
DCBC-601

Vl Semester B.Com. Degree Examination, May/June - 2025
(NEP Scheme Freshers and Repeaters)

COMMERCE
Advanced Financial Management

Paper:DSG-6.1

Hours Maxirnum Marks : 60
lnstructions :

Answers should be written completely either in English or in Kannada.
wjdd&o lodtonraan qon(tr eeCaa dqddg udo$ate$.

SECTION.A
A?&rl - a

Answerany Five Sub-questions. Each question carries Two marks. (5x2=10)
o3m$de adr erud d64dei{ w{oA. d.9 $d4o$Jo add: elodzl*d:o dooa&$d.

1. a) What do you mean by Tenninal Cash Flows?

ero9d: drid dodrl$ erfirdeoS?

b) What are lncremental Cash Flows?

dqdo drle$ dodilsc olroCd?

What is unsystematic risk?

d.d:rdde2d eraaoJr aoddedl?oQm

What is cost of capitat?

uodoa$d dal. aodded:?

The current market price of a share is Rs. 90 and expected dividend atthe end

.. of the current year is Rs. 4.50 with a growth rate of 8%. Find cost of equity
capital.

tod deod dlgd drodldafl de3 d.ra. e0 d>dr qfi{ ddrd d,rado$g s%

zs$dsdri ddd.ooAri &oeEd ene,:ood dra. 4.50.-Fodrad^ e..rodaagd ddd$.
dodJbaogro. 

qlr ---o -- ---?r--'-a

c)

d)

e)

aa lP.T.O.
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f) What is scrip dividend?

Ad Aadoes' aodded:?

g) What are horizontal mergers?
ia3:de,:,)eedrlg) codde&?
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SECTION - B
AqFd - ?i

Answer any Three questions. Each question carries Four marks. (3x4=12)
otnCde abJo& dd4ilgri erodoA. gi,gol,ood; dd4o$Jo @s* elotdgdro aooAa:g*.-

2- Explain the factors influencing cash flows estimation.
-?*\t- !c. rci/rJCD 6Dwr ccm*- s:eg E;as *ruJ5 UC5;-\+ei\ wib.u.

3. Explain the strategic motives behind Mergers &Acquisitions.
.)oeddst ilq RoecrrqJ boo.: aeosrdo$d w{esrrsibd rdoi,.

4' X Ltd' issues 12% Debentures of face value of Rs. 100 each and realises Rs. 95 per
Debenture. The debentures are redeemable after 10 years at a premium of 10%.
Applicable tax rate is 30%. Find cost of Debentures.

X EodcoS:: dso r00 d6. d)slcejos l2o/o rDe tgd#&, 0ed:dd d>gJ d,g

T:1gj-"::_:s1 =:=ir:v;. 
r0 ilr.riv Jos; ro1n .g*So.,oifoux

ffitssffr/rdcb. 
er{or:mrbd dort ddd 30ok snd. aoo- agn* dz*d&{

5' Kanishk Limited has a net operating income of Rs. 100 million. Kanishk employs
Rs' 800 million of debt capital carrying 10 percent interest charge. The equity
capitalisation rate applicable to Kanishkis 13 percent. What is the market value of
Kanishk underthe net income method?Assume there is no tax.
e&a{ e*,oejef drd. 100 i,ceo$- - <o1;;3 ;::: :: l:"l-:'f:.:.3u-*tT:zsuToD tjmor:5d: a.noac.
OcJc'J

soeoS: e@dd caoseJ*to eoail de,r,, ,rd&n dod:bGo3:o.
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6. NZ Ltd. is considering to take a new project. The management of the company use

Certainty Equivalent (CE) approach to evaluate such type of projects.

Following information is available forthe project:

Year CFAT Certainty Equivalent

Coefficient

0.901

2

3

4

5

1 ,15,000

1,15,000

1 ,15,000

'1,15,000

1,15,000

0.85

0.75

0.70

0.65

Projects required initial investment of 3,00,000. The company's cost of capital is 12o/o

and risk-free borrowing rate is7%.Advise the companywhether it should take project

or not?

NZ eeD aJef do :i *-r s ;., :.:: -, r gn;b&oq,e.:: ioritdrDdd. ero dd
iljio.i;o*- jsral; d3ri* i;Fr6c$l DqJr( X5Di5 (CEl

U

oieerdd dvR6 drobg uq:.ii:

oego$ oloea;drl$d:n
a6-0dddb4 a"l9lr:6d.

i-ic

I

2

a

4

5

CFAT

1,15,000

i,15,000

1.15,000

1,15,000

1,15,000

Oagd ndmd i$eaood

0.90

0.85

0.75

0.70

0.65

o3.,oerddqd d"o. 3,00,000 e*doepd d"oaEo$ urld.Od. doi&oS: aoduo$d dz$.
12vo il* s='-\,-*-5J16 EDe. do6 7eu sn.. ei o:.nexOo$$d dild.>tlaqd*#
e6"JD eJedn: ;oo) 5o;.)i1 XeG l{4.

lP.T.O.
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SECTION . G iI

Oaed - ,$

AnsweranyThree questions. Each question carries Ten marks. (3x10=30)

otn$de *;o& d€4dert erDgo:r. d'9 d64o3)Jo dd3 ercdrl$:'

7 . Probabilities for net cash flows for 3 years of a project are as follows:

Year 1 Year 2 Year 3

cash flow probabirity cash flow probabirity Gash flow Probability

(4)

(Rs.)

