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Instructions: 
 
1)  All questions are compulsory. 
2)   Figures to the right indicate full marks. 

 

Q. 1. Choose the most appropriate option. (05) 

           1.  Financial management is primarily concerned with:  
 a)   Recording transactions B) Profit planning  

c)   Managing cash flows and raising capital d) Preparing trial balance  
2.      NPV becomes zero when:  

 a)  IRR = 0 b) Discount rate = IRR  
c)  Profit = Investment d) Cash inflows = Outflows  

3.  Cost of capital is also known as:  
 a)   Discount rate b) Fixed cost  

c)   Accounting cost d) Sunk cost  

4. Which of the following is a long-term source of finance?  
 a) Commercial paper b)Debentures  

c)  Trade credit d) Bank overdraft  

5. Which model is used in cash management?  
 a)  EOQ model b) Black-Scholes model  

c)  Baumol’s model d) CAPM  

   
Q. 2. State True / False (05) 

1. Debentures are a short-term source of finance  

 
a) True b) False  

2. Capital budgeting involves long-term investment decisions.  

 
a) True b) False  

3. Cost of capital is not related to risk.  

 
a) True b) False  

4. Dividends reduce retained earnings  

 
a) True b) False  

5. Receivables management includes collecting cash from debtors  

 
a) True b) False  

 
  

Q. 3. Write Short notes on (Any Three) (15) 
1. Capital Asset Pricing Model  
2. Analytical Models for Cash Management  
3. Problem on Finding NPV                      
4. Cash Management  
5. Determinants of Working capital  
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 Q. 4.     Answer in detail (Any Two) (20) 

1. Explain Costs involved in Accounts Receivable  

2. Explain factors determining dividend policy  

3. A firm is considering two mutually exclusive projects: 
• Project X requires an investment of ₹80,000. 
• Project Y requires an investment of ₹1,00,000. 

The expected cash inflows over 5 years are: 
Year Project X (₹) Project Y (₹) 

1 ₹25,000 ₹35,000 
2 ₹25,000 ₹35,000 
3 ₹20,000 ₹30,000 
4 ₹15,000 ₹20,000 
5 ₹10,000 ₹25,000 

The required rate of return is 12%. 
Question: 
Calculate the NPV for both projects and recommend which one to choose. 
 

 

4. DEF Ltd. has the following debt instruments in its capital structure: 
1. 10% Debentures of ₹4,00,000, issued at par. 
2. 9% Bank Loan of ₹3,00,000, repayable after 3 years. 
3. 8% Bonds of ₹2,00,000, issued at a discount of 10%, maturing in 4 years at 

par. 
Corporate tax rate = 30% 

Required: 
Calculate the after-tax cost of debt for each source and the Weighted Average Cost of 
Debt (WACD). 
 

 

 Q. 5.    
 
 
 
 

Case Study 
 
ABC Ltd. is planning to invest ₹10,00,000 in a new project expected to generate annual 
cash inflows of ₹3,00,000 for 5 years. The company uses an 8% discount rate. The CFO 
is also evaluating whether to retain profits for future investments or distribute dividends, 
considering shareholder expectations. 
 

(15) 

 Questions: 
 

 

 1. Calculate the Net Present Value (NPV) of the project. Should the company 
accept the project?  

 

 2. What are the different types of dividend policies that ABC Ltd. can consider?   

. 3. Explain any three factors that will determine the dividend policy for ABC Ltd.   

_________________ 
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