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COMMERCE |
2.2 Advanced Finai:rcial Management
Time : 3 Hours | - T Max Marks : 80

Instructions : 1) Tqﬁ guestions to be answered from Section — A. '
2) Three questions to be answered from Section — B.
3) Three questions to be answered from Section — C.

B g % 'SECTION — A

1. Answer any ten of the followmg in about 3-4 lines each. Each sub-question
two marks. - : (10x2=20)

efine finance fuaction.

carri

C % ‘, 'hat is optimum capital structure 27
ﬁhat is modified internal rate of retum (MIRR){ &
-d) What do you mean by capital rationing ?

hat are the no:n-convenuonal investments 7-&#

_Dlsnngulsh between risk and unccrtamw

B f ) What is sensitivity analy31s 2 ,
~_h) What is a conglomerate merger[y/ "
Bes ’gé/ D1stmgmsh between a hostile takcovet and a fncndly takeover. -

e

q’{ at is the significance of P/E ratio ?
}hat are financial derivatives 7 °

What is hedging ? .

B

SECTION —B

Answer any three of the following. Kach questlon cames S marks. - . (3x5z15)

r"h‘\
, 2. State the. assumpticns of M ochoham and Miller's hvpothcms or caplta} structure, C MM e
f - ) i l£1 s
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and cons ?
3. What synergies do exist i T
- 1).horizontal mergérs and

i) vertical mergers ? -

three of the followmg in abqu_t three Pages each. Each question carries
1S marks: ' - 5 : :

-

1) Ccomparable reconunendations,fand 2 -

they give contradictory results, which criteria should
ts‘and why ? Justify

your answer. -
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9. A comzpany is conﬂdenng two mutually exclusive projetts X and Y. Project X
costs Rs. 30,000 and Project Y Rs. 36,000. You have been given below the net
present value estimates and probability distribution for each project s

Project — 3 ‘ Project - Y
3_‘-?{!?‘/; -.csr.im'.cxtc Probability NPV estimate ~ Probability —
2. 3,000 0. - Rs. 3,000 02
Rs. 6,000 . 04 Rs. 6,000 03
Rs 12000 04  Re12000 . 03 5
. Rs. 15000 01 Rs.15000 = sy, B

g ompute the expected net present value of projects X and Y.

By Compute th'c risk attached to each project that is, sl;andard deviation of each )
probability distribution.

<j Which project do you consider more risky and why ?

- Compute the préfitab’ilftif'l index of each project.

. company is considering which of two mutually exclusive projects it should .
wndertake. The Finances Director thinks that the project with the higher NPV
should be choosen whereas the M.D thinks that the one with the mgher IRR
should be undcrtakcn especially as both projects have the same initial outlay and
_Is-ngth of life. The company annczpates a‘cost a capital of 10% and thc net after-  ’
fax. cash flows of thc projects are as follows :

Year :
~-Cush flows : - .
. Ca'0).-s 1 2 . 3 4 5
“rpject - X (200) 35 80 90 75 .20
Frofect — Y (200) 218 10 10 4 3
‘equired :

.+ Calculate the NPV and IRR of each project.

e
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SECTION—-A . b

L Answcr any tex .of the fo]lowmg sub-qucsnons in abont3-4 hn;‘-:&each Each :
- sub-quastlon cames two marks. ) _ , (mxz_zo)

a) Whatare thei Important clements of Capltal Stmcmre 2~ _—
| b) sttmgmsh between th Income and Net Opcratmglncome/ o
c) Whal do you mean by Opportnmty Cost of Capﬂzl 'bL
d) Dcﬁne Cap1taI Rattomng./
c) ‘What is Leveraged Buyout ? _
B Dwnngulsh betwecn ScenanoAnalys:ts and SnnulahonAnalys;s:%/ z
) Define Corporata Restmct!mng
hy Nhat are Hedging Instmmcnts s £
i)DeﬁneFutures. . . __'-“:_ 4
i) What is meant by Swaps ? - ‘ ' . o o
k) What is meant by Post-payback Profitability 'w’/

