UNIVERSITY OF RUHUNA

Faculty of Engineering

End-Semester 5 Examination in Engineering: December 2020

Module Number: IS 5302 Module Name: Financial Management

[Three Hours]
[Answer all questions]

Q1. a) i. Define accounting

(01 Mark)

ii. Discuss the objectives of accounting.
(01 Mark)

b) What are the various interested parties which use accounting information?

(02 Marks)
c) The following balances have been extracted from the books of Jim Ltd as at 31
March 2019:
Dr Cr
Rs.”000 Rs.”000
Advertising 300
Bank 1100
Creditors 1200
Debtors 11800
Furniture and fittings:
At cost 2000
Accumulated depreciation (at 01.04.18) 900
Directors’ fees 600
Profit and loss account (at 01.04.18) 800
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Purchases 12400

Rent and rates 1000
Sales 27000
Share capital (issued and fully paid) 7000
Stock (at 01.04.18) 1600
Telephone and stationery 500
Travelling expenses 200
Vehicles:

At cost 4000
Accumulated depreciation (at 01.04.18) 1000
Wages and salaries 2400

37900 37900
Additional information:

1 Stock at 31 March 2019 was valued at Rs 1,400,000.

2 Furniture and fittings, and the vehicles are depreciated at a rate of 15 percent
and 25 percent, respectively, on cost.

3 Corporation tax owing at 31 March 2019 is estimated to be Rs 2,500,000.
4 A dividend of 40% per share is proposed.
5 The company’s authorized share capital is Rs 10,000,000 of Rs 1 ordinary shares.

Required:
1. Prepare Jim Ltd.’s Trading and Profit and Loss account (Income Statement) for the
year to 31 March 2019.
(10 Marks)

ii.  Prepare a Balance Sheet (Statement of Financial position) as at that date.

(10 Marks)
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Q2.

a) What is cost-volume-profit (CVP) analysis, and how is it used for decision
making?

(02 Marks)
b) How are CVP calculations performed for multiple products?

(02 Marks)
c) The latest financial year of STS Manufacturing Limited is as follows:

Rs "000 Rs 000
Sales (22,000 units) 3,300
Direct materials 726
Direct labour 374
Production overheads 798
1,898
Gross profit 1,402
Selling overheads 1,042
Net profit 360
The variable production overheads were Rs. 9 per unit while the variable selling
overheads were Rs. 11 per unit.
Required:

i Calculate the Break Even Point in units and the margin of safety in units for the
latest financial year.
(04 Marks)
ii. The company has a capacity of 30,000 units per year. Management is not happy
with the financial performance for the last year, and two courses of action for
the coming year were proposed in the recent management meeting.
a. The sales manager believed that unit volume would increase by 30% with

the incurrence of Rs 200,000 on advertising.
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b. The general manager considered that full capacity could be reached if the
selling price were cut by 10%. In addition, the direct material cost would be
reduced by 5% following a minor modification of the specification of the

product.

Calculate the Net profit of the business under each alternative.
(04 Marks)

Q3. a) Define limiting factor and how should a company determine its optimal product

b)

mix when a limiting factor exists?
(04 Marks)

A company manufactures two products (X and Y) in one of its factories.
Production capacity is limited to 85,000 machine hours per period. There is no
restriction on direct labour hours

The following information is provided concerning the two products.

Product X Product Y
Estimated demand (‘000 units) 315 185
Selling price (Rs.Per unit) 11.20 15.70
Variable cost (Rs.Per unit) 6.30 8.70
Fixed cost (Rs.Per unit) 4.00 7.00
Machine hours (per ‘000 units) 160 280
Direct labour hours (Per * 000 units) 120 140

Fixed costs are absorbed into unit costs at a rate per machine hour based upon full

capacity.
You are required to calculate the product mix and the maximum profit of that

product mix. (08 Marks)
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Q4. a) What is an investment?

b) What are investment appraisal techniques? Briefly Explain.

(01 Mark)

(02 Marks)

c) The following data are supplied relating to three investment projects, only one of

iil.

which may be selected:

Capital Rs’000
cost

Project A 300
Project B 500
Project C 450

Year Net cash Net cash Net cash
inflows inflows inflows
Rs’000 Rs’000 Rs’000

Project A | Project B | Project C

UNIVERSITY OF RUHUNA
LIBRARY

FACULTY OF ENGINEERING
GALLE

Year 1 79 100 50

Year 2 125 200 75

Year 3 125 300 250

Year 4 100 300 300

Year 5 75 150 200
Required:

Calculate for each project:

