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M.Com. (Previous / Final)
Examination, 2020
(Optional)
Group -1l
FINANCIAL MANAGEMENT
Time Allowed : Three Hours
Maximum Marks : 100
Minimum Pass Marks : 36
A : I 9T T & K A YIS SHE I TH T
AT A ) FH g & 3 T9H g
Note : Attempt all the five questions. One question from

each unit is compulsory. All questions carry equal

marks.
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fotatl &1 faaem S| 20

What do you understand by financial decisions ?
Discuss the major financial decisions.
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A company has an investment opportunity costing
T 40,000 with the following expected net cash flow

after taxes and before depreciation :

1-1227



(3)
Year Net cash flow

3
7,000

—

7,000
7,000
7,000
7,000
8,000
10,000
15,000
10,000

© 00 N o o B~ W DN

10 4,000
Using 10% as the cost of capital, determine the
following :
(i) Pay back period
(i) Net present value at 10% discount factor
(iii) Profitability index at 10% discount factor
3&1S - 11 / Unit - 11
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(4)
What is Cost of Capital ? Explain the significance
of cost of capital.
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The following is an extract from the financial

statements of Sheetal Ltd :
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(5)
In Lakhs
Operating Profit 105
(=) Interest on Debentures 33
2
(=) Income tax 50% 36
Net Profit E

Equity share capital (shares of ¥ 10 each) 200

Reserve & surplus 100

15% Non-convertible Debentures (of

% 100 each) 220
520

The market price per equity share is ¥ 12 and per

debenture ¥ 93.75:

(i) What is the earning per share ?

(i) What is the percentage cost of capital to the
company for the debenture funds and the
equity.

g@1s - Il / Unit - 11
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What is meant by financial leverage ? How does it

magnify the revenue available for equity

shareholders ?
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Alpha company is contemplating conversion of
500, 14% convertible bonds of ¥ 1,000 each. Market
price of the bond is ¥ 1,080. Bond indenture
provides that one bond will be exchanged for 10
shares. Price-earning ratio before redemption is
20:1 and anticipated price-earning ratio after
redemption is 25 : 1. Number of shares outstanding
prior to redemption are 10,000. EBIT amounts to
T 2,00,000. The company is in the 35% tax bracket.
Should the company convert bond into shares ?

Give reasons.
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What do you understand by a stable dividend
policy ? Why should it be followed ?

31ar / Or
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Jyoti Ltd. belongs to a risk class for which the
appropriate capitalisation rate is 10% it currently
has outstanding 5,000 shares selling at ¥ 100
each. The institution is contemplating the
declaration of dividend of X 6 per share at the end
of the current financial year. The company expect
to have a net income of ¥ 50,000 and has a
proposal for making new investments of X 1,00,000.
Show that under the M.M. hypothesis, the payment
of dividend does not affect the value of institution.
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(8)
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Explain briefly the essentials of a sound working
capital management.
31ar / Or
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31TCTT [T (4500-5999) §2T 2%
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Shruti Enterprises require 90,000 units of a certain

item annually. The cost per unitis X 3. The cost per
purchase order ¥ 300 and the inventory carrying
cost X 6 per unit per year :
(i) What is the economic order quantity ?
(i) What should the firm do if the supplier offers
discount below :
Order Quantity (4500-5999) Discount 2%

Order Quantity (6000 and above) Discount 3%

1-1227 800



