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NOTE: 
Q.1 is compulsory, attempt any four questions from the remaining. All questions carry equal marks. Phones and other Electronic Gadgets are not allowed.
   
Q.1 
Define the following terms;

a. Incremental Cash flow 

b. Money market 
c. Capital market.
d. Replacement Project Analysis 
e. Financial Management
f. Over the counter market

g. Capital Budgeting
Q.2 
Elaborate the Capital Structure theory and its assumptions.
Q.3 
The following data apply to Okara Company (values in million):




	Data
	2015
	2016

	Current Assets
	1,350,000
	1,343,000

	Sales
	4,000,000
	3,600,000

	Inventory
	430,000
	390,000

	Net Income
	364,000
	213,000

	Current Liabilities
	900,000
	810,000

	Total assets
	2,310,000
	2,243,000

	Common equity
	1,020,000
	1,040,000

	Total debt
	1,290,000
	1,203,000


Required:

Calculate and interpret the following ratios for year 2015 and 2016:

a. Current ratio
b. Inventory turnover ratio
c. Profit margin ratio
d. Return on assets
e. Debt to total asset ratio
Q.4 

Write a short note on Merger and Acquisition.
Q. 5 
Wahab Company has the following capital structure:

	Weight of Debt
	60%

	Weight of Preferred Stock
	10%

	Weight of Common Stock
	30%

	Tax rate
	40%

	Interest rate
	15%

	Dividend per preferred share
	Rs. 4.00

	Price per preferred share
	Rs.80

	Currently paid dividend of common stock
	Rs. 2.50

	Price of Common stock
	Rs. 100

	Growth rate
	12%


Required:










     

Calculate the cost of preferred stock, common stock and Weighted Average Cost of Capital (WACC).

Q.6 
Alpha Company is considering two investment projects. The cost of capital of each project is 10%. The 
estimated net cash flows made by the investments are as follows:

	Year
	Project A
	Project B

	0
	(Rs.10,000)
	(Rs.10,000)

	1
	          5000
	1000

	2
	          4000
	3000

	3
	          3000
	4000

	4
	          1000
	6,750


Required: Calculate the NPV for both the projects. If the projects are mutually exclusive than which project will you choose? 

 







 

Q.7 
Explain the Signaling theory of Modigliani and Miller.





Q.8
Write short notes on any two of the following:
i. Agency costs
ii. The Residual theory of Dividends

iii. Comparing the No tax case and the tax case
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