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Ms. Kavita, an entrepreneur, is considering setting up a small-scale manufacturing unit. After preparing a feasibility report, she estimates that the project will require an initial outlay of ₹8,00,000 today for plant and equipment.
The expected net cash inflows from operations are projected as follows:
· Year 1: ₹2,00,000
· Year 2: ₹2,50,000
· Year 3: ₹3,00,000
· Year 4: ₹3,50,000
· Year 5: ₹4,00,000
The company’s cost of capital (required rate of return) is 12% per annum.
However, Ms. Kavita is also considering an alternative investment in financial securities, which can earn a guaranteed return of 10% per annum without any risk.
You are required to answer the following questions:
Part A: Time Value of Money (TVM Analysis)
a) Compute the Present Value (PV) of the expected project inflows at 12%.
b) Calculate the Net Present Value (NPV) of the project.
c) Determine the Discounted Payback Period.
d) Estimate the Internal Rate of Return (IRR) of the project (approximate method acceptable).
e) Compare the IRR with the cost of capital and state whether the project is financially viable.
f) If Ms. Kavita had the option to invest the same funds in risk-free securities earning 10%, which alternative should she choose? Justify using NPV and opportunity cost concepts.
g) Beyond the numbers, evaluate what qualitative factors (market risk, project execution risk, inflation, etc.) she should consider before committing funds.
Part B: Sensitivity Analysis 
1. Discounted Payback Period: Calculate the Discounted Payback Period. What does this tell Ms. Kavita about the time required to recover her initial investment on a discounted basis?
2. Cost of Capital Sensitivity: How would the decision change if the cost of capital unexpectedly rises to 14%? Briefly re-calculate the NPV and comment on the project's sensitivity to the discount rate.
3. Project Life Risk: Suppose technological obsolescence shortens the project's useful life to only 3 years. Assuming cash flows remain the same for the first three years, should Ms. Kavita still proceed with the project?
4. Qualitative Factors: Beyond the financial numbers, what non-financial factors should Ms. Kavita consider before making her final decision? (e.g., market risk, inflation, execution risk, long-term business strategy).
5. Risk-Return Trade-off: Compare the profile of this manufacturing project with the financial securities investment. Which option offers greater liquidity and lower risk? Which one offers higher growth potential and strategic control?
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(a) XYZ Ltd., a growing company, is planning a major expansion that requires large funds. The management is debating whether to raise debt or equity, how much profit to retain versus distribute as a dividend, and how to manage increasing risks and liquidity pressures. What are the key financial management decisions the management must take in this situation, and why are they important?

(b) Sigma Textiles Ltd. expects an EBIT of ₹24,00,000 for the year. The firm has a target capital structure of 40% debt and 60% equity. Its marginal tax rate is 35%. The company has ₹40,00,000 of long-term debt outstanding at an interest rate of 9%. The cost of equity is 13%, and there are 2,00,000 shares outstanding.
The company has identified a new investment project costing ₹15,00,000, which will be financed according to its target capital structure. Assuming the firm follows a residual dividend policy and no other investments are planned:
You are required to calculate:
a) Net income available for equity holders.
b) The equity portion of financing needed for the new project.
c) The residual earnings available for dividends.
d) Dividend per share (DPS) and the dividend payout ratio.
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RPS Ltd., a well-established company enjoying strong market dominance with minimal competition, is reviewing its working capital management strategy. The management is considering shifting from a credit sales model to a pre-payment system to strengthen liquidity. As a financial analyst, you are asked to analyze the company’s operating cycle and estimate its working capital needs.
The following details are available:
· Raw materials storage period: 75 days
· Work-in-process conversion period: 30 days
· Finished goods storage period: 38 days
· Debt collection period: 60 days
· Creditors’ payment period: 83 days
· Annual operating cost: ₹36,00,000 (including depreciation of ₹3,60,000)
(Assume 1 year = 360 days)
You are required to calculate:
a) Operating Cycle Period – total time from acquisition of raw material to realization of cash from sales.
b) Number of Operating Cycles in a Year.
c) Working Capital Requirement – on a cash cost basis.
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	The primary objective of a company's financial management is to maximize shareholder wealth. Explain how the three key financial decisions—Investment, Financing, and Dividend—directly contribute to this objective. Provide one example for each type of decision to illustrate your explanation.
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	Beta Tech Ltd. requires ₹20,00,000 to modernize its manufacturing facility. The management is evaluating three alternative financing plans:
· Plan A (All Equity): Issue 20,000 equity shares at ₹100 each.
· Plan B (Equity + Debt): Issue 10,000 equity shares at ₹100 each, and raise the balance ₹10,00,000 through a bank loan at 12% interest.
· Plan C (Equity + Preference): Issue 10,000 equity shares at ₹100 each, and 10,000 preference shares at ₹100 each, carrying 8% dividend.
The company’s Earnings Before Interest and Taxes (EBIT) are 4,00,000. The corporate tax rate is 30%.
You are required to:
a) Calculate the Earnings Per Share (EPS) for each of the three plans.
b) Calculate the Return on Equity (ROE) under each plan.
c) Recommend which financing plan is preferable if the objective is to maximize EPS.
d) Briefly discuss the advantages and disadvantages of each plan, highlighting how preference share financing (Plan C) differs from debt financing (Plan B) in terms of financial leverage and risk.
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	(a) Omega Tools Ltd. has an earnings per share (EPS) of ₹8. The company’s equity capitalization rate (Ke) is 12%, and its return on investment (r) is 15%. The company is considering whether to distribute dividends or retain earnings for reinvestment.
You are required to calculate:
a) The market price per share if the company follows a dividend payout ratio of 25%, 50%, and 100% using Walter’s Model.
b) Based on your calculations, advise the management on the optimal dividend payout policy for the company.

(b) A company is trying to decide between a 100% stock dividend and a 2-for-1 stock split. Both actions result in a doubling of the number of outstanding shares. Answer the following -
· From a financial and accounting perspective, what is the key difference between a stock split and a stock dividend?
· How would each action affect the company's balance sheet, specifically the "Share Capital" and "Retained Earnings" accounts?
· Which action is generally considered a more positive signal to the market, and why?
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