
Total No. of Pages:   2 7768 
Register Number: 

Name of the Candidate: 
                                                                         

P.G. DIPLOMA EXAMINATION, May 2015 
 

(FINANCE AND TAXATION) 

  

110. FINANCIAL MANAGEMENT 

  
Time: Three hours                                   Maximum: 100 marks 

 
                     Answer any FIVE questions 

  All questions carry equal marks 

 (5   20 = 100) 

1.  Discuss the term EVA and its uses. 

2.  Describe in brief the Arbitrage Price Theory. What its major contribution and 
limitation.  

3.  State briefly the assumptions on which the Gordon model for the cost of equity is 
based. What does each component of the equation represent?   

4.  The Well Established Company’ s most recent balance sheet is as follows  

Liabilities  Amount (`) Assets Amount (`) 
Equity capital (` 10 per share) 60,000 Net fixed assets 1,50,000 
10% Long-term debt 80,000 Current assets 50,000 
Retained earnings 20,000 Current liabilities  40,000 

 2,00,000  2,00,000 
The company’s total assets turnover ratio is 3, its fixed operating costs are  
` 1,00,000 and the variable operating costs ratio is 40 per cent. The income tax 
ratio is 35 per cent. 

a) Calculate all the three types of leverages 

b) Determine the likely of EBIT if EPS is (i) ` 1, (ii) ` 3 and (iii) Zero 

5.  What are the components of net cash outlay in the capital budgeting decision? 

6.  Modern Enterprises Ltd., is considering the purchase of a new computer system 

for its Research and Development Division, which would cost `3.5 million. The 

operation and maintenance costs (excluding depreciation) are expected to be `7 
million per annum. It is estimated that the useful life of the system would be 6 

years, at the end of which the disposal value is expected to be ` 1 million. 

The Tangible benefits expected from the system in the form of reduction in design 
and draughts-manship costs would be ` 1.2 million per annum. Besides, the 
disposal of used drawing, office equipment and furniture, initially, is anticipated 

to net `9 million.   
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Capital expenditure in research and development would attract 100% write -off 
for tax purpose. The gains arising from disposal of used assets may be 

considered tax-free. The company’s effective tax rate is 50%. 

The average cost of capital to the company is 12% The present value factors at 
12% discount rate are: 

Year  P.V. Factor 

1 0.892 

2 0.797 

3 0.711 

4 0.635 

5 0.567 

6 0.506 

After appropriate analysis of cash flows, please advise the company of the 
financial viability of the proposal.  

7.  How would you determine the follow? 

a) The cost of equity in the NOI approach  

b) The value of equity, given the equity  capitalization rate, EBIT and interest 

c) The value of levered firm under MM’s thesis with taxes.  

8.  How can the effect of profitability on designing an appropriate capital structure  

be analysed? Illustrate your answer with the help of EBIT-EPS analysis. 

9.  From the following projections of XYZ & Ltd for the next year, you are required to 
determine the working capital required by the company. 

Annual sales `14,40,000 

Cost of production (including depreciation of `1,20,000), `12,00,000 

Raw material purchases, `7,05,000 

Monthly expenditure, ` 30,000 

Estimated opening stock of raw materials `1,40,000 

Estimated closing stock of raw materials `1,25,000 

Inventory Norms: 

Raw materials, 2 months, work-in-process, ½ month and finished goods 1 month 
The firm enjoys a credit of half-a-month on its purchases and allows one month 

credit on its supplies. On sales orders, the company receives an advance of ` 
15,000. You may assume that production is carried out evenly throughout the 
year and minimum cash balance desired to be maintained is ` 35,000. 

10.  Explain and contrast deposit float and payment float. 

                                              

 -------------------  


