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Note: Attempt all the five questions. One question
from each unit is compulsory. All questions
carry equal marks.
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1. 
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Define finance function. Describe the various finan-
cial functions.

/OR




Define financial plans & explain the characteristics of
a sound financial plan.

2/Unit - 2

2. 


Define capital Budgeting. Discuss its objectives and
importance.

/OR

Rs.
A B 


 A (Rs.) B (Rs.)

1 50,000 30,000

2 40,000 30,000

3 30,000 50,000
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4 20,000 40,000

5 20,000 40,000




(A) 

(B) 

Vijay Ltd. is considering to purchase a machine. Two
machines A and B are available at the cost of Rs.
1,20,000 each. Earning after tax but before deprecia-
tion are likely to be a head:

Year Machine A (Rs.) Machine B (Rs.)

   1 50,000 30,000

   2 40,000 30,000

   3 30,000 50,000

   4 20,000 40,000

   5 20,000 40,000

Evaluate the two alternatives by using (A) payback
period method (B) post pay - back profitability method.
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3. 


Define cost of capital. State how would you determine
the weighted average cost of capital of a company?

/OR




        


A company produces and sales 50,000 units at a price
of Rs - 10 per unit. Variable cost of production is Rs 4
per unit and a fixed cost are Rs. 2,50,000. Interest
charges on debt capital is Rs. 30,000 per annum. Find
the combined leverage of the company.
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4. 
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What is Dividend Policy? Explain the various factors
determining the dividend policy of a company.

/OR


%

%






%%






The company's current operating income is Rs.
6,00,000. The company has Rs. 15 Lakhs of 12% dept
outstanding. Its cost of equity capital is estimated to
be 15%. The company considering to increase its le-
verage by raising an additional Rs. 10,00,000 debt
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and using the proceeds to retire the amount of equity
capital. As a result of increased financial risk, the cost
of debt is likely to go up to 15% and cost of equity
capital 20%.

You are required to determine the current value of the
company using traditional model. Give your recom-
mendation regarding the company's proposal to in-
crease its leverage.
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5. 

(A) 

(B) 

(C) 

(D) 

(E) 
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Explain the following:

(A) Economic order quantity

(B) Reorder level

(C) Average collection period

(D) Cash planning

(E) Safety stock

/OR







Explain in brief the "Gross and Net" concept of work-
ing capital. Which of these concepts do you prefer and
why?


