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Answer ALL questions (5 x 20 = 100 Marks)

1.
a.
There is an intimate relationship between “Management Accounting” and the “Finance 
Functions”.  Elucidate.













(10)

b.
Discuss the scope and techniques of Financial Management.





(10)

(OR)

2.
a.
How would you view financial management as a science or an art?




(5)
b.
Why is it inappropriate to seek profit maximization as the goal of financial decision making? How would you justify the adoption of present value maximization as an apt substitute for it?















(15)
3.
a.
What are the important factors to be considered in planning the capital structure of a 
company?
















(12)


b.
Explain the use of ‘EBIT-EPS’ analysis for designing capital structure of a company.






















(8)

(OR)
4.
Natarajan Ltd., intends to set up a project with capital cost of `. 50,00, 000.  It is considering the three alternative proposals of financing.

Alternative I

=
100% Equity Financing


Alternative II
=
Debt Equity 1:1


Alternative III
=
Debt Equity 3:1


The estimated annual net cash inflow is @ 24% i.e. `.12,00,000 on the project.  The rate of interest of debt is 15%.  Calculate the weighted average cost of capital for three different alternatives and analyse the capital structure design.
5.
A company is considering a capital investment proposal where two alternatives, involving differing degrees of mechanization are being considered.  Both investments would have a five year life.


In option I new machinery would cost `.278000 and in option 2 `.805000. Anticipated scrap values after 5 years are `.28000 and `150000 respectively.  Depreciation is provided on a straight line basis.  Option I would generate annual cash inflows of `.100000 and option 2, `. 250000.  The cost of capital is 15%.

Required:


a.
Calculate for each option



i)
the payback period
ii)
the ARR, based on average book value


iii)
the NPV



iv)
the IRR 


b.
Identify the preferred option, giving reasons for your choice.
(OR)
6.
Discuss the methods used for evaluating and raking of investment proposals.  Compare the IRR method with the NPV method.
[P.T.O]

7.
What factors contributed to the growth of International Financial Management.  Explain the circumstances under which an organization may find it attractive to invest abroad.

(OR)
8.
Prepare a statement showing the working capital requirements forecast for a level of activity of 1,56,000 units of production.  The following information is available for your calculation.
	

	(`. per unit)

	Raw Materials
	90

	Direct Labour
	40

	Overheads
	75

	
	205

	Profit
	60

	Selling price per unit
	265



a.
Raw materials are in stock on average one month

b.
Materials are in process, on average 2 weeks.


c.
Finished goods are in stock, on average one month.


d.
Credit allowed by suppliers, one month


e.
Time lag in payment from debtors – 2 months.


f.
Lag in payment of wages – 1 ½ weeks.


g.
Lag in payment of overheads – 1 month.


20% of the unit is sold for cash.  Cash in hand is expected to be `. 60000.  It is to be assumed that production is carried on evenly throughout the year.  Wages and overheads accrue similarly and a time period of 4 weeks is equivalent to a month.
9.
Case study (Compulsory):


Mention two major sources of finance and two major application of finance.  As a management accountant how are you going to raise and utilize the fund?






