THE OPEN UNIVERSITY OF SRI LANKA
MASTER OF BUSINESS ADMINISTRATION IN HUMAN RESOURCE
MANAGEMENT

FINAL EXAMINATION - 2019

MSP9332/MCP2132 - MANAGERIAL FINANCE

DURATION THREE (03) HOURS

DATE: 07.12.2019 TIME: 09.30 am to 12.30 pm

Important Instructions:

Total number of questions - Six (06), Answer any five (05) questions. All questions carry equal
marks. Show all workings. Use of Non-programmable calculator is allowed.

Question No, 01

L.

2.

Define Financial Management, (2 Marks)
Describe four (04) main legal form of Business Organizations, (2 Marks)
“Wealth Maximization is considered as the superior objective of the Financial
Management™ Discuss, (6 Marks)
Explain the role of Financial Manager within a business organization. (6 Marks)
What is meant by Agency Problem? (4 Marks)

Question No. 02

L.

2.

“Financial system is the lifeblood of economic development” Discuss
(5 Marks)

Explain the difference between Money Market and Capital Market while highlighting the
different types of securities (raded in each market. (4 Marks)

What is meant by Time Value of Money (TMV) and why do people require a premium
for time. (4 Marks)

Suppose, you are about to apply for a personal loan of Rs. 100,000/= rupees at an interest
rate of 6% and your plan is to pay the loan back in four (04) equal annual installments. You
are required to prepare an Amortization Schedule using above information.

(7 Marks)




Question No. 03
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Following information is extracted from the financial statements of Keller Manufacturing Ltd.

published for the years 2017 and 2018.

Income Statement (Rs. ‘000)

2017 2018
Sales revenue 3,074 2,567
Less: Cost of goods sold (2,088) (1,711)
Gross profits 986 856
Less: Operating expenses
Selling expense (100) (108)
General & administration expenses (229) (222}
Depreciation expense (239 (223)
Operating profits 418 303
Less: Interest expense (93) (1)
Net profits before taxes 325 212
Less: Taxes (94) (64)
Net profits after taxes 231 148
Less: Preferred stock dividends (10) (10
Earnings for common stockholders 221 138

Statement of Financial Position (Rs. ‘000)

Assets 2017 2018
Current assets A
Cash 363 288
Marketable securities 68 51
Accounts receivable 503 365
Inventories 289 300
Total current assets 1,223 1,004
Non-Current Assets
Land and buildings 1,123 1214
Machinery and equipment 934 847
Furniture and fixtures 179 157
Vehicles 138 48
Total Non-Current Assets 2,374 1,952
Tatal assets 3,597 3270




Liabilities and Stockholders’ Equity

Current liabilities

Accounts payable

Notes payable

Accruals

Total current liabilities

Long-term debt

Total liabilities

Stockholders’ equity

Preferred stock 5%, RS, 100 par, 2,000 shares
Stated Capital-100,000 shares

Retained earnings

Total stockholders’ equity

Total liabilities and stockholders’ equity

Note:

382 270
79 99
159 114
620 483
1023 967
1643 1459
200 200
619 619
1135 1001
1954 1820
3597 3270
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a. 80% of the cost of goods sold is equal to the annual purchases of the company,

b. The current market price of a share is Rs. 35/=

1. You are required to calculate the following ratios for both accounting years 2017 and

2018
i Gross Profit Ratio vi
11 Net Profit Ratio vii
iii  Return on Equity viii
iv. Current Ratio X
v Quick Assets Ratio X

Debt Ratio

Inventory Turnover
Average Collection Period (ACP)
Average Payment Period (APP)

Earnings Per Share (EPS)

(15 Marks)

2, Interpret the above financial ratios you calculated in terms of liquidity, activity, debt and

profitability of the Keller Manufacturing Ltd.

Question No. 04

1. What is meant by relevant cost? Explain with examples.

(5 Marks)

(3 Marks)

2. Cost-Volume-Profit (CVP) Analysis is an important tool for short-term planning and

making decisions in the business environment. Do you agree? Explain.

(4 Marks)




3. LECO Corporation sells toys and the relevant information is given below.

Selling price per unit
Direct materials per unit

Direct manufacturing labor per unit

Fixed costs

Rs.

20.00
4.00

1.60
96,000.00
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The company is expecting to sell 15000 units and the sales commission is 12% from the unit price

You are required to calculate;

i,
il
.
iv.
V.
vi.

contribution margin per unit
profit volume ratio

total profit

break-even point in units
margin of safety

(2 Marks)
(2 Marks)
(2 Marks)
(2 Marks)
(2 Marks)

number of units the company must sell in order to yield a profit of Rs. 144,000/=

Question No. 05

(3 Marks)

1. “Capital budgeting is one of the most important decisions a Financial Manager can
make” Do you agree? Explain.

(6 Marks)

2. Assume that you are the financial manager of the MAGA Ltd. Following information is
related to one of their construction projects. The initial capital expenditure and the net cash
inflows of the project are given as follows, The required rate of the return of this project is

10%.

Capital expenditure
(Rs.”000) Year |

Net Cash inflows (Rs.”000)

Year2 Year3

Year 5

300,000 60,000 90,000

100,000 120,000 80,000

You are required to calculate;

i
il.
ii.

iv.

Payback period of the project
Net Present Value (NPV) of the project

Internal Rate of Return (IRR) of the project

Do you undertake the above project? Justify your answer,

(2 Marks)
(4 Marks)
(4 Marks)
{4 Marks)




00057

Question No. 06

1.

“Maintaining an optimum synergy between liquidity and profitability is vital for any
business organization” Discuss, (5 Marks)

Explain the term working capital and distinguish between permanent and temporary
working capital (use relevant illustration), (5 Marks)

Kaller Manufacturing Ltd. estimates the following costs for each component in its capital
structure:

Source of Capital Cost
Bonds 10%
Preferred Stock 11.90%
Common Stock 16.5%

The tax rate applicable for Kaller Manufacturing Ltd. is 40%.

Calculate the Weighted Average Cost of Capital (WACC) of the Kaller Manufacturing
Ltd, if the desired capital structure is 40% debt, 10% preferred and 50% common equity.

(6 Marks)
A Treasury Bond matures in 8 years from today. The par value is Rs. 1000/= and coupon
interest is 14% per year. Calculate the current value of the bond, if the required rate of

return is 8% per year.
(4 Marks)

Copy Right Reserved
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