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. | Semester M.F.A. Degree Examination, January 2016
' (Semester Scheme) .
FINANCE AND ACCOUNTING
Paper - 1.4 : Managerial Finance

Time : 3 Hours Max. Marks : 80

Instructions : Attempt all Sections.
Present value tables will be supplied on request.

SECTION-A

Answer any ten of the following in about 3-4 lines each. Each sub-question carries
2 marks : (10x2=20)
1. a) What do you mean by GDR'’s and ADR’s ?

b) lllustrate Tax Shield.

c) How do you calculate the cost of retained earnings ?

d) Explain the concept of IRR.

e) lllustrate conservative working capital policy.

f) What is meant by ‘home made leverage’ ?

g) How do you maximise shareholders wealth ?

h) What is Optimal Capital Structure ?

i) What are the uses of Commercial Paper ?

i) Why is cost of capital important ?

k) llustrate combined leverage.

1) What do you mean by risk-return trade-off ?

SECTION-B
Answer any three questions. Each question carries 5 marks : (3x5=15)
2. lllustrate NOI approach of capital structure theory.
3. What are the differences between NPV and IRR methods ?

4. How is shareholder value measured ?
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10. Acompany can make either of two investments using NPV and profitability

fndex methods at the beginning of the year 1. The forecast particulars are

given below :
Initial outlay (Rs.)
Estimated life (years)
Net cash flow (Rs.) :
Endofyear 1

2

3

4

5

Proposal ‘A’ Proposal ‘B’
20,00,000 25,00,000
4 5

5,50,000 9,00,000
7,00,000 8,00,000
8,50,000 8,00,000
7,50,000 6,00,000

- 3,00,000

Itis also estimated that each of the proposals will require an additional working

capital (to be invested additionally) of Rs. 2,00,000 which will be received back

in full after the expiry of each project life. The company can arrange funds at

8 percent. The P.V. of Re. 1 to be received at the end of each year at 8 percent is

given below :

Year 1

3

5

P.V.factor 093 0.86 0.79 074 0.68

Comment on the profitability of each of the above proposals.
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SECTION-D

. 11. Case Study : Compulsory

T

(1x15=15)

Calculate operating leverage and financial leverage under situations A, B and C
and Financial Plan 1, 2 and 3 respectively from the following information relating
to the operations and capital structure of ABC Co., Also find out the combinations
of operating and financial leverages which gives the highest value and the least

value :

Installed capacity 1200 units
Actual production and sales 800 units
Selling price per unit Rs. 15
Variable cost per unit Rs.10

Fixed cost: " Situation—A Rs. 1,000
Situation - B Rs. 2,000
Situation-C Rs. 3,000
Capital structure :
Financial Plan

1 2 3
Rs. Rs. Rs.
Equity 5000 7,500 2500
Debt 5000 2500 7,500

(Cost of debt 12%).
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5. lllustrate with a diagrém the working capital policy of a firm.
6. Calculate the degree of operating and financial leverage from the following data :

Sales 100000 units @ Rs 2 per unit

Variable cost per unit @ Re 0.70

Fixed cost Rs. 1,00,000
Interest charges Rs. 3,660

SECTION-C

Answerany two of the following. Each question carries fifteen marks. (2x15=30)

F

8.
2

“ The financing of current assets is governed by the financing policy of the firm”.
Briefly discuss the various sources of current asset financing.

Briefly describe different capital structure theories.
Beta Co. Ltd., is considering the purchase of a new machine. Two alternative

- machines X and Y have been Suggested, each costing Rs. 40,00,000. Earnings

10.

after taxation are expected to be as follows :

Year Cash Fiow (Rs.)
Machine X | Machine Y
4,00,000 | 12,00,000
12,00,000 | 16,00,000
16,00,000 | 20,00,000
24,00,000 | 12,00,000
16,00,000 | 8,00,000

Glalw|mp|a

The company has a target return on capital of 10% and on this basis, you are
required to compare the profitability of the machines and state which alternative
you consider financially preferable.

State Generators Ltd., wishes to raise additional finance of Rs. 10 lakh for meeting
its investment plans. It has Rs. 2,10,000 in the form of retained earnings available
forinvestment purposes. The following are further details -

1) DebvEquity mix 30:70
2) Cost of debt upto Rs. 1,80,000 10% (before tax)
Cost of debt beyond Rs. 1 ,80,000 16 % (before tax)






