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cotvl2cl 0 : FINANCIAL IMANAGEIVENT

Answer any jour queslo.s n ihis Section. Each queslon ca.ries 1 mai(ior Pad (a)

3 marks lor Pad (b)a.d s marks (c).

I a) What s ooerating leverage ?

b) Wlrat are th. prin.iples olworking cap(al mafagement ?

c) D scuss thc lhree broad areas of financ a dec s,on mak ng

2 a) Delne F nancral Management

b) Exp a n the Arb trage Process

c) Onrega Company which earns l5 per slrare, s cap t3 sed at 10% and
hasaretlrnon nvestmentoi 12ot Us .q Wa ter s mode . determ ne :

) The opt mLm pay-olt , and

) The prce ofshare when divldend pay olt s0"a

3 a) Whal Ls opt ma cap ta structlre ?

bt A company s expect nq ann!a Earn nAs Beiore lnleresl and Tax (EB T)
o, { 5.00 000 lhe company n its captalsTLrcl!re has 12o. debeniures ol
415.00.000 The cosl of€q!ty orcap13 zatcn rale s 16?;. You are
req! red loca cu ate th€ va !e olihe lrm and overai costofcapila accordng
1o the Nel nconre Approach

.l Explarn llre laclors determ . .g Ihe .ap la slr!cr!re

4 a) Why rs max m s nq wea th a beller goa ll.an max m s nq p.ol I ,
o) Explar4lhe lu.clo.a areas ollnancia manageme.l

cr Ca culale operaling leverage and lna.. a ev.raqe rrom the lollowing dala

Saes (1.10 000 un ls) i200000
Var ab e .ost per unil a 0 70

I 65 000
a t5 000
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Whal are ihe motives ior holding cash ?

A cornpanv se s qoods on cash as well as cred t. From fo lowing padicllals
which are exiracied from their book of accounts, calcllate average coleclion
period.

5a)
b)

Bills recevable at the end

Provision fo. dolbtfll debis

Toial c.edilors at the end

Take 365 days n a year

A manlfaclurer blrys cerlain
!. i Toia annual needs are

(
4,00,000

80,000

28.000

36,000

8,000

3,000

25 000

equ pmenl f.om outside supplLers at { 30 per

800 unls The lo owng lunherdala are
c)

6a)

b)

c)

Annua return on nvestrneni. 10%

Rent insurance, taxes oer un I per year,{1

Cost of placing an order a 100

DF p -rno rfF ELo or , order o.d-' /
''An nvestor ga ns .olhLng lrom bonus sha.es Examine the slalement

From the ro ow nq iniormalion deiermine the value of shares !s ng

Gordon s Mode assuminq lhe dividend pay oll ratio s 80%

) Bale oi retum on inveshent (4 = r5",i

il) Cosr or capilal (k)= 12%

)Ea'nnqs pershare (E)= { l0
The annualcash req! rementolA Lid s {10 akh. The compaiv has
markelable seclrtes n olszesola50.000 { 1 .00.000, a 2 00 000.
{ 2.50 Ooo and l s oO.OOo Cosl ol convers,on of markelabe securll es per

lot s { I oOO The company ca. earn 5ei annla y e d on ils securilies
You a.e rcqlned io cacu ate lhe sonomc ol s ze on the basls oi Balmo

(4x9=36)
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Answer the two qu esl ons i lh s Seclion Each quest on cades 1 2 ma'ks

7 a) Explain the nre evance and re evance lheory oi d v dend pol cv

OR

b) Defne Cep lal Slruclure Explaifl the lheorres ol capilal strlcl!re

8. a) Company X an.iY arc idenucal nal €specls nc!dng rsk factors excepi lor

debt/eqLr ty. X hav ng ssled 1oqo debentures or i18 aklr wh e Y has

ssued on y eqLr ty Both ilre compan es earn 20o,/o before nleresl and

laxes on llre I Iola assels of a 30 Lalrh AssumLng a lax rate ol 509; and

capila sat on rale ol 1 5% for an a leqlrlv companv Complte lhe value ol

comparresxandY!sng
t Net ncome APP.oach a.d
r) NetOperalinq ncome APProach

OF

b) A prolorma cost sheet ci a companv provdes the ro ow ng paric! ars:

sFcftoN B

16 ooq.g,.1 d oo . i.ded.dobo.

) Raw maler a s are to rema n . stcres cn an average 6 weeks

) Processng 1ime. .1 weeks iasslre 50"t completo. stage wilh 1!l

maleria .ons!nrpl o.l
iii) F nrshed goods are req! Ied lo be n sloci( o. an average pe.rod I weeks

iv) Credllperiod allowed lo deblors .f an average 10 we.ks

v) Lag n paymeft or wales 2 w:eks

v) Cre{l t perod a owed bycredlors 4 weeks

v ) Se nq prce i 50 Pert.rl
Yo! are req!i.ed 10 prepare an esl male ol work.g cap la req! renre^ls

adding 1O'a marg. tor co.l..le...s i.ra eve of 3ctrv lv oi 1.30 000 !.ls 01

orodLr.llof \2x12=241


