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2n Semester 2022-24 Batch
Section: A
Capstone Project on Investment Decision on

SIl. No Student Name ‘ Company Name Industry

1 ACC Ltd. CEMENT & CEMENT PRODUCTS
2 AU Small Finance Bank Ltd. FINANCIAL SERVICES
3 Aarti Industries Ltd. CHEMICALS

4 Adani Enterprises Ltd. METALS

5 Adani Green Energy Ltd. POWER

6 Adani Ports and Special Economic Zone Ltd. SERVICES

7 Adani Total Gas Ltd. OIL & GAS

8 Adani Transmission Ltd. POWER

9 Aditya Birla Capital Ltd. FINANCIAL SERVICES
10 Aditya Birla Fashion and Retail Ltd. CONSUMER SERVICES
11 Ajanta Pharmaceuticals Ltd. PHARMA




12 Alembic Pharmaceuticals Ltd. PHARMA

13 Alkem Laboratories Ltd. PHARMA

14 Amara Raja Batteries Ltd. AUTOMOBILE

15 Ambuja Cements Ltd. CEMENT & CEMENT PRODUCTS
16 Apollo Hospitals Enterprise Ltd. HEALTHCARE SERVICES
17 Apollo Tyres Ltd. AUTOMOBILE

18 Ashok Leyland Ltd. AUTOMOBILE

19 Asian Paints Ltd. CONSUMER GOODS
20 Astral Ltd. INDUSTRIAL MANUFACTURING
21 Aurobindo Pharma Ltd. PHARMA

22 Avenue Supermarts Ltd. CONSUMER SERVICES
23 Axis Bank Ltd. FINANCIAL SERVICES
24 Bajaj Auto Ltd. AUTOMOBILE

25 Bajaj Finance Ltd. FINANCIAL SERVICES
26 Bajaj Finserv Ltd. FINANCIAL SERVICES
27 Bajaj Holdings & Investment Ltd. FINANCIAL SERVICES
28 Balkrishna Industries Ltd. AUTOMOBILE

29 Bandhan Bank Ltd. FINANCIAL SERVICES
30 Bank of Baroda FINANCIAL SERVICES

31 Bank of India FINANCIAL SERVICES
32 Bata India Ltd. CONSUMER GOODS




33 Berger Paints India Ltd. CONSUMER GOODS

34 Bharat Petroleum Corporation Ltd. OIL & GAS

35 Biocon Ltd. PHARMA

36 Bosch Ltd. AUTOMOBILE

37 Britannia Industries Ltd. CONSUMER GOODS

38 Cadila Healthcare Ltd. PHARMA

39 Canara Bank FINANCIAL SERVICES

40 Castrol India Ltd. OIL & GAS
Cholamandalam Investment and Finance

41 Company Ltd. FINANCIAL SERVICES

42 Cipla Ltd. PHARMA

43 City Union Bank Ltd. FINANCIAL SERVICES

44 Coal India Ltd. METALS

45 Coforge Ltd. IT

46 Colgate Palmolive (India) Ltd. CONSUMER GOQODS

47 Container Corporation of India Ltd. SERVICES

48 Coromandel International Ltd. FERTILISERS & PESTICIDES

49 Crompton Greaves Consumer Electricals Ltd. CONSUMER GOODS

50 Cummins India Ltd. INDUSTRIAL MANUFACTURING

51 DLF Ltd. CONSTRUCTION

52 Dabur India Ltd. CONSUMER GOODS




53 Dalmia Bharat Ltd. CEMENT & CEMENT PRODUCTS
54 Deepak Nitrite Ltd. CHEMICALS
55 Dhani Services Ltd. FINANCIAL SERVICES
56 Divi's Laboratories Ltd. PHARMA
57 Dixon Technologies (India) Ltd. CONSUMER GOODS
58 Dr. Lal Path Labs Ltd. HEALTHCARE SERVICES
59 Dr. Reddy's Laboratories Ltd. PHARMA
60 Eicher Motors Ltd. AUTOMOBILE
2n Semester 2021-23 Batch
Section: B
Capstone Project on Measuring Financial Health of Selected Company
Sl. No | Student Name Company Name Industry
61 Emami Ltd. CONSUMER GOODS
62 Endurance Technologies Ltd. AUTOMOBILE
63 Escorts Ltd. AUTOMOBILE
64 Exide Industries Ltd. AUTOMOBILE
65 Federal Bank Ltd. FINANCIAL SERVICES
66 Fortis Healthcare Ltd. HEALTHCARE SERVICES
67 GAIL (India) Ltd. OIL & GAS
68 Gland Pharma Ltd. PHARMA
69 Glenmark Pharmaceuticals Ltd. PHARMA
70 Godrej Consumer Products Ltd. CONSUMER GOODS




71

Godrej Industries Ltd.

CONSUMER GOODS

72 Godrej Properties Ltd. CONSTRUCTION

73 Grasim Industries Ltd. CEMENT & CEMENT PRODUCTS
74 Gujarat Gas Ltd. OIL & GAS

75 Gujarat State Petronet Ltd. OIL & GAS

76 HCL Technologies Ltd. IT

77 HDFC Asset Management Company Ltd. FINANCIAL SERVICES

78 HDFC Bank Ltd. FINANCIAL SERVICES

79 Havells India Ltd. CONSUMER GOODS

80 Hero MotoCorp Ltd. AUTOMOBILE

81 Hindalco Industries Ltd. METALS

82 Hindustan Aeronautics Ltd. INDUSTRIAL MANUFACTURING
83 Hindustan Copper Ltd. METALS

84 Hindustan Petroleum Corporation Ltd. OIL & GAS

85 Hindustan Unilever Ltd. CONSUMER GOODS

86 Hindustan Zinc Ltd. METALS

87 Housing Development Finance Corporation Ltd. | FINANCIAL SERVICES

88 ICICI Bank Ltd. FINANCIAL SERVICES

89 IDFC First Bank Ltd. FINANCIAL SERVICES

920 ITC Ltd. CONSUMER GOODS

91 Indiamart Intermesh Ltd. CONSUMER SERVICES




92

Indian Bank

FINANCIAL SERVICES

93 Indian Hotels Co. Ltd. CONSUMER SERVICES
94 Indian Oil Corporation Ltd. OIL & GAS
Indian Railway Catering And Tourism

95 Corporation Ltd. SERVICES

96 Indian Railway Finance Corporation Ltd. FINANCIAL SERVICES
97 Indraprastha Gas Ltd. OIL & GAS

98 Indus Towers Ltd. TELECOM

99 Indusind Bank Ltd. FINANCIAL SERVICES
100 Info Edge (India) Ltd. CONSUMER SERVICES
101 Infosys Ltd. IT
102 InterGlobe Aviation Ltd. SERVICES
103 Ipca Laboratories Ltd. PHARMA
104 JSW Energy Ltd. POWER
105 JSW Steel Ltd. METALS
106 Jindal Steel & Power Ltd. METALS
107 Jubilant Foodworks Ltd. CONSUMER SERVICES
108 Kotak Mahindra Bank Ltd. FINANCIAL SERVICES
109 L&T Finance Holdings Ltd. FINANCIAL SERVICES
110 L&T Technology Services Ltd. IT

m

LIC Housing Finance Ltd.

FINANCIAL SERVICES




112 Larsen & Toubro Infotech Ltd. IT
113 Larsen & Toubro Ltd. CONSTRUCTION
114 Laurus Labs Ltd. PHARMA
115 Lupin Ltd. PHARMA
116 MREF Ltd. AUTOMOBILE
117 Mabhindra & Mahindra Financial Services Ltd. FINANCIAL SERVICES
118 Mabhindra & Mahindra Ltd. AUTOMOBILE
119 Manappuram Finance Ltd. FINANCIAL SERVICES
120 Marico Ltd. CONSUMER GOODS
2 Semester 2021-23 Batch
Section: C
Capstone Project on Measuring Financial Health of Selected Company
Sl. No | Student Name Company Name Industry
121 Maruti Suzuki India Ltd. AUTOMOBILE
122 MindTree Ltd. IT
123 Mphasi$ Ltd. IT
124 Muthoot Finance Ltd. FINANCIAL SERVICES
125 NATCO Pharma Ltd. PHARMA
126 NMDC Ltd. METALS
127 NTPC Ltd. POWER
128 National Aluminium Co. Ltd. METALS




129 Navin Fluorine International Ltd. CHEMICALS

130 Nestle India Ltd. CONSUMER GOODS
131 Nippon Life India Asset Management Ltd. FINANCIAL SERVICES
132 Oberoi Realty Ltd. CONSTRUCTION
133 Oil & Natural Gas Corporation Ltd. OIL & GAS

134 Oil India Ltd. OIL & GAS

135 Pl Industries Ltd. FERTILISERS & PESTICIDES
136 Page Industries Ltd. TEXTILES

137 Petronet LNG Ltd. OIL & GAS

138 Pidilite Industries Ltd. CHEMICALS

139 Piramal Enterprises Ltd. FINANCIAL SERVICES
140 Polycab India Ltd. INDUSTRIAL MANUFACTURING
141 Power Finance Corporation Ltd. FINANCIAL SERVICES
142 Power Grid Corporation of India Ltd. POWER

143 Prestige Estates Projects Ltd. CONSTRUCTION
144 Procter & Gamble Hygiene & Health Care Ltd. CONSUMER GOODS
145 Punjab National Bank FINANCIAL SERVICES
146 RBL Bank Ltd. FINANCIAL SERVICES
147 REC Ltd. FINANCIAL SERVICES
148 Reliance Industries Ltd. OIL & GAS

