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1A) Discuss briefly the functions of a chief financial officer. (03) 

1B) Differentiate between Internal Rate of Return (IRR) technique and Net 

Present Value technique in capital budgeting. What is the rationale behind 

these techniques if the alternatives are independent? 

 

(02) 

1C) Journalize the transactions given below, 

a. 1.1.2011 Sunitha started his business with cash Rs. 5,00,000  

b. 2.1.2011 Borrowed from Malathi Rs. 5,00,000  

c. 2.1.2011 Purchased furniture Rs. 1,00,000  

d. 4.1.2011 Purchased furniture from Meenal on credit Rs. 1,50,000  

e. 5.1.2011 Purchased goods for cash Rs. 50,000  

f. 6.1.2011 Purchased goods from Ram on credit Rs. 2,50,000  

g. 8.1.2011 Sold goods for cash Rs. 1,25,000  

h. 8.1.2011 Sold goods to Shyam on credit Rs. 55,000  

i. 9.1.2011 Received cash from Shyam Rs. 25,000  

j. 10.1.2011 Paid cash to Ram Rs. 90,000 

(05) 

  

 

 

Instructions to Candidates: 

 Answer ALL the questions. 

 Interest factor table are provided, for others use formulae 

 Missing data may be suitably assumed. 
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2A) A company is considering buying a new bottle capping machine. The initial 

cost of the machine is $325,000 and it has a 1O-year life. Monthly 

maintenance costs are expected to be $1200 per month for the first 7 years 

and $2000 per month for the remaining years. The machine requires a major 

overhaul costing $55,000 at the end of the fifth year' of service. Assume that 

all these costs occur at the end of the appropriate period. What is the future 

value of all the costs associated with owning and operating this machine if the 

nominal interest rate is 10.2%? 

(03) 

2B) A project requires an initial investment of Rs. 2,50,000 and generates net 

cash flows of Rs. 95,000, Rs. 95,000, Rs. 1,00,000 and Rs. 1,12,500 in the 

first, second, third and fourth year respectively. Calculate the regular payback 

period, modified internal rate of return and the profitability index for the project 

if the cost of capital is 12%. 

(03) 

2C) Based on the bond valuation model, state the bond value theorems. Show 

how bond values are influenced by the relationship between the required rate 

of return and the coupon rate with an example. 

(04) 

   

3A) Skanda Pvt Ltd Compay (SKC) a private company which is into the 

manufacturing of variety of paper cups and related products with its market 

all over India, the following details of the company are given below: 

The Skanda Pvt. Ltd. Company (SKC) earned Rs. 70 a share last year and 

paid a dividend of Rs. 30 a share. Next three years there is an expectation 

that the SKC would earn Rs. 40, Rs. 50 and Rs. 60 respectively and continue 

its payout ratio. Assume that you expect to sell the stock for Rs. 2800 after 

two year from now. If you require 12% on this stock, how much would you be 

willing to pay for it? 

(03) 

3B) Differentiate between: 

i) Preference share and Debentures 

ii) Hire purchase and Overdraft 

(03) 

3C) Discuss the benefits and drawbacks of equity shares from the standpoints of 

the company and the investor. 

(04) 

   

4A) ABC Ltd. needs to pay Rs.1,50,000 for its suppliers and its inventory level is 

about Rs.1,00,000. Also, its accounts receivable is worth 35,000 within its 

operating cycle. 

i) Determine the working capital of the firm.  

ii) Is the firm in a good position or not. Why? 

(03) 
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4B) With a neat sketch explain in detail the concept of operating cycle in working 

capital management. 

(03) 

4C) Explain the concept of gross and net working capital. State the significance 

of working capital management. 

(04) 

   

5A) From the following Trial Balance prepare the Trading a/c and Profit and Loss 

a/c for the year ending 31st December, 2010 and Balance Sheet as on that 

date. The Closing Stock on 31st December, 2010 was valued at Rs. 2,50,000.   

Note: Commission is received by the company, B/P is Balance Payable and 

B/R is Balance receivable. 

 

(04) 
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5B) Mr. Ram has Rs.20,000 to invest. Usually, he would deposit the money in his 

savings account, which earns 6.5% interest. However, he is considering three 

alternative investment opportunities: 

Option 1: Buying and holding a stock that grows 12% per year for three years. 

Option 2: Making a personal loan of Rs.20,000 to a friend and receiving 

Rs.1500 per year for three years.  

Option 3: Purchasing a 7 year old bond for Rs.20,000. The bond has a face 

value of Rs.20,000 and a coupon rate of 10% payable semi-annually, with a 

maturity period of 10 years. Recommend the best option to Mr. Ram. 

(03) 

5C) The Rs.1,000 face value EFG bond has a coupon of 10% (paid semi-

annually), matures in 4 years, and has current price of Rs.1,140. What is the 

EFG bond's yield to maturity? 

(03) 

 
5% 

 
 
10% 

 
 
12% 
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