Payback period
Average annual rate of return

Net present value (discount rate 8%)
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Annexure J
Téblé'l : PresentValue Faclm"ola Lump Sum (PVF, iRe1 )
. [nicresi faie . ]
Year 1% 2% s 1% . % 6 0 T% 40, 9% 1% 114 12% 13% 190%
! 0990 0080  0071- © 0962  .0952 0943 ° 0935 ° 0826 0917 0909 0501 0893 0885 . 0877
2 098 0961 0943 0325 0907 0890 0873 0857 . 0842 _ 0826 - 0812 0797 0783 0769
3. 0.971 0.942 0915 - 0889 0864 0840 0816 078 . 0772 0751 0731 0712 0693 * 0675
4 0.961 0.924 0.888 0855 0.823 0792 0763 . 0735 0708 -. 0683 0659 0636 710.613l o gse2
E 0.951 0906 0863 - 082 - 0784 0747 - 0713 0681, 0650 0621 0593 - 0567  0.543 0.519
6 0.942 0.888 0.837 0790 . 0.746 0705 0666 - 06%0. 059 . 0568 - 0.535 0.507 0.480 0.456
|2 0.913 0871 - 0813 0760 0711 - 0665  0.633 0583 - 0.547 . 0.513 0.482 0452 0425 . 0.400
8 0,023 0.853 078 0731 0677 0627 . 0.582 0540  0.502. 0467 .~ 0434 0404 0376 0.351
D 0.914 0.837 0766 0703 .- 0.645 0.592 0544 0500  0460.  0.424 0391 0361 © 0333- 0308 -
10 0905 0.820 0.744 0676 © 0614 . 0558 0508 0463 0422 0.386 0352  -.0322. 0295 0270
1 (1196 0804 © 0722 . 0650 0585 0527 0475 0429 0.388 0350 0317 - 0287 0.261 0.237
12 0887 0788 0.701 0625 - - 0557 *~ 0497 - 0444 . 0397 . 0356 - 0319 . 0286 0257 0.231 0.208
13 0879 073 . 0681 0601 0510 - 0469 0415 . 0365 - 0326 ~030. 0258 0229 - .0204 0182
4 0870 - 0758 0661 .- 0577 0505 0442 0388 0340 - 0299 - 0263 0232 0205 081 0.160.
IS 0861 . 0743, 0.642 0555 048] 0417 0362 - 0315 0275 0239 0209 0.183 0.160 0.140
16 (.83 0228 0623 053 - 0458 0394 0339 0292 © 0252 0218 0188 0.163 0.141 0.123
A 0.844 0714  0.605 0513 0436 0371 0317 0270 0231 0.198 ©  0.170 0.146  0.125 0.108
‘I8 (436 0700 0587 © 049 - 0416 0350 ' 0296  .0250 0212 . _ 0180 0153 0130 0Ll 0.095
19 0828 - 0686 0570 0475 0396 0331 0.277 0232° 0194  0.164 0138 0.116 - 0.098 0.083.
20 0.820 0.673 0554 0456 . 0377-- 0312 0258 0215 0178 0.149  0.124 0104 0.087 0.073
.25 0780 0.610 0478 0375. 0295 . 0233  0.84 0.146 0116 0092 , 0.074 0059  0.047 0.038°
30 02 05s2 0412 © 0308 0231  .0.74 - 0431 0099 0075 0057 ; 0044 0033  .0.026 0020
140 0672 -+ 0.453 0307 0208 0142 . 0097 o067 . o046 - 0032 0022 0015 001l 0.008 0.005
50 0.608 0228 . 0141, C 0087 0054 . 0034 0021 0013 0.009  0.005 0.003 0.002 0.001
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Table § Contd.

