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[This question paper contains 8 printed pages.]

Instructions for Candidates

Your Roll No................
Sr. No. of Question Paper : 7507 , K (
Unique Paper Code 1 2412092302
\Name of the Paper ) :  Financial Management
Name of the Course :  B.Com. (Hons) (UGCF) '
Semester : III
Duration : 3 Hours - Maximum Marks : 90
T ;3 Hue Uit : 90
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1.

2
3.
4

Write your Roll No. on the top immediately on receipt of this question paper.
Attempt all questions
Use of Simple calculator and Table of PV/FV is permitted.

Answers may be written either in English or Hindi; but the same medium should
be used throughout the paper.
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(@) 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 value of this annuity? )

(b) Differentiate between Operating risk and Financial risk of a firm. How are
these risks measured through leverage analysis? O

3

OR
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(a) Explain the goal of Financial Management. How does the application of the
Time Value of Money enable managers and analysts to make informed, ethical,
and long-term decisions that ensure continuous wealth creation for shareholders
and society alike? ®

(b) Consider the given info‘rmation‘ for ABC Limited

' (X Lakhs)
Sales (70% of Variable cost) _ ° 8000
EBIT 1950
PBT 950
Tax rate 20%

-

_Calculate different type of leverages. Calculate percentage change in earning
per share. If sales increases by 7%.. )

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

(b) A machine is purchased six years back for Z1,50,000 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 machine will also be depreciated over nine years
period as per straight line Method with salvage value ¥25,000. Find out
whether the existing machine be replaced or not given that tax rate applicable

is 30% and cost of capital is 12%. (Profit or loss on sale of asset is to be
ignored for tax purposes.) ) =~

OR

(a) Pulmona Limited is considering an investment proposal requiring initial
investment of ¥50,000. The estimated life of'the project is five years and no
serap value. The company uses straight line method of depreciation and the
same is allowed for tax purpose. The corporate tax rate is 30%. The estimated
profit before depreciation and tax from the investment proposal are as follows.
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3. (a)
®)
(a)

3
Year 1 2 3| 4 5
{ PBDT (Profit before Dep )
& Tax)in¥ _ 11,000 | 20,000 | 18,000 | 15,000 | 12,000
Calculate the following —
(i) i’ayback Period
(i) Net Present Value at 10% discount rate. ©

Explain IRR method of capital budgeting decision. Why NPV and IRR
techniques lead to conflict in project ranking? ®

Companies U & L are identical in-every respect, except that the former does
not use debt in its capital structure, while the later employees ¥10,00,000
of 8% debt. Assuming that all the assumptions of Modigliani 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 of capital of both the firms? 9)

The expected annual net operating income of a company is ¥5,00,000. The
company has ¥30,00,000 10% debentures. The overall, cost of capital is
12.5%. Calculate the value of the firm and c¢ost of equity according to NOI

approach. -

If the company increases its debt from ¥30,00,000 to ¥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. %)

OR -

Under the Traditional Approach to capital structure, what happens to the
cost of debt and cost of equity when leverage increases? Describe the

behaviour of overall cost of capital.

PT.O.
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(b) Following is the capital structure of ABC Limited

Sources 7 Amount | Specific cost
of capital

Equity Share capital (2,00,000

shares of ¥10 each) ¥20,00,000 11%

Preference Share capital

(50,000 shares of 310 each) ¥5,00,000 8%

Retained earning . “ | %10,00,000 11%

7.5% Debentures of ¥1,000 each Z15,00,000 4.5%

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. C)]

4. (a) Kanta Pharmaceuticals Ltd currently has 1 lakh equity shares outstanding,
Current market price per share is ¥20. The net income for the current year
is 22 Lakhs and investment budget is also of 32 Lakhs. Cost of equity is
15%. The company is contemplating declaration of dividend @ 1 per share.
Assuming MM Approach :

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

(i) 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 decision. C))
(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. )

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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(b)

(®)

(®)

(2)

(®)

Price-Earning ratio — 8
Rate of return on investment — 15%

Also, comment whether you are satisfied with the firm’s existing dividend
policy. If not, determine the optimal dividend pay-out ratio according to

- Walter’s Model. )

