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Major Paper XII- X — FINANCIAL MANAGEMENT
Time : 3 hours
Max. Marks : 75
SECTION A — (10 × 2 = 20 marks)

Answer any TEN questions
1. What do you mean by Financial Management?

2. Write a short note on Capital structure.

3. What is Cost of Capital?

4. What is the meaning of the term cost of preference capital.

5. What is meant by Capital budgeting?

6. Write a note on Net present value method.

7. Bring out the meaning of Dividend.

8. List out the different forms of Dividend.

9. What is Dividend policy?

10. Define working capital.

11. List out the different types of working capital.

12. What are the sources of working capital finance?

SECTION B — (5 × 5 = 25 marks)

Answer any FIVE questions
13. Explain the significance of Capital structure.

14. Bring out the importance of cost of capital.

15. Explain briefly the capital budgeting appraisal methods.

16. Discuss the importance of dividend decision.

17. List out the need for working capital.

18. A company is currently earning an EBIT of ` 12 lakhs. Its present borrowings are:

11% Term loans

` 40 lakhs

Working capital:

Borrowing from Bank at 16%
` 33 lakhs

Public deposit at 12%

` 15 lakhs

The sale of the company is growing and to support this, the company proposes to obtain an additional bank borrowing of ` 25 lakhs. The increase in EBIT is expected to be 20%. Calculate the change in interest coverage ratio after the additional borrowing. 

19. X Ltd. is producing articles mostly by manual labour and is considering to replace it by a new machine. There are two alternative models M and N of new machine. Prepare a statement of profitability showing the pay-back period from the following information:

	
	Machine M
	Machine N

	Estimated life of machine
Cost of machine

Estimated savings in scrap

Estimated savings in direct wages

Additional cost of maintenance 

Additional cost of supervision

(ignore taxation)
	4 years
     `
9,000

500

6,000

800

1,200
	5 years
     `
18,000

800

8,000

1,000

1,800


SECTION C — (2 × 15 = 30 marks)

          Answer any TWO questions
20. Explain in detail the factors influencing capital structure.

21. Discuss in detail the various determinants of Dividend policy.

22. A company proposes to install a machine involving a capital cost of ` 3,60,000. The life of the machine is 5 years and its salvage value at the end of the life is nil. The machine will produce the net operating income after depreciation of ` 68,000 per annum. The company’s tax rate is 45%.

The Net present value factors for 5 years are as under:

	Discounting rate
	14
	15
	16
	17
	18

	Cumulative factor
	3.43
	3.35
	3.27
	3.20
	3.13


You are required to calculate the internal rate of return of the proposal.

23. From the following information, extracted from the books of a manufacturing company, calculate the operating cycle in days and the amount of working capital required:

Period covered




365 days

Average period of credit allowed by suppliers
 16 days






        (` In ‘000)

Average total of Debtors outstanding
    480
Raw material consumption


4,400

Total production cost

           10,000

Total cost of sales


           10,500

Sales for the year


           16,000

Value of average stock maintained:

Raw material



   320

Work-in-progress



   350

Finished goods



   260

____________



[P.T.O.]
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