149 $BI Cards and Payment Services Ltd. FINANCIAL SERVICES




150 SBI Life Insurance Company Ltd. FINANCIAL SERVICES

151 SRF Ltd. CHEMICALS

152 Sanofi India Ltd. PHARMA

153 Shree Cement Ltd. CEMENT & CEMENT PRODUCTS
154 Shriram Transport Finance Co. Ltd. FINANCIAL SERVICES

155 Siemens Ltd. INDUSTRIAL MANUFACTURING
156 Sona BLW Precision Forgings Ltd. AUTOMOBILE

157 State Bank of India FINANCIAL SERVICES

158 Steel Authority of India Ltd. METALS

159 Sun Pharmaceutical Industries Ltd. PHARMA

160 Sun TV Network Ltd. MEDIA ENTERTAINMENT & PUBLICATION
161 TVS Motor Company Ltd. AUTOMOBILE

162 Tata Chemicals Ltd. CHEMICALS

163 Tata Communications Ltd. TELECOM

164 Tata Consultancy Services Ltd. IT

165 Tata Consumer Products Ltd. CONSUMER GOODS

166 Tata Motors Ltd. AUTOMOBILE

167 Tata Steel Ltd. METALS

168 Tech Mahindra Ltd. IT

169 The Ramco Cements Ltd. CEMENT & CEMENT PRODUCTS
170 Titan Company Ltd. CONSUMER GOODS




171 Trent Ltd. CONSUMER SERVICES

172 UltraTech Cement Ltd. CEMENT & CEMENT PRODUCTS

173 Union Bank of India FINANCIAL SERVICES

174 United Breweries Ltd. CONSUMER GOODS

175 United Spirits Ltd. CONSUMER GOODS

176 Varun Beverages Ltd. CONSUMER GOODS

177 Voltas Ltd. CONSUMER GOODS

178 Whirlpool of India Ltd. CONSUMER GOODS

179 Wipro Ltd. IT

180 Zee Entertainment Enterprises Ltd. MEDIA ENTERTAINMENT & PUBLICATION

Dr. Sumera. & Prof. Pooja Taklakar

Course Facilitator
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Section: A/B/C

Rubrics for Evaluation

1 Calculation of Cost of Capital- RUBRICS 4 Marks
2 Calculation of Expected Cash Flows — Rubrics for steps to estimate cash 4 Marks
inflows and cash outflows
3 Calculation of Investment Decision - Rubrics for methods used for 5 Marks
calculations
4 Over all report 2 Marks
Note:

Time line for submission
Brief write-up about the assignment.




1. More weightage will be considered on Interpretation
2. Use MS Excel (Spread sheet) for calculations
3. Considered or Collect the data from Prowess IQ or Screener Database or any other relevant data source.
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Course Evaluation Plan:
Evaluation ltem Unit of | Marks Allotted | Timeline
Evaluation
End Term Exam Individual 50 All the end of the semester
Mid- Term Exam Individual 20 After completion of 2-3
modules
Attendance and Class | Individual 5 At the end of the semester
Participation
Module wise Quiz Individual 10 End of each module
Capstone Project Individual 15 End of 3" Module
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COURSE DESIGN, DELIVERY AND ASSESSMENT

Course Code and Title: 21MBA321

Financial Management Course Credits : 4

Internal Assessment Marks : 50 Marks SEE : 50 Marks

Total No of Theory / Lab Hours : 48 sessions

Prepared by : Dr. Sumera., Prof. Pooja R
Takalkar Date :

Reviewed by : Dr. Purushottam Bung Date :

Prerequisite of the courses

e Basic knowledge of Company’s Annual Report

e Basic MS Excel

e Basic Accounting Knowledge

COURSE OUTCOMES (CO):

At the successful completion of this course the students should be able to;

CO1 | Apply the time value of money concepts for better financial decisions.

CO2 | Examine appropriate cost of capital for a business/project.

COs3 Assess the different capital budgeting techniques for decision making.

CO4 | Compare different capital structure theories and apply dividend policies for a business.

CO5 Evaluate the working capital effectiveness of a firm

a. JIGSAW Method

b. Classroom Discussion -Active Cooperative Learning

c. Financial modelling using Spreadsheet- Time value of Money,
Investment Decisions

d. Application based teaching (Time value of Money Mobile
Applications)

e. Project Based teaching- Listed companies for Cost of capital

f. Industry Interaction with the Practitioner

PEDAGOGY
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SYLLABUS
21MBA321: FINANCIAL MANAGEMENT

Introduction:

“Beware of little expenses. A small leak will sink a great ship”- By Benjamin Franklin.
Financial management is a crucial discipline that encompasses the effective management of
financial resources to achieve organizational goals. It involves making strategic financial
decisions, managing risks, and ensuring the organization’s financial health. The subject helps
the students to understand the basics concepts of financial management such as Time value

of money, cost of capital, Capital Budgeting, Working capital and so on. This course aims at
equipping a potential manager with the tools and techniques that help make financial decisions
of the business and thereby lead to achieving the goal of business — ‘wealth maximization.

Course Outcomes (COs):

After completion of this course, students will be able to;

CO1: Apply the time value of money concepts for better financial decisions.

CO2: Examine appropriate cost of capital for a business/project.

COa3: Assess the different capital budgeting techniques for decision making.

CO4: Compare different capital structure theories and apply dividend policies for a business.
CO5: Evaluate the working capital effectiveness of a firm

Course content and Structure: (48 hours)

Module 1: Introduction to Financial Management & Time Value of Money (10 Hours) - Introduction: Nature
and scope of financial management, Goals of financial management and Role and responsibilities of financial
managers - Time value of money, Future Values - Compounding Process, Present Values -

Discounting Process, Single Cash Flow, Annuity, Perpetuity, Uneven Cash Flows, Multi

Periods in Compounding and Discounting, Loan Amortisation, Nominal v/s Effective

Annual Rates.

Module 2: Cost of Capital (10 Hours)
- Cost of Capital: Cost of Debt, Post-Tax Cost of Debt, Cost of Equity: DDM (Dividend
Discount Model), CAPM (Capital Assets Pricing Model) and Weighted Average Cost of
Capital (WACC).
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Module 3: Investment Decision (14 Hours)

- Estimation of Project Cash flows: Initial Cash flow & Subsequent Cash flow - Evaluation of Investment
Decisions: Traditional and Modern Methods: Payback Period,

Average Rate of Return, Net Present Value NPV, Internal Rate of Return, Modified

Internal Rate of Return and Discounted Payback Period.

Module 4: Capital Structure, Leverage and Dividend Policy (6 Hours)

- Introduction, Planning the Capital Structure, Factors Affecting Capital Structure

Decisions. Capital structure theories (Modigliani-miller theorem, trade-off theory, pecking order theory) (only
theory) - Dividend Policies: Dividend policy in Practice Dividend theories — relevance and irrelevance: Walter,
Gordon and Modigliani-Miller Hypothesis (including problems). Financial metrics using leverage and its impact

on financial risk and returns.

Module 5: Working Capital Management (8 Hours) - Estimation of Working Capital: Current Assets and Current
Liabilities, Concept of Working Capital Management, Operating Cycle, Cash Cycle, Cost of Trade Credit.
(Problems on Estimation of Working Capital)

Teaching Learning Resources:

Essential Readings

1. Prasanna Chandra, “Financial Management”, McGraw Hill Education

2. Brigham and Houston (2015), Fundamentals of Financial Management, Cengage (15th
edition)

3. Brealey, R. A. (2007). Principles of Corporate Finance, Tata McGraw-Hill Education

4. Van, Horne James, C. (2002), Financial Management & Policy, Pearson Education
India, (12th edition)

References

1. Bahal, Mohit, “Practical Aspects of Financial Management”, Suchita Prakashan

2. Sharma, Dhiraj, “Working Capital Management — A conceptual Approach”, Himalaya
Publishing House

3. Bhalla, V.K., “Financial Markets and Institutions”, S. Chand and Co

4. Hampton, John, “Financial Decision Making — Concepts, Problems and Cases”, Prentice
Hall of India

5. Khan, M.Y; “Indian Financial System”, The McGraw Hill Companies

Supplementary Resources

= MOOC on Financial Management — Illinois University (Coursera)

Page 5 of 12



https:/ /jgateplus.com/home/

https:/ /capitaline.com/

http:/ /web.b.ebscohost.com/ehost/search /basic?vid=1&sid=c8b5124d-307d-4f0a-
843e-3b13e9156a4a%40pdc-v-sessmgr06

https://elibrary.in.pearson.com/login
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CONCEPT MAP

Financial Management

l I ! ! !
deals with | | deals with deals with | deals with deals with
l l ! ! l
. 2.0: Cost of 3.0 Investment . 5.0 Working Capital
1.0: Overview . . . 4.0 Capital Structure
Capital D M t
TVM apita ecision and Dividend Policy anagemen
! ! ! ! !
1.1 | Profit 2.1 | Introduction to 3.1 | Estimation of 4.1 Introdpction: 5.1 | Estimation of Working
Maximizat Cost of Capital Project Cash Planning the Capital
jon v/s flows Capital Structure
Wealth
Maximisat
ion
1.2 | Three 2.2 | Problems on 3.2 | Evaluation of 4.2 | Capital Structure 5.2 | Operating Cycle, Cash
Decisions Cost of equity Investment Theory & Factors Cycle
in Finance & Preference Decisions: Affecting Capital
Shares Traditional Structure
Decisions
1.3 | Problems 2.3 | Problems on 3.3 | Evaluation of 4.3 | Dividend policy 5.3 | Cost of Trade Credit.
on Time Cost of Debt Investment
value of Decisions:
money Modern
Methods
2.4 | Problems on
Cost of
Retained
Earnings
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Course Contents and Session Plan

