Rate of return on investment -15%
Also, coriiment whether you are satisfied with the firm's existing dividend
policy. If not, determine the optirial dividend pay-out ratio according to

(9)

@)   Describe   how  .the   arbitrage   pr`ocess   in   tbe   Modigliani-Miller
Model demonstrates that dividend policy has no effect on the value of the
fin.

capital

(9)

5.     (a)   Discuss the concept and importance of working capital management. In what
ways does it differ from capital budgeting? What are the possible effects on
afirmifitexjeriences(i)deficiencyofworkingcapital(ii)Excessqfworking

(9)

(b)   From the information provided below, calculate the required figures       (9)
(i)  Net operating cycle period

(ii)  Number df operating cycles in a year
(iii)  The amount of working capital

Period covered -360  days
Average period allowed by suppliers -30 days
Average period allowed to debtors - 45_ days
Raw materials consu-med during the year - {6,00,000
Average sto.ck of raw materials -€50,000
Annual work in progress inventory -€5,00,000
Average WIP inventor.y -€30,000
Annual Finished goods inventory -€8,00,.000
Total cost of sales - {8,40,000
Average finished go,ods stock held -€40,000~

(a)   What  is  meant by  a  liberal  credit poli.ey? Analyze  the  advantages  and
disadvantages linked with adopting such a policy.                                          (9)

(b)   A company sells goods at €10 per unit with, variable cost {4 and fixed cost
`    {5,00,000 per year.  Present annual sales  are {25,00,000.  If doubling the

credit period from one month to two months increases sales by {2,00,000
annually, and the company requires a 20% prentax return, should this policy
change be implemented? Support your answer with calculations.              (9)

P.T.O.
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1.

6

(E)qq9[=g.iSfimqq5[{"aFTafaHrfe"chqed.i±itrengrFTtRH
fa€iFTanrfufflRqiFrfurf€3000iit"-rfuqricaFasch¥iHHT
qRa€.,ch7%qTfisqseqiaFTiF{aT€tgrffienthTFiarm
in?                                                                                              (9 )

(a)ianq5SaqRREi@RI3iriarfuchRI¥3faeiTaTETi.aeiadramaFT
a gT aR:irit. a ian rm iHlaT €?                                                                (9)

en

(iFT)  igiv rfuTffl 3trqqgTgrl " aniffl qqq.gr" dfr era€rRuir wich. 3ft{ iaEaqaff
chifuHinqpe,aRTqTanaffiedS[t!piifea}¥RE.ed£,chaqed.
3ife ira ¥ aa. a its RE ffi ith gffi~qwh €7                  (9)

(iF) xp5t iaffike a .ae ia5TfRE GTTnd a rfe €  (€ wi ti) :
-  iam  (ffl fflTTa ffl 70%,)  :  8000

-   EBIT-  :  1950

-   PBT  :  950

-  ffl iR :  20%

iarfinqqi[{aajdrifli[u[]Tiarftriqfeiana.7%thquafl`€chrfudr
an-(Eps) ¥ qfro qRqfa R TTuffl irmi                                            (9)

(iFT) affro aein iPr iaF@ ch th iisfeRI affi. iR ri a int           (9 )
(iF) as qS Tf €i,50,000 S. i=]an TT§ F qfu ffl or ap. {90,000 €i se TF

argiven9'i5qSfl(rfu`qugr)igrqthchedfflH5Hiq€ia€rfu
ist ffl]Ta €2 ,50 ,000 arfu air ari a qffi qqT rfu ed {30 ,000 ift qfrfu ffl]TET

¥REanigivrfu€70,OOO¥aflfflH5rfu€trfrfuch@qTffi¥*-iTRT
qrfu a  {25,000 rfu :gr TR fflqgiv iaFT iHTquni`

iitH30%€3it{qpaniai2%gi(ffiiflianTRenperfeafflrfug5
RE3iniinrm€i)
iadiRaFR.iaTi@igrqthaq€aTiHTiTapTanFfii                    t             (9)

en

(H)grfuiapkefaiaarfurianTRfiFmiitra€,iaefirchgivirm{50,000
qit{;][qgqq5aT€1gIrTRiTfa5qS€3iraechTIr,qffg`i[an*-aTF
erqgrTqrfufflH]mq5ch¥3ifettFFT¥fitqaqtqgiqifefflTE{30%€i
fflgHifa pBm F rmi ¥..-

i
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qS  I  :  11,000

q¢ 2  :  2o,0oo

q$  3  :  18,ooo

q$  4  :,15'00o
-q¢5,12'0oo

-FiqredRFT ist wi rm :

ti> aa5  itfds
(ii)  i0%  ¥  H  TR  ar  Rife  aH.  (Npv)                                            (9)

