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The figures in the margin indicate full marks
3 for the questions

Answer any five questions

1. Defime the scope of Financial Management.
Im what respect is the objective of
micalth maximisation superior to the profit
maximisation objective? 10+4

2. From the information given below, prepare
Summarised Trading and Profit and Loss A/c
and a Balance Sheet : 14

)~ GP ratio—25%

i NP ratio—20%

(i) Stock turnover—10
fiv) Net Profit/Capital—1/5
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(v) Capital/ Total Liabilities—1/2

(vi) Fixed Assets /Capital—5/4

(vii) Fixed Assets /Current Assets—5/7
(viii) Fixed Assets—Rs 10,00,000

(ix) Closing Stock—Rs 1,00,000

The projected cash flows from two mutually
exclusive projects A and B are as under :

Period Project A Project B

0 (outflow) Rs 22,000 Rs 27,000

1-7 (inflow) Rs 6,000 Rs 7,000

: (each year) (each year)
Project life 7 years 7 years

Advise on project selection with reference to
internal rate of return. T 14

A company’s capital structure consists of the
following : ‘

Rs (in lakhs)

Equity shares of Rs 100 each 20
Retained earnings 10
9% Preference shares 12
7% Debentures ~ 8
Total 50

Its earning before interest and taxes is 12%
which is likely to remain unchanged after
expansion. The expansion involves additional

“( Continuéd

R

iii

(3)

Hiindis df ' Rs 25 lakhs for which the
Sligwing alternatives are available :

& igsué of 20000 equity shares at a
gremium of Rs 25 per share

) Tssue of 10% preference shares
{4 issue of 8% debentures
it i= estimated that P/E ratio in the case

&f equity shares, preference shares and
Bentures financing would be 21-4, 17 and

S 7 sespactively. Which of these alternatives

s S80I
(g

=f Baancing would you recommend and why?

gt 5
Fhe income lax rate is 50%. 14

gi fech Ltd, plans to sell 30000 units next
year. The expected cost of goods sold is as
Eiaws |

Rs (per unit)

Baw material 100
Manufacturing and

Administration expenses 30
Eelling expenses 20
Selling price ' 200

Fhe duration at various stages of the
sperating cycle is expected to be as follows :

faw materials stage—2 months
Worlk-in-process stage—1 month
Finished goods stage—¥2 month
fiebtors stage—1 month

56071042 ( Turn Over )



units—

{fa) calculate the investment in various
current assets;

(b) estimate the gross working capital
requirement if the desired cash balance
is 5% of the gross working capital
requirements. 14

6. Show the similarity of the NOI approach and
M-M hypothesis on the issue of an optimum
capital structure. Explain the position of
M-M on this issue. 14

7. Write explanatory notes on (any two) : 7x2=14

(a) Financial instruments for long-term
financing

(b) Cash management

\
|
\
(4)
Assuming the monthly sales level of 2500
(c) Financial leverage
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