Part B
Session Plan
Pedagogy/ Reading Material to be
# Coverage of Key Components Activity referred BT
Module 1
Introduction: ~ Objectives  of E‘ IE:?;;:rrch)m
Financial Management, Profit ' Discussio Chapter 1 of Book 1
1 Maximization v/s Wealth 0 Chapter 1 of Book 2 L1
Maximization and Three PPT - Module 1
T c. Case
Decisions in Finance.
Study
Basic Concepts of Time value of a Lectures
money,  Future  Values - b. Classroom Chapter 6 of Book 1
2 Compounding Process, Present ' Discussio Chapter 2 of Book 2 L3
Values - Discounting Process, 0 PPT - Module 1a
Single Cash Flow, Annuity,
Chapter 6 of Book 1
Chapter 2 of Book 2
Perpetuity, Uneven Cash Flows. a. Lectures | PPT -Module la
Multi-Perion in _Compounding b. Classroom Thetime_ value of money
3 and Discounting, Loan Di . Calculating the Real | L3
o : iscussio
Amortization,  Nominal  v/s Value of your
Effective Annual Rates n investment Finance for
Managers - Harvard
Business school press
a. Lectures X ; ‘
. . b. Classroom | €hapter 6 of Book 1
4 Cgldulttalg??\l/lorf;mblems o rime discussion Chapter 2 of Book 2 L3
y PPT - Module 1a
c. Problems
Chapter 6 of Book 1
5 Additional Problems on Time value a. Lectures | Chapter 2 of Book 2 L3
of Money b. Problems | PPT - Module 1a
Lectures ch 6 of }
iti ' e. Classroom | Chapter 6 of Book 1
6 Cgldulttelg??\l/lorlmae,\mblems o Time discussion Chapter 2 of Book 2 L3
y PPT - Module 1a
f. Problems
Chapter 6 of Book 1
7 Additional Problems on Time value C. Lectures | Chapter 2 of Book 2 L3
of Money d. Problems | PPT - Module 1a
8 Excel Modules a. Lab L4
9 Excel Modules a. Lab L4
10 Unit End Assignment / Unit Test
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Lectures

a. Chapter 18 of Book 3
11 | Costof Capital: Cost of Debt, Post- b. Classroom | Chapter 14 of Book 1 L3
Tax Cost of Debt discussion | Chapter 9 of Book 2
c. Problems PPT - Module 2
Chapter 18 of Book 3
a. Lectures Chapter 14 of Book 1
Cost of Equity: DDM (Dividend |  b. Classroom | Chapter 9 of Book 2
12 ) : . PPT - Module 2 L3
Discount Model) discussion
Note on Theory of
c. Problems | 55tima Capital
Structure
Chapter 18 of Book 3
a. Lectures CEapter 14 ?f BOﬁk 1
i ici b. Classroom | Chapter 9 of Book 2
13 CAPM(Capital  Assets  Pricing : ' PPT - Module 2 L3
Model) discussion
Note on Theory of
c. Problems | gpiimal Capital
Structure
a. Lectures L3
Weighted Average Cost of b. Classroom | Chapter 13 & 19 of
14 Capital( WACC) discussion Book 3
P PPT _Module 2
c. Problems
a. Lectures L3
Additional Problems on Cost of b. Classroom | Chapter 13 & 19 of
15 Capital discussion Book 3
P PPT _ Module 2
c. Problems
Chapter 18 of Book 3
d. Lectures gﬂapter 34 ?f Boﬁkzl
' ici e. Classroom | Chapter 9 of Boo
16 CAPM(Capital  Assets  Pricing : ' PPT - Module 2 L3
Model) discussion
Note on Theory of
f. Problems | 55timal Capital
Structure
Lectures L3
Weighted Average Cost of Classroom | Chapter 13 & 19 of
17 Capital(WACC) discussion Book 3
PPT _ Module 2
f. Problems
d. Lectures L3
Additional Problems on Cost of Classroom | Chapter 13 & 19 of
18 Capital discussion Book '3
P PPT _ Module 2
f. Problems
Chapter 18 of Book 3
g. Lectures gﬂaptef 34 ?f Boﬁkzl
i ici h. Classroom | Chapter 9 of Boo
19 CAPM(Capital Assets  Pricing : ' PPT - Module 2 L3
Model) discussion
i Note on Theory of
. Problems | ontima| Capital
Structure
20 Unit End Assignment / Unit Test a. Lectures
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. Classroom

discussion
Problems
o _ Lectures
Estimation of Project Cash Flows: _ Classroom | Chapter 11 of Book 1
21 Initial Cash flow & Subsequent Cash . . Chapter 8 of Book 2 L2
discussion
flow PPT Module 3
Problems
) o . Lectures
Evaluation of Investment Decisions: _ Classroom | Chapter 12 of Book 1
22 Traditional and Modern Methods: discussion Chapter 10 of Book 2 L3
Payback Period PPT Module 3
Problems
Lectures ch 11 of Book 1
' i . Classroom apter 11 of Boo
23 égﬁggnzllgguat?gr:eandm rotF)zlztrlrjlgn discussion Chapter 8 of Book 2 L3
PtEq P PPT Module 3
Problems
. Lectures
. Classroom | Chapter 11 of Book 1
24 Net Present Value NPV : . Chapter 8 of Book 2 L3
discussion
PPT Module 3
Problems
. Lectures ch 11 of Book 1
ifi . Classroom apter 11 ot Boo
25 :2:2:2:: RFZ\?tteeo? fReFt{uert;lJ . Modified discussion Chapter 8 of Book 2 L3
PPT Module 3
Problems
Lectures
_ _ _ Classroom | Chapter 11 of Book 1
26 Discounted Payback Period discussion Chapter 8 of Book 2 L3
PPT Module 3
Problems
. Lectures ch 11 of Book 1
iti . Classroom apter 11 of Boo
27 gggg:ggal Problems on Investment S Chapter 8 of Book 2 L3
PPT Module 3
Problems
Lectures ch 11 of Book 1
iti . Classroom | Chapter 11 of Boo
28 gggilg:ggal Problems on Investment o Chapter 8 of Book 2 L3
PPT Module 3
Problems
Lectures ch 11 of Book 1
iti Classroom apter 11 of Boo
29 gggilg:ggal Problems on Investment o Chapter 8 of Book 2 L3
PPT Module 3
Problems
Lectures ch 11 of Book 1
iti Classroom | Chapter 11 of Boo
30 éggilg:ggal Problems on Investment T Chapter 8 of Book 2 L3
PPT Module 3
Problems
Lectures
31 Excel Modules . Classroom L3
discussion
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Problems

Lectures ch 11 of Book 1
iti . Classroom | Chapter 11 of Boo
30 gggilg:ggal Problems on Investment S Chapter 8 of Book 2 L3
PPT Module 3
Problems
Lectures ch 11 of Book 1
iti . Classroom | Chapter 11 of Boo
33 gggilg:ggal Problems on Investment S Chapter 8 of Book 2 L3
PPT Module 3
Problems
. Lectures
) . Classroom
34 Unit Test . .
discussion
Problems
Introduction, Planning the Capital Lectures
Structure, Capital Structure Theory . Classroom | Chapter 17 of Book 1
35 S : : . . Chapter 14 of Book 3 L2
(in brief), Factors Affecting Capital discussion
- PPT - Module 4
Structure Decisions. Problems
. g Divi : . Lectures
!Z)lVldend_ POI|C|_es_. Dividend pollcy ol Chapter 22 of Book 1
in Practice Dividend theories — . Llassroom
36 . ) . . Chapter 18 of Book 2 L2
relevance and irrelevance: Walter discussion
PPT Module 3
models - problems Problems
Lectures
_ Classroom | Chapter 22 of Book 1
37 Gordon - Problems discussion Chapter 18 of Book 2 L3
PPT Module 3
Problems
Lectures | chapter 22 of Book 1
Modigliani-Miller ~ Hypothesis - . Classroom | Chapter 17 & 18 of
38 . . L3
Problems discussion | Book 2
Problems PPT Module 3
. Lectures
. Classroom
39 Excel Modules . . L3
discussion
Problems
Lectures
. . Classroom
40 Unit Test . .
discussion
Problems
Estimation of Working Capital:
Current Assets and  Current Lectures Chabter 23 of Book 1
Liabilities, Concept of Working . Classroom P
41 . . . . Chapter 27 of Book 2 L2
Capital Management, Operating discussion PPT Module 5
Cycle, Cash Cycle, Cost of Trade Problems
Credit.
. . Lectures | Chapter 23 of Book 1
42 E:;ok;:z:ns on Estimation of Working . Classroom | Chapter 27 of Book 2 L3
P discussion | PPT Module 5
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c. Problems

a. Lectures
Problems on Estimation of Working ~ b. Classroom
Capital discussion
Problems
Lectures
Problems on Estimation of Working ~ b. Classroom
Capital discussion
Problems
a. Lectures
b. Classroom
45 Excel Modules . . L3
discussion
c. Problems
Lectures
e. Classroom
discussion
f. Problems
g. Lectures
h. Classroom
47 Excel Modules . . L3
discussion
i. Problems
a. Lectures
b. Classroom
discussion
c. Problems

Chapter 23 of Book 1
Chapter 27 of Book 2 L3
PPT Module 5

43

Chapter 23 of Book 1
Chapter 27 of Book 2 L3
PPT Module 5

44

46 Excel Modules L3

48 Unit Test

Text Books to be referred:
1. Chandra Prasanna, “Financial Management - Theory and Practice”, Tata McGraw - Hill

Publishing Company Ltd
2. Pandey I M, “Financial Management - Theory and Practice” Vikas Publications
3. Shashi K Gupta, Neeti Gupta, Financial Management, Kalyani Publishers

RBT: L1 — Remembering; L2 — Understanding; L3 — Applying; L4 — Analysing; L5 — Evaluating; L6 —
Creating.

*Remarks: This column includes space for noting reasons for deviations in date of class conduction and
HOI'’s sign
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Course Title FINANCIAL MANAGEMENT
Term/Semester II
Course ID 23MBA321
Credits 4
Introduction:

“Beware of little expenses. A small leak will sink a great ship”- By Benjamin Franklin.
Financial management is a crucial discipline that encompasses the effective management of
financial resources to achieve organizational goals. It involves making strategic financial
decisions, managing risks, and ensuring the organization's financial health. The subject helps
the students to understand the basics concepts of financial management such as Time value
of money, cost of capital, Capital Budgeting, Working capital and so on. This course aims at
equipping a potential manager with the tools and techniques that help make financial decisions
of the business and thereby lead to achieving the goal of business — ‘wealth maximization.

Course Outcomes (COs):

After completion of this course, students will be able to;

CO1: Apply the time value of money concepts for better financial decisions.

CO2: Examine appropriate cost of capital for a business/project.

CO3: Assess the different capital budgeting techniques for decision making.

