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(iv) drrrntkfi qq-firfi (PI) fiFr {a qfffi Tir
(Nev)r

(v) frffi q''{ + ilqnr,fuic} qil vqlBd rr{+ qr*

tnrcrr (rs )

[This question paper contains 20 printed pages.]
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Er{* frqfttqr

r. {s F;r-c? + ffi A sc{ es rrs ffuffu sr{ qq sq{r

r5mrofrfuv r

e. q$ yr+ * van flfrs r

,

s. q$cri* ir6qqrql r

4. fiuRq *HE+.r sc&r * o-5aR t r

s. oridcdqn{tu *( qBq1q ilfu*rsil qrsc+.T 6-i+fr
w5qfrg,

6. E{nFr-q;r6rr-fl e*ft qrfrfi ffi * r*qq6q, *hi{
nfr rri ql qnaq vo ff et<r qGs r

(a) Investment, Financing and Dividend decisions are

all interrelated. Comment. (7)

(b) An investor is considering the purchase of a bond

that has the following characteristics: the bond

pays l0% per year on its (2000 principal, or face

value. The bond will mature in l0 years. At
maturity, the bondholder will receive interest for
year l0 plus (2000 face value. What is the

maximum purchase price that should be paid for
this bond if the investor requires a l2o/o rate of
return? (8)

t9

w+ rRk, c{ t trd + EM *qit- vt qqFd

F qrrl (2 na irc{ i, arqEr t renre gra qt sz

i sk qffi Em flc+ srr<r irtq q) flrqpr * sq {
$ril-{ot+ fr cvr il oiqAc m d rt sox tr,,

(to )

(e) dftco cofrh * fruh qqRt{ffq *r Fqtft frfrsr

(s)

SPTET

ffifr{d n + ft-d fr< c( ffi.( ffi frRss:

(D'cRuk onq d arrm qM 6 mm d tr<
tt'

(iD ffi rr!* S F-Sq *tu{ *{ qq<rk+, frR{c

* 6q orfi cdrcqr

(iii) "qreflfrs s{ d 6r{fi-d aff * unrao-rl

wfr re n-o cfura-{ q*' fr ffi+-ar t
fftiiR'r *ft ir"
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Glar 11roo uR G*+t) to,oo,ooo

i{M Aq{ (r roo ufr tcr) s,oo,ooo

Eke fur (<ro tfr t+t) zo,oo,ooo

yfuiRa arq s,oo,ooo

ET rrft &Eqr- or qrtqr tfr qrfft'd *<r *r
6rRqr fi{d +6 Gak @ < no, s0rqrfr t+t 62 r rzo

ft Effi *qr @ r zz. c-flrFrd qra mqq sqff{

*:

(i) < roo cR tlqi qc{s c( iflrrk frs ur v+.+

*: eo-s{6cfuftflr, s%qr;rs(, azdfrr
vrrt, F-ff 1;.r <loot

(ii) { too qtq-dr Aq{ {q{m qt snRe frs Er t-+i
*: ts-q{ * qftwcr, 19o," qlrrysr Er, 5o.

"nlfrr drrrfr, G-fi {s rroor

(iii) Efr{E iwq <z yR Aci c*ftr arrn, Ffi 1u

()R

(a) What is the relevance of time value of money in
financial decision making? e)

(b) Assume that a deposit, is to be made at year zero, )
into an account that will earn l0%o compounded
annually. It is desired to withdraw t7000 two years
from now and {5000 five years from now. What
is the size of the year zero deposit that will produce
these future payments? (g)

(a) XYZ & Co. is considering a proposal to replace
one of its plants costing 11,20,000 and having a

written down value of <48000. The remaining
economic life of the plant is 4 years after which
it will have no salvage value. However, if sold
today, it has a salvage vatue of {40,000. The new
machine costing ?2,60,000 is also expected to have
a life of 4 years with a scrap value of t36000.
The new machine, due to its technological
superiority, is expected to contribute additional
annual benefit (before depreciation and tax) of
?1,20,000. Find out the cash flows associated with
this decision given that the tax rate applicable to
the firm is 30%. (The capital gain or loss may be
taken as not subject to tax.) (g)
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(b) Explain the traditional methods of evaluating long-

term projects. Q)

OR

) (u) nsc ltd is considering two mutually exclusive

projects. The after-tax cash flows associated with

these projects are as follows :

Pmjccl I Pr0ject lI

Ilritial Invcstm€nt u.00.000 <2,00,000

Eryected Cash flows at

the end of

Year I < 64.000 0

Year 2 < 64.000 0

Yenr 3 < 64,000 0

Year 4 < 64.000 0

Year 5 < 64" 000 < 400,000

The required rate of return on these projects is

t0%.

