THE OPEN UNIVERSITY OF SRI LANAKA

MASTER OF BUSINESS ADMINISTRATION IN HUMAN RESOURCE
MANAGEMENT

FINAL EXAMINATION - 2025

AFP9332 - MANAGERIAL FINANCE

DURATION - THREE (03) HOURS

Date: 09" March 2025 Time: 1.30 pm - 04.30 pm

Instructions: Answer any FIVE (05) questions.
All questions carry equal marks.
Use of non-programmable calculators is allowed.
Each new question must begin on a separate page.

Question 01

a) Explain the primary objective of a firm and justify why it should be the central focus
of financial decision-making. (5 Marks)

b) Discuss the agency problem and suggest methods to mitigate it. (6 Marks)

¢) Explain the three major financial decisions a financial manager must make? Provide
suitable examples. (9 Marks)
Question 02
a) Compare and contrast between primary and secondary capital markets. Provide

suitable examples. (6 Marks)

b) Discuss how financial system facilitates capital formation, investment, and economic
growth. (7 Marks)

¢) Explain why regulatory bodies are essential to ensure efficiency in financial markets?
(7 Marks)

Question 03
a) Explain key differences between common stock and preferred stock. (6 Marks)
b) A company has issued a bond with a face value of Rs.1,000, a coupon rate of 8%, and

a maturity period of 10 years. If the market interest rate (discount rate) is 8%,
calculate the present value of the bond. (7 Marks)

¢) XYZ Ltd. just paid a dividend of Rs. 8 per share, and the dividends are expected to

grow at 5% per year indefinitely. If the required rate of return is 10%, calculate the
present value of the stock. (7 Marks)
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Question 04

a) Define the Weighted Average Cost of Capital (WACC) and explain why it is important
in investment decisions. (6 Marks)

b) Consider a company with the following capital structure: Debt of Rs. 500,000 at an
8% interest rate, Preferred Shares of Rs. 200,000 with a 10% dividend rate, and
Common Shares of Rs. 300,000 with a required return of 12%. Given a corporate tax
rate of 30%, calculate the WACC and interpret its implications for the company's
financial strategy. , (7 Marks)

¢) A company takes a Rs.100,000 loan at 8% annual interest for 5 years, with equal
annual repayments. Calculate the annual installment and prepare the amortization
schedule. (7 Marks)

Question 05

a) Explain the concept of the present value and future value and their significance in
financial decision-making. (7 Marks)

a) Discuss the following capital budgeting techniques highlighting their advantages and
limitations.
Net Present Value (NPV), Internal Rate of Return (IRR), and Payback Period
(6 Marks)

b) Consider a project requiring an initial investment of Rs. 1,000,000, with expected
cash inflows of Rs. 300,000 per year for the coming five years. If the company's
required rate of return is 10%, calculate the Net Present Value and determine whether
the project should be undertaken. (7 Marks)
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Question No. 06
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You are required to assess the financial performance of ABC Ltd. using the data provided
below. Calculate the following key financial ratios and provide a detailed analysis covering
liquidity, profitability, efficiency, debt management, and market valuation.

Current ratio, Quick ratio, Gross profit margin, Net profit margin, ROA, ROE, Average age of
inventory, Average collection period, Debt ratio, Times interest earned, EPS, P/E ratio.

Financial Statements of ABC Ltd.

Income Statement (in Rs'000) Amount
Revenue 2,500
Cost of Goods Sold {COGS) 1,500
Gross Profit 1,000
Operating Expenses 400
Operating Profits (EBIT) 600
Interest Expense 100
Earnings Before Tax (EBT) 500
Tax (30%) 150
Net Profit ' 350
Balance Sheet (in Rs '000) Amount
Cash & Cash Equivalents 200
Accounts Receivable 400
Inventory ‘ 600
Total Current Assets 1,200
Fixed Assets {Net) 2,000
Total Assets 3,200
Accounts Payable 300
Short-term Debt 400
Total Current Liabilities 700
Long-term Debt 900
Equity 1,600
Total Liabilities & Equity 3,200

. Industry
Ratios Average
Gross profit margin 38%
Net profit margin 10%
ROA 9.50%
ROE 18.00%
Current ratio 1.8
Quick ratio 0.7
Average age of inventory 150 days
Average collection period 53 days
Debt ratio 0.65
Times interest earned 3.8
EPS 15
P/E ratio 5

The company has 20000 outstanding common stocks, and the market price of a stock is Rs.

89.50.

(20 Marks)
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