Interest Rate

Year  15% 16% 17% 18% 19% 20% 21% 22% 23% “24% 25% 30% 0%
1 0.870 0.862 0.855  0.847. 0.840 0.833 0.826  0.820 0.813. . 0806 0.800 L0769 - 0.714
2 0.756 0.743 0.731 0.718 0.706 0.694 0683 0672 0.661 0.650 0.640 0.592 0.510
3 0.658 10.641 0624  0.609 0.593 . -0.579 0.564  0.551 0.537 0.524 0.512 0.455 0.364
4 0.572 0.552 0534 0516 0.499 0.482 0467 0.451 0.437 0.423 0.410 0.350 0.260
5 0.497 0476 0456 0437 0.419 0402 0386 0370 0.355 0.341 0.328 0.269 0.186
6 0.432 0.410 0390 0370 - 0352 0335 0319 0303 0.289 0.275 0.262 0207 0133
z, 0.376 0.354 0.333 0314. 0296 0279 0263 0249 - 0235 0222 © 0210 0.159 0.095
3. 0.327 0.305 0.285 - 0.266 0.249 0.233 0218  0.204 0.191 0179 0.168 0.123 0.068
9 0.284 0.263 0243 0225 V0209 . 0.194 0180  0.167 0.155 0144 - 0.134 ©0.094 0.048
10 0.247 0227 0208 . 0.191 0.176 0.162 0.149 . 0.137 0.126 0.116 0.107 0.07) 0.035
11 0.215 0195 0178 - 0.'16'2 0.148 -~ 0.135 6.123 0.112 0.103 0.094 0.086 0.050 0.025
12 0.187 0.168 0.152. 0137 0.124 0.112 0102~ 0.092 0.083 10,076 0.069 0.043 0.018
13 0.163 0.145 - 0130 0116 - 0.104 0.093 0.084 0075 0.068 0.061 0.055 0,033 0.013
14 0.141 0.125 0.111 0.099 0.088 0.078 0069 0.062 0.055 . . 0.049 0.044 10.025 0.009
15 0.123 0.108 0095 0.084 0.074 0.065 © 0057 0.5 0045  0.040 0.035 0.020 0.006
16 0.107 0.093 0.081 0.071 0.062 0.054 0047 . * 0.042 0.036 0.032 0.028 0.015 0.005
17 0.093 0.080 0069  0.060 0.052 0,045 0.039  "0.034 0.030 0.026 0.023 0.012 0.003
18 0.081 £0.069 0.059 . 0.051 0044 0038 0032 0.028 0.024 0021 0018 0.009 0.002
19 - 0.070 0.060 o051 . 0043 0037 0031 0027 0023 0.020 0017 0014 0.007 0.002
20 0.061 0051 0043 0.037 0.031 0.026 0022 0019 0.016. 0.014 0.012 0.005 0.001
25 0.030 0.024 0020  0.016 0.013 0.010 0.009 0007  ° .0.006 0.005 0.004 0.001 0.000
30 0.015 0.012 0.009 - 0007 - 0.005 0.004 0003 0.003 0.002 ° 0.002 0.001 0.000 0.000
a0 0.004 0.003 0.002 0001 0.0l 0.001 - 0000 0.000 10.000 0.000 0.000 0.000- 0.000
50 0.001 0001 < 0000  0.000 0.000 0.000 0000  0.000 - 0.000 0.000 0.000 0.000 0.000




Table Q PresentValue Factor of an Annuity (PVFA) of Re 1

3 ]nlcrz:qu!e .
Year 1% 2% 3% 4% 5% 6% 1% 8% 9% - 10% 11% 2% 13% 14%
1 0.990 0.980 0971 0962 0952 0943 0.935 - 0.926 0.917 0.909 0901 © 0893 0.885 0.877
2 1.970 1.942 1.913 1.886 1859 1.833 1.808 1783 1759 1.736 1213 1.690 1.668  1.647
32541 2.884 2.829 3975 2723 2.673 2.624 25717 253r 2487 2.444 2.402 2.361 2392
4 3.902 3808 . 3.717 3.630 3546 3.465 3.387 3312 3240 3170 3.102 3.037 2.974 2914
5 4,853 4713 4.580 4452 .4.329 4212 400 3.993 3890 3791 3.69 3.605 3.517 3.433
6 5795 5601 . 5417 5242 S016 4917 4767 4623 | 4486 4355° 4231 4111 3998 3889 "
7 6728 - 6472 6.230 6002 5786 5.582.° 5389 - 5.206 5.033 4.868 4.712 4.564 4.423 4.288
8 7.652 7.325 7.020 6.733 6463 6210 5.971 5.747 5535 5.335 5,146 4.968 4.799 4.639
9 RS0 8162 7.786 7.435 7008 6.802 6.515 6.247 5.995 5.759 5537 5328 . 5132 4.946
0" 9.411 §983 8530 8.011~.7722 7360 7.oi4_ 6.710 6418  6.145. ~ 5.889 5650 5.426 5.216
g 10.368 9.787 9.253 8760 8306 7887 . 7.499 7139 6805 6495 6207 5.938 5687 5453
1 1125510875 9.956 9385 VB8 8384 7943 7536 761 68146492 6194 S918.  5.660
13 1213 11348 10.635 9.986 9394 8853 8358 7.904 7487 7003 6750 6.424 6.122 5.842
14 13004 12106 11296 10563 . 9.899 9295 8.745 8244 .- 2786 . 7.367 6982 6628 . -6.302 6.002.
15 13865 12840 11938 . 1L1I8 10380 9712 9108 © 8559 8061  7.606 7.9 6811 . 6462 6142
16 14718 13578 ° 12.561 11.652 ~_|o.sis 10006, - 9.447. . B8SI T 8313 7.824 7379 6.974 6.604 6.265
7 1sse 142 13066 12166 11274 10477 9763 9'.122_ 8.544 8.022 7549 7420 6729 6373
18 16398 14992 13754 T 12659, 169 10828 10,059 9.372 8756 . 8201 7702 . 7250 . 6840 6.467
19 17226 15678 . 14324 134347 - 12085 1L1580 10336 9.604. . 8950 8365 7839 7366 6.938 6.550
20 18.046 16351 74877 13590 12462 11470 - 10.594 9.818 9.129 8514  7.963  7.469 7.025 6.623
28 2000 1953 1h413 15622 0 1409 12983 11654 10675 9823 9077 8422 7.843 7330 6873
30 -2s8h 22396 19.600  17.292 15372 13765 12409 11258 10274  9.427 8.694 8.055 7.496 7.003
40 T 32835 22355 . 23015 19793 17159 15.046 13332 11.925 10757 9.779 8.951 8.244 7.634. 7.105
0. . 39096 - 3424 - 25230 21082 | 18256 15762 13801 12233 . 10962  9.915 9.042 8.304 7.675 7.133
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Table @ Contd.