(i) What is each project's net present value?

(ii) What is each project's internal rate of
return?

(iii) What has caused the ranking conflict?

t7

t. rrur<r frRq'

(i) vft +q( in< { rfun 1E:

(ii) l,oo,o0o E6r$i[ *t l,2o,ooo sFr{A lrt ftfrq

ftr*q qr wtr

(iii) r,00,000 EqEA st( t,zo,ooo gqr{d vt qRqm<

ftr*w qr wtr

II. r,oo,ooo {6'Ed 3tr l2o,o0o Efi{i t serc<t

gfr + c-ttr d qRqre-* sk ffic ftr*q * qqER

rn tqoft dfrsr (to)

(u) .nrRM ulrfi-n{et wrfi-6-drcR6${rt daHkd

q'qil{ ssrRF-6 g1' qq frfrvr (s)

(a,) PQR RRts am c-dmfr'r{ ffitut ilTflt +,

flqd qrsr Tg $m qr 3c+rr qt+ tfr d qtRt

*re arrr< 6 rrum q.c$ *rftr PQR frftls fr
stffi q& qu gff q<qar *:
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(i) qqfr qil drqnr TrilT qlqrd Hril d&qr qre{

tso ql oc+.r q-d, rq grnn irlvm w ovft
S c-q' tqt 6r rnnR {s an dfrqr

(ii) sqr crrff 6r aFrnr yrffi lr{cn qrfi + fis€
* a3tn EE-dc *? fl)?

(iii) qr€r + mrd + stm, Eqf,.r arqrw lrnm
irgqrd r{ ffi + cs irt ur <ron Tq flr
t? (ro)

(re) t*ffi d{ ilTqrff trfifd 1ff d {-q ra-t dftsr

(s)

gTstal

Jo,) 
tnmr ftfrls d Tfr {rl-{r t (t) rc,oo,ooo (< roo

n+o, t Aqi') fr mnrq Aq( 1.ft .!frr tox E*qt qr

(r) ro,oo,ooo rnka fi G-fr 1u (<) ro rR sorg

+c cft{€frq Erq( (?) o cR E6r{ *t ffftr qq
({) z,oo,ooo *r en++.r rt soz cmd tr ftff <n
r,oo,ooo g+rg* * r,zo,ooo 1rr6et".ro {d+ fr s+d
*r

(iv) Which project should be accepted? Why?

( l5)

(a) Explain with suitable example the arbitrage
process of MM approach to achieve the equilibrium
level. (7)

(b) Two Companies are identical except that A Ltd.
has a debt of 0,00,000 at l0% whereas B Ltd.
does not have debt in its capital structure. The
total assets of both the companies A and B are
same i.e. f20,00,000 on which each company earns
20o/o relurn. Find the value of each company and
overall cost of capital using net operating income
(NOI) approach. Equity Capitalisation rate for B
Ltd. is 15%. The tax rate is 30olo. (S)

OR

(a) The cost sheet of a company provides you the
following estimated cost per unit:

5015 5
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Cost Elements

Raw material

Direct labour

Overheads

Amount Per Unit (<)
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Additional Information :

Level of activitY

Raw materials in store

Work in Progress

Finished goods in stock

Credit allowed bY suPPliers

Credit allowed to debtors

1,56,000 units Per annum

4 weeks

2 weeks

4 weeks

4 weeks

8 weeks

15

dq, *- *qn qa

fi1ffi* an tr{Td uol

ffi 6] qlc aq

vff E6ri fi-fiq Tq

c-dr$SYrrdlr{ffi{rd

+{ nd{

4 1IRIIE

4 iIEIN'

8 (qII6

{25 nR {sr{

2 (qlr6

(<) sopoo
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Selling price Per unit {25 Per Unit

Lag in Payrnent of wages 2 weeks

Cash Balance (() 50,000

Production is carried out evenly throughout the

year (52 weeks) and wages and overheads accrue

similarly. 25% ofsales are on cash basis You are

required to prepare a statement of Working Capital

requirement. ( 15)

