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		PART – A

1.  Financial Management: Financial management is the process of planning, organizing, directing, and controlling the financial resources of an individual or organization to achieve specific goals. It involves activities like budgeting, forecasting, investment, and risk management to ensure efficient use of funds and maximize financial well-being. 
2. Financial leverage: Financial leverage refers to the use of debt (borrowed funds) to increase the potential return on investments or to finance business operations. It's a strategy where companies or individuals borrow money to acquire assets or fund projects, aiming for returns that exceed the cost of borrowing. 
3. Cost of debt: The cost of debt is the effective interest rate a company pays on its borrowed funds, such as loans or bonds. It represents the expense a company incurs for using debt capital and is a crucial factor in assessing financial health and making informed financing decisions.
4. Sources of finance: 
       Internal Sources: Retained Earnings, Working Capital, Asset Sales.
       External Sources: Equity Capita, Debt Capital, Leasing, Venture Capital, Government Grants.
5. Dividend: a dividend is a distribution of a company's profits to its shareholders. It's a way for companies to share their earnings with those who own a stake in the business, essentially rewarding them for their investment. Dividends can be paid in cash, additional shares of stock (stock dividend), or other assets. 
6. Working capital:   Working capital is a financial metric that represents a company's short-term financial health and liquidity. It's calculated by subtracting a company's current liabilities from its current assets. In simpler terms, it's the difference between what a company owns (assets) and what it owes (liabilities) within a year. 
7. 100% payout, 0% retention
    Market price per share P = D + (E-D) (r/k ) / k
    D – Dividend per share = EPS x Payout = 20 x 100% = Rs.20
    R – Rate of return = 18%
    K -  Cost of Capital = 10%
    E - Earning per share = Rs. 20
	P = 20 + (20-20)(0.18/0.10) / 0.10
	   = 20/0.10 	=Rs. 200
	Value of firm = no of equity shares x market price per share
		           = 5,00,000 x 200
			= Rs. 10,00,00,000
8. Trading on equity: Trading on equity, also known as financial leverage, refers to using borrowed funds (debt) to increase potential returns for shareholders. It's a strategy where companies leverage their existing equity by taking on debt, with the expectation that the returns generated from the borrowed funds will exceed the cost of borrowing, thereby boosting shareholder earnings per share (EPS). 
9. Undercapitalization: Undercapitalization refers to a situation where a company's financial resources are insufficient to support its operations and growth, meaning it lacks adequate capital to meet its needs. Essentially, the company's actual capitalization is lower than what's required for its operational demands and potential for expansion. This can lead to difficulties in managing day-to-day operations, funding new projects, or weathering unexpected expenses. 
10. Optimum capital structure: The optimum capital structure is the specific mix of debt and equity financing that minimizes a company's overall cost of capital while maximizing its market value. It's the point where the benefits of using debt (like tax shields) are balanced with the increased financial risk associated with higher debt levels. 


11.Computation of payback period (CFAT)
			    Initial Investment		         2,00,000
	Payback period = ----------------------------	=  ------------------  	= 4 years
			        CFAT pa			          50,000

