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M,B.A. Semester-II Eramination
FTITANCIAL MANAGE]!f ENT

Prper-MBAr04
Time : Three Hoursl fMaximum Marks:70

N.B. :- (l) Atempt ALL quesrions.

(2) trigures to thc right indicate marks.

(3) Annuity table showing luture valuc, prescnt value and scjentific calculator is
permitted.

SECTION-A
1. (a) The scopc of financial management include four lypcs oI fir:ance decisions :

(1) l inancing Decision

(2) Investment Decision

(3) Dividend Decision

(4) LiquidityDecision.
You neod to explain cach decision in detail *ilh cxamplcs. 14

OR
(b) WhaI is meant by the lern 'Leverage' '/ What are its t)?es ? Urith what type of risk is

each levcrage gcncrally associated ? 14

SECTION B

2. (a) What is thc differencc between compounding technique and discounting technique ?
'7

(b) A company \\,ishes to determine the optimal capital structure. From the following
selected information supplied to you :

Siruation Debt Equity

7

I

2

3

Rs.4,00,000

2,50,000

1,00,000

Aftcr Tax Cost

oI Deht 70

(k.)

9

6

5

Cost of
Equity 7o

Ik)
l0
ll
14

1,00,000

2,50,000

4,00,000

OR
(c) Explain the Nct lncome 1NI) and Net Operating lncome (N*Ol) approach of capital

struclurc with thejr assumptions. 7

(d) Tle inlormatiou rclating to the three loan altematives to financc the purchase ofa uscd
car is summarised belo* :

Loan Principle Annual Paymcnt Term

A Rs. 5,00.000 Rs. 1,35,281 5 years

B 5,00.000 1.54,321 4

c 5,00,000 2,01,045 3

\Vlrich loan should be taken 1 7
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(a) Explain short tenn linancing instrumenls:1br \\'hich type offinancial requiremenl short

tcrm sourccs are usel'ul 'l 7

(b) A tlml's cost of cquitl, is 16 7o. the average tax rate of shareholders is ,10 70 and it is

cxpcctcd that 3 9'o is brokerage cost tha. shireholders rvill have to pay whilc invcsting

thcir dividcnds in altcrnatire sccurilies. what is lhc cost of retained earnirtgs l ?

OR

(c) The cosr of preference capital is gcncrally lo*,:r lhan the cosl ol cquily. Slalc thc

rcasons. 7

(d) PQR. and Co. has the lollowing capital structure as on Dcc. 31.2015.

lls.
llquiry Share Capital 5.00,000

9 o% Prcfcrcncc Sharcs 2.00,000

l0 96 Debentures 3.00.000

The equity shares of the company arc quolcd at Rs. 102 and the cnmpanf is

cxpectcd to declare a divrdend of RJ. 9 pcr share lor lhe next year. The company has

regislered a dividend grolr1h rate of 5 9; uhich is expected to be maintainod.

Assuming the.ta\ raic applicablc to thc compan] at 5 o/o, calculate the $eighted
averlge cost of capilal. 7

ST]CTION_{
(a) Define and differentiate helween IRR and i\RR methods of capital budgctiDs. '/

(b) Dcscribc thc various conoepls ol v.rluation. Ho$ docs the valudion concept help in
dccision making'l 1

OR
(c) What is oapital budgcting ? Briclly discrLss the lechnique of capital budgeting. 1

(d) Explain and illustmtc rhc Yicld to N4aturity (YlM) on a bood State the djfference
bel$'een YT\4 and company rate. '7

SECTION D

From the follouing projectlons of XYZ and Ltd. lur thc next )'ear, )'ou are required lo
determine the \,,orkine capital rcquircd by rhc compaD).

Annual Sales Rs. 14.,10,01)0

Cost of production (including deprcciatirrn ol Rs. 1.10,000) Rs. 12,()0.000

Raw material purchase Rs.7.15.000
Monthly expenditure Rs. i0.00fl
Estimatcd opening stock of llaw lr{atcrial Rs. 1,40,000

Estimated closing stock of Rau' Material Rs. 1.25,000

Invcntory Norms :

Raw lvlaterials - 2 MoDlhs

\Vork in Process - % Month

Finished Coods I Month
'fhc lirm cn-ioys a credit ofha-fa onlh on i1s purchase and allows one monlh credit to its
dcbtors. On sales orders, the compan) r!'ccivcs an advance ofRs. I5.,100. \bu may assume

that production is carricd out cvcnl) throughout thc ycar and minimum cash balance desired

to be mainlained is Rs. 35.000. ll

1
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