CO04: Compare different capital structure theories and apply dividend policies for a business.
COS5: Evaluate the working capital effectiveness of a firm

Course content and Structure: (48 hours)
Module 1: Introduction to Financial Management & Time Value of Money (10 Hours)
- Introduction: Nature and scope of financial management, Goals of financial
management and Role and responsibilities of financial managers
- Time value of money, Future Values - Compounding Process, Present Values -
Discounting Process, Single Cash Flow, Annuity, Perpetuity, Uneven Cash Flows, Multi-
Periods in Compounding and Discounting, Loan Amortisation, Nominal v/s Effective
Annual Rates.

Module 2: Cost of Capital (10 Hours)
- Cost of Capital: Cost of Debt, Post-Tax Cost of Debt, Cost of Equity: DDM (Dividend
Discount Model), CAPM (Capital Assets Pricing Model) and Weighted Average Cost of
Capital (WACC).

Module 3: Investment Decision (14 Hours)
- Estimation of Project Cash flows: Initial Cash flow & Subsequent Cash flow
- Evaluation of Investment Decisions: Traditional and Modern Methods: Payback Period,
Average Rate of Return, Net Present Value NPV, Internal Rate of Return, Modified
Internal Rate of Return and Discounted Payback Period.

Module 4: Capital Structure, Leverage and Dividend Policy (6 Hours)

- Introduction, Planning the Capital Structure, Factors Affecting Capital Structure
Decisions. Capital structure theories (Modigliani-miller theorem, trade-off theory,
pecking order theory) (only theory)

- Dividend Policies: Dividend policy in Practice Dividend theories — relevance and
irrelevance: Walter, Gordon and Modigliani-Miller Hypothesis (including problems).
Financial metrics using leverage and its impact on financial risk and returns.
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Module 5: Working Capital Management (8 Hours)
- Estimation of Working Capital: Current Assets and Current Liabilities, Concept of
Working Capital Management, Operating Cycle, Cash Cycle, Cost of Trade Credit.
(Problems on Estimation of Working Capital)

Pedagogy:
1) JIGSAW Method
2) Classroom Discussion -Active Cooperative Learning
3) Financial modelling using Spreadsheet- Time value of Money, Investment Decisions
4) Application based teaching (Time value of Money Mobile Applications)
5) Project Based teaching- Listed companies for Cost of capital
6) Industry Interaction with the Practitioner

Teaching Learning Resources:
Essential Readings
1. Prasanna Chandra, “Financial Management”, McGraw Hill Education
2. Brigham and Houston (2015), Fundamentals of Financial Management, Cengage (15th
edition)
3. Brealey, R. A. (2007). Principles of Corporate Finance, Tata McGraw-Hill Education
4. Van, Horne James, C. (2002), Financial Management & Policy, Pearson Education India,
(12th edition)

References

1. Bahal, Mohit, “Practical Aspects of Financial Management”, Suchita Prakashan

2. Sharma, Dhiraj, “Working Capital Management — A conceptual Approach”, Himalaya
Publishing House

3. Bhalla, V.K., “Financial Markets and Institutions”, S. Chand and Co

4. Hampton, John, “Financial Decision Making — Concepts, Problems and Cases”, Prentice
Hall of India

5. Khan, M.Y; “Indian Financial System”, The McGraw Hill Companies

Supplementary Resources
= MOOC on Financial Management — Illinois University (Coursera)
= https://jgateplus.com/home/
» https://capitaline.com/
» http://web.b.ebscohost.com/ehost/search/basic?vid=1&sid=c8b5124d-307d-4{f0a-
843e-3b13e9156a4a%40pdc-v-sessmgrO06
= https://elibrary.in.pearson.com/login
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CO-PO Mapping:

PO1 | PO2 | PO3 | PO4 | POS | PO6 | PO7 | POS8
Co1 2 3 - 2 2 2 2 -
Cco2 2 2 - - - 2 - -
COo3 3 3 - - - 1 1 -
Cco4 1 2 - - - - - -
CO5 1 2 - - - - - -
LEVEL  3-Substantial 2-Moderate 1-Slight - No Co-relation
Course Evaluation Plan:
. Unit of Marks . .
Sl. No. Evaluation Item Evaluation | Allotted Timeline
1 End Term Exam Individual 50 At the end of the
semester
2 Mid - Term Test Individual 20 After completion
of 2-3 modules
Attendance and Class . At the end of the
3 L Individual S
participation semester
Remaining assignments (Quiz,
4 Individual assignment, Cap- Individual 25 Full Semester
Stone project, Major or minor
project, Group assignments etc.)

RV INSTITUTE OF MANAGEMENT
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Il Semester M.B.A. Degree Examination, June/July 2015
(CBCS Scheme)
2.5 : FINANCIAL MANAGEMENT

Time : 3 Hours Max. Marks : 70
SECTION-A

Answer any five questions. Each question carriesfive marks. The answer must not
exceed 250 words. (5%5=25)

1. Comment on the emerging role of finance manager in India.

2. Explain the determinants of working capital.

3. Discuss the various methods of calculating cost of equity.

4. Explain briefly the long term sources of finance available to business.

5." A company has 20,00,000, 6% debentures outstanding today. The company has
to redeem the debentures after 5 years and establishes a sinking fund to provide
funds for redemption. Sinking fund investments can earn @ 10% p.a. The
investments are made at the end of each year. What annual payments must the
firm make to ensure that the needed 20,00,000 is available on the designated
date ?

6. From the following extracts of financial data prepare income statement for
Radiant Ltd. and comment on its financial performance :

Variable cost (% of sales) - 65

Interest burden - 200 ;
Degree of operating ieverage - 4%

Degree of financial leverage - 3% :

Tax rate @ 35%.

P.T.O.
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7. The management of Royal industries has called for a statement showing the
working capital needs to finance a level of activity of 1,80,000 units of output for
the year. The cost structure for the company’s product line the above mentioned
activity level is detailed below :

Cost per Unit (Rs.)
Raw materials 20
Direct labour 5
Overheads 15
40
Profit 10
Selling price 50

Additional Information :
a) Minimum desired cash balance is Rs. 20,000.
b) Raw materials are held in stock, on an average, for 2 months.

c) Work-in-progress (assume 50% completion stage) will approximate to half
month’s production.

d) Finished goods remainin warehouse, on an average, for a month.

e) Suppliers of materials extend a month’s credit and debtors are provided two
month’s credit: cash sales are 25% of total sales.

f) Thereis atime lag in payment of wages of a month and half-a-month in case
of overheads.

From the above data, you are required to
1) Prepare a statement showing working capital needs;

SECTION-B

Answer any three questions. Each question carriestenmarks. The answer must
not exceed 500 words. (3x10=30)

8. Discuss the Walter's model of dividend policy. What are its implications ?

9. What is capital structure ? Explain the factors that influence capital structure.
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10. Three financing plans are available for Texas Manufacturing which needs
Rs. 10,00,000 for construction of a new plant. Texas wants to maximize EPS.
Currently the equity share is selling for Rs. 30 per share. The EBIT resulting
from the plant operation is Rs. 1,50,000 p.a. The marginal tax rate is 30%.
Money can be borrowed at the rates indicated below :

Upto Rs. 1,00,000 @ 10%

Over Rs. 1,00,000 to Rs. 5,00,000 @ 14%

Over Rs. 5,00,000 @ 18%.

The three financing plans are :

Plan A — Use 1,00,000 debt; expected EBIT Rs. 2,50,000

Plan B — Use 3,00,000 debt ; expected EBIT Rs. 3,50,000

Plan C — Use 6,00,000 debt ; expected EBIT Rs. 5,00,000.

Determine EPS for these three plans and indicate the plan which results in

highest EPS.

11. Alpha Ltd. has the following capital structure as per its B/S as at 31-3-2015:

in lakhs

Equity share capital (fully paid share of Rs. 10 each) 8
18% Preference share capital

(fully paid share of Rs. 100 each) 6

Reserves and surplus 2

12.5% debentures (fully paid debenture of Rs. 100 each) 16

12% term loans 8

40

Additional Information :

a) The current market price of the company’s share is Rs. 64.25. The prevailing
default risk free interest rate on 10 year GOI treasury bonds is 5.5%. The
average market risk premium is 8%. The beta of the company is 1.1875.
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b) The Preference shares of the company which are redeemable after 10 years
are currently selling at 90 per preference share.

c) The debentures of the company which are redeemable after 5 years are
currently quoted at 95 per debenture.

d) The corporate tax rate is 30%.

Required :

Calculate weighted average cost of capital using
a) book value weights

b) market value weights.

SECTION-C
Case Study (Compulsory) : (1x15=15)

12. Karnataka Diagnostics a mid sized medical service company wished to invest
in new medical diagnostic technology. The management is considering the
following two projects which it is considered will meet Karnataka requirement :

(Million)
Project 1 Project 2

Initial cash outlay 160 100
Net cash inflows :

Year 1 30 30

Year2 40 30

Year 3 50 30

Year 4 60 30

Year5 70 30

Assume cost of capital as 10%.
a) Determine payback period, NPV, Pland IRP.
b) Indicate which project would you recommend ?

" ¢) Discuss briefly any non-financial factors which Karnataka Diagnostics should
consider ?
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12.

Total funds to be raised Rs. 200 crores .
Rate of Interestondebt =~ . 12%.

Corporate tax rate , 3B%

Dividend on preference shares 9%

Face value of equity share Rs. 10 each.

These shares will be issued ata
premium of Bs. 10 per share

fefeewm

Jetermine :
i) E.P.S.undereach plan :
i} Indifference points between financial plans A and Band Aand C.

Capro industries plans an investment of Rs. 75,000 in a new machinery that
would produce inflow of Rs. 25,000 every year for 5 years. The representative of

another equipment manufacturer presents an alternative proposal. By investing

Rs. 1,60,000 in his company’s equipment Capro industries can obtain a cash
inflow of Rs. 50,000 every year for five years. In future, an ma&s*mam of this
type can be expected to yield a discounted rate of return of 12%

You are required to find :

a) Which alternative is more attractive if a discounted rate of 12% is expected ? -

b) The discounted rate of return on investment alternatives.
c¢) Discounted rate of return on incremental investment.

"SECTION-C
Case study — Campulsory.