). How do you compute the EPS 2—

,3 . .- PTO.
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any th ree of the fdlloﬁriri“g_ qi:eéﬁons and-each’ gﬁesﬁon ca‘xﬁes_— five marks B

a) 'I'hc company may issue 50,000 equity shares of Rs. lﬁpcr share;

b) The- company 1may issue 25,000 equity shares of Rs.10 per share and 2,500
- debentures of Rs:100 denomination bcanng 8% of i mtercst;

c) The company may issue 25 ,000. equity shares of Rs. 10 per share and 2,500
preference shares of Rs. 100 per sharc bearing 10% of dividend. E

Ifthe company’s earnings mfo"e inferest and taxes mRs 40 ”O{); Rs. S{i,OOQ;

and Rs. 1,20,000 what are the eammgs per share under each of the three ﬁnancmg
i plans ? Which altcmatwe would you recommend and why 2

SECTION @f

| Answer any three of the followmg quesuons and each quesuon carnes 15 marks : ’

s e i :_ : (3x15—4$)

m is a Me.rger T Enumcmte the dxﬂ‘ercnt types of Mergers Whai are the
potcntlal GCOHOIDIC advantages from'Mergers ? _

8. Whatare Denvauve Instruments ? What are me econoniic functmns pcrformed by
- theDerivatives Markets ?

- : s nsk important in the selection of pro_;acts ? Explam bncﬂy the various

methods ©of evaluating risky projects. Can you think of a capital budgcung project
that would have perfectly certain rctums ?

e " s | . == »

| Bx5<15) -
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] Ex:stmg

1 Y - Parﬁculars G B Machma Machmg
| Prarcase Price (Rs.) . 60,000 _'-1-;b'};5_oo‘_" w0
_Est:matedlﬁe(yea'm) 6 4
- Salvage Valuc (Rs) i = 0 s 0 ¥
Annual Operating Hours - - 1,000] .1,000]
| Selling Price per unit (Rs.) . 3
- | Material per unit (Re) 040| . 0.40
Output per Hour (units) - 15 30
- {Labour Cost per Hour (Rs.)-- N
Consumable Stores per-yéar (Rs.) "2000| ~ 1.000[
| Repairs and Mamtenancepmym(ks) 3,000| .. 2,000 .
| Working Capital (Rs.) - " 10,000} 20,000
'Eﬁmmc'i‘axl_{ate(f%) 30 T 30f°

a) Required rate of return is 10%, and

..- g "‘

~ Stiould the existing machine be replaced ? Assume that

PG - 435

An exxstm' company has amac}nnc whn:“h has becn m opcmuon for twoyeaxs, Its . _
) 'cstunatedmmmmng useful hfc 1sfour years with no salvage valuem the end. It;s: :
- currentmarket valuc mRs 25 000 'Ihcmanagcmcﬂtns cOnszdenng apmposalm .
| --purchase an mprovcd model .of thc machme wluch ngcs mcreased output. 'I‘hc-'

- relevant partzculars are as follows o

b) The company uses Written Down Value Method of: deprecnanon at 25% and it
has scveral machmes in the 25% block. "
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‘ 11 Company X wxshes to takeover Compauy Y. The ﬁnanc:al detaﬂs of the two |

-\\_\{j -

compames are as under

Parhculars (‘tompan y .Comp any
-X Y
Equity Shares (Rs. 10 per =L |
1’ .ml). £ D:
share) (Rs.) - 1,00 5 000 _
‘Share-Premiurn Account Rs).:*}: .- - "o |- - 2,000
Piofit and Loss Account (Rs.) 38,000 - 4,000 |
Preference Shares (Rs.) 20,000 "o
-] 10% Debentures Rs) - 15,000 5,000
Fixed Assets (Rs.) 1,22000| .~ 35000]
Net Curzent A;sets (Rs.) 51,000 . 260001} "
Maintainable Annual Profit . #
(after Tax) for Equity 24,000 - - 15,000
Shareholders (Rs.) | I D
_;I\(‘IarkctPnccpchqmty hare _ 24 o7
(Rs') 7 - - = - =z
| Price Bamings Ratio 10 9}

What offer do you think Company X could make to Cumpany Y i in terms of
e Exchange Rafion, based on

. a) Net asset valuc
" b) Eammgspcrsharc and

c) Market price per share?

