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COM IT,IERCE

COM 2C10 | Financial lManagement

SFCTION.A

Answerany 4 questions. Each carrjes 1 mark for Parl a),3 marks ior Pan b) and

a) What do you mean by iinancral planning ?

b) Explain ihe sieps involved ilr financia planning

c) Dlscuss the ieatures ol a aood I nancialpan

ll. a) Whal s lev€rage ?

b) Whal are lhe diftercni types of leverage ?

c ) The insla led capaciiy ol a man ufaciuirg concern is I 200 uniis. Actua

capacily used is 800 unils, sellin! prce perlnii s I 10, vadabe cost is

I Tperunit Compule the ope raling leverage inlheiollowing situalons:

1) When tixed cosl is { 300

2) Wheniixed cosl is I 800

3) When lixed cost s { 1,200.

lll. a) Whatisdvidend po cy ?

b) Whal iscash dividend ? Whal ar€ lhevarioustyp€s oi cash dividend ?
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c) A company decides rhal il wittnot pay any dividends ior 20 yeaG Atlerihat
rirne ir is expected ihat the company coutd pay dividend or I 15 p€r shafe
indelnitey However rhe companyat pres€ntcoutd pay l3pershare.The
requ red mte of this company,s sharehotders s 10%. Whal is lhe toss ro
each sharcholder as a resul otrhe poticy ol lhe company ? Catculate ihe
va ue of rhe equity shares

lV. a) Whatis optonalcapila strucrure ?

b) Whal are the panerns oicaprarsiruclure ?

c) Nanda & Co., contemplaiirg convers on ot j 000. i 4% converrible bonij ot
a 1,000 each. Marker prce oi bond is I 1,080 One bond wiJ be exchanged
lor 10 shares Prce earning rario belore redemption is 20: 1 and atter
redemprion 25 : 1 Nu.nberoishares priorto redemption are 20,000 EBtT
arnounls io { 4,00,000. Tax raie35% Advise rhe company.

V. a) Deline Fecelvahle

b) Expla n thecosl r€laiedlo receivabtes.

c) Agroup oi newclsrorner with 10% isk otnon:payment desires 10 esiabiish
bls ness connecl on w rh yo! Hewou.lreq! re 1 5 monlhs oicrediland s
kely lo increase your sate by I i O0,OOO p.a. Cosr ol sate amounted to

80% ol sales lncome rax ratc s 40o/o Shouid you accepl lhe ofier f rhe
required rare ol rerurn is 30% (aJrerrar)?

Vl. a) DeUne pelpeluat rnventory syslern.

b) Whalarethe advaniag€s oi perpetuat inveniory systern ?

c) Gowtharn Ltd., produces a product wh ch has a monthty demand oi 4OOO

unils The p.oduct requkes a cornponent X which ispurchasedal I 20. For
everyfinistred producl, one un I oi lhe componenl is requ red. The ordeing
cost s I 120 perorderandrhe buitd ng cosl ts 10% p.a you are required to

1) EOO

2) ll ih€ minimurn lot size lo b€ supptied is 4OO0 units. What is ihe exrra
cost,lh€ company has lo incur ?
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SECTION_B

Answerlhetwo questons each ca(ies l2marks

Vli. Frorn the fo owing inforrnalion extracled lrom Ihe books of a manufact!ring
conrpany. Conrpute lhe operal ng cycle pe.od and working capltalrequired
Perlod covered : 365 days
Average colrecl on peiod allowed by s!ppliers: 16 days

I
4A 000

4,40,000
10 00 000
l0 50,000
16 00,000

32,000
35,000
26,000

OB

There s slrong view prevaent anrong inarcal experls ihat th€ irreievanl
hypolhess Lrnderlying lhe fi4M iheorydo divdend dstrlbution ls oul dated and
unsuiled to present condilions Do you agree withthisvlew ? Dscuss.

Vlll The values of Iwo firms X and Y n accordance wilh t.ad l ona theory are given

Averagelola oi deblors outslanding
Rawmaleria consunrption

Value ofaverage stock maintained:

Expecled opeGling lncorne (X)
Totalcostoi debr (Kd D = F)
Net income (X F)

Market value oi shar€s (S)

lvlarkel va !e ofdebl (D)
Totalvalueoi jkm (V= S+ D)
Average cost oi capilal (Ko)

Deb!eqully ralio
Cornpute the values lorfirrn sX and Yas perthe L4M

l) Colporale incorne lax does noi exisl and
i) Theequilibri!nr value ol Ko rs 12.50

x
50,000

0
50,000
10.000

50,000 40,000
q1l] 011

5,00,000 3 60 000
z0!,!9q

5,00,000 5,60,000
010 0.09

0 0.556
theories Assume ih2l:

Explain the various meihods of inveding surplus cash. What c teria should
iirm use in inveaang in marketable securiries ?


