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Answer any five questions. Each question carries 2 marks.

List out the areas of finance function.

Write a note on Operating risk.

List out the approaches for estimating cost of equity.

List out the various approaches for measurement of business return.
What do you mean by investment decision?

What do you mean by stock buybacks?

What is Disinvestment?
(5%2 = 10 Marks)
Part B

Answer any five questions. Each question carries 6 marks.

What is agency conflict? Discuss the ways to mitigate it.

Define working capital management. Why is it important to study the management of
working capital as a separate area in financial management?

What is optimum cash balance? How does cash budget act as an effective tool of cash
management?

Discuss the concept of risk-return relationship.
Define operating leverage. lllustrate the impact of operating leverage on profit.
Describe net capital investment as a component of investment‘analysis.

What do you mean by Bond? Mention the features of bonds.
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Part C
Answer any two questions. Each question carries 10 marks.

Question number 17 is compulsory .

15. A project costs Rs.800000/- and has a scrap value of Rs.300000/-.Its stream of income
before depreciation and taxes during first year through five years is
R5A120000/-,140000/-,170000/-,180000/- and Rs.200000/-.Assume a 20 percent tax rate
and depreciation on straight line basis.Calculate the Accounting Rate of Return for the

~ project.State whether you recommend the project for investment if the management
anticipates a rate of return of 8 percent.

16. A firm’s after tax, Cost of Capital of specific source is as follows:
Cost of debt is 8%, Cost of Preference shares 14% , Cost of Equity 17%.
The following is capital structure :
Debt — 3,00,000, Preference capital — 2,00,000 and equity capital — 5,00,000.
Calculate WACC using book value weights in Rs.

Compulsory Question

17. The following figures relate to two companies:

Sun Ltd Moon Ltd
Sales 600000 1200000
Variable Costs 300000 500000
Contribution 300000 700000
Fixed cost 150000 400000
EBIT (Operating profit) 150000 300000
Interest 50000 100000
EBT(Profit before tax) 100000 200000

Compute: Operating, Financial and Combined leverage for the two companies and
comment on the relative risk position of them

(2x10 = 20 Marks)
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