Which method would you prefer from Cémpany X’s point of view ?-

s




II Semester MCom. Exammatlon, June!J uiy 2010
cFe D S (200’7-08 New Scheme)
: COMMERCE e :
Paper - 2 2 Advanced Fmancial Managemmt
'.ﬁme jHom's i | - Max.Marks 80
E'nstrzwtwns 1 ) Ten quesnons to be answered from Sectzon _A.
"~ " "2) Three questions 1o be answered from Secnon B
= 3 ) Three ques:zons to be answered ﬁ-om Secnon ..

SECTION A
PR Answer any. tcn of the followmg in about 3-4 lines each Each sub-questlon
B - carries two marks P - s g ; | (10x2—-20)
o o 'a) Explamarbltrage process T T e T S E = _' yie =

)] Whai is trading on equity ? _
: 9) St:;tte‘- the élémen.fs of capitzl str_ucmré:';/-
" d} Difference b&tween N'PV and IRR methods.
e) fdxplam varying opport:mlty cost of capxtalv‘\
). Wt lﬂcapltalratmnmg? el
I_ 8 a_rd_piam the concept risk and unccrtamty

. 4) Whatis SImulaImn anialysis ?

- D Disouss Le:veraged buyouts. - )
PR };piam the s1gmﬁcance of PE ratio in Mergeml._
s‘:;) prlam Hedging instruments.

1) Whatis riskhedging? -

P.T.0.
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SECTION B K L Tan i WUER

' :-Answer any tln'ee of the follomng. Each qucstxon cames 5 marks
: z Explam the u‘admonal approach spec:fymg optxmum caprtal structure

' 3 D1scuss the mvestment demsmn under mﬂatmn

| 4 State the mgmﬁcance of nsk analys:S in caplta.l budgetmg
' 5 stcuss bneﬂy about corporate restructunng
g Explam ﬁnanaal dérivatives; °

SEC'I'ION C :

. Answer any three of the follomng in about three pages each. Each questum carries -
'« . - “15.marks. ' (3)(15_45)

‘7 State the difference betwecn mergers and acqumlttons Explain DCF approach
I for financing amcroer

8.. Discuss the uses of derivatives i m the ccmtext of globahsatlon

_)«{ﬁfu hasa capltal structure excluswcly compmmg of ordmary sha:es amountin g

to Rs 10 lakhs ‘The firn TIOW vwshe.s to raise addxt:oml capltal of Rs. 10 lakhs -
for expansxon The ﬁrm has four altematlve ﬁnanclal plans

A) It can raise the cntlre amount in the form of equlty capltal : ‘ ,
B) It can raise 50% as equﬂy capital and 50% as 5% dcbenwres ' il
C) It can raise the entire amount as 6% debcntm-as _ _ : .

" D) It can raise 50% as equity capitaj and §ﬂ% as 5% preference shares, o

 -Further, the existing EBIT is Rs. 1,20,000 tax rate i§ 35%, outstanding ordinary
shares 10,000-and the market price per share is Rs.100 under all the four
alternatives. Which ﬁnancmg plen should the ﬁ]:mselect ?
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‘ pmjects.ProjectAreqmmRs 1,00 OOOandcashrunnmg expeises of Rs. 35,000
peryear. .

On the nther hand prq;ect B reqmres a cash uutlay of Rs: 1,50,000 and cash“
mnnmgmcpenses of Rs. 20,000 per year. Boththe projects havean: eight year il .-
penod Pro_}ect Ahas a salvage value of Rs.4,000 and pro;ectB has Rs. 14, 000.-
The Co sreqmred;ate of return is 10% . The tax rate is. 50%3and depreciation is
on straxgbt lme hams on adlfferentlal bas;s, which pmject should be accepted '? _

- 11 The probab:.hty dJstributlons of two: pro_]ects and NPV are glve.n below .

Pm_;ectA ' - . ijectB
NPV(R‘s.). | -- Probability . NPVRs) |- Péc;babﬂ_i'ty
5000 02 3 01

| 7500 07. 7,500 0.7
10,000 0.1 15,000 - 02 -

Youare rcqmred to calculate the expected-value, the standard déviation and the -

co-eﬂiczent of variation for each project. Whtch of these mutually cxcluswe
projects do you prcfer ancl why 2