(a) PQR Ltd. was started a year ago with a paid-up

equity capital of (t) 40,00,000' The other details

are as under:

sflrfi Q <{ (sz twn 1 d qqrq w t frqr vrdr

* *r {q1t s st{r?q{ {clr sc t h frt i' A-n

23% fi4 inqR q{ +dI *r vAFa odfi-o 1fr t['r

Gq<q +qn dfrsr (ts)

(o,) PQR frRAs d gtflrd c+, <{ rai (t) 4o,oo,oo0

d ts-$c rk& Tff d sls g€ ftr irq ftqtq

frq< l:

qffi 6r erft: (t) 4,oo,ooo

arqrw qr Trtn (<) 3,20,000

stF€-sFh iRtd: 12.5
4

tqt d trdtr: 4o,ooo

P.T.O.



'50ts' t4

(c) z) oqM cq, +S *, frcrq E{+ fr.efrR}s sr roz
rR ?lo,oo,ooo or aq t uqfu' sftffls 6 tff vcdt
t zq qff *r i*- offiril e dr nd Ea wh wn
sqto <zo,oo,ooo * frs qt y-d6 qrft zoz ffi
o.qrfr *l ga vRvm+ flrc (Nor) gHur orsc+t
fi-+ e-++, 6Tfr 6.r Ts ft TS d Ea arrra or
wr oilSr afrfrls + frS EM ifro.{ur r< rsz
*r ct d qr so% it (e)

EI TqT

(q) frff 6trff d arrro rtc qrc-sil yh xor{ frqfrfra
qwE-o amr rem stff *:

5015 7

Earnings of the Company: ({) 4,00,000

Dividend paid: ({) 3,20,000

Price-earnings Ratio: I 2.5

Number of Shares: 40,000

(i) Find the company's dividend payout ratio.
Find the market price of a share of the
company at this payout ratio, using
Walter's model.

(ii) Is the Company's dividend payout ratio
optimal as per the Walter,s model? Why?

(iii) What is the market price of a share of the
company at the optimal dividend payout
ratio as per the Walter,s model? (10)

(b) Distinguish between the permanent and temporary
working capital.

(s)

OR

(a) The capital structure of Ruchika Ltd. consists of
ordinary share capital of (f) 10,00,000 (Shares of

))

)

AFlil iTFT

rfiEI qrfr

rdnT cm

ffi{€

f,RRw vr+firt:

qRRfu qr mr

r*t i q-.qr ro
utt 6d

yfr IR-. ffir ({)

r,56,000 {tc nR q{

4 qqIr6

2 II<IIE

l0

4

6
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(100 each) and (t) 10,00,000 of 10% debentures'

The selling price is ({) 10 per unit; variable costs

amount to (t) 6 per unit and fixed expenses

amount to (?) 2'00,000' The income tax rate is

assumed to be 30%' The sales level is expected

to increase from 1,00,000 units to 1'20'000 units'

I. You are required to calculate:

(i) The percentage increase in earnings per

share:

(ii) The degree of financial leverage at l'00'000

units and 1,20,000 units'

(iii) The degree of opeiating leverage at

1,00,000 units and 1,20'000 units'

II. Comment on the behaviour of operating and

financial leverages in relation to increase in

. production from 1,00,000 units and l'20'000

units. (10)

l3

cq cfr+tr{r* cr fliftd trd s( u% lr

(D n-&5, frtfiI 6r {e c-f{ld{s wr i?

(ii) c-&+' qRfu{r fr sifio Rz* ct wr t?

(iii) tR6lI Rqre (ranking conflict) i6t tst tnr{ol

*?

(iv) fr( qRqtd-{ 6} €sR frcr qnr qrnqr )d+t

(rs )

(o) r-gd-{ R{ d YIK t,,A + fts {rvq gMq fr
<R-qsH yfr-qr (arbitrage process) d srgEFl

gEnKsr + 1IIsr (.E[!iql (z)

5015
5015 8

)

3.

