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FOURTH SEMESTER B.Com. DEGREE EXAMINATION , MAY 2017
FUNDAMENTALS OF FINANCIAL MANAGEMENT

(Revised)

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)
Answer any ten questions. Each question carries two marks:
a) Define Financial Management.
b) Give two advantages of profit maximization.
c¢) What is time value of money?
d) Name the four finance decisions.
e) What is leverage?
f) What is cost of capital?

g) Find out the future value of Rs. 1600 received after two years at 10% time preference
rate.

h) Expand : i) EBIT ii) ROI

i) Operating Leverage 2.52 and financial leverage 2.24. Calculate combined average.
j) Name the classification of working capital.

k) What is the difference between PBT and PAT?

1) Calculate K, from the following:
12% Debenture of Rs. 6,00,000
Issued at 10% premium

The company is 50% tax bracket.

[P.T.O.
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Section B — (Marks : 3 x 5 = 15)
Answer any three questions. Each question carries five marks.

Give any four merits of wealth maximization objective.

Calculate operating leverage and financial leverage from the following information:
Sales units 40,000

Selling price per unit Rs. 10
Variable cost per unit Rs. 7
Fixed cost Rs. 90,000
10% Debenture Rs. 2,00,000

Explain the factors determining the working capital requirement of a manufacturing concern.

R.S. Co. Ltd. issued 20,000, 10% preference shares of Rs. 100 each. The cost of issue is 2%.
Find out cost of preference share capital if:

a) issued at par

b) issued at a premium 10%
Explain the types of cost of capital.

Rs. 30,000 invested at 5% compounding annually for 10 years. Find out future value. According
to compounding value table Rs. 1 for 10 years at 5% interest is 1.629.

Section C — Marks : 3 x 15 = 45)
Answer any three questions, including Question No. 13 (Case Study)
Each question carries equal marks.

Explain the role and responsibilities of Finance Manager.

Write short notes on:
a) Trading on equity
b) Ploughing back of profit

¢) Net present value

What is capital pudgeting and explain the importance of capital budgeting.
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From the following calculate the Net Present Value of the two projects at a discount rate

of 10%.

Particulars Project ‘X’ Project Y’
Initial investment Rs. 2,00,000 | Rs. 3,00,000
Scrap value Rs. 10,000 Rs. 20,000
Estimated Life 5 Years 5 Years
Cash inflows
Ist Year Rs. 50,000 | Rs. 2,00,000
IInd Year Rs. 1,00,000 | Rs. 1,00,000
IIIrd Year Rs. 1,00,000 Rs. 50,000
IVth Year Rs. 30,000 Rs. 50,000
Vth Year Rs. 20,000 Rs. 20,000
Present value Rs. 1 for 5 years at discount rate 10%.
Year : Ist Year IInd Year IITrd Year | IVth Year |Vth Year
P.V. Factor
at 10% 0.909 0.826 0.751 0.683 0.621

Suggest which project is profitable.

ABC 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.

Particulars

a) Amount blocked goods
Stock of finished goods
Stock of raw materials

b) Average credit given:
Inland sales-6 weeks
Export sales-1%2 weeks

c) Lag in payments:
Wages-1%2 weeks

Raw materials 172 months

Rent 6 months
Clerical staff 2 month
Manager % month

Miscellaneous expenses 1% month

Amount for the year

Rs.

70,000
90,000

15,60,000
7,80,000

13,00,000
4,80,000

1,00,000
3,12,000
48,000

72,000

[P.T.O.
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d) Payment in advance:

Sundry expenses paid quarterly in advance 1,00,000
Assume 52 weeks in a year.

Case Study (Compulsory Question):

MNR Co. Ltd. wants to set up a new industry at Raichur, at an investment of R_s. 30,00,000.
The new industry is expected to yield EBIT of Rs. 6,00,000. 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 10% preference shares and remaining in equity shares of Rs. 100 each.
¢) Rs. 18,00,000 in 8% debentures and remaining in equity shares of Rs. 100 each.

d) Rs. 18,00,000 in 12% debentures and Rs. 6,00,000 in 8% preference shares and remaining
in equity shares of Rs. 100 each.

The Company is in 50% tax bracket. Determine EPS in each plan and comment. Suggest
suitable plan.
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