THE OPEN UNIVERSITY OF SRI LANAKA

MASTER OF BUSINESS ADMINISTRATION IN HUMAN RESOURCE
MANAGEMENT

FINAL EXAMINATION - 2020

AFP9332 / MSP9332 - MANAGERIAL FINANCE

DURATION - THREE (63) HOURS

Date: 04™ April 2021 Time: 9.30 am — 12.30 pm

Answer Five (05) Questions only.
All Questions carry equal Marks,
Use of non-programmable calculate is allowed.

Question No. 01

1. What do you mean by finance? (05 Marks)
2. Brietly explain the key functions of a financial manager with suitable examples.
(09 Marks)
3. “Profit Maximization is considered as an inferior objective”. Do you agree? Explain.
{06 Marks)
Question No. 02
1. Blaborate the Structure of the Financial System in Sri Lanka. (08 Marks)
2. Discuss the Importance of Financial Intermediaries within a Financial System.
(06 Marks)
3. What do you mean by agency problem?
Explain, how the agency problem can be mitigated. {06 Marks)

Question No. 03

1. “The time value of money concept is used predominantly in financial decision
making” Do you agree? Explain. (06 Marks)

2. MAGA PLC has decided to make a fixed deposit of Rs. 200,000 in the bark for a
one-year period. The bank pays an annual interest rate of 12%.

i.  What is the value of the deposit at the end of the year, if the bank compounded

the interest quarterly? (03 Marks)
fi. Calculate the effective rate the MAGA can earn through the fixed deposit.
(03 Marks)

3. Suppose that you are tying to obtain a bank loan of Rs. 1000,000/=. The annual
interest rate is 15% and the loan will be played back in four (04) equal annual
installments. You are required to;

i.  calculate the annual instalment _ (03 Marks)
il.  prepare a loan amortizations schedule, (05 Marks)
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Question No, 04

The financial statements of the Kach Industries for the yere ended 31* December 2020 are

given below,

Kach Industries Income statement
for the year ended 31* December 2020

Kach Indusiries Statement of financial
Position as at 31% December 2020

Sales revenue 160,000
Less: Cost of goods sold 106,000
Gross profits 54,000
Less: Operating expenses -
Selling expense 16,000
General and admin. expenses 10,000
Lease expense 1,000
Depreciation 10,000
Total operating expense 37,000
Operating profits T,o&i“
Less: Interest expense 6,100
Net profits before taxes T 10,900
Less: Taxes (40%) 4,360
Net profits after taxes _W

Assets

Cash 500
Marketable securities 1,000
Accounts receivable 25,000
Inventories 45,500
Total current assets W
Land W
Buildings and equipment 90,000

Less: Accumulated Depreciation 38,0600

The firm has 3000 outstanding common
stocks and the market price is Rs. 25/=,

o
Current ratio 1.8
Quick ratio 0.7
Inventory Turnover 2.5
Average collection period 37 days
Debt ratio 65%
Times interest earned 38

Analyze the Kach Industries financial condition in terms of liquidity, activity, debt,

profitability and market performance.

Net fixed assets 78,000
Total assets 1—50,0_66—
Liabilities and Equity
Accounts payable 22,000
Notes payable 47,000
Long-term debt 22,950
Total Habilities W
Common stock 31,500
Retained earnings 26,550
Total stockholders” equity W_SO_
Total liabilities and equity 150,000
Gross profit margin 38%
Net profit margin 3.50%
ROA 4%
ROE 9.50%
EPS 2
P/E ratio 10,32
(20 Marks)




Question No. 05

1. Explain the key characteristics of the bonds. (08 Marks)

2. Assume that 05 years ago, a 10-year bond was issued. The par value is 100/=. it
promises to pay 8% coupon interest each year. The market required rate of return on
this and comparable bonds is 6% per year and the market price of this bond is Rs.
102.25. Do you buy this Bond? Justify your answer. (06 Marks)

3. Explain, how we can use the Cash Conversion Cycle (CCC) to manage working
capital requirements of a business organization. (06 Marks)

Question No, 06

1. “Cost Volume Profit (CVP) analysis is not appropriate for long term decision
making” Do you agree? Expilain. (06 Marks)

2. Following are the cost estimates related to manufacturing and selling of 25000 units
of a new product during the next three months.

Rs.
Sales price 120 /=
Variable cost
Direct material 60/=
Direct wages 40/=
Fixed manufacturing cost 250000/~

Fixed selling and distribution cost 200000/~ .

You are required to calculate;

i.  Contribution (02 Marks)
ii.  Contribution/Sales Ratio (02 Marks)
ifi.  Breakeven Point in units and value (02 Marks)
iv.  Margin of safety (02 Marks)

3. The following table shows the specific costs, values and the sources of capital of
MAC Tools. The income tax rate of the company is 30%.

