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M.PHIL. DEGREE EXAMINATION, APRIL 2017.

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. Describe the role of financial system in the development of an Economy.

2. Discuss the capital budgeting process.

3. Ganesh Ltd is considering for purchase of plant X and Y. The plants are expected to cost `1,00,000 each and have estimated life of 5 years and  4 years respectively. The company required rate of return is 10%. Risk premium rates are 4% and 8% of X and Y .The anticipated cash flows after tax are as follows:

	Year
	Plant X
	Plant Y

	1
	25,000
	55,000

	2
	30,000
	50,000

	3
	35,000
	40,000

	4
	40,000
	30,000

	5
	45,000
	---


Advice the management for purchase of plant under risk adjusted discounted rate method.

4. ABC Ltd has the equity capital of `12,00,000 divided in to shares of `100 each. It wishes to raise further `6,00,000 for expansion cum modernsation scheme. The company plans the following financing alternatives.

Plan – A     Issuing equity shares for `6,00,000.

Plan –B  Issuing equity shares for `2,00,000 and 10% debentures for `4,00,000. 

Plan – C    Issuing equity shares for `2,00,000 and 9% Preference  shares for `4,00,000. 

Plan – D      Raising term loan @ 10% interest for `6,00,000.

You are required to suggest the best alternative giving your comment  assuming that the EBIT after expansion is `2,25,000 and Corporate tax rate is 40%
5. Vashista & Company had earnings per share `8 and normal capitalization rate of 10%. What will be the share price as per Walter’s model if internal rate of return is (a) 15% (b) 10% (c) 5% and dividend pay out ratio is (a) 25%           (b)  50% (c) 75%.

6. How CAPM measures the risk of a security in relation to portfolio? 

7. Discuss the motives and benefits of merger and acquisition.

8. Explain the relationship of international parity.
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