XYZ Ltd. is presently operating at 80% level producing 36000 units and proposes
to increase capacity utilization in the coming year 33 /3 % over the axxstmg level
of production. The foliowing data has been supplied.
a) The expected ratio's of cost to selling price are :
Rawmaterial . - 40%
- Direct wages - . 20%

15



b} Selling price per unit Rs. 15. .

c¢) Raw materials will remain in stores for 1 month. Matsﬁai will remain in pmcess
for further one month.

d) Suppliers grant 3 months credit to the company and debtors are allowed
2 months credit.

e) Finished goods remain in godown for one month.
f) Lag in wages and overhead payment is one month.
Prepare a projected profitability statement and the working capital requirement

atthe new level, assuming that a minimum cash balance of Rs. 50,000 has to be
maintained.
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Instruction: Ans werallthe Sections.

SECTION-A

Answerany five of the following questions. Each question carries5 marks.  (5x5=25)

1.

When can there arise a conflict between shareholders’ and managers’ goals ?
How can it be resolved ?

Briefly explain the features of Venture Capital.
Explain the factors influencing dividend poIiCy.

The earnings per share of a company are Rs. 10. It has an internal rate of return
of 15% and the capitalization rate of its risk class is 12.5%. If Walter's model is
used:

i) What should the optimum payout ratio of the firm ?
i) What would be the price of the share at this payout ?

Assuming that a firm pays tax at a 40% tax rate, ‘compute the after tax cost of
capital in the following cases :

a) A bond, sold at Rs. 100 with a 7 percent interest and a redemption price of
Rs. 110, if the company redeems it in 5 years.

b) An ordinary share, selling at a current market price of Rs. 120 and paying a
current dividend of Rs. 9 per share, which is expected to grow at a rate of 8% ?

Rao Corporation has a target capital structure of 60% equity and 40% debit. Its
cost of equity is 18% and its pre-tax cost of debt is 13%. If the relevant tax rate
is 35%, what is Rao Corporation’s WACC ?

Explain the role of finance manager in the changing scenario of financia!
management in India.

P.T.O.
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SECTION-B

Answer any three of the following, each question carriesten marks. : - (10x3=30)

8. “Finance function of a business is closely related to its other functions”. Discuss
with suitable examples.

9. Afirm’s sales, variable costs and fixed cost amount to Rs. 75,00,000, Rs. 42,00,000
and Rs. 6,00,000 respectively. It has borrowed Rs. 45,00,000 at 9 percent and
its equity capital totals Rs. 55,00,000. ‘
a) What is the firm’s ROI ?

b) Does it have a favorable financial leverage ?

c) If the firm belongs to an industry whose asset turnover is 3, does it have a
high or low asset leverage ? '

d) What are the operating, financial and combin‘ed leverages of the firm ?

e) Ifthe sales drop to Rs. 50,00,000, what will the new EBIT be ?

f) At what level will'the EBT of the firm equal to zero ?

10. JKL Limited is considering the revision of its credit policy with a view to increasing
its sales and profit. Currently all its sales are on credit and the customers are
given one month’s time to settle the dues. It has a contribution of 40% on sales
and it can raise additional funds at a cost of 20% per annum. The marketing
manager of the company has given the following options along with estimates

for considerations :
Particulars Current Position Option| Option il Option il
Sales (in Lakh Rs.) 200 210 - 10 b 280 2580
Credit period (in months) 1 » 2 3
Bad debts (% of sales) 2 2.5 3 5
Cost of credit administration

(in Rs. Lakhs) 1.20 1.30 1.50 3.00

You are required to advise the company for the best option.
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11. A proforma cost sheet of a company provides the following particulars :
‘ Amount per unit (%)
Raw material 80

Direct labour 30
Overheads _60
Total cost A 170
Profit 30
Selling price 200

The following further particulars are available. Raw materials are in stock on an
average for one month, WIP on an average for half a month. Finished goods are
- in stock on an average for one month.

Credit allowed by suppliers is one month, credit allowed to customers is two
months. Lag in payment of wages is 12 weeks (1.5), lag in payment of overhead
expenses is one month. One-forth of the output is sold against cash, cash in
hand and at bank is expected to be ¥ 25,000. You are required to prepare a
statement showing the working capital needed to finance a level of activity of
1,04,000 units of production. You may assume that production is carried on evenly
throughout the year, wages and overheads accrue similarly and a time period of
4 weeks is equivalent to a month.

SECTION-C

™. Compulsory question : (1x15=15)
Case study :

You are a financial analyst for Hitesh Co. Ltd. The Director of capital budgeting
has asked you to analyze the.two proposed capital investments, Project X and
Project Y. Each project has a cost of Rs. 2 million and the cost of capital for
each project is 12%. The project’s expected profit before depreciation and taxes

are .
Year ~ Project X (PBDT) Project Y (PBDT)
1 8,00,000 15,00,000
2 . 8,00,000 10,00,000
3 8,00,000 6,00,000
4 ‘ 8,00,000 | 2,00,000

a) Calculate Pay Back Period, Net Present Value and Profitability Index.
b) Which project/projects should be accepted if they are independent ?
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SECTION -A
Answer any five of the following questions. Each question carries 5 marks. (5x5=25)

1. Define the scope of Financial Management. What role should the financial manager
play in a modern enterprise ? Explain.

2. Discuss the factors that should be considered while deciding a firm's capital
structure.

3. “Walter's model asserts that retentions influence stock prices only through their
effect on future dividends” — Discuss.

4. Acompany has Rs. 40,00,000 8% debentures outstanding to-day. It has to redeem
the debentures after 5 years and establishing a sinking fund to provide funds
for redemption. Sinking Fund Investments can earn interest @ 12 percent per
annum. The investments are made at the end of each year. What annual payment
must the firm make to ensure that the needed Rs. 40,00,000 is available on the
designated date. |

5. ABC Ltd. has current sales of Rs. 40,00,000. The company planning to introduce
a cash discount policy of 2/10, net 30. As a result the company expects the
average collection period to go down by 10 days and 70% of the sales opt for cash
discount facility. If the company’s required return on investment in receivables is
20%. Should it introduce the new discount policy ?

6. If the combined leverage and operating leverage of a company are 2.5 and 1.25
respectively. Find the financial leverage and P/V ratio. Given that the equity
dividend per share is Rs. 2, interest payable per year is Rs. 1,00,000, total fixed
cost Rs. 50,000 and sales Rs. 10,00,000.

P.T.O.
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7. ABCLid. sellsits product @ agross profit of 20% on sales. The following information
is extracted from its annual accounts for the year.

Amount
Rs.

Sales (3 months credit) 60,00,000
Raw-materials 18,00,000
Wages (15 days in arrears) 9,60,000
ManufactLJring expenses (one month in arrears) 12,00,000
Administrative expenses (one month in arrears) 4,80,000
Sales promotion éxpenses (payable half yearly in advance) 2,00,000
Income tax (last quarter installment due) 4,00,000

The company enjoys one month credit from the suppliers of raw-materials and
maintains two month’s stock of raw-materials and one month'’s finished goods.
Cash balance is maintained at Rs. 1,00,000.

Calculate its net working capital.

SECTION -B
Answer any three of the following questions. Each question carries 10 marks.  (3x10=30)

8. What are the different methods of appraising capital investments ? Discuss briefly
each of the methods.

9. Explain the different sources of financing working capital needs of an
organisation.
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10. The existing capital structure of XYZ Ltd. is as follows

11.

Amount
Rs.
Equity shares of Rs. 100 each 40,00,000
Retained earnings 10,00,000
9% preference shares 25,00,000
7% debentures 25,00,000

Company earns a return of 12% and tax on income is 35%.
The company wants to raise Rs. 25,00,000 for its expansion project for which it is
considering following alternatives.
i) Issue of 20,000 equity shares @ a premium of Rs. 25 per share.
i) Issue 10% preference shares.
iii) Issue 9% debentures.
Projected that P/E ratios in case of equity, preference and debenture financing 20,
17 and 16 respectively.

Which alternative would you consider to be the best ? Give reasons for your
choice.

You are required to determine the weighted average cost of capital of M/s Vinayaka
Enterprises Lid., Bengaluru using (i) Book value weights (ii) Market value weights.
The company’s present book value capital structure is

Amount

Rs.
Debenture (Rs. 100 per debenture) 16,00,000
Preference shares (Rs. 100 per share) 4,00,000
Equity shares (Rs. 10 per share) 20,00,000

Alithese securities are traded in the capital markets. Recent prices are Debentures
@ Rs. 110, preference shares @ Rs. 120 and equity shares @ Rs. 22. Anticipated
external financing opportunities are

i) Rs. 100 per debenture redeemable at par, 10 years maturity, 8% coupon rate,

4% floatation cost, sale price Rs. 100.

i) Rs. 100 preference shares, redeemable @ par, 15 years maturity, 10% dividend

rate, 5% floatation cost, sale price Rs. 100.

iii) Equity shares Rs. 2 per share floatation cost, sale price Rs. 22. In addition the

dividend expected on equity share at the end of the year Rs. 2 per share, the
anticipated growth rate in dividends is 5%. The tax rate is 50%. :
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SECTION -C
(Compulsory) (1x15=15)

12. X Company Ltd. is considering two different investment proposals. Proposal — A
has an investment cost of Rs. 10 lakhs and Proposal — B has an investment cost
of Rs. 28 lakhs. Both the projects are expected to yield returns for a period of 5
years. The estimated income before depreciation and tax of the two proposals
are as follows :

Year End Proposal - A Proposal - B
Rs. Rs.
1 3,30,000 9,00,000
2 5,00,000 11,00,000
3 3,70,000 12,00,000
4 3,00,000 8,00,000
5 2,00,000 7,00,000
a) Which is the most attractive investment proposal considering the discount rate of

12% ? Use NPV criteria to answer this question.
b) Find out the IRR of the two proposals.
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Second Semester (DAY) M.B.A. Degree Examination, July 2019
(CBCS - 2014 Scheme)
M%anagement
Paper 2.5 - FINANCIAL MANAGEMENT

Time : 3 Hours] ‘ [Max. Marks : 70

Instruction : Answer All the Sections.

s‘iECTION -A
Answer any FIVE of the following. Each question carries 5 marks: (5 x 5 = 25)
1. Explain the “Emerging role of ﬁn%a.nce manager in India”.

