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MCO–07 : FINANCIAL MANAGEMENT 
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Note : Answer any five questions. All questions 

carry equal marks.  

 

1. (a) What is financial management ? Examine 

the interrelationship among investment, 

financing and dividend decisions.  4+8 

(b) What is time value of money ? Explain the 

relevance of time value of money in the 

financial decision-making. 8 

2. Explain and illustrate various approaches used 

for the valuation of equity shares.   20 
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3. (a) Explain the meaning, importance and 

types of cost of capital. 2+4+8 

(b) Why is the cost of capital the minimum 

acceptable rate of return on an  

investment ? 6 

4. (a) What are the different types of capital 

budgeting projects ? Explain the 

distinguishing features of each type of 

project. 10 

(b) A firm whose cost of capital is 10% 

considering two mutually exclusive 

projects X and Y. The details are as  

follows :  10 

Cost Year 
Project 

X (`) 

Project 

Y (`) 

Cash inflows 0 70,000 70,000 

 1 10,000 50,000 

 2 20,000 40,000 

 3 30,000 20,000 

 4 45,000 10,000 

 5 60,000 10,000 
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 Find out the net present value at 10% 

discount rate of bolt the projects.  

 (P.V. of ` 1 at 10% from year 1 to year 5 is 

0.909, 0.826, 0.751, 0.683 and 0.621 

respectively.)  

5. What are the different sources of long-term 

finance and to what uses can they be put ? 

Explain.    20 

6. (a) What is project financing ? Explain the 

different types of project financing 

arrangements. 2+8 

(b) Why is stock exchange an important 

institution of the capital markets ? 

Discuss. 10 

7. Given below is the data of two companies : 20 

Particulars A Ltd. B Ltd. 

Sales ` 4,00,000 ` 3,50,000 

Variable cost 40% sales 40% sales 

Fixed cost ` 25,000 ` 30,000 

Interest ` 1,40,000 ` 80,000 

Calculate operating leverage and financial 

leverage of both companies.     
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8. (a) Discuss the Modigliani and Miller  

propose-I with regard to capital structure 

and explain its relevance in today’s world.  

10   

(b) Explain the different inventory 

management techniques. 10  

9. Write explanatory notes on any two of the 

following :   10+10 

(a) Motives of holding cash  

(b) Securitization 

(c) Dividend Policy 

(d) Lease Financing  
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2+4+8

10%

(mutually exclusive)

X Y

  
 

X (`) Y (`) 

 0 70,000 70,000 

 1 10,000 50,000 

 2 20,000 40,000 

 3 30,000 20,000 

 4 45,000 10,000 

 5 60,000 10,000 
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10%

10%

] ]

]

(arrangements)

2+8 

A  B  

` 4,00,000 ` 3,50,000 

 40% 40%

` 25,000 ` 30,000 

` 1,40,000 ` 80,000 
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