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                           17MCOC15/17MCCC14  FINANCIAL MANAGEMENT

                                            PART – A                                             (10*1/2=5)

                           Choose the correct answers  

1. Basic objectives of Financial Management  is 

     a) profit maximization of profits           b) maximization of wealth of the share holders 

     c) ensuring financial discipline in the organisation               d) acquiring profit

2. Financial management helps in

     a) the estimation of total requirement of funds and monitoring effective 
         deployment of funds in fixed assets and working capital
     b) long term planning of company activities 
     c) profit planning for the organisation                                  d) short term panning.

3. Real ownership of a company rests with
    a)   Board of Directors                                                          b) Equity Shareholders 
    c)   Preference Shareholders                                               d) All of these
4.  The optimum capital structure is obtained when the market value per equity 
      share is at 
     a) maximum                 b) minimum             c) zero            d) none 

5. The trading on equity is situation where the ROI is more than ---------------- rate.
     a) recovery                   b) interest               c) dividend                     d) growth
6. -------------  refers to make up of a firm’s capitalization
     a) capital structure        b) financial structure         c) Assets              d) capital

7.  Most important and common form of dividend is   

    a) Stock  dividend          b) Cash dividend             c) Bond dividend     d) right dividend
8. Financial leverage indicates disproportionate change in taxable income as a 
    result of change in 
     a) operating income      b) non operating income  c) PAT               d) PBT
9. The operating cycle means 
    a) the accounting period of business  

    b) the time gap between the sales and their actual  realization in cash  
    c) the period for which business  expenses have been incurred  
    d) none of the above
10. The term cash management refers  to management of 
    a) cash only          b) cash and bank balances                  c) cash and near cash assets    

    d) near cash assets  

                                    SECTION – B                       (5X4=20)
                                            Answer the following Questions
                                 Answer should not exceed 200 words or one page 
11.  a) Explain the finance function.

    



OR

       b) Explain the Modern Approach.

12.  a) Explain the duties of Financial Manager in the modern scenario.  

OR
       b)  A company plans to issue 1000  shares of Rs. 100 each at par. The commission 
             is expected to be 5% of the share price. The company pays a dividend of Rs.10 
            per share initially and growth in dividends is expected to be 5%. Compute 

                  i)  cost of new issue of equity share

      ii)  If the current market price of an equity share is Rs.150,
                       Calculate the cost of existing equity share capital.

13. a)Project X initially costs Rs 25,000. It generates the following cash inflows:

          YEAR


CASH INFLOWS
PV of Re.1 at 10%

                  1




9000


0.909

2




8000


0.826

3




7000


0.751

4




6000


0.683

5




5000


0.621

Take the cutoff rate as 10% Suggest whether the project should be accepted or not.

OR

b) What do you understand by working capital? Explain the concept of working capital.
14.   a). Write the nature and importance of credit policy.




OR

        b)  Explain the objectives of receivable management
15.  a)   Explain the principal motives for holding cash.

OR

       b)   Explain the forms of dividend
SECTION – C (5X12=60)

16.  a) Explain the objectives of Financial Management.

OR

       b) The installed capacity of a factory is 600 units. Actual capacity used is 400 units.

           Selling price per unit is Rs.10. Variable cost per unit is Rs. 6. Calculate the 
           operating leverage  in each of the following three situations:


1. When Fixed Costs  are Rs.400


2. When Fixed Costs  are Rs.1000


3. When Fixed Costs  are Rs.1200


17.
a)  Explain the various sources of finance.

                                                   OR

            b) From the following particulars, calculate the overall cost of capital using book value weights.

Sources of funds

Book Value(Rs.)

After Tax Cost (%)

Equity Share Capital

4,00,000



14

Retained earnings

2,00,000



13

Preference share capital
1,00,000



10

Debentures


3,00,000



  6
18. a) A company has two alternative  proposals. the details are:

Proposal I

Proposal II

Automatic 

Ordinary

Machine

Machine


------------------------------------------------------------------------------------------------------------

Cost of the machine



Rs.2,20,000

Rs. 60,000

Estimated life




5.5Years

8 Years

Estimated sales p.a



Rs.1,50,000

Rs. 1,50,000

Costs : Material



Rs. 50000

Rs. 50000


Labour





Rs.12000

Rs. 60000


Variable Overhead



Rs.24000

Rs. 20000


Compute the profitability of the proposals under the Return on Investment method.


OR

b) Explain the factors which determines the need of the working capital of the firm.

19.
a) What do you mean by receivable management. What are the objectives of receivable management





OR


b) Explain the inventory management process
20.
a)Explain the factors which determines the capital structure.





