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Course Outcomes:

At the end of the course, students will:

CO1: Assess the impact of time value of money in different business decisions.

CO2: Analyze capital budgeting process and apply capital budgeting techniques for business decisions.

CO3: Able to analyze the potential risk of future business decisions and able to understand the overall importance of finance function.
CO4:Understanding the stakeholders techniques provide an experimental, interdisciplinary, substantative and high quality encounter with concerns of
corporate social responsibility.

CO5: Able to design working capital policy based on the assessment of financial requirements.

Part - A
Choose the correct answer 6x1=6
1. According to which theory, change in capital structure does not affect the market value of a firm:
a) Net Income Approach b) Net operating Income Approach CO3K1
c) Traditional Approach d) Modern Approach
2. Combined Leverage is equal to CO3K1
a) Operating Leverage+ Financial Leverage b) Operating Leverage- Financial Leverage
c) Operating Leverage x Financial Leverage d) Operating Leverage / Financial Leverage
3. The model in which dividend policy has no effect on the market price of the shares and
value of the firm CO4K1
a) Walter's model b) MM model c¢) Gordon’s model d) Business model
4. Dividend decision is a part of CO4K1
a) Financing decision b) Investment decision
¢) Working capital decision d) Capital budgeting decision
5. Net working capital refers to CO5K1
a) total assets minus fixed assets. b) current assets minus current liabilities.

C) current assets minus inventories.  d) current assets.
6. The goal of receivables management is to maximize the value of the firm by achieving

a trade-off between CO5K1
(a) Risk & Profitability (b) Liquidity & Profitability (c) Return & Profitability (d) Return & Liquidity
Part - B
Answer all the questions 3x6=18

Answer should not exceed 400 words or two pages
7. a) A company expects a net income of Rs 80,000. It has Rs 2,00,000, 8% Debentures. The equity
capitalization rate of the company is 10% Calculate the value of the firm and overall capitalization rate
according to the Net Income Approach (ignoring income-tax).
b) If the debenture debt is increased to Rs 3,00,000, what shall be the value of the firm and the overall
capitalization rate? CO3K2

(Or)

7.b) A Ltd. Company has equity share capital of Rs 5,00,000 divided into shares of Rs 100 each. It wishes to
raise further Rs 3,00,000 for expansion cum modernization plans. The company plans the following financing
schemes:
a) All common stock
b) Rs 1,00,000 in common stock and Rs 2,00,000 in debt @ 10%p.a.
c) All debts at 10% p.a.
d) Rs 1,00,000 in common stock and Rs 2,00,000 in preference capital with the rate of dividend at 8%
The company’s expected earnings before interest and tax (EBIT) are Rs 1,50,000. The corporate rate of tax
is 50%. Determine the Earnings per share (EPS) in each plan and comment on the implications of financial
leverage. CO3K3

8. a) The earnings per share of a company are Rs 10 and the rate of capitalization applicable to it is 10%.
The company has before it the options of adopting a payout of 20% or 40% or 80% Using Walter’'s formula,
compute the market value of the company’s share if the productivity of retained earnings is

i) 20% ii) 10% and iii) 8%. What inference can be drawn from the above? CO4K3
(Or)
8. b) Interpret the different types of Dividend policies. CO4K?2

9. a) Prepare an estimate of working capital requirement from the following information
of a trading concern: CO5K3



a) | Projected annual sales 1,00,000 units
b) | Selling price Rs 8 per unit
c) | Percentage of net profit on sales 25%

d) | Average credit period allowed to customers | 8 weeks
e) | Average credit period allowed by suppliers | 4 weeks
f) | Average stock holding in terms of sales 12 weeks

requirement
g) | Allow 10% for contingencies

(Or)
9. b) Summarize the models of Cash Management. CO5K2
Part - C
Answer all the questions 3x12=36

Answer should not exceed 800 words or four pages
10. a) H.B.P. Ltd. expects annual net operating income of Rs 2,00,000. It has Rs 5,00,000 outstanding debt,
cost of debt is 10%. If the overall capitalization rate is 12.5% what would be the total value of the firm and the
equity capitalisation rate according to the Net Operating Income approach.
What will be the effect of the following on the total value of the firm and equity capitalization rate, if:
i) The firm increases the amount of debt from Rs 5,00,000 to Rs 7,50,000 and uses the proceeds of the
debt to repurchase equity shares.
i) The firm redeems debt of Rs 2,50,000 by issuing fresh equity shares of the same amount.
CO3K3
(Or)
10. b) XYZ company has currently an equity share capital of Rs 40 lakhs consisting of 40,000 equity shares
of Rs 100 each. The management is planning to raise another Rs 30 lakhs to finance a major programme of
expansion through one of the four possible financing plans.
The options are:
i) Entirely through equity shares.
i) Rs 15 lakhs in equity shares of Rs 100 each and the balance in 8% Debentures.
i) Rs 10 lakhs in equity shares of Rs 100 each and the balance through long-term borrowings at 9%
interest p.a.
iv) Rs 15 lakhs in equity shares of Rs 100 each and the balance through preference shares with 5%
dividend.
The company’s expected earnings before interest and taxes (EBIT) will be Rs 15 lakhs. Assuming corporate
tax rate of 50%, you are required to determine the EPS and comment on the financial leverage that will be
authorised under each of the above scheme of financing. CO3K3

11. a) The following information is available in respect of the rate of return on investment (r), the cost of
capital (k) and the earning per share (E) of ABC Ltd.

Rate of return on investment (r) = (i) 15%; (ii) 12%; and (iii) 10%

Cost of capital= (k) 12%

Earnings per share (E) = Rs 10

Determine the value of its shares using Gordon’s Model assuming the following: CO4K3
D/p ratio (1-b) Retention ratio (b)
@ 100 0
(b) 80 20
(c) 40 60
(Or)
11. b) What do you mean by dividend policy? Explain the determinants of dividend policy. CO4K2

12. a) The following information has been provided by a company for the year ended 31.3.2020:
Liabilities Rs Assets Rs

Equity share capital 2,00,000 | Fixed assets less 3,00,000

depreciation

8% Debentures 1,00,000 | Inventories 1,00,000
Reserves and surplus 50,000 | Sundry debtors 70,000
Long-term loans 50,000 | Cash and bank 10,000
Sundry creditors 80,000

4,80,000 4,80,000

Sales for the year ended 31.3.2020 amounted to Rs 10, 00,000 and it is estimated that the same will amounts
to Rs 12, 00,000 for the year 2020-2021.
You are required to estimate the working capital requirements for the year 2020-21 assuming a linear
relationship between sales and working capital. CO5K3

(Or)

12. b) Discuss the various aspects or dimensions of receivables management. CO5K3
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