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Fourth Semester 

(For the candidates admitted during 2019 Batch) 

 

FINANCIAL MANAGEMENT 

Time : Three Hours                              Maximum : 70 Marks 

 

Answer ALL the questions. 
All the questions carry equal marks. 

 
SECTION – A     (20 x 1 = 20 Marks) 

Choose the Best Answer 

 
1. Financial Management is mainly concerned with . 

 a) Arrangement of funds 

 

b) All aspects of acquiring and 

utilizing financial resources 

for firms activities 

 c) Efficient Management of 

every business 

d) Profit maximization  

 
2. The primary goal of the financial management is . 

 a) To maximize the return b) To minimize the risk 

 c) To maximize the wealth of owners d) To maximize profit  

 
3. Which of the following is a function of the finance manager? 

 a) Mobilizing funds. b) Risk returns trade off. 

 c) Deployment of funds. d) Control over the uses of funds.  
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4. Capital budgeting is related to  

 a) Long terms assets. b) Short term assets 

 c) Long terms and short terms assets d) Fixed assets 

 

5. Working capital management is managing . 

 a) long term assets. b) short term assets and liabilities 

 c) long terms liabilities d) Only short term assets. 

 
6. The company’s cost of capital is called  

 a) Leverage rate b) Hurdle rate. 

 c) Risk rate d) Return rate. 

 

7. Cost of retained earnings is equal to  

 a) Cost of equity b) Cost of debt. 

 c) Cost of term loans. d) Cost of bank loan 

 
8. Interest on debt capital provides a to the equity share holders. 

 a) Added profit b) Tax shield. 

 c) Additional financial burden d) Dividend 

 
9. Operating leverage measures . 

 a) The business risk. b) Financial risk. 

 c) Both risks. d) production risk 

 

10. The available capital funds are to be carefully allocated among 

competing projects by careful prioritization. This is called . 

 a) capital positioning b) capital structuring. 

 c) capital rationing. d) capital Budgeting. 

 
11. If the pay back is a bad rule, the average returns on book value is . 

 a) worse. b) better 

 c) the best d) equal. 

 
12. The policy concerning quarters of profit to be distributed as dividend is 

termed as  

 a) Profit policy b) Dividend policy  

 c) Credit policy d) Reserving policy  
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13. MM approach assumes that markets are perfect. 

 a) Receivable b) Capital. 

 c) Stock. d) Exchange .  

 
14. Depreciation is include in costs in case of  

 a) Pay back method. b) Accounting rate. 

 c) Discounted cash flow d) Present value method 

 
15. Dividend policy of a firm affects both the long time financing and  wealth. 

 a) Owners b) Creditors. 

 c) Debtor d) Shareholders  

 

16. Earnings Per Share (EPS) is equal to    

 a) Profit before tax/No. of 

outstanding shares. 

b) Profit after tax/No. of outstanding 

shares 

 c) Profit after tax/Amount of 

equity share capital. 

d) Profit after tax less equity 

dividends/No. of outstanding shares. 

 
17. The Degree of Financial Leverage (DFL)  

 a) Measures financial risk of 

the firm. 

b) Is zero at financial break even 

point. 

 c) Increases as EBIT increases. d) both A and B 

 
18. Which of the following is not a source of long-term finance? 

 a) Equity shares. b) Preference shares. 

 c) Commercial papers d) Reserves and surplus 

 
19. Under which of the following approaches cost of equity capital is 

assumed to be constant with the change in leverage? 

 a) Net income approach b) Modigliani and Miller approach. 

 c) Net operating income 

approach. 

d) Traditional approach 

 
20. Degree of financial leverage is a measure of relationship between . 

 a) EPS and EBIT. b) EBIT and quantity produced. 

 c) EPS and quantity produced. d) Term Loan 
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SECTION – B     (5 x 4 = 20 Marks) 

Answer ALL questions 

 

21. (A) List out the goals of financial management. (OR) 

(B) Explain the role of Financial Management  

22. (A) Calculate the operating, financial, and combined leverages from the 

following information. 

Sales Rs.50,000   Variable cost Rs.25, 000 

Interest Rs 5,000  fixed cost Rs.15, 000. 

 

 

 

(OR) 

(B) A company has 5,000 shares of Rs 100 each. It goes for capital 

restructuring and issues debentures for Rs 2,00,000 to buy back the 

shares. If the interest rate on debentures is 10% with no tax, find:  

(a) the leverage ratio after restructuring 

(b) EPS with an EBIT of Rs 1,20,000. 

 

23. (A) What is cost of capital?  Explain the importance of cost of capital. (OR) 

(B) A Firm issues debenture of Rs.1,00,000 and realizes Rs.98,000 after 

allowing 2% commission to brokers. Debentures carry interest @10%. 

The Debentures are due for maturity at the end of 10th year. 

Calculate cost of debt. 

 

24. (A) Company C is planning to undertake a project requiring initial 

investment of Rs1,05,000. The project is expected to generate 

Rs25,00,000 per year in net cash flows for 7 years. Calculate the 

payback period of the project. 