Describe how the arbitrage process in the Modigliani-Miller
Model demonstrates that dividend policy has no effect on the value of the

firm. ®

Discuss the concept and importance of working capital management. In what
ways does it differ from capital budgeting? What are the possible effects on
a firmif it éxﬁeriences @) déﬁciency of working capital (i) Excess of working
capital 9)

From the information provided below, calculate the required figures  (9)
() Net operating cycle period .
(i) Number of operating cycles in a year
(iif) 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 consumed during the year — %6,00,000
Average stock of raw materials — 250,000

Annual work in progress inventory — ¥5,00,000
Average WIP inventory — 30,000

Annual Finished goods inventory — ¥8,00,000

Total cost of sales — ¥8,40,000

Average finished goods stock held — ¥40,000-

-‘.

OR

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

A company sells goods at 10 per unit with variable cost 24 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% pre-tax return, should this policy
change be implemented? Support your answer with calculations. , C)]

PT.O.




7507 6

1 (=) ewEsy i e W Yoo ARraEEET AU & 07 Fad Ied Jord | T
Far 21 W AR s sifdaer Wi 9 73000 ) IR - T T TR §oF @A § S
@ T, R 7% E THgRE A Ve B B =@ aiffent = v qed e

Brm? (9)
(@) el il & e SR A i SR X 3R AT ehatS T & e
A o7 AR B DY A T 27 (9)

k1)

(%) T yele o1 Ieed TRIET 1 T T S SO TEren S TRt
aﬁﬁmm@mﬁmwaﬁmﬁﬁﬁuﬁaﬁﬁw‘mﬁé,ﬁrﬂm
aﬁtm@ﬁ%m‘mmﬁﬂhgﬁiﬁa‘m% (9)

(a)q@ﬁﬁﬁ%s%mﬁwﬁﬁdamr&ﬁﬂé% (z o 9) :

- R () @G & 70%) : 8000

- EBIT : 1950
- PBT : 950
- FX W : 20%
AT TR & R 9 o ST AR e ¥ 79% o gfe B @ @ A IR
s (EPS) ¥ WREE TRawT ot TR T (9)
2. (=) e Tt & B § 9 ReneRT awde @ W ¥ Wt (9)

(@) =% 9 7d 71,50,000 ¥ WA T T w&i o g dg. 290,000 B TEH W

’ agﬂrﬁaalgmaﬁah(@qwaﬁ)lwmﬁmmmﬁ%lﬂ%ﬂﬁ#
o) ST 22,50,000 BRY AR I A 9 F WY I 230,000 H IRACT A
3 w7 SN R AR <70,000 F AN o D 21 R A A A ' -
q2fy ¥ 725,000 BT T R Fafead far sgEml

= R 30% B 3R Tl AN 12% B (i 2t Rl T EERTR F R T 8
AoRdeTe R W 21) .
friRe = Fr Heg 9909 @ T SRy 9@ ) (9)

qi

() TR s o o e R o B, v fong e e 260,000
& ST 3 SR e 5 o 3 ok B W v el B et g -we
FEEI TER w1 A e § 3 o A § 78 = 21 HARE T W 30% B

ST PBDT T8 WK .-
R

L3

s

sy af’é




,_Mﬂ“m_w%_wfﬁ"(wg”v:j

7507

T 1: 11,000
aq 2 : 20,000
ad 3 : 18,000
a9 4 :.15,000
a9 5 : 12,000
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(@) Tl wadt 9 sfdm ai¥is NOI 35,00,000 31 a0 & 9 330,00,000 = 10%

(=

ReR €1 @ IS A 12.5% B1 NOI Tefy & SWeR 4 o 9o ae SEd
AN T <hiforQl Afs -t 20 ' 30,00,000 | FeTE 335,00,000 ¥ ¥, &
Y A AT FE TS AR IO FR 1 NOI U2 B Sar IRomy W fRwe
Loy . (9)

a

) 2RaFier T B FEER AR T R T AR S S G R T

Bl 87 W Yo SN T SiEeR Ui S

(@) ABC Ltd. it Yol 9CaT 59 WK 2-

=Rt e it %20,00,000 {11%
T S IS | %5,00,000 8%

v aftwr £10,00,000 11%

7.5% YT 315,00,000 | 45%
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