2,000

4,000

6,000

8,000

(Rs')

2,000

4,000

6,000

8,000

(Rs.)

2,000

4,000

6,000

8,000

0.1

0.2

0.3

0.4

0.2

0.3

0.4

0.1

0.3

0.4

0.2

0.1

Calculate the expected net presentvalue of the project using 10 percent discount rate

if the lnitial lnvestmentof the project is Rs' 10,000'

uod: oloeagdo$ 3 ddrrl9 e*S dTtd doad doepdoeo3rddqt dr dghdoEd:

ddr t ddr 2 d6. 3

drlu$ dod iocdseo3:€ ild& dod) iocdoeo$d drld) dod ioqJdoeo$g

(dJo.) (dJo.) (dJa')

2,000 0.1 2,000 0.2 2,000 o'3

4,000 0.2 4,000 0.3 4,000 0'4

6,000 0.3 6,000 0.4 6'000 o'2

8,000 0.4 8,000 0.1 8'000 0'1

oloeegdo$ sdoqrE drac8o1)) 10,000 un{d 10 dedd ooStoogo8 ddd$4 usaEood>

Coeerdo$ Ooefid OdS dfgd dp"rdd>* e3to*zrod droa'

company X and company Y are in the same risk class, and are identical in every

respect lxcept that ihe bompany X uses debt, while Company Y does not'

The levered firm has Rs. g,oo,00o debentures carrying 10%rafeof interest. Both the

nr*r-"a,rn 20% operating profit on their total assets of Rs. 15,00,000' Assume

perfect capital markets, iaiional investors and so on; a tax rate of 3.5% and a

capitalisation rate of 15%for an all equity company'

".1
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a) Compute the value of each firm using Net Operating lncome (NOl) Approach.

b) Using Net Operating lncome (NOl) Approach, calculate the overall cost of
capital (Ko) for firms X and Y.

dodp X d:dr- dod0 Y e^,ode era"o$d dilrdQd, 6$dr dodO X soe;dd:* u$$dd
-g (n

aoalddto SoOg:aax, ae4 ado$rf$e}o3]o a-o.de. ."nPg{. od9 dod& Y
:ne;d$, ic**:{.1Og. Odd ddd iodoi:r l0% Dqddd$4 drao6cbd drD. 9,00,000

aa3og#ds$. d.ooad. addo xodR$) dd>. z.uS: e:tud}od d,ra. 15,00,000 d:eej
o((p.eeJ4

20x uooSor*Omo enqlddro defDdts. dodrdeor 
-uodoms dtqd{f+t, d!ra$

6draaE6-od6 d:dl &erl enbAolr; 5e4 dr90^3e dod0ri 35oA dOil dd il6 15%

aJoc?6"9eddeo dd.

a) O{9 aoolor8dma eroood: (NOl) a@dd$d e^:S&Eood: de no{ol:l dPe;rdd>n

e3ao*zad doa.
b) 0{S roo3orEdaa eroaod: (NOl) aqodd$4 u$&Eood>, Xd:q Ynodrlwri

uodaadd ?-uqd d€ (Ko) elabn eJd* ao8. 
,,

g. A oompany has the following amount and specific costs of each type of capital:

Source of finance Book value (Rs.) Market value (Rs.) Gost of:eapital (%)

Preference share

capital

Equity share capital

Retained earnings

Debt

Determine the WACC using Book Value Weights and Market Value Weights.

e.od: dodOo$: * dqnd oe.9o$ a^lodaasd drod ab6 OQr* dz$il$$d d.eoOd:dd:

d:{d dPe.:, (d./0.) dmcbdt* dPe.r, (dro.) uodaa$d d?.i (%)

(s)

deogoad droe,:

uCrdo$ ded: uodaa$

gis.*e ded> arodaa$

erus:,{ocGdrd rlgdrt$c

FO9

1,00,000

6,00,000

2,00,000

4,00,000

1,00,000

6,0o,ooo

2,00,000

4,00,000

1,00,000 08

12,00,000 13

3,80,000 05

1,00,000 08

12,00,000 13

3,80,000 05

d:nd dPo, drDE d:d: docbdo^} d&e.r, d;Ddd&+ e":gxr8ood: WACC ed:* Ofiroa.

lP.T.O.



ilflillil|n||l]fiililHilflffi (6) DCBG-601

10. Explain the factors affecting the dividend policy of a company.

dod&oJ: enzpod De3o3: abeeJ iomoC> zo€cbd erodrl9&* Adotu.

