
[This question paper contains 12 printed pages.]

Sr. No, of Question PaPer 261

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

Name ,of the Course

Semester

Duration

Maximum Marks

Instructions for Candidates

22411503

Financial Management

B. Com (Hons.)

3 Hours

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

Allempt all q uestions.

afrff" qR'*q-{* * aw"r*q fr -N* r-{h' {afr 6r yrAsarilT Xsrq dfts'

(b) Stadle L1d. is presently having a manually operated machine which was purchased ten

years ago. It has a book vaiue of Rs. 1,00,000 and remaining life of ten years. The

. company is considering replacing the old machine with a fully automated machine at a

cost of Rs. 2,60,000. It is expected to have a ten-year life and a salvage value of Rs.

20,000. The new machine is estimated to lead to a cost saving of Rs. 60,000 per year.

Thb company has been offered Rs. 80,000 for the old machine, if it is sold now. The tax

rate for the company is 40%. Straight line method of d6preciation is used. The company

expects. a minimum return of l2Yo per anoum on its investments. Should the machine be

replaced? (5,10)
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l. (a) Critically evaluate the 'Payback period'method ofevaluation of long-term projects.
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(e) fs-a ftfrLs + qrs e-dqm i- erq t q-o'r q-r6 s6 Tfr+ * firt cs Ha q6.e <ter rrqr qrr rseft
g-+. +q r. t,oo,ooo *t w vra qr i,s .fi-fi *r otrfi SuS qfiT Eil $ ms t R-qrkd rrk{
t a-{f,+.ri tr-qn q-r r€r *, frffiS arq-f, r. 2,60,000 srqff r Es+ ss qrfl * fi-+< *< zo,ooo
{q} + ffRT{q {lq Efr BSa *r a€ q$-{ t eo,ooo sq} c.R Ed d arrr+ srrd *i mr irgqm
ir offi d Sr* r*q *'fts eo,ooo Ec+ d nrr6$ aff rd t, srn E* $t +sr vmr *r 6!{
* fts 6-t fr ?r 40?i, *r qoa65s d {c arer c-dft 6r iq+{ BqT oni *r otft eil sc+
ft+{r lt ;Trmq D% yfu s{ * ffi !fr !+fi-{ Br wr r*r d qeor vrqr qrBs?

OR

slsrEr

(a) Why is considcration of time important in financial decisioa making?

qfr. ffq t* { l* sr fr-qr fll Trd$ *?

(b) A company is considering the purchase of a machinc cosring Rs.5,00.000 qirh a life of
5 years. alter which iL can be strld for Rs. 1.00.000. It will requirc an injtial inve\rment
of Rs.20.000 in working oapital. Additional working capital of Rs 20,000 wili also be,
required at the end of the first 1.ear. Tax rate for the company is la 9/o and it uses
straight line merhod ofdeprcciation. lts cosr ofcapital is 1290. Advise the company abour
the profitability of the project using NPV method. The expected profiti before depreciation
and 1ax arc as follows:

1 4

PBDT (Rs.) 1,50,000 2,00,000 2,00,000

0)

ss oc* s a{ A Sfi * qrE s,oo,ooo wi 6 <rm elff {It-{rsH qt F,{R sr (& i,
frrr'* qla Et t,oo,oos rc+ +- +qr nlr rG6"irT *r ss* ftv Hrfifta {ft t ao,ooo tct * Etarfr
fttqr fr i{r+{qo'il *ffr q-r} s{ + u-d t zo,ooo wt d fiRft-fi mrdr?id {fr d rt srqsrmr
Artl 6irfr * fre qt fr qi 40% * *t qa {sd'm ct {c arr+ vah ql sq-+.r q,"r& *r Er6
TS fr arrre 12% *r \r{ft& qaR aT sq'*rr q.a$.6ffi A cft+q-{r fr qFrc-{ff * sft t irdr6

Qfrgr ts6m sir ot t q-6e srEft"d anr {€ eo,R *:

7

Year 2 3 5

1,50,000 1,00$00
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Year I J 4 5

I;50,000 2,00,000 2,00,000

)(s

(b) xYZ ltd. is ev

EBIT of Rs 4. lakh, calculate:

(i) The EPS.for each pian,

(iii)

(ii) Tbe financial break-even poinr for each plan.

Plan A

00 at 9YoRs.8 000 t0%

xYZfrRls A fr-fl frqur *e-+* qr Tiqrt-{ qt T6r *t 50% qr d qt *t a am tq} *
aXwft-6 gro d {it Eq, rrqqr q+.

P.T-O.