2. Discuss the importance of venture capital to developing countries.

3. ‘“Depreciation is an important source of working capital”. Do you agree? Defend
your answer.

4. The following information relates to XYZ Ltd. :

Rs.
Paid-up equity capital | 20,00,000
Earnings of the company 2,00,000
Dividend paid | 1,60,000
Price-earning ratio 125
Number of shares outstanding | 20,000

You are required to find out whether the company’s dividend pay out ratio is
optimal, using Walter’s Model.

5. The following data are available fo; X Ltd. :
Selling Price per unit =% 120
Variable cost per unit =¥ 70
Fixed cost =% 2,00,000
(a) What is the operating leverage when X Ltd. produces and sells 6,000 units?

(b) What is the percentage change that will occur in the EBIT of X Ltd. if
output increases by 5%?

1/3
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6.

10.

Vishnu Steels Ltd. has issued 30,000 irredeemable 14% Debentures of Rs. 150

each. The cost of floatati
company’s taxation rate i

A firm has two alternative

(a)
(b)
and balance by the

n of Debentures is 5% of the total issued amount. The

40%. Calculate the cost of debt.

plans for raising additional funds of ¥ 10,00,000 :

Issue of 10,000 debentures of ¥ 100 each bearing 10% interest per annum.

[ssue of 4,000 debgntures of T 100 each bearing 10% interest per annum
ssue of 12% preference shares.

You are required to calculate the Financial Break Even Point for each plan
assuming a tax rate of 50%.

Answer any THREE of the¢

“Wealth Maximisation of
country”, Discuss.

SECTION - B

following. Each question carries 10 marks :
(3 x 10 = 30)

the organisation leads to Economic growth of the

A company proposes to imstall a machine involving a capital cost of I 1,80,000.

The life of the machine is
The machine will produce

5 years and its salvage value at the end of the life is nil.

the net operating income after depreciation of ¥ 34,000

per annum. The company(s tax rate is 45%.

The net present value factprs for 5 years are as under :

Discounting rate : 14

343

Cumulative factor :

15
3.35

16
3.27

17
3.20

18
3:.18

You are required to calculate the internal rate of return of the proposal.

A company has the following capital structure :

Equity Capital 1,0(
Reserves and surplus (rets

12% debentures 5,0(

(a)

(Rs. lakhs)

D,000 shares of Rs. 10 each 10
nined earnings) 8
)0 numbers of Rs. 100 each S
23

If the company is paying dividend at 27%, calculate the cost of equity and

weighted average cost of capital, based on book values.

(b)
quoted at Rs. 95 eac
on market values?

If the market value off equity shares is Rs. 15 each and if the debentures are

h, what is the weighted average cost of capital, based

Note : Tax rate in both case¢s is 50%.

2/3
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11.

12.

Compute the market value of the firm value of shares and the average cost of
capital :

-4
Net operating income 2,00,000
Total investment 10,00,000

Equity capitalisation rate :

(@) Ifthe firm uses no debt|10%

(b) If the firm uses ¥ 4,00,000 debentures
(c) If the firm uses ¥ 6,00,000 debentures

Assume that T 4,00,000 debentures can be raised at 5% interest, whereas
% 6,00,000 debentures can be raised at 6% interest.

SECTION - C

Case Study (Compulsory) : (1 x15=15)

The Board of Directors of Nariak Engineering Company Private Ltd. requests you
to prepare a statement showing the Working Capital Requirements for a level of
activity of 1,56,000 units of production.

The following information is available for your calculations :

Per unit

4
(a) Raw materials 90
Direct labour 40
Overheads 75
205
Profit 60
Selling price per unit 265

(b) (i) Raw materials are in stock, on average one month.
(i) Materials are in pro¢ess, on average 2 weeks.
(iii) Finished goods are in stock, on average one month.
(iv) Credit allowed by suppliers, one month.
(v) Time lag in payment from debtors, 2 months.
(vi) Lagin payment of wages, 1% weeks.
(vii) Lagin payment of overheads is one month.

20% of the output is sold against cash. Cash in hand and at bank is
expected to be T 60,000. [t is to be assumed that production is carried on
evenly throughout the year, wages and overheads accrue similarly and a
time period of 4 weeks is equivalent to a month.
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SECTION —-A
Answer any five of the following questions. Each question carries 5 marks.  (5x5=25)

1. Definethe scope of Financial Management. What role should the financial manager
play in a modern enterprise ? Explain.

o Discuss the factors that should be considered while deciding a firm's capital
structure.

3. “Walter's model asserts that retentions influence stock prices only through their
effect on future dividends” — Discuss.

4. Acompany has Rs. 40,00,000 8% debentures outstanding to-day. It has to redeem
the debentures after 5 years and establishing a sinking fund to provide funds
for redemption. Sinking Fund Investments can eam interest @ 12 percent per
annum. The investments are made at the end of each year. What annual payment
must the firm make to ensure that the needed Rs. 40,00,000 is available on the
designated date.

5. ABC Ltd. has current sales of Rs. 40,00,000. The company planning to introduce
a cash discount policy of 2/10, net 30. As a result the company expects the
average collection period to go down by 10 days and 70% of the sales opt for cash
discount facility. If the company’s required return on investment in receivables is
20%. Should it introduce the new discount policy ?

6. If the combined leverage and operating leverage of a company are 2.5 and 1.25
respectively. Find the financial leverage and P/V ratio. Given that the equity
dividend per share is Rs. 2, interest payable per year is Rs. 1,00,000, total fixed
cost Rs. 50,000 and sales Rs. 10,00,000.

P.T.O.
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7. ABCLtd. sellsits product @ agross profitof 20% on sales. The following information
is extracted from its annual accounts for the year.

Amount

Rs.
Sales (3 months credit) 60,00,000
Raw-materials 18,00,000
Wages (15 days in arrears) 9,60,000
Manufacturing expenses (one month in arrears) 12,00,000
Administrative expenses (one month in arrears) 4,80,000

Sales promotion expenses (payable half yearly in advance) 2,00,000

Income tax (last quarter instaliment due) 4,00,000

The company enjoys one month credit from the suppliers of raw-materials and
maintains two month’s stock of raw-materials and one month’s finished goods.
Cash balance is maintained at Rs. 1,00,000.

Calculate its net working capital.
SECTION -B
Answer any three of the following questions. Each question carries 10 marks. (3x10=30)

8. What are the different methods of appraising capital investments ? Discuss briefly
each of the methods.

9. Explain the different sources of financing working capital needs of an
organisation.
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10. The existing capital structure of XYZ Ltd. is as follows

il

Amount
Rs.
Equity shares of Rs. 100 each 40,00,000
Retained earnings 10,00,000
9% preference shares 25,00,000
7% debentures 25,00,000

Company earns a return of 12% and tax on income is 35%.
The company wants to raise Rs. 25,00,000 for its expansion project for which it is
considering following alternatives.
i) Issue of 20,000 equity shares @ a premium of Rs. 25 per share.
ii) Issue 10% preference shares.
iii) Issue 9% debentures.
Projected that P/E ratios in case of equity, preference and debenture financing 20,
17 and 16 respectively.

Which alternative would you consider to be the best ? Give reasons for your
choice.

You are required to determine the weighted average cost of capital of M/s Vinayaka
Enterprises Ltd., Bengaluru using (i) Book value weights (ii) Market value weights.
The company’s present book value capital structure is

Amount

Rs.
Debenture (Rs. 100 per debenture) 16,00,000
Preference shares (Rs. 100 per share) 4,00,000
Equity shares (Rs. 10 per share) 20,00,000

Allthese securities are traded in the capital markets. Recent prices are Debentures
@ Rs. 110, preference shares @ Rs. 120 and equity shares @ Rs. 22. Anticipated
external financing opportunities are

i) Rs. 100 per debenture redeemable at par, 10 years maturity, 8% coupon rate,
4% floatation cost, sale price Rs. 100.

i) Rs. 100 preference shares, redeemable @ par, 15 years maturity, 10% dividend
rate, 5% floatation cost, sale price Rs. 100.

ii) Equity shares Rs. 2 per share floatation cost, sale price Rs. 22. In addition the
dividend expected on equity share at the end of the year Rs. 2 per share, the
anticipated growth rate in dividends is 5%. The tax rate is 50%. )
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SECTION -C
(Compulsory) (1x15=15)

12. X Company Ltd. is considering two different investment proposals. Proposal - A
has an investment cost of Rs. 10 lakhs and Proposal — B has an investment cost
of Rs. 28 lakhs. Both the projects are expected to yield returns for a period of 5
years. The estimated income before depreciation and tax of the two proposals
are as follows :

Year End Proposal - A Proposal - B
Rs. Rs.
1 3,30,000 9,00,000
2 5,00,000 11,00,000
3 3,70,000 12,00,000
4 3,00,000 8,00,000
5 2,00,000 7,00,000

a) Which is the most attractive investment proposal considering the discount rate of
129% ? Use NPV criteria to answer this question.

b) Find out the IRR of the two proposals.
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MANAGEMENT
2.5 : Financial Management

. Time : 3 Hours . Max. Marks : 70

Instruction: Answerallthe Sections.

SECTION-A

Answer any five of the following questions. Each question carries5 marks. (5x5=25)

15

When can there arise a conflict between shareholders’ and managers’ goals ?
How can it be resolved ?

- Briefly explain the features of Venture Capital.

Explain the factors ianuenCing dividend policy.

The earnings per share of a company are Rs. 10. It has an internal rate of return
of 15% and the capitalization rate of its risk class is 12.5%. If Walter's model is
used : ; )

i) What should the optimum payout ratio of the firm ?
i) What would be the price of the share at this payout ?

Assuming that a firm pays tax at a 40% tax rate, compute the after tax cost of
capital in the following cases :

. @) Abond, sold at Rs. 100 with a 7 percent interest and a redemption price of

Rs. 110, if the company redeems it in 5 years.

\ b) An ordinary share, selling at a current market price of Rs. 120 and paying a

current dividend of Rs. 9 per share, which is expected to grow at a rate of 8% ?

