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COM2Cl0 : FINANCIAL MANAGEMENT

SECTION A

Answerany rour queslions n th s Seclior Each qlesrlon carries 1 mark ior Pad (a),

3 marks lor Pan (b) and 5 marks ior Pad (c). (4!9=36)

i. a) Del ne Financiar managemenl

b) Wrte a briel nole on risk relLrn lrade oii
c) Expla n the objectives oi Financia management.

2. a) Wriie a shon note on trading on equily.

b) Explan breily the lealures of ar appropriate capila slrlciure
c) ABC Lld serpectnganannualEB|TotFs 2,00,000 the company ln ts

capilalslructure has Hs. 8,00 000 in 10% debeniures The cosl oj equity or
capilalization rate is 12.5e,1. You are reqL red lo calcu a1e lhe.va ue ot urnr
according lo N approach. Also compare the overallcost oi capltal.

3 a) What is meant by operaling leverage ?

b) Wlrat s comb ned everage ? Expain ts sqniicanc€ in financa panning

c) A iim has saes oi Fs.75.00,000, variable cosl ol Fs.42,00,000 and jixed
cost oi Rs 6,00,000. lt has a debt of Fs. 45 00 000 at 9% and equiry oi
Fs 55 00.000

i) Whal s rhe inrn 'BOl ?

ii) Does t have iavorable lnancla leverage ?

iii) Whal are the operalirg, firancaland combined leveraqe oi the ilrm ?

iv) li the sales drop lo Rs. 55,00 000 whai witt be th€ new EB|T ?
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4 a) what do you mean by captal ralioning ?

b) What are the four approaches to theory oi capila slrlclure ? Explaln

c) Disc!ss the vadous source oj I nancing diversliication schemes.

5 a) Whal is stab e divdend po cy ?

b) Expla n lhe iactols delerm ne the divdeid po cy oi a company.

c) The iollow ng nforrnal on is ava able in respect ol a lirrn.

Capila izal on rate = l0%

Assumed rate ol relurn on inveshenls

) 15q"

ii) 8%

iii) 10%

Show lhe ejiect ol dividend po cy on the market price ol shares, using

6. a) Whal are the objeclves oj cash rnanagernenl ?

b) Expla n lhe objeciives ol recelvabe manalemen1.

c) Assume a f rm which purchases raw malerias on credl s required by lhe

credil lerms lo make payments wnh n 30 days. on its side llre I rm allows

i1s credil blyersto paywthin 60 days The i rm's experience has been that

it takes on an average,35 days lo pay lis accounls payabe and 70 days

to colect its accounis recevable Moreover, 85 days elapse between lhe

purchase oi raw materaland the sae ol I nished goods,lhal is to say the

averaoe aqe oi a irm s inventory s 85 days. whal is the I rm s cash cycle t
Also esl male the cash tLrn-over
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SECTION B

Answerthe two questions in lhis Seclion Each queslion carries 12 mai^s 12'12=24)

7 a) Whal are the maior Wpes of Financ al management decis ons thal business
I rms make ? Describe each.

OR

b) A company wishes to delermine lhe oplimum capital slructLre From lhe

io owlng selected inlormatlon supplied lo you, detemin e lh e optirnal capilal
slrucl!re oi lhe cornpany.

Silualion Debt amouni Equity amounl After tax debi % Ke%

1 4,OO,OOO 100,000 I l0
2 2.5o,OOO 2,50,000 6 I1

3 1,OO,O0o 4,00,000 5 14

8. al FDmthe lollowinq proeclions ol XYz & co lorthenenvear vou are €quired
to delerminelhe workng capilalrequired by lhe company

Annualsales 14,40 000

cosl oj prodLction (inc udinq deprecation I 20.000) 1200,000

Baw rnalerlal purchases 7,05 000

rvonllr y expendturc 25,000

Esl mated opening slock oi raw matera 1,40 000

Eslimaled closing slock ol raw malerias 1 25,000

lnventory norms

Faw malerials 2 firoihs

Fin shed goods 1 rnonlh

Th€ iim enjoys a credil ol hali a monlh on its purchases ard allows one
month crecli on ts supples On sales orders the company recelves an

advance oi Bs. I5.000.

You may ass!me that produciion is canied oui ihroughout lhe vear and

mlnimurn cash balance des red lo be mainiained is FIs. 10 000

OB
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b) The lwo companes X and Y
in common expect thal I rm
v. uatidn ol th.,a rwo I ms is

be ong io the risk c ass. They have eveMhing
Y has l0'/. debentLres oi As. 5,00,000. The
assumed io be as iollows :

7 s0,000 7 50,000

N

t tN t ltIt

50,000

EBIT

Earnings to equly holders (Nl)

Equily cap lalizarlon rale

llarkel value ol €quily

Totalnrarket va ue oi the firm

lmplied overall capilalizallon rate

7 50,000 7 00,000

0.125 0_14

60 00,000 50.00,000

5 00,000

60 00.000 55 00,000

12.5v" 13.63%

0 0.1

an :nveslor own 10'/, equily shares oi lhe overualued firm. Delermine his
inveslmenl cosllo earningslhe same income sothal he is aia brake-even
po ni ? Willhe oain lhe Lnderualued lirrn ?