Source of Capital Market Value (Rs.) | Cost (Before Tax)
Bonds 700,000 6%
Preferred Stock 280,000 12%
Common Stock 420,000 16%
i. Calculate the weighted average cost of capital. (04 Marks)
ii. Explain how can we use the weighted average cost of capital in investment
decision making. (02 Marks)
-All rights reserved-







Table 1- Present Value Interest Factors for One Dollar Discounted at k Percent for n Periods: PVIF . ,=1/(1+ k)"

Periot 1% 2% 3% 4% 5% 6% 7% 8% 9% 10% 11% 12% | 13% 14% 15% 16% 20% 24% 25% 30%
i 0.9901 | 09804 | 0.9700 | 09615 | 0.9524 | 0.9434 | 0.9346 | 09255 | 09174 | 0.9091 | 09009 | 0.8929 | 0.8850 | ¢.8772 | 0.5606 0.8621 | 0.8333 | 0.8065 | 0.8000 | 0.7692
2 09803 | 09612 | 09426 | 0.9246 | 0.9070 | 068200 | 0.8734 | 08573 | 0.8417 | 0.8264 | 0.8116 | 0.7972 | 0.7831 07695 | 0.7561 | 0.7432 | 0.6844 | 0.6504 | 0.6400 | 0.5%17
3 09706 | 05423 | 09151 | 0.8860 | 08638 | 08396 | £.8163 | 07938 | 0.7722 | 07513 | 0.7312 | 0.7118 | 0.6931 | 0.675¢ | 0.6575 | 0.6407 0.5787 | 0.5245 | 0.5120 | 0.4552
4 0.9810 | 0.8238 | 0.8885 | 0.8548 | 0.8207 | 07921 | 0.7629 | 0.7350 | 07084 | 0.6830 | 0.6587 | 0.6355 | 0.6133 | 0.5921 | 0.5718 0.5523 | 0.4823 ! 0.4230 | 04098 | 0.3501
HS 0.9515 | 0.8057 | 0.8626 | 0.8219 | 0.7835 | 0.7473 | 0.7130 | 0.6806 | 0.6499 | 0.6209 } 0.5935 | 0.5674 | 05428 | 0.5194 | 0.4972 0.4761 | 04019 | 0.3211 | 0.3277 | 0.2633

0.9420 | 0.8380 | 0.8375 | 0.7903 | 0.7462 | 0.7050 | 05663 | 06302 | 0.5963 | 0.5645 | 0.5246 | 0.5068 | 04803 | 0.4556 } 0.4323 | 04104 0.3349 | 0.2751 | 02621 | 02072

09327 | 08706 | 0.8131 | 07509 | 0.7107 | 08651 | 0.6227 | 05835 | 0.5470 | 0.5132 | 0.4817 | 04523 | 04251 | 0.3996 | 0.37%9 0.3538 | 0.2791 | 0.2298 | 0.2097 | 0.1594

09235 | 0.8535 | 07804 | 07307 | o.6768 | 06274 | 05820 | 05403 | 0.5019 | 0.4665 | 04338 { 04039 | 03762 0.3506 | 0.3269 | 0.3050 | 02326 | 04789 | 01673 | 0.1226

LR b L

05142 | 08368 | 0.7664 | 0.7026 | 6.6446 | 0.5919 | 0.5439 | 0.5002 | 0.4604 | 0.4241 | 03908 | 0.2606 | 0.3329 | 03075 | 0.2843 i 0.2630 | 0.4938 0.1443 | 01342 | 00943

19 09053 | 0.8203 | 07441 | 0.6756 | 0.6139 | 0.5584 | 0.5083 | 0.4632 | 04224 | 63855 | 0.3622 | 0,322¢ | 0.2846 | 0.2697 | 0.2472 0.2267 | 0.1615 [ 0.1164 | 01074 | 0.0725

" 0.8963 | 08043 | 0.7224 | 0.6496 | 05847 | 0.5268 | 0.475% | ©.4289 | 0.3875 | 0.3505 | 0.3173 | 0.2875 | 0.2607 | 0.2366 | 0.214% | 0.1954 | 0.1346 0.0938 | 0.0859 | 0.0558

12 0.8372 | 07885 | 0.7014 | 06246 | 0.5568 | 0.4970 | 04440 | 0.3974 | 0.3855 | 0.3186 | 0.2858 | 0.2567 | 0.2307 | 0.2076 | 0.186% 0.1685 | 0.£422 | 0.0757 | 0.0687 | 0.0429

13 08787 | 07730 | 0.6810 | 6.6006 | 0.5303 | 0.4688 | 0.4150 | 03677 | 03262 | 02897 | 0.2575 | 0.2292 | 02042 | 0.1821 | 0.1625 09452 | 0.0935 | 0.0610 | 0.0550 | 0.0330

14 0.8700 | 07579 | 0.6611 | 0.5775 | 05051 | 0.4423 | 0.3878 | 0.3405 | 0.2992 | 0.2633 | 0.2320 | 0.2046 | 0.1807 | 01597 | 0.1413 | 09252 ] 0.0779 | 0.0402 | 0.0440 | 0.0254

i5 0.8613 | 07430 | 0.6419 | 05553 | 0.4810 | 04473 | 0.3624 | 0.2152 | 02745 | 0.2304 | 0.2000 | 04827 | 01599 | 0.14401 | 0.1229 01079 | 0.0649 | 0.0337 | 0.0352 ! 0.0185

