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FINANCIAL MANAGEMENT
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- T im e: Three H ours M axim um W eight: 25

Answers may be written either in English or in Malayalam.

Section A

This section consist= offour bunches of (our questions each, and each bunch carries a weight of 1.
Answer all questions. .

I. C hoose the correct answ er from the choices g iven :

1 The operational ob jective of an enterprise is :

(a) M axim isation of sales.

(c) M axim isation of profits.

(b ) M axim isation of Owner's w ealth .

(d) N one of the above.

2 .W hich of the fo llow ing is the short-term source of fund?

(a) Equity share. (b) D ebenture.

(c) T rade cred it. (d ) P reference share.

3 Cost of cap ita l of a firm is : .

(a) M axim um rate of returnexpected by its investors.

(b ) M inim um rate of return expected by its investors.

(c) A verage rate of return expected by its investors.

(d ) N one of the above.

4 F inancial decisions involve:

(a) Investm ent, financing and div idend decisions.

(b) Investm ent, financing and sales decision .

(c) F inancing , d iv idend and cash decisions.

(d) N one of the above.

II. F ill in the b lanks:

5 C apital gearing refers to the relationsh ip betw een equity cap ita l and ---

6 Shares having no face value are known as ---
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7 A fixed rate of --- is payable on debentures.

8 F inancial leverage is also known as ---

III. S tate w hether the fo llow ing statem ents are T rue or False:

9 D iscounting technique is used to find out the fu ture value of m oney .

10 Capital Budgeting is also known as F inancing decision .

11 Cost of P reference Share is less than the cost of deb t.

12 T rad itional approach confines finance function only to raising of funds.

IV . M atch the fo llow ing :-

13 . D ebenture (a) J.E. W alter.

14 D iv idend Policy (b) V iab le pro jects ..

15 Capital R ation ing (c) T im e value of M oney .

16 IRR (d) W orking Capital.

(e) In terest.

(f) C ost of C apitaL

Section B

Answer any five questions.

Each question carries a weight of 1.

17 D efine F inancial M anagem ent.

18 W hat is financial leverage ?

19 W hat is under cap ita lisation?

20 W hat is m eant by cost of cap ita l?

21 W hat is m eant by capita l structure?

22 What is Net Operating Incom e approach?

23 What is m eant by Retained Earn ings?

24 What is the objective of D iv idend Policy?

Section C

Answer any four questions.

Each question carries a weight of 2.

Answer should not exceed half a page each.

25 D iscuss the functions of a F inance M anager.

26 W hat are the lim itations of financial leverage ?
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27 D iscuss the applications of T im e value techniques.

28 D iscuss the im portance of debentures as a source of finance.

29 A Company issues 10 ,00 ,000 , 10 % redeem able deter debentures at a d iscount of 5 % . The

costs of floatation am ount to R s. 30 ,000 . The debentures are redeem able after 5 years. C alcu late

before tax and after tax cost of debt assum ing a tax rate of 50 % .

30 A Company expects a net operating incom e ofR s. 1 ,00 ,000 . It hasR s. 5 ,00 ,000 ,6 % debentures.

The overall C apitalisation rate is 10 % . Calcu late the value of the firm and the equity

cap ita lisation rate accord ing to N et O perating Incom e approach .

(4x 2 = 8)

Section D

Answer any two questions.

Each question carries a weight of 4.

Answer should not exceed four pages.

31 Explain the factors determ in ing W orking Capital.

32 D iscuss the ..m erits of R etained Earn ings as a source of F inance.

33 Prepare an estim ate of W orking Capital requirem ent from the fo llow ing inform ation of a trad ing

concern :

(a) P ro jected annual sale~ -1 ,00 ,00 units.

(b ) Selling Price-R s. 8 per unit.

(c) Percen tage of net profit on sales-25 % .

(d) A verage cred it period allow ed to custom ers-8 w eeks.

(e) A verage cred it period allow ed by Suppliers-4 w eeks.

(f) A verage stock hold ing in term s of sales requirem ent-12 w eeks.

(g) A llow 10 % for contingencies.

(2x 4 = 8)