; ) Interest Rate . o

Year- © I5% 16% 7% 18%  19% 20% 21% 2% 23% 24%  25% - 30%  40%
1 0.870 0862 0.855 0847 0.840 0.833 0826 0820 0813 0806 0800 0.769 0.714
;4 1.626 1.605 1.585.  1.566 1.547 1.528 1.509 1492 1474 1457 1.440 1.361 1.224
3 2.283 . 2.246 2210 2174 | 2.140 2106 2074 2042 2001 1981 1952 1.816 1.589
5% 2.855 2.798 2743 - 2690 2639 2589 2540 2494 | 2448 2404 2362 2166 1.849
5 3352 3274 3199 - 3127 3.058 2.991 2926 2.864 2803 . 2745 2689 . 243 2.035
6. 3.784 3.685. 1589 3.498 3.410 3.326 3245 3067 3092 3.020 2951 2.643 2.168
7 4160  4.039 3922 . 3.812 3.706 3.605 - 3500 3.416 3.327 3.242 3061 . 2.802 2.263
8 4.487 4344 4.207 4.078 3954 © 3.837 . 3.726 3.619 3.518 . 3.421 3329 2.925 2.331
9 4772 4.607 4.45 4303 . 4.163 4031 3905 3.786 3673 - 3566  3.463 3.019 2:379
10 5.019 4833 . 4659 4494 - ° 4339 U 4092 405 3923+ 399 3.682 357 0 3.092 2.414
1 5.234 5029 . 4836 4.656 . 448 - 4.327 4.1m 4.035 3.902 3776 3656 ¢ 3.147 2.438
12 5.421 5.197 4988 4793 . 4.6l 4439 - 4278 4127 3.985° 3.851 3.725 ~3.190 2,456
13 . ss8 C .s3a2 - s.8 4.910 4715 4.533 4362 4203~ 4.053. 3.912 3780 . 3.223 2.469
14 5.724 5.468 5229 5.008 4802 4611 . 4432 . 4265 - 4108 3.962 3.824 3.249 2.478
1s 5847 5.575 5324 5.092 4876 <4675 4489 4315 4153 4.001 - 3859 3.268 2.484
16 5.954 " 5.668 5405 - 5.162 4938 . - 4730 4536 4.357 4.189 4.033 3887 3.283 2.489
17 - 6047 5.749 5:475 5222 4990 4775 ;4516 . 4391 4219 54059 3910 3295 2.492
18 6128 5818 5534 5213 . 503 ~dsn // 4608 4419 4243 4080 3928° 3.304 2.494
19 . 6198 5877 5584 5316 5070°  4.843 4635 4442 4.263 4097~ 3942 - 3311 2.496
20 6.259 '5.929 5628 5353 5.101 4.870 4.657  4460° 4279 4110 . - 3954 3316 2497
25 6.464 6.097 5766 5467 . . 5195 4948 . 4721 4.514 4323 4.147 3.985 3.329 2.499
30 6566 6177 5829 5517 5235 4979 4746 . 4.534 4.339 4160 3995 3332 2.500
40 6.642 6233 san 5.548 5.258 4997 © 4760 4544 4347 4166 3.999 3.333 2.500

50 6.661 - 6.246 5.880 5.554 5.262 . 4.999 - 4762 . 4.545 - 4.348 4.167 ~ 4.000 3.333 2.500




