II SEMESTER M.Com. MODEL EXAMINATION, JULY 2016
FINANCIAL MANAGEMENT
Time: Three Hours 





Maximum: 60 Marks
Section – A

Answer all questions.
Each question carries 2 marks.

1. What is Net working capital ?
2. What is lease financing? 
3. What is financial engineering?
4. Define venture capital. 
5. What is meant by time value of money?

( 5 x 2 = 10 marks)

   




Section –B

                                                Answer any four questions




         Each question carriers 4 marks

6. What are the objectives of inventory management? Explain the EOQ model.
7. A co. raises preference share capital of Rs.12,00,000 by issue of 13% preference shares of Rs.10 each. The floatation charges come to Rs.35,000. Calculate the cost of preference capital when they are issued;


(i) at par 


(ii) at premium of 5%

(iii) at 5% discount 

8. What are the basic financial decisions?How do they involve risk-return trade-off?

9. Explain the attributes of  a good corporate governance system. 

10. In what ways is the wealth maximisation objective superior to the profit maximisation objective? Explain. 
11. What are the merits and demerits of time adjusted methods of evaluating the investment projects.









( 4 x 4 = 16 marks)

Section –C
Answer any three questions
Each question carries 7 marks
12. What is the significance of cost of capital? How is the overall cost of capital determined?

13. Explain the concept of Financial Leverage. Show the impact of financial leverage on the EPS.
14. What is meant by dividend policy of a firm? Explain Walter’s Model.

15. Explain the major conventional and innovative sources of long term finance. 

16. ABC Ltd. a newly started company, wishes to prepare cash budget from January. Prepare cash budget for the first six months from the following:-

	Months
	Total sales
	Materials 
	Wages
	Production Overhead
	Selling & distribution overhead

	Jan
	20000
	20000
	4000
	3200
	800

	Feb
	22000
	14000
	4400
	3300
	900

	March
	28000
	14000
	4600
	3400
	900

	April
	36000
	22000
	4600
	3500
	1000

	May
	30000
	20000
	4000
	3200
	900

	june
	40000
	25000
	5000
	3600
	1200


Cash balance on 1st January was Rs.10000. A new machinery is to be installed at Rs.20000 on credit, to be paid by two equal instalments in March and April. Sales commission @5% on total sales is to be paid within a month actual sales.   Rs.10000 being the amount on 2nd call may be received in march. Share premium amounting to Rs.2000 is also obtainable with the 2nd call.

Period of credit allowed by suppliers       : 2 Months

Period of credit allowed to customers      : 1 Month

Delay in payment of overheads                : 1 Month

Delay in payment of wages

      : ½ Month

Assume cash sales to be 50% of total sales.

(3 x 7 = 21 marks)
Section –D

Answer the question
It carries 13 marks

17. XYZ Ltd. provides you the following information;
Purchase price of new machinery 
: Rs. 10,00,000

Installation Expenses 


: Rs. 1,50,000

Workers’ Training expenses incurred to put the asset to use: Rs. 50,000

Subsidy from government : 60 % of purchase price 

Working capital : Rs. 3,00,000

Useful life of the machine : 5 years

Book salvage value : 10 % of purchase price 

Cash salvage value : Rs. 1,20,000

Method of depreciation : straight line 

Tax rate : 30%

Cost of capital : 10%

Sales Units: 1st year 1,00,000 units; 2nd year 2,00,000 units; 3rd year 3,00,000 units; 4th year 4,00,000 units; 5th year 5,00,000 units.
Initial selling price per unit of Rs.10 will continue for first 2 years and Rs.9 thereafter. 

Variable cost is 40% of initial selling price. 

Annual fixed cost other than depreciation is Rs.2,00,000 which will increase to Rs.3,00,000 after 3rd year.

Advice the company whether the machinery should be purchased or not on the basis of Net Present Value. 

