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Note: 

1. The paper is divided into three sections: SECTION-A, SECTION-B and SECTION-C. 

2. There are seven questions in SECTION-A, attempt ANY FOUR. 

3. SECTION-B has five questions, attempt ANY THREE. 

4. All the questions of SECTION-C (Case Study) are compulsory.

SECTION-A (10 Marks each)

1.  
Critically examine if profit maximization is the goal of financial decisions in corporate finance.

2. 
Using suitable example explain the terms – Annuities, Perpetuities, Sinking fund and Loan amortization.
3.  
A company is considering purchase of new machinery which is expected to cost Rs 400,000.  Due to rapid change in technology, it is expected to have useful life of 2 years.  Cash flows after taxes (CFAT) and their associated probabilities are following:

	Scenarios
	Probabilities
	CFAT of Year -1 (Rs.)
	CFAT of Year -2 (Rs.)

	Optimistic
	0.5
	300,000
	360,000

	Moderate
	0.3
	200,000
	250,000

	Pessimistic
	0.2
	150,000
	180,000


Do you recommend this purchase if the required rate of return is 10%?

4.  
Briefly explain the working capital financing policies.  Which of these policies will you recommend for the firms in the utility sector which may have stable cash inflows?
5.  
Define cash discount and trade discount.   Suppose a firm currently has terms of net 30 and average collection period (ACP) is 30 days.  It is changing its credit term to ‘2/10, net 30’.  Assuming that the annual sales are Rs 10 million (before discount) and 365 days in a year.  If half of the customer pays in 10 days and remaining takes 30 days to pay; what will be the firm’s new ACP? 


   







    (4 +6)
6.  
Briefly explain the motives of holding cash.  Define float as a cash management technique. 
    
                   (6+4)

7. 
Write short notes on:
a) Factoring;
b) Hurdle rate;

c) Arbitrage;

d) Internal rate of return
SECTION-B (15 Marks each)
8.  
What do you understand by optimal capital structure? Briefly explain the irrelevancy theories of capital structure. 








  (3+12)
9.  
Following information have been obtained from the books of Co. A & Co. B:  

	Particulars
	Co. A (in Rs. Lakhs)
	Co. B (in Rs. Lakhs)

	Sales
	500
	1000

	Variable cost
	200
	300

	Fixed Cost
	150
	400

	Interest on Debt
	50
	100

	Tax rate
	40%
	40%


You are required to calculate (i) operating, financial and combined leverages of the two companies and (ii) comment on the relative position of the companies in respect of the risk. 



  









     (9+6)

10.  
Why corporate restructuring has become an essential corporate strategy?  List and explain various forms of corporate restructuring.
11.  
List and explain the techniques used to evaluate risk in capital budgeting decisions.
12.  
In order to increase sales from the present annual sales of Rs. 24 Lacs, Everest Corp is contemplating more liberal credit standards.  But the company also expects increase in bad debts from the current situations.  Existing as well as new credit standard will result in the following:

	
	Existing
	New Credit policy-A
	New Credit policy-B

	Increase in sales from previous level (in lacs)
	--
	2.5
	4.0

	Average Collection period
	30
	45
	60

	Bad debts (%)
	2%
	3%
	5%


The selling price of Everest Corp’s product is Rs 20 and variable cost is Rs 16 per unit.  If the opportunity cost of capital is 15%, which credit policy should be pursued, why? Assume 360 -day year.

SECTION-C (15 Marks)

Case Study (Compulsory)

Metro Corp is an existing profit-making company is planning to introduce a new product with a projected life of 8 years.  This product can be manufactured with a specialized equipment. Initial equipment cost will be Rs. 120 lacs and additional equipment costing Rs. 10 lacs will be needed at the beginning of the third year.  At the end of the 8 years, the original equipment will have resale value equivalent to the cost of removal, but the additional equipment would be sold for Rs. 1 lakh.  Working capital of Rs. 15 lacs will be needed in the beginning.

The new product is expected to generate annual after-tax cash flow of Rs 25 lacs.

13.
Case Question: Do you recommend this investment, if the required rate of return is 12%?  
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