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M.PHIL. DEGREE EXAMINATION, APRIL 2015.

I YEAR — I SEMESTER

Paper II — ADVANCED FINANCIAL MANAGEMENT
Time : 3 hours
    Max. Marks : 75

SECTION A — (5 × 15 = 75 marks)

Answer any FIVE questions
1. The initial investment outlay for a capital investment project consists of             ` 100 lakh for plant and machinery and ` 40 lakh for working capital.  Other details are summarized below:
Sales:
1 lakh units of output per year for years 1 to 5

Selling Price:
` 120 per unit of output
Variable cost:
` 60 per unit of output
Fixed overheads (excluding depreciation):`15 lakh per year for years 1 to 5
Rate of depreciation on Plant & Machinery : 25% on WDV method

Salvage value of Plant & Machinery : Equal to the WDV at the end of year 5

Applicable tax rate 
: 40%

Time horizon

: 5 years

Post tax cut off rate
: 12%

Required:

(a) Indicate the financial viability of the project by calculating NPV.
(b) Determine the sensitivity of the project’s NPV under each of the   
following conditions:

(i) Decrease in selling price by 5% (ii) Increase in variable cost by 10%

2. State the assumption on processing and effect on share prices under efficient market hypothesis.
3. What do you understand by capital structure of a corporation?  Discuss on qualities of a sound capital structure.
4. A company belongs to a risk class for which the approximate capitalization rate is 10%.  It currently has outstanding 25,000 shares selling at `100 each.  The firm is contemplating the declaration of a dividend of `5 per share at the end of the current financial year.  It expects to have a net income of `2,50,000 and has proposal for making a new investment of Rs5,00,000.  Show that under the MM assumptions, the payment of dividend does not affects the value of the firm.

5. A company is considering an investment proposal to install a new machine.  The project will cost `50,000 and will have a life of 5 years and no salvage value.  The company’s tax rate is 50% and no investment allowance is allowed.  The firm uses straight line method of depreciation.  The estimated net income before depreciation and tax from the proposed investment proposal is follows:


Year

Net income before dep & tax(`)

PV @10%

  1



10,000



   .909


  2



11,000



   .826


  3



14,000



   .751


  4



15,000



   .683


  5



25,000



   .621


Compute  (1) Pay-back period


       (2) Average net return 



       (3) Net Present Value @ 10% discount rate 


       (4) Profitability rate at 10% discount rate.
6. Explain the impact of taxation on corporate financial management.
7. What do you mean by foreign exchange risk?  Explain how it is managed by a corporate?
8. Discuss in detail the determinants of foreign exchange market.
———————
[P.T.O.]
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