Roll No.__________________

23 August, 2016

[image: image1.jpg]




NOTE: Attempt any FIVE from the following. Each question carries equal marks.          


Q. 1
Write a note on the following.

(i)
Debenture 


(ii)
Capital Rationing

(iii)
Preferred Stock

(iv)
Corporation

(v)
Operating Leverage 

(vi)
Capital Budgeting

(vii)
Lease Financing







Q. 2
Ratio analysis plays vital role in evaluating the financial statements for genuine stakeholders. 


Q. 3
Calculate the net present value (NPV) for the following 10 years project. Assume that the firm has an opportunity cost of 12%.


a.
Initial investment is $10000 cash inflows are $2000 per year.


b.
Initial investment is $25000 cash inflows are $3000 per year.


c.
Initial investment is $30000 cash inflows are $5000 per year.

Q. 4
What is the benefit of debt financing? How does it affect the firms cost of debt?

Q. 5
What is Business risk, what steps should be taken by the financial manager to compensate the risk.

Q. 6
Ridge Tools has on its book the amount and specific (after tax) costs shown in the following table for each source of capital.



Source of capital

Book Value

Specific Cost


Long term debt

$700,000

5.3%



Preferred Stock

   50,000

12



Common Stock equity
   650,000

16

Calculate the firms weighted average cost of capital using book value weight.

Q. 7
What information would you need to construct a common size balance sheet, explain with help of thumbnail sketch?  

Q. 8
What is compounding? Elaborate the impact of higher compounding frequency? 
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