(OR) 

(B) Write a short note on i) payback period ii)Return on investment  

25. (A) Prepare an estimate of working capital requirement from the following 

information of a trading concern.  

Projected annual sales Rs. 6,50,000  

Percentage of net profit on sales 25%  

Average credit period allowed to debtors 10 Weeks  

Average credit period allowed by creditors 4 Weeks  

Average stock holding in terms of sales requirements 8 Weeks  

Allow 20% for contingencies 

 

 

 

 

 

 

 

(OR) 
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(B) Prepare an estimate of working capital requirement from the following 

information of a trading concern.  

Projected annual sales 10,000 units  

Selling price Rs. 10 per unit  

Percentage of net profit on sales 20%  

Average credit period allowed to customers 8 Weeks  

Average credit period allowed by suppliers 4 Weeks  

Average stock holding in terms of sales requirements 12 Weeks  

Allow 10% for contingencies 

 

 
SECTION – C     (5 x 6 = 30 Marks) 

Answer ALL questions 

 
26. (A) The Objective of Wealth Maximization is Superior to Profit 

Maximization- Explain 

(OR) 

(B) 
Critically examine the global perspective of financial management. 

 

27. (A) Calculate financial leverage and operating leverage under situations A and B 

and Financial Plans I and II respectively from the following information 

relating to the operation and capital structure of Raja Ltd. 

 Installed capacity          1000 units 

 Actual production and sales  800 units 

 Selling price per unit  Rs.20 

 Variable cost per unit  Rs.15 

 Fixed costs :  Situation A Rs.800 

              Situation B Rs.1,500 

  

Capital Structure:            Financial Plan   

     I  II 

Equity   Rs.5,000    Rs.7,000 

Debt    Rs.5,000    Rs.2,000 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

(OR) 
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(B) ABC Company has currently an all-equity capital structure consisting 

of 15000 equity shares of Rs.100 each. The management is planning 

to raise another Rs.25 lakhs to financé a major programme of 

expansion and is considering three alternative methods of financing: 

(i) To issue 25000 equity shares of Rs.100 each. 

(ii) To issue 25000, 8% debentures of Rs.100 each. 

(iii) To issue 25000, 8% preference shares of Rs.100 each. 

The company’s expected earnings before interest and taxes will 

be Rs.8 lakhs. 

Assuming a corporate tax rate of 50%. Determine Earnings Per Share 

(EPS) in each alternative and comment which alternative is best 

 

28. (A) Roman company ltd. Is considering the purchase of a new machine.  Two 

alternative machines (A&B) have been suggested each costing Rs.4,00,000.  

Earnings after tax are expected to be as follows. 

      Cash Flow 

Year   Machine  A   Machine  B 

    1      40,000   1,20,000 

    2   1,20,000   1,60,000 

3   1,60,000   2,00,000 

    4   2,40,000   1,20,000 

    5   1,60,000      80,000 

The company has a target of return on capital of 10% and on this basis, you 

are required to compare the profitability of the machines and state which 

alternative you consider financially preferable. 

 

 

 

 

 

 

 

 

 

 

 

 

OR) 

(B) A firm has the following capital structure and after-tax costs for the different 

source 

 of funds used. 

Source of funds  Amount   Proportion After tax cost (%) 

Debt    15,00,000       25    5 

Preference shares 12,00,000       20   10 

Equity shares  18,00,000       30   12 

Retained earnings 15,00,000       25   11 

You are required to compute the weighted average cost of capital. 
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29. (A) 

Proposal X and proposal Y require an initial investment of Rs10,000 

and are expected to generate an equal cash inflow of Rs20,000 over 

their life of four years. The net cash inflow for each year of life of both 

the proposals is given below: 

                                                                                                                                    

 

 

 

 

 

 

Compute the present value of cash inflows generated by both the 

proposals assuming a discount rate of 18%. Which of the two 

proposals is better if compared using net present value method? 

Year Proposal X Proposal Y 

1 2000 8000 

2 4000 6000 

3 6000 4000 

4 8000 2000 

 20000 20000 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

(OR) 

(B) Elaborate various steps in capital budgeting  

30. (A) Hi-tech ltd plans to sell 30000 units next year the expected cost of 

goods sold is as follows: 

Particulars      Rs(per.unit) 

Raw material      100 

Manufacturing exp     30 

Selling, administrative expense   20 

Selling price               200 

The duration at various stages of operating cycle is expected 

cost of goods sold: 

Raw material stage      2 months 

Work in progress stage              1 month 

Finished stage      ½ months 

Debtors stage      1 month 

Assume the monthly sales level of 2500 unit, estimate the gross 

working capital requirement. Desired cash balance is 5% of the gross 

working capital requirement, and working progress in 25% complete 

with respect to manufacturing expenses. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

(OR) 

https://www.accountingformanagement.org/net-present-value-method/
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(B) Discuss in detail about cash operating cycle.  

 
 

************* 
 