(b) "The assumptions underlying the irrelevance

hypothesis of Modigliani and Miller are unrealistic'"

ExPlain. (5)

qmqqlrlqftd-s{tt

{2,00,000{2,00.000r{Trf}ffi ffa{l

& sia i ordRra rrfiq-drd
{ 64.000s{r 0

0t 64,000s{z
0{ 64,000E{:
0a 64.000Ed+

t 64.000E{s

P.T. O.
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(4) xYZ &Co qc+ q+. q1.c d {rd+* r6ne rR F-qR
q,'{ rff + frrd arrrc o,eo,ooo * sh effir ftfud
{er l4sooo *r wre q.r fu flrffiq, fi-fi I q{ * frrft
qr+ t<rrnr +€ {r*m 1u rfr- *mr srdfu, lrrn E*
srs aqr urcr *, * Eq6r tr*m {Fr lao,ooo *r
{2,60,000 fr arrrc srfr T{ cih{ qr fl-+c-qrfl lft
a q{*+frs+q* ftfrffirdv19136sss g,

.r€ qff{, sq+ n-s+d isil + i6RrT, ll,2o,0oo rrr

nRR'w srffit' w (te-en sk cir t $) t+ fr
v*ftc *r w ff"tc t E.t 16.A n-srg qr q-cr ozn(, qr
H gv fr. r{ c. *.1 5..( fr E{ sox *r (ifrrr6
an qr arR si o'l * s&-* q& *r) (o)

(s) affi cfr+s-{sr * fem{ * c,iffi6 Afu,n, fr
qrcqr dfrsr (z)

$Iurdr

(o') ABC Rfrls a qrwt FRrq qfrfi-u-+* q( h_qR 6{
ra il rr qRfrwqrBil + Et i,-flrQ ;rqe nert (after_

tax cash flowS) Fc y-st ?:

(a) From the following information provided by peR
Itd., you are required to calculate the weighted
average cost ofcapital using market value weights.
The present book value capital structure of peR
Itd is: , )

5015 9
2.

5

)

Debentures (( 100 per debenture)

Preference Shares (? 100 per share)

Equity Shares (? l0 per share)

Retained Eamings

10,00,000

5,00,000

20,00,000

5,00,000

)

All these securities are traded in the capital
markets. Recent prices are: debentures @ tll0.
preference shares @ 20 and equity shares @
?22. Anticipated exrernal financing opportunities
are :

(i) {100 per debentures redeer
year maturity, 8olo coupon !l!!"^:;il:,;
costs, sale price ? 100.

(ii) ?100 preference shares redeemable at par:
l5-year maturity, l0% dividend rate, 5yo
floating costs, sale price ?100.

(iii) Equity shares: ?2 per share floating costs,
sale price ?22.

P.T.O.
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(b) Capital Budgeting decisions are irreversible'

Comment. (5)

10

ln addition, the dividend expected on the equity

shares at the end of the year is (2 per share' the

anticipated growth rate in dividends is 5% and the

company has the practice of paying all its earnings

in the form of dividends' The corporate tax rate rs

3o%. (10)

OR

Write short notes on any thre e of the following :

(i) "Cost of retained earnings is same as cost

of equitY."

(ii) Distinguish between a company's financial

risk and business risk'

(iii) "Business firm working capital needs are

largely determined by operating cycle

len91h."

(iv) ProfitabilitY
Value (NPV)

Index (PI) Vs Net Present

Factors influencing a firm's dividend

l1

(o') frtn, Cniqq ttt aFlrqr ffutq qtr c(sr it'ilttr(

*r tqofr dfrst (z)

(le) ca' fft{r*' \1+' d€ EH qt fraR t6'r rdr t frr6q-

ffikr CM l: d:s sq+<2ooo TilFr zl )

ffid {fl q( nfr s{ lo% ?6I :FflFr qrtr tr d<

o sfr il cftq-fi Etttr qfrq-ffflI qr, d<rnc+ d to

str + frs qm ttr <2ooo ffi{ 1r ff*mt uR

ftt{r6 d 12% Rrd qt qrBs <} Es dc t frs

sfr*.-fi Et-{ 1u wr *ar arBv? (s)

5015
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(t') ft-ff< fiotqrd rq* cqq-{tu qfr fir xrfrs-dl *?

,,,,

(E) qq ffhs fr qu-s{ } co' €re t vqr frut wql

1,6q qr qtro su-5tr q{ t lo% qq fi+{rl a qrd

qr4 VO00 *t qrq cm qre {5000 eiraR'e frqr qnr

*r qFq t te trrfl{ + frv rg-<{ var {Rr R'ilfr

afi? (s)
(v)

decisions
(ls)
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