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1. What is financial management ? Explain its importance and scope. 14
OR

1. (A) Explain the roles of Finance Manager. 7

1. (B) Explain traditional and modern approach to finance function. 7

2. Explain the reasons why both types of risk arise by explaining the concept of financial
risk and business risk. 14

OR

2. (A) Equity shares of Kensi Limited are currently trading at ¥ 22.50 per share.

2. (B)

According to the financial manager, there will be a continuous growth of 12% per
share and the dividend at the end of the year is X 2.50. 7
(1) What is the expected rate of return if you buy this stock for ¥ 25 ?

(2) Ifthe required rate of return is 18%, is it worth buying this stock ?

You invest 40% of your investment of ¥ 3,00,000 in Company A, whose expected
rate of return is 15%, 30% of your investment in company B, whose expected rate
of return is 10% and the remaining 30% you invest in company C, whose
expected rate of return is 12%. Find your portfolio’s return and expected rate of

return. 7
3. Pratha Limited has two Proposals, the details of which are as follows : 14
(1) Proposal A and Proposal B each have an initial investment of I 8,00,000 and a
scrap value of ¥ 80,000 at the end of five years’ life.
(2) The estimated profit (before depreciation and tax) is as follows :

FE-102

Year Project — A | Project — B
4 4

2,00,000 4,00,000
3,20,000 3,60,000
4,00,000 2,80,000
4,80,000 2,00,000
5,60,000 1,60,000
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(3) The company calculates depreciation using the straight-line method and the tax
rate is 50%.

(4) Management has decided to assess 15% cost of capital for project-A and 10% cost
of capital for project-B considering the risk factors.

State which of the two projects to accept on the basis of net present value.

The present value of ¥ 1 for the first five years at 10% and 15% discount rate is as
follows :

Year 1 2 3 4 5
P.V. Factor @ 10% | 0.909 | 0.826 | 0.751 | 0.683 | 0.620
P.V. Factor @ 15% | 0.870 | 0.756 | 0.658 | 0.572 | 0.497

OR
3. (A) Describe the principles of working capital management. 7
3. (B) Write a full note on Optimum working capital. 7

4. What is capital structure ? Discuss the net income approach and traditional approach in

the context of capital structure. 14
OR
4. (A) The following details are related to ‘NIKI’ Limited : 7
Equity share capital (of% 10 each) < 1,00,000
10% Debentures (of % 100 each) < 1,00,000
Sales < 3,00,000
Variable expenses 32,25,000
Fixed expenses % 25,000
Tax Rate 40%

Based on these details, calculate the level of operating leverage (DOL); the level
of financial leverage (DFL) and the level of combined leverage (DCL).

4. (B) The following details are available regarding Shah Chemicals Limited : 7
Equity share capital (of% 10 each) < 10,00,000
11% Preference Shares (of % 100 each) ¥ 2,00,000
Reserve and Surplus < 18,00,000
15% Debentures (of ¥ 100 each) $20,00,000

The next year’s expected dividend rate on equity shares is 20%. The growth rate
is 10% of the company’s earnings. The average current market price of an equity
share is T 25. Assume cost of capital of retained earnings is 3% less than cost of
capital of equity shares. The current market price of preference shares and
debentures is ¥ 60 and I 69 respectively. A tax rate of 60% is applicable to the
company.

Find the Weighted average cost of capital of the company based on the following :
(1) Book value

(2) Market value
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5. Choose the correct option : (Any seven) 14
(1) Which of the following is not a primary function of financial management ?
(a) Financing decision (b) Marketing decision
(c) Dividend decision (d) Investment decision
(2) An increase in shareholder wealth can be measured by :
(a) A reduction in the company’s debt levels
(b) Arise in the company’s stock price
(¢) An increase in the company’s total revenue
(d) An increase in employee satisfaction
(3) The wealth maximization objective is typically measured by :
(a) Return on investment (ROI) (b) Market price of shares
(c) Earnings per share (EPS) (d) Profit before tax
(4) What is the main objective of working capital management ?
(@) To minimize the cost of capital
(b) To maximize profits
(¢) To ensure sufficient cash flow to meet short-term obligations
(d) To increase long-term investments
(5) What is capital budgeting ?
(a) A process to manage working capital
(b) A technique for evaluating short-term investment projects
(c) A process used to evaluate long-term investments and expenditures
(d) A method for managing cash inflows and outflows
(6) Which of the following is not a capital budgeting technique ?
(a) Net Present Value (NPV) (b) Payback Period
(c) Inventory Turnover Ratio (d) Internal Rate of Return (IRR)
(7) What is dividend policy ?
(a) A strategy used to raise additional capital
(b) A method for setting the company’s stock price
(¢) A technique for calculating retained earnings
(d) A company’s approach to distributing profits to shareholders
(8) Financial securities contain .
(a) Equity share (b) Debenture
(c) Pref. Share (d) All ofthe above
(9) Who gave the CAPM Model ?
(a) William James (b) M.J. Gorden
(c) Haley and Shail (d) William Sharpe
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(10) Inflation occurs when
(a) Cost of production rise (b) Political issues
(c) Demands are not satisfied (d) None of these
(11) Retained Earnings is a fund without .
(a) Discount (b) Cost
(c) Interest (d) Premium

(12) According to Companies Act, the dividend should be paid within
days after declaring it.

(a) 42 (b) 30
) 21 d 50
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