Strategic Financial Management
Q1. A company is evaluating two mutually exclusive strategic investment projects, Project X and Project Y, each requiring an initial outlay of Rs.2,00,00,000. Both projects have a 5-year life and no salvage value. The company’s cost of capital is12%.
Project X is expected to generate the following after-tax cash flows (in Rs.):
Year 1: 40,00,000;
Year 2: 50,00,000;
Year 3: 60,00,000;
Year 4: 70,00,000;
Year 5: 80,00,000.
Project Y is expected to generate after-tax cash flows (in Rs.):
Year 1: 80,00,000;
Year 2: 70,00,000;
Year 3: 60,00,000;
Year 4: 50,00,000;
Year 5: 40,00,000.
However, Project Y is riskier, so the management wants to apply a risk- adjusted discount rate of 15% for Project Y. Additionally, the company has a policy to accept only those projects whose discounted payback period does not exceed 4 years.
Calculate for both projects:
(a) Net Present Value (NPV),
(b) Discounted Payback Period, and
(c) Recommend which project, if any, should be selected, justifying your answer with all calculations and policy constraints.
Answer:
Introduction:
Investment decisions are crucial for any business because they involve deploying large sums of money into projects with the expectation of future benefits. Choosing between mutually exclusive projects means selecting only one option out of several, as undertaking one eliminates the possibility of pursuing the other. This is particularly important for strategic investments where large funds are tied up, and future returns are uncertain. Financial tools such as Net Present Value (NPV) and Discounted Payback Period help decision-makers compare different projects by considering the time value of money and project risk. NPV tells us the net value a project is expected to add to the firm, while Discounted Payback Period measures how long it takes to recover the initial investment in present value terms. Moreover, when projects have different risk profiles, it is wise to adjust the discount rate to reflect higher risk for certain projects, which means cash flows from riskier projects are discounted more heavily, reducing their present value.
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Q2. A consumer goods company is under pressure from shareholders to deliver higher quarterly earnings. The finance team proposes aggressive cost-cutting measures that may compromise product quality and ethical sourcing. The CEO is concerned about the impact on the company’s reputation and long-term sustainability. The board seeks an evaluation of the trade-offs between short-term profit maximization and adherence to ethical values within the framework of strategic financial management. Critique the decision-making process of a firm that is facing a conflict between maximizing short- term profits and upholding ethical standards in its strategic financial management. Assess the potential long-term consequences of prioritizing one over the other and justify your recommended approach.
Answer:
Introduction:
Companies today operate in a world where financial pressures and ethical responsibilities often collide. The consumer goods company in this case is under pressure from shareholders who demand higher quarterly earnings, leading the finance team to suggest aggressive cost-cutting. However, these cuts might affect product quality and ethical sourcing practices, raising serious concerns for the CEO about potential damage to the company’s reputation and long-term sustainability. This situation reflects a classic dilemma in strategic financial management: whether to focus on maximizing short-term profits or to uphold ethical values and long-term brand integrity.

Q3(A) A company is evaluating a strategic divestment of a business unit. The unit is expected to generate cash flows of Rs.10,00,000 per year for the next 4 years. Alternatively, it can be sold today for Rs.30,00,000. If the company’s cost of capital is 14% and the business unit’s cash flows are expected to grow at 5% per year, should the company divest now or retain the unit? Show all calculations and strategic reasoning.
Answer:
Introduction:
In business decision-making, companies often face choices between holding onto a business unit or selling it off for an immediate lump sum. Such decisions are strategic because they impact future cash flows, risk profiles, and overall value creation for shareholders. In this scenario, a company is considering whether to divest a business unit that generates cash flows of Rs.10,00,000 annually, growing at 5% for the next four years, or to sell it today for Rs.30,00,000. To make an informed choice, we need to compare the present value of future cash flows if the company keeps the unit against the lump-sum offer from divestment, using the company’s cost of capital of 14% as our discount rate.

Q3 (B) A fast-growing technology startup is preparing to enter multiple international markets. The founders are eager to scale quickly but are aware of the risks associated with rapid expansion, including regulatory compliance and financial oversight. They seek a financial planning process that enables agility, ensures compliance, and supports sustainable long-term growth. Create an innovative financial planning process for a technology startup aiming to expand internationally. The startup must balance the need for rapid growth with prudent financial controls and compliance with diverse regulatory environments. How would you integrate strategic financial management concepts to design a process that supports both agility and long-term sustainability?
Answer:
Introduction:
Expanding into international markets is an exciting milestone for any technology startup, offering opportunities for growth, larger customer bases, and increased revenues. Yet, this ambition brings challenges like different tax laws, financial regulations, currency risks, and operational complexities. For a fast-growing tech startup, the key is to adopt a financial planning process that allows rapid, flexible decision-making without losing control over finances or violating laws. Strategic financial management concepts provide a helpful foundation, enabling startups to link financial decisions to long-term goals while maintaining agility. A carefully designed financial planning process can thus help a tech startup expand sustainably and responsibly.

