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SECTION A – (10 X 1= 10)
ANSWER ANY TEN QUESTIONS

1. Define Business Finance.   
Business finance refers to the management of monetary resources within an organization. It involves activities such as planning, budgeting, raising capital, managing cash flow, and making financial decisions to enhance a company's overall financial health and sustainability. 
2. What do you know about time value of money?   
Time Value of Money (TVM) is a fundamental financial concept, stating that the current value of money is higher than its future value, given its potential to earn in the years to come.                                                             
3. Define the term Risk.
Risk implies future uncertainty about deviation from expected earnings or expected outcome. Risk measures the uncertainty that an investor is willing to take to realize a gain from an investment.
4. What is Hedging of currency risk
Currency hedging is a strategy used to eliminate foreign exchange currency risk while doing cross-border business
5. Write the meaning of start-up financing.

6. List down any 3 advantages of leasing in business.
7. Define Factoring. 
8. What is Re-order level in inventory management?
9. Define the term IRR
10. What is payback period?
11. Who is an Angel investor?
12. State any two reasons for treating idle cash as an evil.


SECTION  B – (5 X 5 = 25)
ANSWER ANY FIVE QUESTIONS

13. Show the minimum amount which a person should be ready to accept today from a   debtor who otherwise has to pay a sum of Rs.10000, 12000, Rs.16000, Rs.18000, Rs.20000 at the end of year 1,2,3 and 4 respectively from Today. The rate of interest may be taken as 14%.
Sol:
	Year
	Amount
	PV @14%
	Present value

	Today
	10000
	1
	10000

	1
	12000
	0.877
	10524

	2
	16000
	0.769
	12304

	3
	18000
	0.675
	12150

	4
	20000
	0.592
	11840

	Total minimum acceptable amount
	56818



14. Explain the various measures of Risk.
Sol:


15. Critically examine the financial aspects of leasing.


16. Prepare a cash budget from the following information for the month of April and May 2009.
Room coolers assembled during the month of February, March, April and May are 2000, 2500, 3000 and 3500. Manufacturing cost per cooler is Rs.1000 and selling price is Rs.1500. 20% of the sales is on cash basis subject to 10% cash discount. Debtors’ collection period is 2 months. Entire cost of production is paid in cash. Office overheads are Rs.15000 per month. Cash balance on April, 2009 was Rs.20,000. Assume that the coolers assembled are sold in the same month. 
Sol:
	Cash Budget for the month of April and May 2009

	Particulars
	April
	May

	Opening Cash Balance
	20000
	215000

	ADD: Estimated Cash Receipts:
	 
	 

	Cash sales
	810000
	945000

	Debtors collection
	2400000
	3000000

	Total Receipts (A)
	3230000
	4160000

	LESS: Estimated Cash Payment
	 
	 

	Office Overheads
	15000
	15000

	Cost of Production
	3000000
	3500000

	Total Payments (B)
	3015000
	3515000

	Closing Cash Balance (A-B)
	215000
	645000



17. The cash flows from two exclusively projects X and Y are as under:
	Year
	Project X
Rs.
	Project Y
Rs.

	0
	(-) 44,000
	(-) 54,000

	1-7 (annual)
	12,000
	14,500

	Project life
	7 years
	7 years


Calculate profitability index at 15% discount rate and suggest which project is profitable.
Sol:
	Statement showing Present Value of Project

	Year
	CFAT (Rs)
	PV Factor
	Present Value (Rs)

	
	X
	Y
	at 15%
	X
	Y

	1 to 7 years
	12000
	14500
	4.16
	49920
	60320

	Total PV of Cash inflows
	49920
	60320

	Less: PV of Cash outflows (44000X1) (54000X1)
	44000
	54000

	NPV
	5920
	6320


Profitability Index = PV of Cash inflow / PV of Cash Outflow
Project X = 49920 / 44000 = 1.135
Project Y = 60320 / 54000 = 1.12
Analysis: The PI of Project X is higher than that of project Y. So project X is profitable.

18. Following information relating to a type of raw material available:

	Annual Demand
	2400 units

	Unit Price
	Rs.2.40

	Ordering coast per order
	Rs.4.00

	Storage cost
	2% per annum

	Interest rate
	10% pa

	Lead time
	Half-month



Calculate EOQ and total annual inventory cost in respect of the particular raw material.
	Sol:
(i) Computation of Economic order quantity (EOQ)
EOQ 	= √2AB / CS
EOQ 	= √2X2400X4 / 2.40X12%
	= √66667 = 258units
(ii) Computation of no. of orders
No. of orders = 2400 / 258 = 9.3 or 10 orders
(iii) Computation of total annual inventory
Cost of purchase (2400X2.4)	= Rs.5760
Ordering Cost (10 orders X 4)	= Rs.40
Storage & Carrying cost		= Rs.37.15
[258X1/2X(2.4X12%)]		_________
Total cost of inventory		5837.15

19. Project X has an initial investment of Rs.5,00,000. Its cash flows for 5 years are Rs.1,50,000, Rs.1,80,000, Rs.1,50,000, Rs.1,32,000 and Rs.1,20,000.
Determine the payback period.
Sol:
	Statement showing cummulative cash inflow

	Year
	CFAT
	Cummulative CFAT

	1
	150000
	150000

	2
	180000
	330000

	3
	150000
	480000

	4
	132000
	612000

	5
	120000
	732000


Initial investment is Rs.500000, Rs.480000 can be recovered in 3 years. The remaining amount of Rs.20000 is to be recovered in the fourth year.
Time required for earnings Rs.132000 in the fourth year = 12 months
Time required to earn Rs.20000 in the fourth year = 12/132000 * 20000
						         = 1.81 months or 2 months
			Payback period = 3 years, 2 months.


