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M.Com. DEGREE EXAMINATION, APRIL 2018.

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 meant by Investment?

3. What do you meant by Capital Structure?

4. List out the types of leverages.
5. A company has the following Capital Structure:

     `
Equity Share Capital

            1,00,000

10% Preference share capital

  1,00,000

8% Debentures


  1,25,000

           The present EBIT is `50,000. Calculate the Financial Leverage assuming that company is in 50% tax bracket.


6. Define Cost of Capital.

7. What is Future Cost?

8. What is meant by Cash Flows?
9. Define Risk.

10. Raj makes an initial deposit of `2,00,000 in Hdfc Bank. Interest is compounded at 10% for 6 years. Compute the amount of maturity.
11. What is Operating Cycle?

12. What do you mean by working capital?
SECTION B — (5 × 5 = 25 marks)

Answer any FIVE questions.

13. Bring out the objectives of Financial Management.

14. Explain the various features of an appropriate Capital Structure.

15. Two firms R and S are identical except in the method of financing. Firm R has no debt, while firm S has `3,00,000 8% Debentures in financing. Both the firms have a Net operating income (EBIT) of `1,20,000 and equity capitalization rate of 12%. The corporate tax rate is 35%. Calculate the value of the firm using MM approach.

16. Radha Ltd. Issued 20,000 8% debentures of `100 each on 1st April 2009. The cost of issue was `50,000. The company’s tax rate is 35%. Determine the cost of debentures (before tax and after tax) if they issued at par. 
17. A Ltd. has a choice between three projects X, Y and Z. The following information has been estimated:

	Market Demand (Profits) ` ’000

	Profits
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	X

Y

Z
	190

110

150
	50

200

140
	15

160

110


          Probabilities are D1=0.6; D2=0.2; D3=0.2.

(a) Which project should be undertaken if decision is made by expected value approach?

(b) Calculate the expected value of perfect competition.
18. Elaborate the different types of Working capital.

19. Koushik Ltd. Is engaged in customer retailing. You are required to estimate its working capital requirements from the following data:

	Projected annual sales

Percentage of net profit to cost of sales

Average credit allowed to debtors

Average credit allowed by creditors

Average stock carrying (in terms of sales requirements)
	`  9,00,000
20%

1 month

2 months

2 ½ months



Add 10% to allow for contingencies..
SECTION C — (2 × 15 = 30 marks)

Answer any TWO questions.

20. Describe the role of Finance Manager.

21. Following information is available with regards to the capital structure of Anu Ltd.

	
	Amount (` )
	After tax cost of capital

%

	Debentures

Preference share capital

Equity share capital

Retained earnings
	12,00,000

 4,00,000

 8,00,000

16,00,000
	5%

10%

15%

12%


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

22. Anu Ltd has a machine with an additional life of 5 years which costs `12,00,000 has a book value of `4,00,000. A new machine costing `20,00,000 is available. Though its capacity is the same as that of the old machine, it will mean a saving in variable costs to the extent of `8,00,000 p.a. The life of the machine will be 5 years at the end of which it will have a scrap value of `2,00,000. The rate of income tax is 40% and as a policy firm does not make an investment if the yield is less than 12% p.a. The old machine if sold today will realise `1,00,000 it will have no salvage value if sold at the end of 5 years. Advice Anu Ltd whether or not the old machine should be replaced? Capital gain on sale of old machine is also subject to the same rate of tax i.e. 40%.

23. From the following information extracted from the books of a manufacturing company, compute the operating cycle in days:

         Period covered: 365 days

         Average period of credit allowed by suppliers: 16 days.

	Average total of debtors outstanding

Raw materials consumption

Total production cost

Total cost of sales

Sales for the year

Value of average stock maintained:
Raw materials

Work-in-progress

Finished goods
	`

4,80,000

44,00,000

1,00,00,000

1,05,00,000

1,60,00,000

3,20,000

3,50,000

2,60,000
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