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lI Semester M.Com. Degree Exammanon, JulylAugust 2011

' ' (2007-08 New Scheme) (N.S,) - '

| COMMERCE " - - "y
Paper—-z.z Advanced Financial Management e

“Time : 3 Hours Max Marks = 80"

' - SECTION A

% "'-r .." P

1. Answer any 10 of the fo]lowmg sub questlons in about 3-4 imes each Each ’
sub-quesnon carries 2 marks.

; _ (10)(2-20)
i R WhatmOptﬁnalCapital"Stnic_mre 2 o L E
| b) ‘W;hat is meant by Risk—Rct;xfn Tradeoff ?
1 65 What do you meati'by Proﬁtabiﬁty Index ? | _ gy
d) What do you mean by Annual Equlvalent Value Method ?
_ c) What do you mean by Sequentlal Analys:s ? _ |
- ’ ) Whati xsscnsltmty analysmﬁ r = T '- “
9 Explam Financial beneﬁts of Merger and Acqmsmous
: h) ‘What do you mean by Share exchange ratlo 2.

i) ‘What is Call prcxmum 7 W

j) Define Derivatives. o . T R T

k) What is WACC? o
) What do you mean by real rate an(i nordina}"ratc ?

' P.T.O.




PG - 639

i T SECTION B-- _
Answer any three of the followmg questmns and each quesnon can'ies ﬁve marks e
' :2 Define lcverage Btiyuﬁts and'mané/gim}cmiiuyouts - '
3. Certainty cqmvalent approach is theoretically supenor 10 nsk adjusted dzscount
- rate. Do you agree, comment.

-4, Whatis mcantby Wcalth maxmzanon 2How is 1t suPenor to profit maxm:uzat:on ? 7/"
'.j.-Whatlsnskfrccsecunty‘?W}iatlsnskpmmmm9 __- RS

6. Despxte its weaknesses payback penod is popular in practlce What are ﬂlcrcasons
forits. populanty ? _

SECTION -

Answcr any three of the followmg quesuons and each queshon camcs 15 marks

_ L e (3x15--45)
%plam various risks encountered by mvcstors makmg investments in mtcmat;onal
' arkets. Explain various functional and financial benefits offered by derivatives

in managing suchrisks and also highlight various stratcgles desi
- using derivatives to hedge th potcnha. TISKS ass

F—L-‘_’-'-_H_M_————x ’ g i
8. Hlustrate arbitrage process as explame(i by MM. What is thc cnﬂczsm of I\fIM
"~ hypothesis without taxes ? Is thErcslmﬂanty between MM hypothems and net. . - -
operating income approach. ) _ T

9, KC Company is oonsmcnng to mutna]ly exclusive projects The mmal cost of -
- both projects is Rs. 5,000 and each has an expected life of 5years. Under three -
“possible states of ¢ economy their annual cash ﬂows affd assocxated pmb‘ahﬂny

are as follows : _
| NCF ()
Economic State |Probability |Project A ~ | Project B
Good |03 ~ [e000 7" |s000 - f BT
| Normal {04 4000 4000
{Baa - o3 2000 - {3000

Ifthe dlscount rate is 7%, ‘Whlch pro;ect should the company accept ?
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10 Followmg mformatlon is obtamcd fmm hypothet:lcal company Wmch has threc 0

& dlﬁ'crentmtuatmnsx,YandZandﬁnanmalplansI,IIandI]I.Youamreqmmdm
S 'calcutatc()pcratmglcvmgcs, ﬁnancmllevmgcs and cOmbmﬁd lcvcmgese .

* . ,. ‘Totai capamty ofthe;xo_}ect— IOOOOUmts _' L _- / "
Y . Explored capacity of salés =7500 Units sp. giqueo-1°%
: 'sm;:n_ng Rs. 20 - &pr:l}’;? gf; mufa.eﬂ‘ o
V.C/Unit ='Rs )50/, _ N
et -‘.F!xed00st £ ' g ) ‘
e . 'X Rsmeoo = @ _ R
: _Z Rs 25 000 '

L FemelPlass: - T
Y Rs. 50;0001—E§qit5r a_qd' Rs. 40,000/-Debt at 10% interest
2) Rs. 60 'eooy-ﬁéaity"ana Rs. 30,000/ Debt &t 10% interest
3) Rs 30; 000!»—Equ1ty and Rs. 60 000/-Debt at 1(}% mtcrest

11, What isa merger ? Enumeratc different types of mcxgers ? What are the potcntxal
" ‘economic advantages froni mergers ? What synergles do exist in

a) Honzontal mergf:t's i o
b) Veitical mergers o e B e ‘
¢) Conglomerate mergers
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Paper — 2 2 Advanced Fmanclal Management
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SECTION-A

" 1. Answer any ten ofthe following Sub-question in about three to fourlines each

Each Sub-question carries two marks. (‘I_Qx2=20)

a) What s leverage ?

) What is Risk ? s
¢) What is Opportunity cost ’4/

d) What is simuiation 7

2) What is synergy ?

i

1) Whatis cost of capital ?
"Y) Whatis break even analysis ?
| n) What is open mterest ?
i) What is aputoption?
- What is nsk free debt '?\>4

k) What :s dead welght cost ?

)] What' is infléﬁon '?'°<_'/ ¥ e

P.T.O.
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SECTION-B

Answer any three of the following question andeach question carries five marks.
- . e & : (3x5=15)

‘2. Explainthe role of private equity is market for cdrpbrate control.

3. Whatarethe principles of cash flow estimation in capital budgeting ?

4. Given the estimate of return and probabilities, calculate expected return and

risk. | '

PO T
= Wb 7

20 12 -
40 15. -
20 18 ;-

10 20

. 5, Galculate EMI for aloan of Rs. 5 lakh o o repaﬁ_d__ in 60 monthly instaiment soas
10 earn a return of 15% for the lender: ' '

6. Explain howto compute cost of equity-
SECTION-C

Answer any three of the following question and each question carries fifteen marks.
' | | | (3x15=45) _
2 Discuss the revised M and M proposition that allowed for interest deductibility

and corporate taxes. What are the offsetting factors under the revised proposition ?

8. Dreamworks company presently paysa dividend of Re. 1. This dividend is

_ expected to grow at a 20 percent rate for 5 years and at 10 percent per annum
thereafter. The present market price per share is Rs. 20. Using a dividend
discount model approach to estimaling capital costs, what is the company’s
expected or required return on equity ? s _ - -

(Hint : use 18% and 19% discount rates)
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‘9. Two mutually exclusive projects have projected cash flows as follows : s

Period

Project 0 1 2 3 4

A — Rs. 10,000 Rs.5,000 Rs.5,000 Rs.5000 Rs.5,000 _
3 - 10,000 0 0 0 30,000
a} Determine the intémal rate of return foreach project.

b} Assuming arequiredrate of return of 10 percent, determine the net present
value for each project. = 5 s G

c) Which projectwould you select ? What assumptions areinherentinyour decision ?

10. Disiinguish between opnons futures, forwards and swaps Bneﬂy explain their
a/phcatlon inmanaging risk. :

/1»1/ What is risk analysis in capital bddgéting ? 'Di_s_c;uss any two methods.