OR

20. 
a)Write the different methods of collection policy.
OR

b) Explain the factors which determines the dividend policy
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FINANCIAL MANAGEMENT

Scheme of Valuation

Duration: 3hrs







      Marks:75

SECTION – A (10X1=10 marks)

Choose the correct answer:

1. b) maximization of wealth of the share holders 

2. a) the estimation of total requirement of funds and monitoring effective deployment of funds in fixed assets and working capital

3. b) Equity Shareholders
4. a) maximum  
5. c) dividend
6. a) capital structure  

7. b) Cash dividend  
8. d) PBT

9. a) the accounting period of business  

10. c) cash and near cash assets  

SECTION – B (5X6=30)

Answer the following Questions

11.a) Finance function.

Procurement of fund
Allocation of fund

Utilization of fund

    



OR

     b) Modern Approach.



Broad Sense – Investment Decision




Finance Decision





Liquidity Decision





Dividend Decision

12.
a) Duties of Financial Manager in the modern scenario.  



Proper utilization of funds


Increasing profitability



Maximizing value of the firm

OR


b) Cost of Equity
                      i) Ke = (D/Np)+G = [10/(100-5)]+5% = 15.53%


        ii) Ke = (D/Mp)+G = [10/150]+5%      = 11.67%
13. 
a)                               Calculation of Net Present Value
Year
Cash Inflows

Present Value factor

Present value of 




Rs.


at 10%


cash inflows 











Rs.

1.

9000



0.909



8181

2.

8000



0.826



6608

3.

7000



0.751



5257

4.

6000



0.683



4198

5.

5000



0.621



3105











-------



Total Present Value of Cash inflow


            27249



Less: Total Present Value of Cash Outflows

            25000











--------



Net Present Value





  2249

As Net Present Value is positive, the project is recommended.





OR

b) working capital & the concept of working capital.

Working capital  the amount of funds necessary to cover the cost of operating the enterprise  Concepts- Gross working capital & Net working capital
14.
a) Nature and importance of credit policy:
 



Terms and conditions for supplying the goods on credit


Customer credit worthiness



Collecting procedure



Precautionary steps in case of customer default

b) Objectives of receivable management:

 
Maximize the return on investments in receivables
Maximize the sales to the extent, the risk involve remains with in the acceptable limit

Maintaining up to date record

Accurate billing, Establish the credit policies

15. a) Principal motives for holding cash.



Transaction motive



Precautionary motive



Speculative motive



Compensation  motive

b) Forms of dividend





Cash dividend, stock dividend, property dividend, bonus dividend
SECTION – C (5X12=60)

16. a) Objectives of Financial Management.



Profit Maximization


Wealth maximization

OR

        b) Statement Showing Operating Leverage

Situation 1
Situation 2
Situation 3

      Rs.

     Rs.

      Rs.   


-------------------------------------------------------------------------------------------------------



Sales (400 x Rs. 10)

4000

4000

4000



(-) Variable Cost (400 x Rs. 6)   2400

2400

2400







------------------------------------------------------



     Contribution

1600

1600

1600



(-) Fixed Cost


  400

1000

1200







------------------------------------------------------



      Operating Profit (EBIT)
1200

  600

  400








-------------------------------------------------------



Operating Leverage       = Contribution/ EBIT






  =        1600/1200
1600/600
1600/400






  =            1.33

   2.66

      4         
17.
a) a)  Various sources of finance.

Long term finance – Equity Shares, Preference  shares, Long term Debt capital

Short term finance – Commercial papers, Trade credit, Loans 





OR


b) Computation of  Overall cost of capital (book value weights)
Sources of funds

 (RS)
Proportion to  After Tax Cost(%)       Weighted cost %

                                                                 Total (w)          (x)                               (w) X  (x)

Equity share capital

4,00,000
.40

14

5.6

Retained earnings

2,00,000
.20

13

2.6

Preference share capital 
1,00,000
.10

10

1.0

Debentures


3,00,000
.30

  6

1.8



TOTAL 
10,00,000


WACC

11.0
18. a)  Return on Investment             =   (Average Profit / Original Investment)*100



Automatic Machine       =  (24000/220000)*100           = 10.9%



Ordinary Machine
=  (12500/60000)*100
         =  2

                   Comment: Automatic machine is more profitable than the ordinary machine.




OR

b) Factors that  determines the need of the working capital of the firm.



Nature of business 

Size of business



Production policy

Manufacturing process



Seasonal variations

Working capital cycle



Rate of stock turnover

Credit policy



Business cycles

Rate  of growth of business



Tax level

Price level changes



Earning capacity and dividend policy
19.
a)Receivable management & its objectives


Receivable  management is the process of making decisions relating to investment in trade debtors. Certain investment in receivables is necessary to increase  the sales and the profits of a firm. 

Objectives:
Book debts are used  as a marketing tool for improvement of business



Optimum level of investment in receivables





OR


b)Inventory management process:


Material issues


Material control
20.a ) Methods of collection policy.


Collection effort

Types of collection effort

OR

b)Factors which determines the dividend policy

expectations of shareholders,  new investment,  taxation
      liquidity,   access to capital market,  control,  restrictions by lenders

