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K.J. Somaiya Institute of Management Studies & Research

Course: MFM II Semester (2017-20 Batch)

Sub: Financial Management

Date of Exam: 9/4/2018 Time: 3 Hours Marks: 50

Please Note:

1. Each question in Section A carries 20 marks. Attempt any one.

2. Each question in Section B carries 10 marks. Attempt any three.

3. Use of Calculators is allowed

4. PV Tables are provided with the question paper

SECTION A

Q1. Essentials Limited is considering an investment proposal to purchase a machine costing Rs.

2,50,000. The machine has a life expectancy of 5 years and no salvage value. The company’s tax rate is

40%.The firm uses straight line method for providing depreciation. The cost of capital of the company

is 10%. The estimated cash flows after tax (CFAT) from the machine are as flows:

YEAR CASH INFLOWS

1 60,000

2 70,000

3 90,000

4 1,00,000

5 1,50,000

Calculate:

1. NPV

2. Profitability Index (PI or BCR)

3. IRR

Should the company accept the proposal? Comment.
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OR

Q 2. A company adopts a six-monthly time span, subdivided into monthly intervals for its cash

budget.

(a) The following information is available in respect of its operations :

(Rs lakh)

Particulars Month 1 Month 2 Month 3 Month 4 Month 5 Month 6

Sales 40 50 60 60 60 60

Purchases 1 1.5 2 2 2 1

Direct labour 6 7 8 8 8 6

Manufacturing

Overheads

13 13.5 14 14 14 13

Administrative

Expenses

2 2 2 2 2 2

Distribution

Expenses

2 3 4 4 4 2

Raw

materials

( 30 days credit)

14 15 16 16 16 15

(b) Assume the following financial flows during the period :

(1) Inflows (i) Interest received in month 1 and month 6, Rs. 1 lakh each

(ii) Dividend received in month 3 and month 6, Rs. 2 lakhs each

(iii) Sales of shares in month 6, Rs. 160 lakhs

(2) Outflows (i) Interest paid during month 1 Rs. 0.4 lakh

(ii) Dividend paid during month 1 and month 4, Rs. 2 lakhs each

(iii) Instalment payment on machine in month 6, Rs. 20 lakhs

(iv) Repayment of loan in month 6, Rs. 80 lakhs

(3) Assume that 10 % of each month’s sales are for cash; the balance 90 % are on credit. Credit

sales from preceding period are not to be considered while preparing the current cash budget.

The terms and credit experience of the firm are:
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(i) No cash discount

(ii) 1% of credit sales are returned by the customers

(iii) 1% of total accounts receivable is bad debt

(iv) 50% of all accounts that are going to pay, do so within 1 month from the

month of sale

(v) The remaining accounts that are going to pay, do so within 2 months from

the month of sale

Using the above information, prepare a cash budget and comment on the results.

SECTION B

Q 3. “Equity Capital represents ownership capital as equity shareholders collectively own the

company. They enjoy the rewards as well as bear the risks of ownership.” Explain the statement.

OR

Q 4. (a) A firm wants to raise debt by issue of a short-term bond with a face value of Rs. 100 with a

coupon rate of 11%, payable annually redeemable at a premium of 5% at the end of three

years. The firm will have to incur floatation cost of 5%. Find the cost of debt with tax rate

of

40%.

(b) Raj Plastic has been in operation for the last 15 years and its shares in the stock market are

currently trading at Rs. 120. The most recent dividend paid by the firm is Rs.10 per share.

Historically, the dividend of Raj Plastics has been growing at 10%. Calculate its cost of equity.

Q5. Tubes Ltd. are the manufactures of picture tubes for TV. The following are the details of the

operation during the current year:

Annual usage 5200 units

Ordering cost per order Rs. 100

Price per unit Rs. 500

Inventory carrying cost (% per 20% or 0.20
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annum)

Use the information given above to answer:

a. What is the EOQ (Economic order quantity) for Tube Ltd. ?

b. If the supplier is willing to supply 1500 units per order at a discount of 5%, is it worth accepting?

Q 6. Use the information given in the summarized balance sheet and statement of profit & loss of KP
Systems Ltd. to prepare a common size and common base statement.

Statement of Profit and Loss of KP Systems Ltd. (Rs. in million)

  20X1 20X0
Total Revenues 810 700
Expenses excluding financing cost and tax 592 520
Profit before financing cost and tax 218 180
Financing cost 60 50
Proft before tax 158 130
Tax 47.4 39
Proft(loss) for the period 110.6 91
Balance Sheet of KP Systems Ltd. (Rs. in

million) 20X1 20X0
Shareholders' Funds 440 400
Non-current liabilities

- Long-term borrowings

130 100
Other non-current liabilities 50 40
Current liabilities 286 208
Total 906 748
Non- current assets

- Fixed assets

355 300
Other non-current assets 75 110
Current assets 476 338
Total 906 748

Q7. Calculate the operating leverage for each of the four firms, A, B, C and D from the following

price and cost data. What conclusions you can draw with respect to levels of fixed cost and the

degree of operating leverage result? Explain. Assume the number of units sold to be 5000.

Particulars Firm A Firm B Firm C Firm D

Sales per unit Rs. 20 Rs. 32 Rs. 50 Rs. 70

Variable cost

per unit

6 16 20 50

Fixed

operating

60,000 40,000 1,00,000 NIL
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cost