11. p wants to acquire Q by exchanging 0.5 of its shares for every share of Q.

The relevantfinancialdata is given below.

PO
EarningsAfterTaxes (EAT) (Rs ) 9,00,000 1,80'000

Number of equity shares outstanding 3,00,000 90'000

Market price Per share (Rs.) 36 20

Calculate -

a) EPS & P/E ratio of both the companies before acquisition.

b) The number of equity shares required to be issued by P for acquiring Q.

c) EPS of P after acquisition.

d) MpS of P afterthe acquisition assuming its P/E multiple remains unchanged.

Q d de deori 0.5 decbdsd:r s&t)o5r doaae$.it C:,oe;E P EodDo3:: O

docDo$d:* ddo$e-l zl*rr:gJ.'e.r.Oa droaoil a*on*is* t*n &ede-:oRd.

PO
dorlds doddd smoJ: (EAT) (d-o.) 9,00,000 1,80,000

e;03 erugodJd dsl["3€ ded:rl* 5od, 3,00,000 90,000

qs d(orl dDd;dFA deJ (dro.) 36 20

dr dsnddrl$&* dod>baos:o.

a) alQeddaedrsid drode.:: adCe EodDrlS EPS d:A P/E cd:ead.

b) Q s* aaQeddcldo{e;: P &od &edcead di1u3e ced)rls xoq.

c) sgQedCaxl*.nod dodd P d EPS.

d) xleeddaruE-ood dodd P d MPS erdd P/E d:O.JCef ?JdeDild e,teOd.
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SECTION . D
qr-J a
c^J(porl - €

Answerthe following question. Each carries Eight marks.
t$nd $dozi w$oA. d.gCJoodeE Do[& qeoddgc dnoad:d-d.
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(1x8=8)

12. a) ABC Ltd. is considering investment in Project X requiring original investment of
Rs. 6,00,000 and generate CFAT during its 8 years life as given below.

Year 1 2 3 4 5 6 7 8

GFAT

(Rs.)

1,14,000 '1 35,000 1,07,000 1 ,14,000 1,31,500 1,42,000 1,45,500 1,67,50C

Using N PV method, suggest whether Gem Ltd. whether it should invest in Project
X if the risk-free rate of return is B% and risk premium rate for the Project X is
4o/o. (,Calculate Net Present Value of the project based on risks adjusted
discount rate.)

ABC ,;:*6s qid{ x dg d'oaEo$&d coildlDed, "add ai:os dload d"o.

1,ll:r_1_T{ Asn cead:dod erdd 8 ddrrts xeaaodQobg CFAT ed:.{
;--c -;!^i9Ct.

--,- I
-<. 

t 2 3 4 5 6 7 I
CFAT 1 '14,000

(Rs.)

1,35,000 1,07,000 1,14,000 1,31,500 1,42,000 1,45,500 1,67,500

NPV apdddr* ec$:rEoodr, eaDoS)-dod soao$d ddd 8% erndd a$6-
prg5" X rt erdoo$a &etuo$o ddd 4x" un{d ere$ rAXq X dd d.road
drodaiede aodr ddJo Otuo3afri i.os^i&.

(OR/epCao)

b) RST Ltd. has a capital of Rs. 10,00,000 in equity shares of Rs. 100 each-
The shares are currently quoted at par. The company proiloses to declare a
dividend of Rs. 10 per share at the end of the current financial year. The
capitalization rate forthe risk class to which company belongs is 1?%.Whatwill
be the market price of the share at the end of the year,lf?

lP.T.O.-"
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,l A dividend is not declared

b) Adividend is declared.

c) Assuming that the company pays the dividend and has net profits of
Rs. 5,00,000 and makes new investment of Rs. 10,00,000 during the
period, how manyshares must be issued? Use the MM Model.

RST Ltd. d aodaasi dra. d3flr^3e decbfrS$ 10,00,000 (den d,o. 100) ernd.

ded:rl$$* dtd SdodaaA erude$iennd. Eod0oSr: 5pE drorals ddrd
Arado$Q de deori d,o. 10rl$ enzpoddd;* d.oeaior d4a:.,a. Eod&oi>
deod:d eaaoj:d ddr{ e^:odaogeddro ddd 12,/o vnd. E$dod icdSrrlse
a"od: ded, ddrd d..odo$Q deod drod:E€ e,ieJ aoan6g*Z

a) oaryooddib* doeatrenng.

b) ena;nodd&n doeaiofld.
c) Eod&c3:: enepooddd:n ead8lDdd $dl e*9 croel d.ra. 5,00,000 d)d)

dran d;aadd)$d d;. 10,00,0d0, aaniqO 
-oq 

ded:rl$&* Deda3ed:d
MM drodoo$d:* e,'l$&.

(8)

-"d


