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MASTER OF COMMERCE 

Term-End Examination 

December, 2011 

MC0-07 : FINANCIAL MANAGEMENT 

Time : 3 hours 	 Maximum Marks : 100 

Note : Attempt any five questions. All questions carry equal 
marks. 

1. (a) "Wealth maximisation is ultimate goal of 
financial management". Discuss. 	10,10 

(b) Explain the risk and return relationship 
using CAPM model. 

2. (a) How is the cost of debt capital calculated ? 
Explain with examples. 	 10,10 

(b) What are the requirements of a good method 
of investment decision making ? 

3. (a) A company is considering an investment 
proposal the cost of which is Rs. 2,500. it is 
expected to generate cash flows of Rs. 900, 
Rs. 800, Rs. 700, Rs. 600 and Rs. 500 in the 
years 1 to 5. The rate of discount is 10%. 
Calculate NPV. The PV of Rs. 1 is 0.909, 
0.826, .0.751, 0.683 and 0.620 from year one 
to five years respectively. 10,10 
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(b) What are the merits and limitations of 
NPV ? How is it different from PI ? 

4. 	Explain the factors that determine dividend 
payout. What are the consequences of low 
dividend payout ? 10,10 

5. (a) Define the term 'working capital'. What are 
factors which influence working capital 
requirements ? 	 10,10 

(b) Explain the different formal and informal 
credit arrangements for working capital. 

6. Explain the different kinds of sources of finance 20 
and the purpose for which they are used. 

7. (a) From the following information calculate 
operating leverage and financial leverage of 
two companies : 	 14,6 

Particulars 'X' Ltd. 'Y' Ltd. 

Sales 4,00,000 3,50,000 

Variable Cost 40% of Sales 40% of Sales 

Fixed Cost 25,000 30,000 

Interest 1,40,000 80,000 

(b) Differentiate between operating lease and 
financial lease. 
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8. Why is inventory management important ? 
Discuss the selective inventory control techniques. 

10,10 

9. Write explanatory notes on any two of the 
following : 	 10,10 
(a) Modigliani and Millar Proposition I 
(b) Role of stock . exchanges 
(c) Rationale of Project finance 
(d) Time value of money 
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