
Semester: Jan 24-Apr 24

Maximum Marks: 50        Examination: ESE Examination        Date: 27/03/2024

                                                                                                           Duration: 10:30 PM to 01:30 PM

Programme code: 06

Programme: MBA HCM
Class: FY Semester/Trimester: III

College:  K. J. Somaiya Institute of Management
Name of the department/Section/Center: Finance and Law

Course Code:  117P06C302

Name of the Course:

Financial Management

Instructions:

 Question Number 1 is compulsory. Attempt any 4 of the remaining questions.

 All subparts of the question must be solved together.

 All workings must form part of the solution.

 Make suitable assumptions wherever necessary.

Question No.  Max.

Marks

1 The information below is taken from the records of two companies, A and B, in the same industry.

Particulars A Ltd B Ltd

Plant and machinery 22,00,000 19,00,000

Inventories 14,80,000 10,35,000

Receivables 4,50,000  4,50,000

Cash 80,000    20,000

Total Assets 42,10,000 34,05,000

Equity Share Capital (face value Rs.10 each) 20,00,000   5,00,000

Retained earnings 11,80,000   4,85,000

Debentures 800,000 19,00,000

Trade creditors 2,30,000    5,20,000

Total Liabilities 42,10,000 34,05,000
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Particulars A Ltd B Ltd

Sales 44,00,000 57,00,000

Cost of goods sold 35,20,000 42,75,000

Other operating expenses 4,40,000 4,56,000

Interest 72,000 2,28,000

Tax payable 1,10,400 2,22,300

Dividends 1,03,040 51,870

Credit sales amount to 80% of total sales for A Ltd and 90% of total sales for B Ltd. Calculate the relevant ratios to evaluate the performance of the two

companies on parameters such as profitability, liquidity, solvency, efficiency, and valuation from the shareholders’ perspective. The market price of eq-

uity shares for A Ltd and B Ltd is Rs.26 and Rs.311 respectively.

2 A company is considering an investment in a new project to manufacture plastic bottles at a cost of Rs.60 lakh, which comprises investment in machin -

ery of Rs.40 lakh and working capital of Rs.20 lakh. The project will be for 5 years, and annual sales are expected to be 50,000 bottles in the first year,

55000 bottles in the second and third years and 60,000 bottles in the third and fourth years. The selling price and variable cost per bottle are expected to

be constant at Rs.100 and Rs.60 respectively. Annual fixed costs for the project (excluding depreciation) are estimated at Rs.180,000. Assume the com-

pany follows straight line method of depreciation over the life of the asset. The machinery has a life of 5 years and no salvage value. Working capital is

recovered in full at the end of the project. The tax rate is 35 per cent. Assuming a cost of capital of 15%, find out whether it is worth undertaking the

project based on its Net Present Value.

10

3 A company has on its books the following amounts of each type of capital. The current price of equity shares is Rs.50. Dividend expected at the end of

next year is Rs.5 and the dividends are expected to grow at 6% per year. Debentures mature after 5 years and will be redeemed at face value of Rs.100.

The current market price of debentures is Rs.80. Corporate tax rate is 35%. Determine the weighted average cost of capital using book value weights.

Source of financing Book value

Equity share capital (face value Rs.10 each) 10,00,000

Retained earnings 20,00,000

11% Debentures (face value Rs.100 each)   5,00,000

10

4 ABC Ltd is examining the question of relaxing its credit policy. It sells at present 25,000 units at a price of Rs. 100 per unit, the variable cost per unit is

Rs. 80 and the average cost per unit at the current sales volume is Rs. 90. All the sales are on credit, the average collection period being 30 days. Collec -
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tion cost is Rs. 10,000 and bad debts are 1% of sales. A relaxed credit policy is expected to increase sales by 20 per cent and the average age of receiv -

ables to 60 days. Collection cost will increase to Rs. 30,000 and bad debt will be 2% of sales. Assuming a 15 percent return, should the firm relax its

credit policy? Assume 360 days in a year for calculation purposes.

5 (a)

5 (b)

Mr. Joshi is about to retire at the age of 60. His employer has offered him 2 post-retirement options: (a) Rs.50 lakh lumpsum and (b) Rs.600,000 p.a. for

10 years. Assuming 10% interest, which option is better?

An investor deposits Rs.50,000 in a bank account for 5 years at 8% p.a. Find out the amount he will have if interest is compounded (a) annually (b) semi-

annually and (c) quarterly.

5

5

6 Attempt ANY TWO from the following:

(i) Describe the three broad areas of financial decision making.

(ii) Explain the various determinants of working capital.

(iii) Describe the different techniques of capital budgeting with their advantages and disadvantages.

10
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