MMM - 2018-21 Batch - II Semester End Term Exam

K.J. Somaiya Institute of Management Studies & Research
Course: MMM 11 Semester

Sub: Financial Management

Date of Exam: 8 /04/2019 Time: 3 Hours
50

Note: 1. Attempt any 5 questions.
2. All questions carry equal marks (10 marks each)
3. Use of Calculators is allowed

4. PV Tables are provided with the question paper

Marks:

1. Use the information given in the summarized balance sheet and statement of profit & loss

to prepare a common base statement.

Statement of Profit and Loss
Rs. in million

2018 2017
Total Revenues 950 790
Expenses excluding financing cost and tax 620 550
Profit before financing cost and tax 330 240
Financing cost 80 60
Proft before tax 250 180
Tax 75 54
Proft(loss) for the period 175 126
Balance Sheet
Rs. in million

2018 2017
Shareholders' Funds 540 500
Long-term borrowings 230 200
Other non-current liabilities 150 140
Current liabilities 386 308
Total 1306 1148
Fixed assets 455 400
Other non-current assets 275 310
Current assets 576 438
Total 1306 1148
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2. Solve:

a. The dividend per share of XYZ was Rs. 4 in the current year and the company has been
registering growth rate of 12 percent. The share is currently selling for Rs. 80. Calculate the
company’s cost of equity.

b. Determine the cost of equity using CAPM approach where risk free rate of return equals 5

%, beta is 1.2 and the return on market portfolio is 14%.

3. Explain different aspects of working capital policy that a firm should take into

consideration to ensure effective management of its working capital.

4. “Equity Capital represents ownership capital, as equity shareholders collectively own

the company”. Discuss the rights and risks of equity shareholders as owners of the company.

5. A 7-year, Rs. 1000 debenture of a firm can be sold for a net price of Rs. 976. The
coupon rate of interest is 15 percent per year and it will be redeemed at 5 percent premium at
maturity, that is, the maturity value will be Rs. 1050. The company tax rate is 35%. What would
the after tax cost of debt be?

6. Solve:

a. From the following information, calculate the operating leverage and comment on the result.

Particulars Situation 1 Situation 2
No. of units sold 5000 5000
Selling price per unit 10 10
Variable cost 5 5

Fixed cost 6000 8000

b. Relevant financial information for M Ltd. is given below:

Profit & Loss Account Balance Sheet date
data
(Rs. in Million) Beginning of 2018 | End of 2018
Sales
Inventory 200 220
1500
Accounts Receivable 160 | 150
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COGS

Accounts Payable 70 56
790

7. Phoenix Company is considering two projects, P and Q. The expected cash flows of these

projects are:

Project P
Year 0 1 2 3 4 5
Cash Flow -4000 900 1000 1000 2000 4000
Project Q
Year 0 1 2 3 4 5
Cash Flow -1600 700 700 600 800 800

Which project has better NPV, if the cost of capital is 10%?
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