SECTION  C – (4 X 10 = 40)
ANSWER ANY FOUR QUESTION

20. Find out the present value of the following:
(a) An annuity of Rs.1,520 starting after 1 year for 6 years at the interest rate of 12%.
Sol. Using annuity table 
 			= 1520 X 4.111
			= Rs.6249

(b) An annuity of Rs.11,000 starting in 7 years  time lasting for 7 years at a discount rate of 10%.
Sol: Choose table value using present value table and annuity table value
		=10000 X 4.868(annuity table value) X 0.564 (present table value
		=Rs.30201

21. Explain the various methods to hedge currency risk.

22. Classify the various source of startup financing.

23. A firm sells 40,000 units of its product per annum @ Rs. 35 per unit. The average cost per unit is Rs.31 and the variable cost per unit is Rs.28. The average collection period is 60 days. Bad debt losses are 3% of sales and the collection charges amount to Rs.15,000. 
The firm is considering a proposal to follow a stricter collection policy which would reduce bad debt losses to 1 % of sales and the average collection period to 45 days. It would, however, reduce sales volume by 1000 unit and increase the collection charge to Rs.25,000.
The firm required rate of return is 20%. Would you recommend the adoption of the new credit policy? Assume 360 days in a year for the purpose of your calculation.
Sol:
	Statement showing evaluation of credit policies

	Particulars
	Existing Policy
	Proposed policy

	Sales
	40000X35
	1400000
	39000X35
	1365000

	less: Varible cost
	40000X28
	1120000
	39000X28
	1092000

	Contibution
	 
	280000
	 
	273000

	Less: Fixed cost (38-28=3)
	40000X3
	120000
	 
	120000

	Baddebts
	1400000X3%
	42000
	1365000X1%
	13650

	Collection charges
	 
	15000
	 
	25000

	Cost of investment 
	FC +VC X days/360 X Rate of Return
	41333
	 
	30300

	Profit
	 
	61667
	 
	84050

	Incremental Profit
	 
	 
	 
	22383


Analysis: The firm can adopt new credit policy as it will increase the profit by Rs.22383

24. Calculate IRR from the following data:
Initial Investment 	: Rs.1,20,000
Life of the asset	: 4 years

Estimated net annual cash flows
1st year	Rs.30,000
2nd year	Rs.40,000
3rd year	Rs.60,000
4th year	Rs.40,000
Sol:
PV factor = initial investment /  Average cash inflow per year
Average cash inflow = 170000/4 years = 42500
PV factor = 120000/42500 = 2.8325
Statement showing NPV
	year 
	CFAT
	PV factor @14%
	Present value
	PV @ 15%
	Present value

	1
	30000
	0.877
	26310
	0.869
	26070

	2
	40000
	0.769
	30760
	0.756
	30240

	3
	60000
	0.674
	40440
	0.657
	39420

	4
	40000
	0.592
	23680
	0.571
	22840

	Total PV of cash Inflow
	121190
	 
	118570

	Less: PV of cash outflow (120000X 1)
	120000
	 
	120000

	NPV
	1190
	 
	(-)1430



IRR 	= Lower rate +Positive NPV / Diff in calculated PV X Diff inrate

	=  14% + 1190 / 121190 – 118750 X (15%-14%)
	= 14.45%


25. Ajith Metals Ltd is considering two different investment proposals X and Y. The details are as under.
	
	Proposal X (Rs.)
	Proposal Y (Rs.)

	Investment Cost
	1,90,000
	4,00,000

	CFAT (cash inflows before dep. And after tax)
	Year 1
	80,000
	1,60,000

	
	Year 2
	80,000
	1,60,000

	
	Year 3
	90,000
	2,40,000



Suggest the most attractive proposal on the basis of NPV method considering that the future incomes are discounted at 21%.

Sol:
Statement showing NPV 
	year 
	CFAT
	PV factor @12%
	Present value
	Present value

	 
	X
	Y
	 
	X
	Y

	1
	80000
	160000
	0.893
	71440
	142880

	2
	80000
	160000
	0.797
	63760
	127520

	3
	90000
	240000
	0.712
	64080
	170880

	Total PV of cash Inflow
	 
	199280
	441280

	Less: PV of cash outflow (190000X 1) and (40000X1)
	 
	190000
	40000

	NPV
	 
	9280
	41280



Analysis: NPV is more in proposal Y and therefore it should be accepted



