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COMMERCE
FINANCIAL MANAGEMENT-I

(Itrtroduction of Financial Mansgement)

Tinre:'lhree Iloursl [Maximum Mcrks : 80

t !20 20

SECTION-A
Choosc the correct alternativcs from the following

l. The onll'purpose ol Financial \lanagemetrt is

(a) Wealth Ma-ximization (b) Salcs Maximization

(c) Profit Maximizatior (d) Assets Maximization

2. Which factors affect the v,rorking capital ?

(a) Nature of Business (b) Clredit Polic)-

(c) Production Policy (d) All of these

l. Impoftancc of frnancial decision rnaking is :

(a) Evaluating investment decision

(b) Designing a firm's debt policy

(c) Appraising the finarcial performance of top management

(d) AII of the above

4. \\,'Iich ofthe following is not the rosponsibility of financial management ?

(a) Allocation of funds ro current and capital assets

(b) Obtaining the best mix of finarcing altematile

(c) Preparation of the firm's accounting statements

(d) Developmcnt of an appropriate dividend policy

5. With the increase in the P,Ay' Ratio. Operating Lelerage _.
(a) lncrcascs (b) Decrea-ses

(c) Falsely affected (d) Synchroniscs

is the requited rate of retum necess&y to make a capital expenditure project

viablc.

(a) Cost of Capital

(c) Clost of Debt

6

(b)

(d)

Cost of Equity

All of the above
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7. A firm's prcfit that is distributed to share holdcrs is called :

(a) hrteresl (b) Dividends

(c) Discount (dl Stock certificate

8. The most comnon causes of financial problcm arc :

(a) LJndcrcapitalization (b) tnadcquate expense control

(c) Crcdit terms (d) All of the above

9. The budget for each department is ccrmpiled from these :

(a) Forecasts (b) Further event

(c) Probability (d) None of these

10. Which formula may bc used Ior calculating averase rate of return ?

Average Income Average lnvestment

Averase Income
(h)

{verase Inverilmcnt

lncome Capital Employed(") 
cupi,"r r-pro,r"a (d) Ar","c" 1"..-.

ll. GiverL, current asscts:160,000. currunt liabilities = { 40,000, what will be working

capital ?

(a) t 20.000 (b) ? 60,000

(c) I 40,000 (d) t 1,00,000

12. Thc (oncept of present value is based on the :

(a) I)rinciple oI compounding ab) Principle ofdiscounring

(c) Iloth (a) and (b) (d) None of the above

13. Iinar-cial leverage in a lirm is positi\ei) allictcd by :

(a) Intensig' of tangible irssels (b) Operating lelerage

(c) Profitabiliry (d) Tax rate

14. __ leverage is an impofiant determinant of operating risk.

(a) i:)pcrating (b) Financial leverage

(c) Administrative (d) None of the above

15. Which of thc lbl1o*ing formula is rclalcd with degree of opcraling leverage ?

u% Change in Operatirg l'rolit

(a)

(a) (b)
AEBIT ASales

EBIT Sales7r Change in Sales

Change in Sales
(.)

7o Chanpe in Pro:lt

l)t\lj ll9{)2

(d) (a) and (b) borh
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16. Financial leverage occurs when :

(a) A firm bonows funds (b) A fiIm iinancing to the other

(c) A frnn merges with other (d) None of thc above

17. Cost of Capital from all the sourccs of fund is called
(a) Specific Cost (b) Compositc Cost

(c) Implicit Cost (d) Simple Avg. Cost

18. The concept of cost of capital can also be explained in terms of _.
(a) Variable Cost (b) Capital Cost

(c) Full Cost (d) Opportunity Cost

19. During planning period, a margiml cost lor raising a new debt is classified as

(a) Debt Cost (b) Relevant Cost

(c) Borrowing Cost (d) Embedded Cost

20. Quick assets do rrot include :

(a) Govt. bond (b) Book debts

(c) Advance for supply of raw materials (d) Inventories l'20=20
SECTION_B

l. Objective of Financial Management. 4

OR
Significance of Financial Management. 4

2. Need for sources of Finance. 4

OR
Explain about Equig Shares. I

3. Impodance of Capital Budgeting. 4

OR
A project costs t 1,00,000 and yields an annual cash inflow of { 20,000 for 8 years.

Calculate its payback pcriod. 4

4. Sales { 100 million
Variable cost t 40 million
Fixed cost t 40 million
Find out the degree of operating leverage. 4

OR
Calculate finarcial levcrage with the following data :

Sales [,00,000 unirsl < 2,00,000

Variable cost per unit < 0.70

Fixed cost t 65,000

Interest charges t 15,000 4

5. Q Ltd. issues { 1,00,000 dcbentwes @ 109/0 interest per annum. The ta,x rate applicable to

thc company is 4002. Compute cost of debt capital at par. 4

OR
A compally issues 10,000, 10oZ preference shares of { 100 each. Cost of issue is { 2 per

sharc. Calculate cost of preference capital, if these shar€s are issucd @ premium of l0%.

4
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sEC'l lo\-(l
Dxplain naturc and scopc ri Financial \1.magcmcni. Il

oli
Diffcrcnriate bctween Profir l\,laximization ObiccriYc and \l'ealth Maximiz-ation Objeclive

8

Explain in dctail the \arious sources ol linancc availahle to busjness. 8

OR
"Financc is the life blood of Business. (lomment. 8

Define Capital Budgeting. Explain thc lcchniques of capital budgeting. 8

oR
Calculate thc avcrage rate of rcturn lor proiects A and B from the following :

Project Project
AI}

Investment t 20.000 < 30,000
F-xpected I-i,'e ;l Years 5 Years

[Salvage Value]
Project Net Income :

[after interest, depreciatio]1 & taxcs]
lears

I
2

3

1
5

2.000
1.-i00
1.500
1.00{)

(
t.000
1.000
1.000
r.000

000
6,000 r 0,000

lf thr: rcquircd rate oi'rctum is 12% rvhich project should be undertaken ?

lnstallcd capacity 1000 units
Opcrating capacit)' 800 units
Selling pricc per unit { 10

Variablc cost pcr unit I 7

Calc,llatc opcrating lelerage under the f'ollowing situations:
Fixcd Cosl I
Situation A 800
Situation B 1.100

Situation C 1.500

OR
Nccd and importance of leverage. 8

Y LtC. issues 50000 8')t debentures. The tax rate applicable to the company is 607o. Compute
cost ofdcbt capital at par, at discounl of 107o and at premium @ t07o. 8

OR
PQR issued 147n preference share o1'larc veluc t 100 oach. Floatation cost is 57o ofsclling
pricc. Calculate the (osl of prel'ercncc capital, il shares are issued:

(a) aA Prt
(b) @ 109'6 Premium
(c) @ 5?6 Discount

and tax 20o,; is levied or, the diridenil 8

.t

8

5
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