16 0.8528 | 0.7284 | 0.5232 | 05339 | 0.4581 | 0.3926 | 0.3387 | 02918 | 0.251% | 02976 | 0.4883 | 0.1631 | 0.1415 | 0.1229 | 01069 0.0930 | 0.0541 | 0.0320 | ©.0281 | 0.0150

17 08444 | 0.7142 | 0.6050 | 0.5134 | 0.4363 | 03714 | 03166 | 02703 | 0.2311 | 0.1978 | 0.1696 | 0.1456 | 0.4252 | 0.1078 | 0.0929 0.0802 | 0.0451 | 0.0258 | 0.0225% [ 0.0116

i3 0.8360 | 07002 | 0.5872 | 0.4936 | 0.4155 | 03503 | 0.2959 | 0.2502 | 0.2120 | 0.1799 | 0.1528 | 0.1300 | 0.1108 | ©0.0945 | 0.0808 { 0.0681 ) 0.0376 | 0.0208 0.0180 | 0.0089

19 0.8277 | 0.6864 | 0.5703 | 0.4746 | 03957 | 0.3305 | 02765 | 02317 | 0.1945 | 01635 | 0,4377_| 0.1161 | 0.0081 | 0.0829 ; 0.0703 | 0.0596 0.0312 | 0.0163 | 0.0144 | 0.0068

20 0.8195 | 0.6730 | 0.5537 | 0.4564 | 0.3769 | 0.3118 | 02584 | 6.2145 | 01784 | 0.1486 | 0.1240 | 0.4037 | 0.0868 | 0.0728 | 0.0611 0.0594 | 0.0261 | 0.0135 | 0.0115 | 0.0053

08114 | 05598 | 6.5375 | 0.4388 | 03583 | 02s42 | 0.2445 | 04967 | 01637 | 01354 | 04147 | 0.0926 | 00768 | 0.0638 | 0.0531 | 9.0443 | 0.0247 0.1108 | 0.0092 | 0.0040

0.8034 | 06468 | 0.5249 | 0.4220 | 0.3418 ; 02775 | 02257 | 0.1839 0.1502 | 04228 | 01007 | 0.0826 | 0.0680 | 0.0560 | 0.0462 | 0.0362 0.0181 | 0.0088 | 0.0074 | 0.0031

0.7854 | 0.6342 | 0.5067 | 0.4057 | 0.3256 | 0.2618 | 0.2402 | 04703 | 0.1378 | 0147 | 0.0907 | 0.0738 | 0.0601 | 0.0491 | 0.0402 | 00329 | 0.015 { 0.0071 | 6.0059 | 0.0024

07876 | 0.6217 | 0.4919 | 03901 | 0.3901 | 02470 | 04971 | 04577 | 0.4264 | 0.1015 | 0.0817 | 0.0859 | £.0532 | 0.0431 | 0.0349 | 6.0284 | 0.0126 | 0.0057 ; 00047 | 0.0018

BiRBNIR

0.7798 | 06095 | 04776 | 0375t | 0.2852 | 0.2330 | 0.1842 | 01450 | €.1760 | 0.0923 | 0.0736 | 0.0588 | 0.0471 | 0.0378 | 0.0304 | 0.0245 | 0.0105 0.0046 | 0.0038 | 0.0014

30 07418 | 05521 | 4120 | 02083 | 0.2314 | 04741 | 01314 | 00984 | 09754 | 6.0573 | 0.0437 | 0.0334 | 0.0256 | 0.0196 | 0.0151 | 0.0116 0.0042 | 0.0016 | 0.0012 *

35 0.7059 | 05000 | 0.3554 | 0.2534 | 01843 | 0.4304 | 0.0937 | 0.0676 | 0.0490 | 0D.0356 ; 0.0259 | 0.0185 | 0.0138 | 0.0102 | 0.0075 ;| 0.085% i 0.0017 0.0005 * =
36 0.6085 | 04802 | 0.3450 | 0.2437 | 01727 { 04227 | 0.0875 | 0.0626 | 0.0449 | 0.0323 | 0.0234 | 0.0169 | 8.0123 | 0.0089 | 0.0065 | 0.0048 | 0.0014 > * *
40 0.6717 | 0.4529 | 0.3088 | 02083 | 0.1420 | 0.0972 | 0.0668 | 0.0460 | 0.0318 | 0.0221 | 0.0154 | 0.0107 | 0.0075 ; 0.0053 | 0.0037 0.0026 | 0.0007 > i -
50 0.6080 | 0.3715 | 0.2281 | 0.1407 | 0.0872 | 0.0543 | 0.0338 | 0.0243 | 0.0134 | 0.0085 | 0.0054 | 0.0035 | 0.0022 | §.0014 | 0.0008 0.0006 * * v *
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