[image: image1.jpg]


[image: image2.png]


 

       

Registration No._____________

JUNE 2019 EXAMINATION

FM 12 / eFM 12
Financial Management
Time: Three Hours




     
     
                 Maximum Marks: 100

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 evaluate profit maximization as a goal of financial management.  

2.  
What do you understand by the concept of time value of money?  Briefly explain the techniques used to evaluate time value of money.
3.  
Find payback period of a project which is expected to cost Rs. 40 lakhs and generate annual year end cash flow after tax of Rs. 5 lakhs per year for first five years and Rs. 6 lakhs per year thereafter for 10 years.
4.  
List the types of dividend declared by companies in India and its effect on the balance sheet of a firm.  Briefly explain the factors which affect dividend policy of a firm. 
5.  
A manufacturing firm starts each period with 10,000 units of inventory in stock. This stock is depleted each month and reordered. If the carrying cost per unit is Rs.100, and the fixed order cost is Rs.500, is the firm following an economically advisable strategy? If not, what do you suggest?
6.  
Briefly explain the sources of working capital finance.
7.  
Define the term optimal capital structure.  Briefly explain the factors which affect capital structure decision of a firm.
SECTION-B (15 Marks each)
8.  
A firm provides the following information:
Total capital employed is 50,00,000; Debt to equity ratio is 1:3; Interest rate on debt – 12%; Sales – Rs. 20,00,000; Variable cost is 20% on sales, Fixed cost – Rs. 400,000.
Calculated operating (OL), Financial (FL) and Combined (CL) leverage.  If the firm doubles its sales then what would be the effect on OL, FL and CL?

9.  
Following information is extracted from a firm:
	Particulars
	Beginning of the year
	End of the year

	Inventory
	Rs.    30,000
	Rs.    50,000

	Receivable & Debtors
	Rs. 2,00,000
	Rs. 1,40,000

	Payables & creditors
	Rs. 3,00,000
	Rs. 1,00,000

	Net Sale during the year
	Rs. 25,00,000

	COGS
	Rs.   8,00,000


Calculate average collection period, average payable period, inventory conversion period, gross operating cycle (in days) and cash cycle (in days).

10.  
Following is the capital structure of a company as on 31.3.2019:
	Sources
	Amount (Rs.)

	Equity Share (at Re. 1 each)
	10,00,000

	15% Preference share (at Rs 100 each)
	  6,00,000

	13% Debentures
	  8,00,000


The market price of the company’s share is Rs 120 and is expected that dividend of Rs 12 would be declared next year.  The dividend growth rate is 8%.  The company is in tax bracket of 50%.  
Calculate –

(i) weighted average cost of capital

(ii) the revised weighted average cost of capital when the company plans to borrow Rs 14,00,000 additional debts at 15% interest.  This decision is expected to pull down the share price from existing Rs 120 to 110.  The company is expected to increase dividend from Rs 12 to Rs 15 per share.
11.  
Briefly explain the concepts of working capital.  Using suitable diagram, explain working capital financing policies adopted by companies.
12.  
Explain discounted and non-discounted cash-flow techniques of capital budgeting.
SECTION-C (15 Marks)

Case Study (Compulsory)

13.   
A company is evaluating a project which would require gross investment of Rs 15,00,000 and working capital of Rs 250,000 at the end of first year (which is expected to be recovered at the end of economic life of the project).  It is expected to have a useful life of ten years and a salvage value of Rs 50,000 at the end of ten years.  The project is expected to generate annual cash flow before depreciation of Rs 200,000.  The company uses straight line method of depreciation and is subject to 40% tax rate.

The expected rate of return is 12% from the project.  Will you recommend the project on the basis of:
(i) NPV


(ii)   
Benefit-cost ratio

Additional Information:
PVF @ 12%:

Years:


1

2

3

4

5

PVF (12%):

0.893

0.797

0.712

0.636

0.567

Years:


6

7

8

9

10

PVF (12%):

0.507

0.452

0.404

0.361

0.322
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