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FA1103: FINANCIAL MANAGEMENT Time: 3 hours Max. Marks: 40

Instructions to students:

1. Do not write anything other than your roll number on question paper.
2. Mention all the assumptions for your answers clearly.

3. Use of Non Scientific calculator is allowed.

4. Answer any 4 questions of 10 marks each.

Q.1(A) “The important issue in dividend decision is whether the dividend payout affects Lo 5
the overall value of the firm or not” In light of this discuss the walter’s model of
dividend decision making and highlight the criticism against his model. ( 5
Marks).

Q.1(B) The earning per share of a company is Rs. 12 and the rate of capitalization Los
applicable to the company is 10 percent. The company has three options (1)
adopting a payment ratio of 25 percent, (2) 50 percent and (3) 75 percent. Using
Walter’s model of dividend payout, Compute the market value of the company’s
share if the productivity of retained earnings is (1) 15 percent (2) 10 percent and
(3) 5 percent. { 5 marks)

Q.2 The Board of Directors of Manvi Engineering Company Ltd, requests you to Lo3
prepare a statement showing the working capital requirements for a level of
activity of 1,56,000 units of production. The following information is available

for your calculations. B

Details ' | Per Unit Rs. |
' Raw materials 1 90 -

Direct Labour 40

Overheads | 75

Total Cost 205 B

Profit ' 60

Selling Price - | 265

1. Raw materials are in stock, o_l_i average of one month

ii. Materials are in process, on average 2 weeks

iil. Finished Goods are in stock, on average of one month
 iv. Credit allowed by Suppliers is one month

v. Time lag in payment from debtors 2 months

vi. Lag in payment of wages is 1 V2 weeks

Vii. Lag in payment of overheads is one month o _'
20% of the output is sold against cash. Cash in hand and at bank is expected
to be Rs. 60,000. It is to be assumed that production is carried on evenly
throughout the year, wages and overheads accrue similarly and a time period
of 4 weeks is equivalent to a month.
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Q.3

Q.4

Q.5

“Does Capital Structure have any impact on firm value” Highlight the Lo4
divergent school of thoughts on the relevance and irrelevance of capital
structure.

X Co. has a EBIT of Rs. 2,00,000 on an investment of Rs. 10,00,000 in assets.  Lo4
It can raise a debt at a 16 percent rate of interest. Assume that taxes do not
exist.

a. Using the NI approach and an equity capitalization rate of 18 percent,
compute the total value of the firm and the weighted average cost of capital if
the firm has —

i. no debt,

ii. 3,00,000 debt

iii. 6,00,000 debt

b. Using NOI approach and overall capitalization rate of 12 percent, compute
the total value of the firm, value of shares and the cost of equity if the firm has -
i. no debt,

ii. 3,00,000 debt

iii. 6,00,000 debt

A Company is considering as to which of the two mutually exclusive projectsit Lo1,2&
should undertake. The finance director thinks that the project with higher NPV 3
should be chosen whereas the managing director thinks that the one with the
higher IRR should be undertaken, especially as both projects have same initial
outlay of INR 200 million and length of life. The company anticipates a cost of
capital of 10 percent and the net after tax cash flows of the project are 35

million, 80 million, 9o million, 75 million for the next 5 years of project A and

INR 50 million, 9o million, 80 million, 75 million and 10 million for the next 5
years for project B.

1.Determine NPV and IRR of each project.

2. State, giving reasons, which project would you recommend.

3. Explain the inconsistency in ranking of two projects, if any.

all the best!
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Annexure 899
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