Rao Corporation has a target capital structure of 60% equity and 40% debt. Its
cost of equity is 18% and its pre-tax cost of debt is 13%. If the relevant tax rate
is 35%, what is Rao Corporation’s WACC ?

Explain the role of finance manager in the changing scenario of financia!
management in India.

P.T.O.
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Answer any three of the following, each question carriesten marks.

8.

10.

SECTION-B

“Finance function of a business is closely related to its other functions”. Discuss
with suitable examples.

Afirm’s sales, variable costs and fixed cost amount to Rs. 75,00,000, Rs. 42,00,000
and Rs. 6,00,000 respectively. It has borrowed Rs. 45,00,000 at 9 percent and
its equuty capital totals Rs. 55,00,000.
a) What is the firm’s ROI ?
b) Does it hav_e a favorable financial leverage ? j
c) If the firm belongs to an industry whose asset turnover is 3, does it have a
high or low asset leverage ? )
d) What are the operating, financial and combined leverages of the firm ?
e) If the sales drop to Rs. 50,00,000, what will the new EBIT be ?
f) At what ievel will the EBT of the firm equal to zero ?

JKL Limited is considering the revision of its credit policy with a view to inc’reas_ing
its sales and profit. Currently all its sales are on credit and the customers are
given one month’s time to settle the dues. It has a contribution of 40% on sales
and it can raise additional funds at a cost of 20% per annum. The marketing
manager of the company has given the following options'along with estimates
for considerations :

Particulars Current Position Option| Option Il Option Il
Sales (in Lakh Rs.) 200 210 220 250
Credit period (in months) i 1:5 2 3
Bad debts (% of sales) 2 25 3 5
Cost of credit administration k

(in Rs. Lakhs) 1.20 1.30 1.50 3.00

You are required to advise the company for the best option.

(10x3=30)
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11. A proforma cost sheet of a company provides the following particulars :
: Amount per unit %)

Raw material 80
Direct labour 30
Overheads _60
Total cost ‘ 170
Profit 30
Selling price 200

The following further particulars are available. Raw materials are in stock on an
average for one month, WIP on an average for half a month. Finished goods are
in stock on an average for one month.

Credit allowed by suppliers is one month, credit allowed to customers is two
months. Lag in payment of wages is 1%2 weeks (1.5), lag in payment of overhead
expenses is one month. One-forth of the output is sold against cash, cash in
hand and at bank is expected to be ¥ 25,000. You are required to prepare a
statement showing the working capital needed to finance a level of activity of
1,04,000 units of production. You may assume that production is carried on evenly
throughout the year, wages and overheads accrue similarly and a time period of
4 weeks is equivalent to a month.

SECTION-C

12. Compulsory question : (1x15=15)
Case study :
You are a financial analyst for Hitesh Co. Ltd. The Director of capital budgeting
has asked you to analyze the two proposed capital investments, Project X and

Project Y. Each project has a cost of Rs. 2 million and the cost of capital for
each project is 12%. The project’s expected profit before depreciation and taxes

are .
Year ~ Project X (PBDT) Project Y (PBDT)
1 : : 8,00,000 15,00,000
2 8,00,000 10,00,000
3 8,00,000 6,00,000
4 8,00,000 2,00,000

a) Calculate Pay Back Period, Net Present Value and Profitability Index.
b) Which project/projects should be accepted if they are independent ?
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SECTION —A

Answerany five of the following questions. Each question carriesfivemarks.  (5x5=25)

1. Explain the various types of decisions which are to taken by financial manager in
the emerging business scenario.

2. Discuss any five factors relevant in determining capital structure.
3. Why dividend policy is important for a company ? Explain.

4. Acompany has Rs. 20,00,000 6% Debentures outstanding today, which will be
redeemed after 5 years. For redemption the company established a sinking fund
and its investments earn interest @ 10% p.a. What annual payment must the
firm make to ensure that the needed Rs. 20,00,000 available on the designated
date.

5. The capital structure of Bombay Traders Ltd. as on 31-3-2015 is as follows

Rs. in crores

Equity capital : 100 lakh equity shares of Rs. 10 each 10
Retained Earnings 2
14% debentures , 3

For the year ended 31-3-2015 the company has paid a equity dividend at 20%
and the growth rate is 5% every year. The equity shares are traded at Rs. 80 per
share in the stock exchange. Tax rate applicable to the company is 40%. Calculate
the current weighted average cost of capital.

P.T.O.
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6. The following details of ABC Ltd. for the year ended 31-3-2015 are furnished.

Operating leverage 3
Financial leverage 2
Interest charges p.a. Rs. 20 lakhs
Corporate tax 40%
Variable cost as a % of sales 60%

Prepare the Income Statement of the company.

7. A company sells 40,000 units of its product per year @ Rs. 35 per unit. The
variable cost per unit is Rs. 28. The average collection period is 60 days. Bad
debt losses are 3% on sales and the collection charges amount to Rs. 15,000.

The company is considering the proposal to follow stricter collection policy which
would bring down bad debts to 1% of sales and average collection period to 45
days. It would however, reduce the sales volume by 1000 units and increase the
collection expenses to Rs. 25,000.

The company requires a rate of return of 20% would you recommend the adoption
of the new credit policy ?

SECTION -B

Answerany three of the following questions. Each questions carriesten marks. (3x10=30)

8. What is working capital policy ? Explain the different types of working capital
policies of the business firm.

9. “Walter's model asserts that retentions influence stock price only through their
effect on future dividends” — Discuss.

10. XYZ Ltd. is considering three financing plans.

Financial Plan Equity Debt Preference
A 100% - -
B 50% 50% -

C 50% - 50%
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11

12.

Total funds to be raised Rs. 200 crores
Rate of Interest on debt 12%
Corporate tax rate 35%

Dividend on preference shares 9%

Face value of equity share Rs. 10 each.

These shares will be issued at a
premium of Rs. 10 per share

Expected E.B.I.T Rs. 80 crore

Determine :

i) E.P.S. under each plan

ii) Indifference points between financial plans A and B and A and C.
Capro industries plans an investment of Rs. 75,000 in a new machinery that
would produce inflow of Rs. 25,000 every year for 5 years. The representative of
another equipment manufacturer presents an alternative proposal. By investing
Rs. 1,60,000 in his company’s equipment Capro industries can obtain a cash

inflow of Rs. 50,000 every year for five years. In future, an investment of this
type can be expected to yield a discounted rate of return of 12%.

You are required to find :

a) Which alternative is more attractive if a discounted rate of 12% is expected ?
b) The discounted rate of return on investment alternatives.

c) Discounted rate of return on incremental investment.

SECTION-C

Case study —Compulsory.
XYZ Ltd. is presently operating at 60% level producing 36000 units and proposes

to increase capacity utilization in the coming year 33 yS % over the existing level
of production. The following data has been supplied.
a) The expected ratio’s of cost to selling price are :
Raw material - 40%
Direct wages = 20%
Overheads - 20%

15
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b) Selling price per unit Rs. 15.

c¢) Raw materials will remain in stores for 1 month. Material will remain in process
for further one month.

d) Suppliers grant 3 months credit to the company and debtors are allowed
2 months credit.

e) Finished goods remain in godown for one month.
f) Lagin wages and overhead payment is one month.
Prepare a projected profitability statement and the working capital requirement

atthe new level, assuming that a minimum cash balance of Rs. 50,000 has to be
maintained.
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SECTION=~A

Answerany five questions. Each question carriesfive marks. The answer must not
exceed 250 words. (5x5=25)

1. Comment on the emerging role of finance manager in Indi:a.

2. Explain the determinants of working capital.

3. Discuss the various methods of calculating cost of equity.

4. Explain brieﬂy}fhe long term sources of finance available to business.

5. Acompany has 20,00,000, 6% debentures outstanding today. The company has
to redeem the debentures after 5 years and establishes a sinking fund to provide
funds for redemption. Sinking fund investments can earn @ 10% p.a. The
investments are made at the end of each year. What annt)al payments must the
firm make to ensure that the needed 20,00,000 is available on the designated
date ? *

6. From the following extracts of financial data prepare income statement for
Radiant Ltd. and comment on its financial performance : '

Variable cost {% of sales) - 65

Interest burden | - 200
Degree of operating leverag'e - 4%
Degree of financial leverage - 3%

Tax rate @ 35%.

P.T.O.
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7. The management of Royal industries has called for a statement showing the
working capital needs to finance a level of activity of 1,80,000 units of output for.
the year. The cost structure for the company’s product line the above mentioned
activity level is detailed below : i

Cost per Unit (Rs.)

Raw materials ! 20
Direct labour 5

Overheads ' 15
' 40

Profit 10
~Selling price 50

Additional Information:
a} Minimum desired cash balance is Rs. 20,000. i
b} Raw materials are held in stock, on an average, for 2 months.

¢) Work-in-progress (assume 50% completion stage) will approximate to half
month’s production.

d) Finished goods remain in warehouse, on an average, for a month.

e} Suppliers of materials extend a month's credit and debtors are provided two
month'’s credit; cash sales are 25% of total sales.

f) Thereis atime lag in payment of wages of a month and half-a-momh incase
of overheads. i

From the above data, you are required to
1) Prepare a statement showing working capital needs;

SECTION-B

Answer any three questions. Each question carriesten ma_rké. The answer must
not exceed 500 words. (3%10=30)

8. Discuss the Walter's model of dividend policy. What are its implications ?

9. What is capital structure ? Explain the factors that influence capital structure._
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10. Three financing plans are available for Texas Manufacturing which needs

11.

Rs. 10,00,000 for construction of a new plant. Texas wants to maximize EPS.
Currently the equity share is selling for Rs. 30 per share. The EBIT resulting
from the plant operation is Rs. 1,50,000 p.a. The marginal tax rate is 30%.
Money can be borrowed at the rates indicated below :

Upto Rs. 1,00,000 @ 10%

Over Rs. 1,00,000 to Rs. 5,00,000 @ 14%

Over Rs. 5,00,000 @ 18%.

