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M.Com. DEGREE EXAMINATION, NOVEMBER 2016.

I YEAR — I SEMESTER

Paper II — ADVANCED FINANCIAL MANAGEMENT
Time : 3 hours
   


       Max. Marks : 75

SECTION A — (10 × 2 = 20 marks)

Answer any TEN questions.
1. Define Financial Management.

2. What is dividend policy?

3. Define capital structure.

4. What do you mean by over capitalisation and under capitalisation? 

5. What is cost of capital?

6. Explain CAPM.

7. What is Time Value of Money?

8. What is doubling period?

9. Write a note on operating cycle.

10. Mention the sources of working capital.

11. A project has an initial investment of ` 2,00,000. It will produce cash flows after tax of `50,000 per annum for six years. Compute the payback period for the project.

12. X Ltd issues `50,000, 8% debentures at par. The tax rate applicable to the company is 50%. Compute the cost of debt capital.

SECTION B — (5 × 5 = 25 marks)
Answer any FIVE questions.

13. What are the objectives of Financial Management?

14. Discuss the factors determining the capital structure of a firm.

15. Explain the factors determining the working capital requirements of a firm.

16. Kumar Ltd has an EBIT of `4,50,000. The cost of debt is 10% and the outstanding debt is `12,00,000. The overall capitalisation  rate is (ko) is 15%. Calculate the total value of the firm and equity capitalisation rate under NOI approach.

17. Following information is available with regards to the capital structure of Edwards Ltd:

Amount


After tax

    `


       Cost of capital %

Debentures


12,00,000


           5%

Preference share capital
  4,00,000


         10%

Equity share capital

  8,00,000


         15%

Retained earnings

16,00,000


         12%

You are required to calculate weighted Average cost of capital ( WACC)

18. Lila Metals Ltd is considering two different investment proposals X and Y.  The deals are as under:

Proposal X
      Proposal Y

 

     `



      `
Investment cost


1,90,000


4,00,000

CFAT ( cash inflows before

Dep and after tax)

Year 1


   80,000


1,60,000

Year 2


   80,000


1,60,000

Year 3


   90,000


2,40,000

Suggest the most attractive proposal on the basis of NPV method considering that the future incomes are discounted at 12%.

19. From the following information, calculate       

 a) Debtors turnover ratio     b) Average collection period.

            
         `
Total sales during the year                    4,20,000                         

Cash sales during the year                     1,50,000

Returns inward                                          20,000

Debtors in the beginning                           55,000

Debtors at the end                                      45,000

Provision for bad debts                                5,000

SECTION C — (2 × 15 = 30 marks)
Answer any TWO questions.

20. Discuss the various functions of a finance manager. 

21. A company has to choose one of the following two mutually exclusive projects.  Investment required for each project is `1,50,000.  Both the projects have to be depreciated on straight line basis.  The tax rate is 50%.

Year



Profit before depreciation





Project X

      Project Y




                `

      
    `
1



42,000


42,000

2



48,000


45,000

3



70,000


40,000

4



70,000


50,000

5



20,000

      1,00,000

Calculate payback period.

22. Jennifer Ltd is expecting an annual EBIT OF `2,00,000.  The company has `2,00,000 in 10% Debentures.   The equity capitalisation rate (ke) is 12%.  You are required to ascertain the total value of the firm and overall cost of capital.  What happens if the company borrows `2,00,000 at 10% to repay equity capital?
23. From the following information, prepare a statement showing the estimated working capital requirements:


Budgeted sales – `2,60,000 p.a.
Analysis of cost and profit of each unit






`

Raw materials
       

3

Labour



4

Overheads



2

Profit



1




        
    --------

Selling price per unit 
       10

                                        --------      

It is estimated that

a) Pending use, raw materials are carried in stock for three weeks and finished goods for two weeks.

b) Factory processing will take 3 weeks

c) Suppliers will give five weeks credit and customers will require eight weeks credit.

It may be assumed that production and overheads accrue evenly throughout the year.
——————
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