(ia) ifro ch life ifr rfeen{:en{ Frfu ch iI"T=¥i RE 3ft{ arfamrmt aniii@iiT-qRin en ¥ ed Ei5{ia 3HTch ¥3                                        (9)

(¥)rfuffiu&L±HEFRaenFT€.,ifroEHaiaTuquTenqzini;FTiff.`5thca
L a un th ¥ =io ,00 ,000 ffl 8% i5uT €i i`i`iis@I--dql-ii--iaffl a ilafr `im=qtmeff
ch wh gr -
Fife ffl iT : 30%
EBIT  :   {4,00'000

iin aeur wh TFS t5T ifca qu iR : 20%
act. tRE u 6fi{ L ffl RI iTfa irmi wAcc th a]a armi (9)

(RT) iairfu ffi th rfu rfe NOI {5,00,000 €1 RE a q]H {30,00,000 th i0%
ias a.I Fqu en ffl]Ta 12.5% €i Not Tat ii ergrT€ vi ri gr. asxp ii{fara   '
aFTa im rmi qR RE aeuT ch {30,00,000 a qgra5{ {35,00,0.00 ffi{ a, a
qTRIaanT€aeaiT7aqfriTUFTT*.iNOITrfuifra]gr]{ha.q{.Rtqth
q*,                                                                                                                      (9 )

`qT

(H)givchifr3IgrRait@ffl*tRanETTTTasifeediTrmqTqqgT{quT
in a? ira ® rna lit qq5[{ wh armi

(H)  ABc Ltd. ch ffi th ga qtF;T{ a-

dr rfu faet¥RT-
ffi?`TqTffi €20'00,,00.0            .

'11%

fRE9trRT €5,00,000 8%

Rfa 3Tfife <10,00,000 1r%

7.5% fas €15,00,000 4.5%

P:T.O.
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eas94%TR,`rmdrqRTRaqraein=i3rfuinR*a*¥ig5T
aEgrm qT5± a5BaEF tR g5RE ira ant                                   (9 ).

`?`

(iF)qrfuquffigri?IiaE5armiatRTaein¥twhqTanqu€20rfu
in€iaEgE5qaeroo,OOOg3itiainadE{2,00,000€iaeai]TETi5O;O¥i
qj[]=ft {i rfu in enrfu ae ed TR ia" i5{ ra €1
RT rfu wh gr -

(i) rfu arfaRr qri TR q± I ife qri nI rfu ir aTenc qu a rmaT
EEiH

tii>aaiisTfa@i¥icaiFrinwhafr3
(iri) tTa RE iaT rfu ae tFTgrEtt" TF TR asHqTa qfi qgeni      (9)

(iF)figTarfuiapataTiEieas¥"i}FffiaTa5Gen{"i55TaETRET5GTanHrsE
ififful                                                                                                             (9 )

inn

(tFT)iaqRrfa]RTqfroaqthacaaeiitqTGmquiaeae-
•     an:  €20POJ)00

•   FTrfu : €i2flopoo
•   rfuin : 4roopoo
•   Pfiqu:`8
•    trm TR Hfro :  i5O;O

qjqft rfu rfu j\fa tR -feTFth 5iftri qR 3qgr Fa, ch af5E{ fa i± ergHR
gtsEaq rfu 3IgrTa ilTa qRi                                                                           (9 )

(iF)firf§Gtm-i@a{ife¥arffiFfuiantTEae€iaTrfuffienvia
iF TR qas rma edt. in -RETETi                                                       (9)\

/

(tF)qfainaGRIaaffirifiaaaT{uTT3ifeq5aTRaffi-drmizrsaerma
ifarmitr€f?
iaTft qrf tR qffifro qft ¥  (i) ed  (ii)  stfin a iRlr-iFqr .RE[a qs ed
¥?                                                                                                                            (9)

(ia)  iaqiarfha Gttat a 3mai{ TR  -
(i) aE 6ffi -
tii> qdis, 3iidth ed ifl` rfu
(iii) a]iaaqaT qFTRI ffi R iT"r ianl (9)

(12000)


