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FOURTH SEMESTER B.Com. DEGREE EXAMINATION, MAY 2019

FUNDAMENTALS OF FINANCIAL MANAGEMENT

(Revised)
[Max. Marks : 80

Time : 3 Hours]

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 2 marks.
a) Define Finahcial Management.
b) Give two disadvantages of profit maximisation.
¢) What is Annuity due?
d) Give the meaning of Present Value of Money.
e) What is leverage?
f) Give the meaning of optimum capital structure.
g) Name the classification of Working Capital.
h) What is EBIT and EPS analysis?
i) Calculate Kd from the following:
10% Debentures of Rs. 5,00,000 issued at 11% premium, The Company is in 35% tax bracket.

j)  What is Capital Budgeting?
k) ‘A’Company has sales Rs. 8,00,000 and variable cost Rs. 3,00,000 and Fixed cost Rs. 1,00,000
and Long-term Debt Rs. 2,00,000 at 8% rate of interest. Calculate combined leverage.

1) What is Zero Interest Debentures Bond (ZIB)?

Section - B (Marks: 3 x 5 = 15)

Answer any three, each question carries 5 marks.
2. [Explain the steps for determining Wealth maximisation.

3. Briefly explain the effects of inadequate Working Capital.

4. ‘P’ Co. Ltd. issued 40,000 10% Preference shares of Rs. 100 each. The cost of issue 2%. Find out

cost of preference shares capital if
a) issued at premium 10%

b) issued at discount 5%

c) issued at par.

5. What is trading on Equity? Explain merits and demerits of Trading on Equity.
[P.T.O.
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6. Calculate the present value of the following cashflows assuming a discount rate of 8%.

Year Cash Flows Present value factor
at 8% discount rate
L 10,000 0926
2. 24,000 0.857
3. 10,000 0.794
4. 12,000 0.735
5. 8,000 0.681

7. Earx'ling after Interest and Tax for consecutive five years in respect of an investment project
costing Rs. 5,20,000 (Salvage Value Rs. 20,000) are given below.

Year Earnings (Rs.)
1. 20,000
2. 30,000
3. 40,000
4. 50,000
5. 20,000

Find out Average Rate of Return on average investment.

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

Answer any three questions including Q. No. 13 is Compulsory.
Each question carries 156 marks.

8. Explain the various functions of Financial Management.

9. What are the components of capital structure? Explain the factors determining capital structure.
10. Define Working Capital. Explain the factors for determining the working capital.

11. Following is the information relating to R & Co., Ltd.

Sales 60,000 Units

Sales price per unit Rs. 25

Variable cost per unit Rs. 17

Fixed cost Rs. 40,000

Tax bracket 35%
The company’s capital structure is as follows:
Equity share capital 10,000 shares of Rs. 10 each 1,00,000
10% Preference shares of Rs. 10 each 50,000
11% Debentures 1,00,000

Total 2,50,000
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From the above information calculate:
i) Operating leverage
ii) Financial leverage

iii) Combined leverage
iv) Earning Per Share (EPS)

12. Happy Home Co. Ltd. wants to set up a new factory at Haveri at an investment of Rs. 40,00,000.

13.

The new factory is expected to yield EBIT Rs. 8,00,000. For maximising 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.

¢) Rs.10,00,000 in 12% Debentures and Rs. 10,00,000 in 8% Preference Shares and remaining
in Equity shares Rs. 100 each.

d) Rs. 15,00,000 in 10% Preference Shares and remaining in Equity Shares of Rs. 100 each.

The company is in 35% tax bracket. As a Finance adviser which financial proposal do you
recommend? Why?

Case Study (Compulsory question)

On 1st January 2018, the Board of Directors of SPK Ltd. wishes to know the amount of working
capital that will be required to meet the production activity of the year.

Issued share capital Rs. 2,00,000
5% Debenture (Secured on assets) Rs. 50,000
Fixed assets on 1st January Rs. 1,25,000

Production during the previous year 60,000 units. Same level of activity is expected to be
maintained during the current year. The expected ratio of cost to selling price is as follows:

Raw materials 60%
Direct wages 10%
Overheads 20%

Raw materials are expected to remain in stores on an average for two months before issued to
production. Each unit of production is expected to be in process for one month. Finished goods will
stay in warehouse awaiting despatch to customers approximately three months. Work-in-progress
may be assumed to be 100% completion with regard to materials and 50% complete with regards
to wages and over heads. Credit given to debtors is three months from the date of depatch. Credit
allowed by creditors is two months from the date of delivery of raw materials. Cash at bank is
found to be Rs. 21,250 selling price per unit is Rs. 5. Provide for contingency at 12%.

Comment:-
1. The financial manager has estimated Rs. 175,000 as working capital. Do you agree with
him?

2. Which cost do you consider as most important while estimating the requirement of Working

Capital of a manufacturing Company?

[P.T.O.
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