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(2)  Answer all the five questions.

“Retained earnings are the cost-free source of funds” — Do you agree ? Give

appropriate explanation to your judgement. (10)
Explain various approaches of ascertaining the cost of equity capital. (10)
OR

“Traditional approach is an intermediate approach between the net income
approach and net operating income approach.” — Explain.

A company issues 12% debentures of 5 years maturity. The face value of the
debentures is Rs. 100 and its issue price is Rs. 96. The company pays 4%
floatation costs. If the tax rate is 50%, compute the after tax cost of debentures.
What would be cost of these debentures if they are irredeemable ?

As a Financial Manager, when you will use Financial Leverage ? — Explain with
illustration. (10)

Discuss factors affecting capital structure. (10)
OR

Modigliani-Miller approach — Explain.

The financial data of a company are as follows :

(1) Variable expenses as 75% of sales.

(2) Interest Rs. 300

(3) Degree of Financial Leverage 4 — 1

(4) Degree of operating Leverage 6 — 1

(5) Income tax rate 50%.

Prepare income-statement for a company.
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3 (@) Discuss factors affecting working capital. (10)
(b) Optimum cash level decision — Explain. (10)
OR
(@) Discuss credit procedure for Individual Accounts.
(b) Describe objective of maintaining inventory.
4 (@ Which practical problems have to be considered in making dividend decision ?
Explain. (10)
(b) Distinguish between Financial Lease and Operating Lease. (10)
OR
(@) Explain the benefits and limitations of Leasing.
(b) Explain the kinds of dividend.
5. Write notes on any two : (20)
(1) Weighted average cost of capital.
(2) Gordon Model.
(3) ABC method of Inventory Control.
(4) Sources of Working Capital.

MC-I-01