2. (a) Explain the behaviour of cost of debt, cost of equity and overall cost of capital under the
traditional approach to capital structure.

tfr $rirdr + !R!Rm' E@q * esn aq * dr{rd, EFE-& fr arrr< *< {S 6 srm <rrrr *
qr6R t6,T qrgr 6'nagr

(s,10)

J

2

PBDT (Rs.) 1,50,000 I,0o,000

Plan B

Bonds

100/o Piefereace stock 4,000 shares of Rs 60 each 2,000 shares of Rs 70 each

Common stocks 20,000 shares 23,000 shares
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(4 n-A-s +s-iT * frs fQc{,

). l-e*. +sar * frs e'"Sq an-rom &,

EBIT + i&"{ <r qr 6.rft E{ fi *sfiISr { * fr€-*l qzrt qi(fr t, gg-A qR + lirfi-{
rtil r

(a) Investment, financing and dividend decisiors are interrelated. Comment

ffart, ffis"r Bli ar-rrT frsfu {ts{ E.t gc d, ftsff d&sr

(b) There are rwo firms which are identical in all respccts excepr in terms of thcir capital

Pirrticularg

EBIT Rs r,00, Rs 1,00,

Debt (0 109t,

16% 12.5 Yo

E{am

Plan BPlin A

Boids Rs.i,50,000 at 10%

2.000 -<hares of Rs 70 each10% Preference. stock

23,000 sharesCommon stocks 20"000 shares
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Lcvered company (L Ltd.) Unlevered company (U Ltd.)

Rs.5,00,000

Equity capitalization rate(Kc)

OR

Rs:80,000 at 9%

4,000 shares of Rs 60 each
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Calculate the value of the two firms and explain how an arbitrage process would be

initiated according to MM Approach of capital structure. When will this process stop?

(s,10)

a sd i * ac& {ft lriqn d *.ss( Rrt crc-& t vqr+ * i{r fr {tt Cs rw A{wr t ?€r
q1 x-6-ar'*-

EBIT Rs. 1,00,000

Debt @, lOo/o

nclpal motives for holding cash?

i-6e {€} * nw Qa mr ?'?

The cost sheet of a compan u the followin estimated cost per unit

Direct labour

i
i
I
I
I

I

1

I

I
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Particulars Levered company (L Ltd.) Unlevered company (U Ltd.)

Rs. i,00,000

Rs.5,00,000

Equity capitalization rate(Kc) 16% 12.5 %

* $-S d Xs fr rrcnr *Rs *: q<Es fr iS qcqiT * vccq E@oT * qm cq<l-dr r&qr
St Er 6:netr {6'rfrqr cre {*&i

Cost Elements Amount per unit (Rs.)

Raw material 10

4

0verheads 6

Total cost 20

P.T.O.



Rs. 25 per' unit

I,56,000 units per annum

Average 4 weeks

Average 2 weeksprogress

Average 4 rveeks

Credit allowed to debtors Avcrase 8 u,eeks

Average 2 rveeks

acc.rue sirnilarly-

of working capital

required to prepare a statement

re m

q6 sffi fr enrrr fr- sTqq,1 nR {. d ft<ft&-d 3]-gqrR-d i{rm c-{Tr 6{& 3:

Cost Elements

10

irfrRffi ur-{dTft

261 6

Additional infoimation:

Selling price

Level of activity

Raw material in stock Average 4 weeks

Finished goods in stock

Credit allowed by suppliers

Lag in payment of wages

Cash at bank is expected to be

Amount per unit (Rs.)

Raw material

Direct labour 4

Overheads 6

Totai cost 20

I



i-fird-{ Q e{ (se rwro; scfir 6c t fruir vrm + u}t c-d-S *{ BqRec.rrqm Gs

25% frfr lt6'€ imun x *& tr arq-d} qi4fi-d gS d w<rer+-er fi R.q$r fuR

igffir**il
61;TT EIJNI

OR

ggFTT

. Writc short .notes on the following:

(i) Operat ing cycle

)
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Level of activitv

Raw material in stock weeks

.50,000

(iii) Permanent and Temporary working capital 5 5

Seiling price Rs. 25 per unit

1,56,000 units per antrrrn '

Work in progress Average 2 weeks

Finished goods in stoct Average 4 weeks

Credit allowed by suppliers Average 4 weeks

Credit allowed to debtors .Average , 8 weeks

Lag in payment of wages Average 2 weeks

Cash at bank is expected to be

(ii) ABC system of inventory management

1

P.T.O.



ffiR( q{ 1&s AqM frRq:

(i) rrsra-* u*

(ii) q& e-dffi d yffe Yqr&

(iii) tv,e *t ntvre cl{fl-d {ft

qmrr * rfrfl * rm Ee-oq aHEr {R ft frnRil fr vrfr *?

(b) Following information is given to you aboui ABN Ltd.

By what percent should ths sales increase, if the firm wants to double its earnings before

interest and tax (EBIT)? (5,10)

Sales Rs. 10,00,000

7,00,000

Fixed cost Rs. 2,00,000

sructure:Capital

Rs.2,00,000

25o/oTax rate

261 8

4 (a) How is optimum dividend policy determined under Walter's model?

