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PART A
1.

Define finance.

2.

Enumerate any two objectives of financial management.

3.

Classify the sources of finance according to ownership.

4.

State the patterns of capital structure.

5.

What is Arbitrage process?

6.

What is over capitalisation?

7.

Define cost of capital.

8.

What is explicit cost of capital?

9.

What is stock dividend?

10.

State the two basic conditions to be complied by a company for issue of bonus
share.

11.

What is operating cycle of working capital?

12.

Define 'Net Working Capital'.

13.

What are finanace function?

14.

What is the meaning of financial planning?

15.

What is meant by trading on equity?

16.

What is meant by the term leverage?

17.

What do you mean by cost of capital?

18.

Explain the MM approach in the capital structure.

19.

How cost of capital can be classified?

20.

What is optimal capital structure?

21.

What is stable dividend?

22.

What are the sources available for dividend?

23.

List out the factors determining working capital

24.

What are the types of working capital?

25.

Distinguish between profit maximisation and wealth maximisation

FINANCIAL MANAGEMENT

Page 1

26.

What is financial leverage?

27.

Why is cost of capital important in financial management

28.

What is net income approach theory of capital structure?

29.

What are financial assets?

30.

What are the two major issues in formulating working capital policy?

31.

What are the implications of Gordon’s dividend model?

32.

What is time value of money?

33.

How cost of capital can be classified?

34.

What is the meaning of financial planning?

35.

What is meant by permanent working capital?

36.

What is financial management?

37.

Define working capital

38.

Define the term capital structure?

39.

What do you mean by retained earnings?

40.

What do you mean by over capitalisation?

41.

What is stable dividend policy?

PART B
1.

Explain the importance of financial management.

2.

Explain the factors affecting capital structure.

3.

What are the external factors which affect the dividend policy of a company?

4.

A company issues 10 years 8% debentures at Rs. 90 (face value Rs. 100). The
marginal rate of interest applicable to the company is 50%.
Calculate cost of debt after tax.

5.

A company has 10% redeemable preference shares of Rs. 1,00,000 redeemable at the end of

the 10th year from the year of their issue. The underwriting costs came to 2%
Calculate the cost of preference share capital.
6.

ABC Ltd has an EBIT of Rs. 1,00,000. The cost of debt is 10% and the

outstanding debt amounts to Rs. 4,00,000. Presuming the overall capitalisation rate
as 12.5%. Calculate the total value of the firm and the equity capitalisation rate.
7.

A and B who want to buy a business seek your advice about the average
working capital requirements in the first year's trading. The following
estimates are available and you are asked to add
10% to allow for contingencies:
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(a) Average amount locked up in stocks: 5000
Stock of finished products and WIP: 8000
Stock of shares, materials etc.
(b) Average credit given:78000
Local sales – 2 weeks credit 3,12,000
Outside the state – 6 weeks credit
(c) Time available for payment: 96000
For purchases – 4 weeks 260000
For wages – 2 weeks
Calculate average amount of working capital requirement.
8.

The market price of a share is Rs. 140 and a company plan to pay a

dividend of Rs. 9 per share. The growth in dividend estimated at the rate
of 10%. Find out the cost of equity capital.
9. Find the financial leverage from the following
data : Net worth Rs. 25,00,000 Debt equity
ratio 3:1 Interest rate 12% Operating profit
Rs. 20,00,000
10. A company has the following selected assets and liabilities. You are required to
calculate working capital. Cash Rs. 45,000; Retained earnings Rs. 1,60,000; Equity
share capital Rs. 1,50,000; Debtors 60,000; Inventory Rs. 1,11,000; Debentures
Rs. 1,00,000; Provision for taxation Rs. 57,000; Expenses outstanding Rs. 21,000;
Land and building Rs. 3,00,000; Goodwill Rs. 30,000; Furniture Rs. 25,000;
Creditors Rs. 39,000
11. X company earns Rs. 5 per share is capitalised at a rate of 10% and has a rate of
return on investment of 18%. According to Walter’s model what should be the
price per share at 25% dividend payment ratio?
12. From the following information find out the capital structure. Equity share capital
Rs. 10,00,000.
Preference share capital Rs. 50,00,000
Long term loans and debentures – Rs. 2,00,000
Retained earnings Rs. 6,00,000
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Capital surplus Rs. 50000
Current liabilities Rs 1,50,000
13.

A firm has a sales of Rs. 20,00,000. Variable cost is Rs. 14,00,000 and

fixed cost Rs. 4,00,000 and the debt is Rs. 10,00,000 at 10% rate of interest. Find
out the leverages.
14.

The following information is available in respect of a firm. A company has

earnings before interest and taxes of Rs. 1,00,000. It expects a return on investment
at a rate of 12.5%. You are required to find out the total value of the firm
according to the MM theory.
15.

What are the problems in determining cost of capital?