The three financing plans are :

Plan A — Use 1,00,000 debt; expected EBIT Rs. 2,50,000

Plan B — Use 3,00,000 debt ; expected EBIT Rs. 3,50,000

Plan C — Use Q,O0,000 debt ; expected EBIT Rs. 5,00,000.

Determine EPS for these three plans and indicate the plan which results in

highest EPS.

Alpha Lid. has the followi'ng capital structure as per its B/S as at 31-3-2015:

in lakhs

Equity share capital (fully paid share of Rs. 10 each) 8
18% Preference share capital

{fully paid share of Rs. 100 each) 6
Reserves and surplus 2
12.5% debentures (fully paid debenture of Rs. 100 each) 16
12% term loans ‘ 8

a0

Additional Information :

a) The current market price of the company’s share is Rs. 64.25. The prevailing
default risk free interest rate on 10 year GOI treasury bonds is 5.5%. The
average market risk premium is 8%. The beta of the company is 1.1875.
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b) The Preference shares of the company which are redeemable after 10 years
are currently selling at 90 per preference share.

c) The debentures of the company which are redeemable after 5 years are
currently quoted at 95 per debenture.

d) The corporate tax rate is 30%.

Required :

Calculate weighted average cost of capital using
a) book value weights

b) market value weights.

SECTION-C
Case Study (Compulsory) : _ (1x15=15)

. 12. Karnataka Diagnostics a mid sized medical service company wished to invest
in new medical diagnostic technology. The management is considering the
following two projects which it is considered will meet Karnataka requirement :

(Million)
Project1 Project 2

Initial cash outlay 160 100
Net cash inflows :

Year 1 30 30

Year2 40 30

Year3 50 30

Year 4 60 30

Year5 70 30

Assume cost of capital as 10%.
a) Determine payback period, NPV, Pl and IRP.
b) Indicate which project would you recommend ?

c) Discuss briefly any non-financial factors which Karnataka Diagnostics should
consider ?
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SECTION - A

Answer any five of the following questions. Each question carries S marks. (Sx5=25)

1. Define the scope of Financial Management. What role should the financial manager
play in a modemn enterprise ? Explain.

2. Discuss the factors that should be considered while deciding a firm's capital
structure.

3. “Walter's model asserts that retentions influence stock prices only through their
effect on future dividends” — Discuss.

4. Acompany has Rs. 40,00,000 8% debentures outstanding to-day. It has to redeem
the debentures after 5 years and establishing a sinking fund to provide funds
for redemption. Sinking Fund Investments can eam interest @ 12 percent per
annum. The investments are made at the end of each year. What annual payment

must the firm make to ensure that the needed Rs. 40,00,000 is available on the
designated date.

5. ABC Ltd. has current sales of Rs. 40,00,000. The company planning to introduce
a cash discount policy of 2/10, net 30. As a result the company expects the
average collection period to go down by 10 days and 70% of the sales opt for cash

discount facility. If the company’s required retumn on investment in receivables is
20%. Should it introduce the new discount policy ?

6. If the combined leverage and operating leverage of a company are 2.5 and 1.25
respectively. Find the financial leverage and P/V ratio. Given that the equity

dividend per share is Rs. 2, interest payable per year is Rs. 1,00,000, total fixed
cost Rs. 50,000 and sales Rs. 10,00,000.
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' 60,00,
Sales (3 months credi) 000
' | 18,00,000
Raw _rnatgnals
wages (15 days in arrears) 9.60.000
M facturing EXPeNses (one month in arrears) 12,0000
an

a0 inistrative expenses (one month in arrears) 480,000

gales promotion expenses (payable half yeary in advance) 2,00,000

Income tax (last quarter instaliment due) 4,00,000

onth credit from the suppliers of raw-materials and

The company enjoys one m
maintains two month's stock of raw-materials and one month’s finished goods.

‘Cash balance is maintained at Rs. 1,00,000.
Calculate its net working capital.
SECTION -B

Answer any three of the following questions. Each question caries 10 marks.  (3x10=30)

8. What are the different methods of appraising capital investments 2 Discuss briefly
each of the methods. '

9. Explain the different sources of financing working capital needs of an
organisation.

Scanned with CamScanner



LA

¥ PG - 597
ot ' f XYZ Ld. is as follows
10. The existing capital structure 0 ——
Rs.

40,00,000
Equity shares of Rs. 100 each 18,6010
Retained eamings 25,00,000
9% preference shares
7% debentures

25,00,000
5 . 0,
Company eams a return of 12% and tax on income is 35%.

The company wants to raise Rs. 25,00,000 for its expansion project for which it ig
considering following alternatives.
i) Issue of 20,000 equity shares @ a premium of Rs. 25 per share.

ii) Issue 10% preference shares.
iil) Issue 9% debentures.

Projected that P/E ratios in

case of equity, preference and debenture financing 20,
17 and 16 respectively.
Which altemnative w

ould you consider to be the best ? Give reasons for your
choice.

11. Youare requiredto dete

rmine the weighted average cost of capital of M/s Vinayaka
Enterprises Ltd., Beng

aluru using (i) Book value weights (i) Market value weights.
The company’s present book value capital structure is

Amount
Rs
Debenture (Rs. 100 per debenture)

16,00,000
Preference shares (Rs. 100 per share) 4,00,000
Equity shares (Rs. 10 per share)

20,00,000
Alithese securities are traded inthe capital markets. Recent prices are Debentures
@ Rs. 110, preference shares @Rs
extemnal financing opportunities are

-120 and equity shares @ Rs. 22. Anticipated

1) Rs. 100 per debenture redeemable at par, 10 years maturity, 8% coupon rate,
4% floatation cost, sale price Rs. 100.
i) Rs. 100 preference shares, redeem

able @ par, 15 years maturity, 10%
rate, 5% floatation cost, sale price Rs. 100.

dividend
iil) Equity shares Rs. 2 per share floatation cost, sale price Rs. 22. In addition the
dividend expected on equity share at the end of th
anticipated growth rate

e year Rs. 2 per share, the
rate is 50%.
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SECTION -C
(Compulsory) (1x15=15)

12. X Commny Ltd. is considering two different investment proposals. Proposal — A
an investment cost of Rs. 10 lakhs and Proposal — B has an investment cost

has
of Rs. 28 lakhs. Both the projects are expected to yield retumns for a period of 5
years. The estimated income before depreciation and tax of the two proposals

are as follows :
Year End Proposal - A Proposal - B
Rs. Rs.
1 3,30,000 9,00,000
2 5,00,000 11,00,000
3 3,70,000 12,00,000
4 3,00,000 8,00,000
2,00,000 7,00,000

5
a) Which is the most attractive investment proposal considering the discount rate of

12% ? Use NPV criteria to answer this question.
b) Find out the IRR of the two proposals.
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Instruction: Ans werall the Sections.

SECTION-A
Answerany five of the following questions. Each question carries5 marks. (5x5=25)

@ - Whencanthere arise a conflict between shareholders’ and managers’ goals ?
How can it be resolved ?

2. Briefly explain the features of Venture Capital.
3. Explain the factors influencing dividend policy.

4. The earnings per share of a company are Rs.-10. It has an internal rate of return
of 15% and the Capitalization rate of its risk class is 12.5%. If Walter's model is
used :

i) What should the optimum payout ratio of the firm ?
i) What would be the price of the share at this payout ?

5. Assuming that a firm pays tax at a 40% tax rate, compute the after tax cost of
capital in the following cases :
a) A bond, sold at Rs. 100 with a 7 percent interest and a redemption price of
. Rs. 110, if the company redeems it in 5 years. :
b) An ordinary share, selling at a current market price of Rs. 120 and paying a
Current dividend of Rs. 9 per share, which is expected to grow at a rate of 8% ?

6. Rao Corporation has a target capital structure of 60% equity and 40% debt. Its
; cost of equity is 18% and its pre-tax cost of debt is 13%. If the relevant tax rate
is 35%, what is Rao Corporation’s WACC ?

, 7. -Explain the role of finance man gerinthe changing scenario of financia!
| management in India. :

P.T.O.
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Answer any three of the following, each question carriesten marks.

8.

10.

SECTION-B

“Finance function of a business is closely related to its other functions”. Discuss
with suitable examples.

A firm’s sales, variable costs and fixed cost amount to Rs. 75,00,000, Rs. 42,00, 000
and Rs. 6,00,000 respectively. It has borrowed Rs. 45,00,000 at 9 percent and
its equity capital totals Rs. 55,00,000.

a) What is the firm’s ROI ?

b) Does it have a favorable financial leverage ?

c) If the firm belongs to an industry whose asset turnover is 3, does it have a

high or low asset leverage ?
d) What are the operating, financial and combined leverages of the firm ?
e) If the sales drop to Rs. 50,00,000, what will the new EBIT be ?
f) At what level will the EBT of the firm equallto zero ?

JKL Limited is considering the revision of its credit policy with a view to increasing
its sales and profit. Currently all its sales are on credit and the customers are
given one month’s time to settle the dues. It has a contribution of 40% on sales
and it can raise additional funds at a cost of 20% per annum. The marketing
manager of the company has given the following options along with estimates
for conSIderatlons

Partlculars Current Position Option| Optionll Option lil
Sales (in Lakh Rs.) 200 210 220 250
Credit period (in months) 1 15 2 3
Bad debts (% of sales) 2 25 3 5
Cost of credit administration

(in Rs. Lakhs) SRR - 1.30 1.50 3.00

You are required to advise the company for the best option.

(10x3=30)
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11. A proforma cost sheet of a company provides the folloWing particulars :
o Amount per unit ()

Raw material 80
Direct labour 30
Overheads 60
Total cost 170
Profit 30
Selling price 200

The following further particulars are available. Raw materials are in stock on an
average for one month, WIP on an average for half a month. Finished goods are
in stock on an average for one month.

Credit allowed by suppliers is one month, credit allowed to customers is two

: ‘@  months. Lag in payment of wages is 12 weeks (1.5), lag in payment of overhead
expenses is one month. One-forth of the output is sold against cash, cash in
hand and at bank is expected to be ¥ 25,000. You are required to prepare a
statement showing the working capital needed to finance a level of activity of
1,04,000 units of production. You may assume that product<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>