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Second Semester i,,l.Com. Degr€e (Beq./Suppl./lmp-)
Examinaiion. March 2018
(2014 Admn. Onwards)

CO[,42C10 i FINANCIAL l!]ANAGEMENT

Answer any four qLrestions in this Secton. Each quesl on caries 1 mark lor Pad (a),

3 marks lor Pad (b) and 5 rnarks ior Pad (c).

' d\ De -a' d i r io oqoronl

b) Expla n thre€ main consideralions in procurlng Iunds.

c) Discuss the rnporlanl lunclions of finance manager.

2 a) Whal do you mean by oplimlm capital struclure ?

b) Exp aln briely malor cons deralions in capiialsiruclure panning

L dr A.orpa./i..LosFs OOOOOO16..deb"nr.6colo. Oood. -h-
cornpany is ii 35% lax brackel Yo! are req! red to calculale cost ol

debt aller iax. lf debenlures are ssued al (i) Par (ri) l0% d scounl and

(iii) 10% premium.

b) I bokelage is paid at 2% whal will be cosl 01 debenlures ii issue is al par ?

3 a) Expa n the concepl ol operaiing ievelage.

b) Whal s combined leveraqe ? Expqin ls signiticance in linancalplann ng ol
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c) The lolow nq fqLrres rclal-" to

Earn ng of lhe company

Divid€nd paid

2

EBIT

) Cac!alelheoperalnq.llnanca and combi.ed Lev€rages for the
lwo companies and

ii) Comnrent on lhe re alve rlsk posilon oi the lirm

What is capta gearing ?

Write a note on NPV Vs RR

Expla n the iaclors allect ng capila strLrclure

Whal do you mean by Scr p Dividend ?

Expla n the various iaclors wh ch inlLrence the dividend decson ol a i rm

The fo ow ng rffornration reales to XYZ Lld
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20 00,000

2 00,000

1,60 000

12.5

Number of shares oulsland ng 20 000

You are reqLrr€d to I nd oul whether the companv's divdend pay ou1 .alo
i. oDI1 d , us'nq W" l"' Vooel

6 a) Deline net wolklng capli.
b) Explain tlre technlques ol nv€ntory management conlro

c, A hrm hdr De€n o le 60 d dhndn"o'ne r'Frv'es or dbo l'o
R, I000000".,e"t. I so\tTdeo hrl-,,hr\eacFsso-o o onl/
eimin"r€ e^ie.j rc- o, ddpo-r\ (F, a 00.000, b. dso rpd.rp ,.
dorr4,glrd. o^ ond olher.osF ld lh6 lLno o o, 5 000 p' nonln a-. T lg
lhe cosl oi capltal oJ 15%, ls I worlhwh e for ihe flrm 10 engage the cash
rnanagemenl services ?
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Answer the two queslions n thls S€cl on. Each quesiion carries 12 harks

7. a) "l,Iax rn saton oi profit is rega.ded as ihe proper objective of invesrmenr

dec s on, il s not as oxcllsive as max rnizing sharehotders wea[h

b) XYZ Lim led wishes lo raise add:tjona linance of Rs. 1o lakhs tor rneel ng

its nveslment plans ll has Rs 2.10 000 n the lorm oi retained earnlngs

available ior investment purposes The iollowing are the ludher delaits :

l) Debueq! ty rn x 31e/a a..l7j%
2) Cosl oi debt

upro Rs.1,80,000 t0% (beiore tax)

Beyona Rs 1,8o,ooo 16% (beiore ra)()

3) Earn ngs per share Bs 4

4' Divid"nd pav ou 50'o oledr' -g>

5) Expecled groMh rale in dividend l0%

- 6) Curenl rnarkel price per share Fs. 44

7) Tax rale 50%

You. are requir€d :

a) To delermine the patlern lor raising the addilional iinance

b) To deterriinelhe posl tax average cost ol addlonaldebt.

c) To delenn nethe cost ol rela n9d earnlngs and cost bi equily and

d) Compule the overall weighied average alier iax cost ot additiona
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8 a) Whilc prefaring a protecr repon oi behall ola c ent yo! havc corlccled rhe
iolorngiads E sl m;le rhe n,el work ng *ip tal required ior lhat p rojecl Add
I0'/" to y.!r UltLrre to a ow conling-.ncies

Amo!nr per unir (Fs.)

Est rnaled .ost per uf t ol produclion s

Raw rnale. al 80

D recl laboLrr 30

Overheads (€xc Lrsile ol deprcc alon) 60

Total cost 170

Additiof al info.malion :

Se ng prce Fs 200 peruni
Level of aclrv ry -1.04 000 !n ts of producl on per annum

Faw maleralin stock average 4 weeks

w I P (asslme s0% conrp eton slage in respecl ol conversion costs)

Fjnished goods in slock average 4 weeks
. 4o1 

' vs6d o/ ,upphF s d\Ardga r 
^66- 

.

Crc':l I alowcd to debtorc average 4 weeks

I ra o" n- o'4dg- "
Cash al bank is expecied to be Bs. 25,000

. or, od on./o- y horq:o.r '."r-"1
(52 weeks) and wages and overlreads accru€ s milarly A salesare on credl

OB

b)Company X and Y are n ihe same rsk cass and are ideftica in every
iashion except that company X uses debt while company Y does nol. The
levered lirm has Bs 90.00 000 debenlures carry ng 1 oq/o nlercsi rale. Both
oi the I rm earn 20ol. EB T on their tola assets oi Rs. 15,00 000. Assurne
perlecl capital markel, raliona ifveslols and so on a lax ral€ of 50% and
cap la zation rate of l5% lor an all equiry cornpany.
i) CompL.rle lhe value oi the lnm X and Y using lhe Nl approach.
ii) Compute lhe va !e of each lnrn Ls nq NO approach.