16.
There are two firms X and Y which are exactly identical except that X does not use
any debt in the financing while Y has Rs. 1,00,000 5% debentures. Both the firms have
earnings before interest and taxes of Rs. 25,000. Equity capitalization rate is 10% corporate
tax rate 50%. Calculate the value of the firm.
17.
A Ltd issued 10,000 10% redeemable preference shares of Rs. 100 each redeemable
after 10 years. The floatation costs are 5% of the normal value. Compute the effective cost
to the company if the issue is made at (a) par ; (b) a premium of 5% and (c) a discount of
5%.
18.
A company has earnings before interest and taxes of Rs. 1, 00,000. It expects a
return on investment at the rate of 12.5%. You are required to find out the total value of the
firm according to M.M. Theory .
19. A company expects a net income of Rs. 80,000. It has Rs. 2, 00,000 debentures at 8%. The
equity capitalization rate of the company is 10%. Calculate the value of the firm and over all
capitalization rates according to the net income approach. (Ignore Income tax).
20.
PART C

1. A company has a choice of the following four financial plans. You are
required to calculate the financial leverage in each case.
Plan
A

Plan
B

Plan
C

Plan
D

Equity capital

3,000 2,000 1,000 500

Debt

1,000 2,000 3,000 3,500

Operating profit (EBIT)

400

400

400

400

Interest @ 10% on debt in all cases.
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2. B Ltd has a share capital of Rs. 1,00,000 divided into shares of Rs.10 each. It has a major
expansion programme requiring an investment of another Rs. 50,000. The management is
considering the following alternatives for raising this amount:
(a) Issue of 5,000 equity shares of Rs. 10 each.
(b) Issue of 5,000,12 % preference shares of Rs. 10 each.
(c) Issue of 10% debentures of Rs. 50,000.
The company's present earnings before interest and tax are Rs. 40,000 p.a. You are
required to calculate the effect of each of the above modes of financing on the
earnings per share presuming EBIT increases by 10%.
3. Following are the details regarding three companies.
A Ltd

B Ltd

C Ltd

r = 15%

r = 10 %

r = 8%

Ke = 10%

Ke = 10%

Ke = 10%

E = Rs. 10 E = Rs. 10 E = Rs. 10
Calculate the value of an equity share of each of these companies applying Walter's
formula when dividend payment ratio is 40% and 80%.
4. Anand wishes to commence a new trading business and gives the following
information. (a) Total estimated sales per annum Rs, 6,00,000. (b) His fixed
expenses are estimated at Rs. 1,000 per month and variable expenses equal to
5% of his turnover. He expects of fix a sale price for each product which will be
25% in excess of his cost of purchase. (c) He expects to turnover his stock 4
times in a year. (d) The sales and purchases will be evently spread throughout
the year. All sales will be for cash but he expects one month's credit for
purchases.

5. Calculate his average working capital requirements. From the following
particulars relating to the capital structure of Blue Ltd. Calculate the over all
cost of capital, using book value and market value weights.
Share of funds
Book value Market value
Equity share capital

Rs. 45,000

90,000

Retained Earnings

15,000

–

Preference share capital

10,000

10,000

Debentures

30,000

30,000

The after – tax cost of different sources of finance is
Equity share capital

14%

Retained Earnings

13%

Preference share capital

10%

Debentures

8%
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6.

Explain the factors determining capital structure?

7. Bharathi Ltd. Expects an annual EBIT of Rs. 1,00,000. The company has Rs.
4,00,000 in 10% debentures. The capitalization rate is 12.5%. The company
proposes to issue additional equity shares of Rs. 1,00,000. Calculate the value
of firm (v) and the overall cost of capital.
8. What are the objectives of financial management?
9. A.ltd expects net operating income of Rs. 1,20,000. It has Rs. 6,00,000 6%
debentures. The over all capitalization rate is 10%. Calculate the value of the
firm and the cost of equity according to the net operating income(NOI)
approach.
10. Initial investment Rs. 6,00,000
Life of asset 4 years.
Estimate net annual cost flows:
Year

Rs

1

1,50,000

2

2,00,000

3

3,00,000

4

2,00,000

Calculate internal rate of return.
11.What are the factors determining working capital needs?
12. Explain the various types of dividend policy.
13. Prepare an estimate on working capital requirements for the following
information
Projected annual sales 2,00,000 units
Selling price Rs 8/per unit
% of profit on sales 25%
Average credit period allowed to customers 6 weeks
Average credit period allowed to suppliers 4 weeks
Allow 10% for contingencies.
14. Calculate the market price of a share of P ltd under
a) Walters formula and b)Gordon model from the following data:

Earnings per share
Dividend per share
Cost of capital
Rate of return on investment
Retention ratio

Rs.75
Rs.45
15%
18%
40%

15. Omega Ltd has cost of capital at 10% currently it has market value of Rs. 20, 00,000 (Rs. 20 per
share). New investment required earnings and dividend of that given respectively. Rs. 6, 80,000, Rs.
1, 50,000 and Re. 1 per share.
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16. The following estimates relate to the company’s most desirable capital mix of debentures and
equity (after-tax) calculates optimal capital structure mix.
Debt as % on capital Employed
cost of debt% cost of equity%
0
5.00
12.00
10
5.00
12.00
20
5.00
12.50
30
5.00
13.00
40
6.00
14.00
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