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FOURTH SEMESTER B.Com. DEGREE EXAMINATION, MAY 2014
FUNDAMENTALS OF FINANCIAL MANAGEMENT
Time : 3 Hours] _ [Max. Marks : 80

Answer the questions according to internal choice.
Only simple calculator is allowed.

Question No. 13 Case Study is compulsory.

Section A — (Marks : 10 x 2 = 20)

1. Answer any ten. Each question carries two marks:
a) What is business finance? :
b) Give two advantages of profit maximization.
¢) What is time value of money?
d) Give the meaning of present value of money.
e) What is leverage? -
f) How do you calculate E.P.S.?
g) What is pay back period?
h) What is cost of capital?
i) Calculate k 4 from the following:
10% debentures of Rs. 7,00,000 issued at par tax slab 50%.
i) Expand: i) EBIT i) ROI ‘
k) Operating leverage 2.3 and financial leverage 3.1. Calculate combined leverage.

. 1)  What is the difference between PBT and PAT?

Section B - (Marks: 3 x5 =15)

Answer any three questions.
Each question carries 5 marks:

2. Give any four merits of wealth maximization objective.
g Explain the factors determining the working capital requirement of a manufacturing concern.

4. Write in brief any five types of factors.
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Calculate operating and financial leverage from the following information :
No. of units sqld 1000

Selling price per unit Rs. 50

Variable cost per unit Rs. 25

Fixed cost Rs. 15,000

'10% debentures Rs. 50,000.

S.K. Co. Ltd. issued 10,000, 10% preference shares of Rs. 100 each. The cost of issue is 2%. Find
out cost of preference share capital if :

a) Issued at a premium of 10%
b) Issued at a discount of 5%.

Rs. 20,000 invested at 5% compounding annually for 10 years. Find out future value. According
to compounding value table Re. 1 for 10 years at 5% interest is 1.629.

Section C - (Marks : 3 x 15 = 45)

Answer any three including question No. 13, which is compulsory.
- Each question carries 15 marks.

What is financial management? Explain its functions.

What are the components of capital structure? Explain the factors determining capital
structure. '

Write short notes on:

a) Trading on equity.

b) Profit maximization objectives.
¢) Net present value.

P.B.K. estimates the following. As a financial manager, estimate the average amount of working
capital required for the year, after making a provision of 10% for contingencies.

Details Amount for the year (Rs.)
a) Amount blocked up in stocks:
Stock of finished goods 35,000
Stock of raw materials 45,000
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b) Average credit given:
Inland sales-6 weeks 7,80,000
Export sales-1% weeks 3,90,000
c¢) Lag in payments:
Wages 114 weeks 6,50,000
Raw materials 1% months - 2,40,000
Rent 6 months 50,000
Clerical staff % month 1,56,000
Manager % month - 24,000
| Miscellaneous expenses 1% months 36,000
d) Payment in advance :
Sundry expenses, paid quarterly in advance 50,000

Assume 52 weeks in a year.

There are two proposals to buy a machine costing Rs. 5,00,000 having 5 years of life.

Proposal A (cost of capital 10%) Proposal B (cost of capital 12%)
Year Cash flow P.V. factor Year Cash flow P.V. factor
1 1,20,000 0.909 1 1,50,000 0.893
2 1,50,000 0.826 T ol 2,00,000 0.797
3 2,00,000 0.751 3 3,00,000 0.712
4 2,00,000 0.683 4 2,00,000 0.636
5 2,50,000 0.621 5 1,00,000 . 0.567

Which proposal is accepted based on NPV?

Creative Co. Ltd. wants to set up a new factory at Dharwad, at an investment of Rs. 25,00,000.
The new factory is expected to yield EBIT of Rs. 5,00,000. For maximizing its EPS, the company
is considering the following alternative financial proposals:

a) All in equity shares of Rs. 100 each.
b) Rs. 15,00,000 in 8% debentures and remaining in equity shares of Rs. 100 each.
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Rs. 15,00,000 in 12% debentures and Rs. 5,00,00(} in 8% preference shares and remaining in
equity shares of Rs. 100 each.
Rs. 12,50,000 in 10% preference shares and remaining in equity shares of Rs. 100 each.

The company is in 40% tax bracket. As a finance manager, which financial proposal do you
recommend? :

A company, which is confident of making handsome profits every year, depends more upon
borrowed amount to keep the equity share holders happy. Do you agree? Comment.
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