12. Working capital can be categorized into several types: permanent, temporary, gross, net, regular, reserve, seasonal, and special working capital. These classifications help businesses understand their short-term financial needs and manage their assets and liabilities effectively. 
						PART – B
13.	Objectives of Financial Management- Basic objectives are i) Profit Maximization ii) Wealth Maximization.  Other Objectives a) Return Maximization b) Provide support for decision mmaking,C) Manage Risks d) Use Resource efficiently, effectively,and economically e) Provide a supportive control environment, f) Comply with authorities and safeguard assets.
14. 	YEAR 			CFAT(Rs)		Cumulative CFAT (Rs.)
	   1  			1,50,000			1,50,000
2			1,80,000			3,30,000
3			1,50,000			4,80,000
4			1,32,000			6,12,000
5			1,20,000			7,32,000
	Initial investment  - Rs. 5,00,000 
	Rs. 4,80,000 can be recovered in three years. The remaining amount of Rs.20,000 is to be recovered in fourth year.
	Time recovering for earning is Rs.1,32,000 in the fourth year  =12 months.
15. Importance of Cost of Capital- 	i) Captial Budgeting Decision
					ii) Designing the capital structure 
					iii) Deciding about the method of financing
					 iv) Performance of Top Management 
					v) Other areas of decision making.
16. a) Computation of Operating Cycle 
Operationg cycle =  Rawmaterials (days) + WIP (days) +Finished goods (days) + 
Debtors(days) –  Creditors (days) 
			= 60+15+30+60-45=120 days.
       b) Computation of No.Operating Cycles in a year 
	No.Of.Operating cycles in a year = No of days in a year/Operating cycle=360/120=3 cycles
        c) Computation of Average working capital required
	Average working capital = Annual cash opearating expenses/No.of Opearting cycles 
					=150lakh/3 Cycle =50 lakh
17.  50% payout, 50% retention
    Market price per share P = D + (E-D) (r/k ) / k
    D – Dividend per share = EPS x Payout = 6 x 50% = Rs.3
    R – Rate of return = 15%
    K -  Cost of Capital = 10%
    E - Earning per share = Rs.6
	P = 3 + (6-3)(0.15/0.10) / 0.10  =3+4.5/0.10  
  = 7.5/0.10 	=Rs. 75	
18. Role of Finance Manager – i) Forcasting Financial decision 
ii) Financing Decision 
iii) Investment  Decision a) Short Term Decision b) Long term Decision
iv) Deciding overall objectives
v) Supply of funds to all parts of the organisation
vi) Evaluating financial Performance
vii) Financial Negotiation
	
19. Statement showing working capital requirements
			Particulars					    Rs
	Current Assets:
		Stocks(7,50,000 x 2/12)					1,25,000
		Debtors (7,50,000 x 1/12)				62,500
									1,87,500
	(Less)Current liability:
		Creditors (7,50,000 x 2.5/12)				1,56,250
		Net Working Capital 					31,250
	(add) 10% for contigencies (31,250 x 10%)			3,125
		Working capital reqired 				34,375 

20. Significance of Financial Management
The significance of financial management is summarized as given below:
(i) Financial management is essential wherever funds are involved – in a centrally planned economy and also in a capitalist set up. It attempts to use funds in the most productive manner i.e, optimizing the output from the given inputs of funds. It focuses on effective utilization of the most important resource in any activity i.e, money.
(ii) Financial management helps in ascertaining how the firm would perform in future. It helps in indicating whether the firm will generate enough funds to meet its various obligations like repayment of the various installments due on loans, redemption of other liabilities etc.
(iii) Financial management provides complete co-ordination between various functional areas such as marketing, production, etc. to achieve the organizational goals. If financial management is defective, the efficiency of all other departments can, in no way, be maintained. For example, it is very necessary for the finance department to provide finance for the purchase of raw materials and meeting the other day-to-day expenses for the smooth running of the production unit. If finance department fails in its obligations, the production and the sales will suffer and consequently the income of the firm and rate of profit on investment will also suffer. Thus financial management occupies a central place in the business organization which controls and co-ordinates all the other activities in the firm.
(iv) Almost, every decision in the business is taken in the light of its profitability. Financial management provides scientific analysis of all facts and figures through various financial tools, such as different financial statements, budgets etc, which help in evaluating the profitability of the plan in the given circumstances, so that a proper decision, can be taken to minimize the risk involved in the plan.
(v) Savings are possible only when the firm makes substantial profits and maximises its wealth. Effective financial management helps in promoting and mobilizing individual and corporate savings.