Variable cost

Eguity shares of Rs.l0 each Rs.10,00,000

7o/n Debl Rs.5,00,000.

97o Prefeience shares

Calculate the operating, financial and combined leverages.



9

vew frRls + art +- nq-d ffilYt qnflt ff rr* *r

0fi,*4"T, ffi qk iig-€ ffiq A {-snr dhsr

qRln{ qm *t q-r Gerr) t y6] sTft sqrt d *grT 6-fir qrr$ e, * ffi t ffi nRrrd

d Ek *ft qRc?

(a) Discuss the relevanl costs which affect ealculation of economic order quantity-

rft rrqcr a] crirR-d {'(ft gr

(b) KOL ltd u'ants to increase its current annual sales of Rs. 30.00,000. The selling price

of the product is Rs.300 per unit and the varialrle cost is Rs.200 per unit..The fixed cost"
is Rs.3.00,000 per year. The present crcdir period offered to its customers is one month.

At presenl l% of thc sales become unrecoverable.

sreEr

{. t0,00,000

E 7,00,000qffi*q Frr.tr :

Rqt arlq

,o uotr v*o + EM iq( - 10,00,000 tqa

t 5,00,000

2,00,000 rwl9% tht€ tqr'-

2s%s{frEr

261

OR

frfi

!.2,00,000

XS rcqqr'

7o,b au[ -

P.T.O.
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It is estimated that the sales ean be increased by 15%, if the company increases tbe credit
period to 2 months. But this cbange in credit poiicy will increase the bad debts to 3%.
Advise the company whether the proposed credit policy should be implemenred given that

(s,10)

tlc'aoo
wt *r as+ srE-d d ff aA srfr Tfqt{ *Rr lre& tr6 q&* * *r {efl{ + e-fr 6T 1% scFq

d rrqr il

{6 sgcr{n{HrrFrifrqeqffi*Bd ffifr* 2 q&+dnT.drtS*fr&-fi{ 1s% *
& A rr+S Sr eRfi *GE frfr + z16 q+f,H wrq 6-S d :x rq c-.dr }rnr st* til q.sm

Aec ft 6n r<rfd ARe {R * ar{ftqr

ilq q'qr+ qrft sffi ti Rrq aq d {Rqr R-flQssr qr rqir {Rr A( Fii +r wr qi{ sli ro0,z,

zgr fi-f irqq qir k6fr trq q-6-dl B?

(b) As per MM approach the payment of dividend does not affect the value of the firm. Use

the data given trelow to proye this statement.

Number of outstanding shares 2J,000

Rs. 10Earnings per share

P/E. ratio

New Investments Rs;5,00,000 (s,10)

5. (a) Why is debt the cheapest source of iinance for a profit-making company? Can a firm go

for 100% debt financin!1?

10

n%Ke

Expdcted dividend per share Rs.5
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\q\q gedq +
q{+ + frs ff+

u-gqR drril{r cr grrn w$ *
cr v*.r

mtfrr;rff mm *r qcq 6] ft-d

2ffi 6vqr

vR *rn sm

flq&T Erqi{r

5

s:Fae/t

Rs.5,00,0m

p a yrnen t?

cR

49

sharesEquity capital (in

Retained earnings

' 
l2o/o preferetee c

l0% debentures (

(b)

videnda) \Yhat is 'informational corlent' ofdi

qrr{t' wr *€t l?mqm Vr-<n 6 'q;r<nro

shares Rs 100 each fully pa

0 cac h)

sTelEt

{

Rs. in lakhs

par)

book value capital structure

f Rs 10 each ful1y paid up ar

the followingABC ltd has

upid

o

n

0

1l7o term loan

11

Rs. 10

10$/o

Rs. 5

OR

't0

P.T.O.
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rate of 60/o. The market price per share.is.Rs 30. Prelerence stock redeemable after 10

years is currently selliag at Rs. 75 per share. Debentures fedeemable after 6 years ale

selling at Rs. 80 per debentute. Income tax rate for the comPany is 40%. compute the

weighted average cost of capital using market value proportions. (5,10)

y{ffi ftRtE A qrq ffikd gq. nq. slff TS nrs-{r *r

aKq sc+ t

rffi t-S (ro tnt * ffi + tcTis !{ lt (€ t g-<r+ frq qq1)

rfrrnFd ssr{

10% Blrri (u.do. too tG

I l% ffsfr aur

N x rrr* sEBrd,fiqm 3 tqi rR iq( * !fu 6% tft ?r * q-.d* 6 tsda *r cft i?R sIqR

ra eo'tqt *r to qrt Ere RSt ffi+ dr.c ffi( d6 {+qrT + 75 rct cR ftn { ffo'ra *r

5 iarn * sr+ t&r !Fr* *rq €** ao $c+ cR B{si} Ra € *r ffi + fu slnfi d 4 4A'/o

!tR'd fr{d

6r)

(10,000)

t2

20

E

m

5