21.A Ltd.
Step 1: Sales = 8,00,000
· Variable Cost = 40% of Sales = 3,20,000
· Contribution = Sales − Variable Cost = 8,00,000 − 3,20,000 = 4,80,000
· Fixed Cost = 50,000
· EBIT = Contribution − Fixed Cost = 4,80,000 − 50,000 = 4,30,000
· Interest = 2,80,000
· EBT = EBIT − Interest = 4,30,000 − 2,80,000 = 1,50,000
Leverages:
· OL (A Ltd.) = 4,80,000 / 4,30,000 =1.12
· FL (A Ltd.) = 4,30,000 / 1,50,000 = 2.87
· TL (A Ltd.) = 4,80,000 / 1,50,000 = 3.20
B Ltd.
Step 1: Sales = 7,00,000
· Variable Cost = 40% of Sales = 2,80,000
· Contribution = Sales − Variable Cost = 7,00,000 − 2,80,000 = 4,20,000
· Fixed Cost = 60,000
· EBIT = Contribution − Fixed Cost = 4,20,000 − 60,000 = 3,60,000
· Interest = 1,60,000
· EBT = EBIT − Interest = 3,60,000 − 1,60,000 = 2,00,000
Leverages:
· OL (B Ltd.) = 4,20,000 / 3,60,000 ≈ 1.17
· FL (B Ltd.) = 3,60,000 / 2,00,000 = 1.80
· TL (B Ltd.) = 4,20,000 / 2,00,000 = 2.10

22. Statement showing Net Present Value
	Year 		CFAT(Rs)		PV factor @ 10%		Present Value (Rs)
	  1		4,000			0.909				3,636
	  2		4,000			0.826				3,304
	  3		3,000			0.751				2,253
	  4		3,000			0.583				2,049
	  5 		2,500			0.620				1,550
			500 (scrap)		0.620				    310
		Total present value of cash inflows				13,102
	(less) present value of cash outflow (10,000 x 1)				10,000
			Net present value (NPV)				  3,102
. 
23. (a) Retention ratio – 40 %
	Market price per share = D / k-g
	D – EPS x payout ratio -  14 x 60% - Rs. 8.40 
	K – cost of capital – 15%
	G -  growth rate – retention ratio (b) x rate of return(r)  = 40% x 20% = 0.80 x 100 = 8%	
		Market price per share = 8.40 / 0.15 – 0.08 
= Rs. 120
      (b) Retention ratio – 60 %
	Market price per share = D / k-g
	D – EPS x payout ratio -  14 x 40% - Rs. 5.6
	K – cost of capital – 15%
	G -  growth rate – retention ratio (b) x rate of return(r)  = 60% x 20% = 0.12 x 100 = 12%	
		Market price per share = 5.6/ 0.15 – 0.12 
= Rs. 186.67
      (c) Retention ratio – 20 %
	Market price per share = D / k-g
	D – EPS x payout ratio -  14 x 80% - Rs. 11.20 
	K – cost of capital – 15%
	G -  growth rate – retention ratio (b) x rate of return(r)  = 20% x 20% = 0.40 x 100 = 4%	
		Market price per share = 11.20 / 0.15 – 0.04 
= Rs. 101.81

24.  Cost of sales :
	Net profit = 25% of cost of sales 
	So COS – x    NP – 0.25x
	Sales = cost of sales  + net profit  = x + 0.25x = 1.25x
			13,00,000 = 1.25 x X 
			X = 13,00,000 / 1.25 = 10,40,000
	Weekly sales and cost of sales
		Weekly sales = 13,00,000 / 52 = 25,000
		Weekly cost of sales = 10,40,000 / 52 = 20,000
	Working capital components 
		Debtors – 10 weeks credit on sales = 10 x 25,000 = 2,50,000
		Stock – 8 weeks of cost of sales = 8 x 20,000 = 1,60,000
		Creditors – 4 week credit on cost of sales =  4 x 20,000 = 80,000
	Net working capital (NWC)
		= Debtors + stock - creditors 
		= 2,50,000 + 1,60,000 – 80,000 = 3,30,000
	Add 20% contigency 
		= 3,30,000 x 1.20 = 3,96,000
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