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Instructions for Candidates

1.  Write your Roll No. on the top immediately on receipt

of this question paper.
2. Attempt all questions.
3. All questions carry equal marks.
4. Use of Simple Calculator is permitted.

5. Students are allowed to use present value and future

value tables.

6. Answers may be written either in English or Hindi;

but the same medium should be used throughout the

paper.
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(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 10% per year on its 2000 principal, or face
value. The bond will mature in 10 years. At
maturity, the bondholder will receive interest for
year 10 plus ¥2000 face value. What is the
maximum purchase price that should be paid for
this bond if the investor requires a 12% rate of

return? (8)
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(a) What is the relevance of time value of money in
financial decision making? . (7)

(b) Assume that a deposit is to be made at year zero, )
into an account that will earn 10% compounded
annually. It is desired to withdraw 7000 two years
from now and 25000 five years from now. What |
is the size of the year zero deposit that will produce
these future payments? (8

2. (a) XYZ & Co. is considering a proposal to replace
one of its plants costing ¥1,20,000 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 value 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 236000.
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.) (8)

P.T.0;



5015 4

(b) Explain the traditional methods of evaluating long-
term projects. R
OR

) (a) ABC 1td is considering two mutually exclusive
projects. The after-tax cash flows associated with

these projects are as follows :

Project I Project IT
Initial Investment Z2,00,000 22,00,000
Expected Cash flows at
the end of
Year 1 T 64,000 0
Year 2 T 64,000 0
Year 3 T 64,000 0
Year 4 764,000 0
) Year 5 Z 64,000 Z 400,000

The required rate of return on these projects is
10%. ‘

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

(i) What is each project’s internal rate of

return?

(iii) What has caused the ranking conflict?
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(iv) Which project should be accepted? Why?
(15)

3. (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 10,00,000 at 10% 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. ¥20,00,000 on which each company earns
20% return. 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 30%. (8)

OR

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

Cost Elements Amount Per Unit (%)

Raw material 10
Direct labour 4
Overheads - 6

P.T.D.
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Additional Information : wie A R A 4 8
Level of activity 1,56,000 units per annum Gﬂﬁa’-‘ﬁﬁ' B FAAG HU 4 9<E
Raw materials in store 4 weeks _ FTER B R 8 HiE
) Work in progress 2 weeks v god fawa e 25 W THE ,
Finished goods in stock 4 weeks b % gy SF SREE 2 AN “
Ry A (z) 50,000

Credit allowed by suppliers 4 weeks ,
Jee R a§ (52 weE) ¥ WO €@ A fwar s

Credit allowed to debtors 8 weeks
; 2 3R woRd T AERTE W ¥ ¥ W AN R

Selling price per unmit ¥25 per Unit - | 25% w a3 e e TR
Lag in Payment of wages 2 weeks | faawr dar SIS (15)

Cash Balance (%) 50,000
' a. (%) PQR ffiee ot geome v af 9gat () 40,00,000
# Ye-gm RES T & ww gf W s R

Production is carried out evenly throughout the

year (52 weeks) and wages and overheads accrue

foesraa 7
similarly. 25% of sales are on cash basis. You are
required to prepare a statement of Working Capital ' FE @ o (%) 4,00,000
requirement. (15)
AN & SEEE: (3) 3,20,000
4, (a) PQR Ltd. was started a year ago with a paid-up e - S R 125
equity capital of (%) 40,00,000. The other details
are as under: oo &1 gEr 40,000

P.TAO).



5015

(=)

(=)

14

ﬁWW%?,WM%A%WIO%
T%10,00,000 F1 Fw1 # Sl B e @ v wemr
imﬁ%uﬁﬁqﬁﬁAsﬁtBaﬁaﬁﬁqﬁrm
Il 220,00,000 2 @ W yRe T 20% fef
FAH 21 Y& uRee g (NOI) gfe=ivr &t Iwan
T GAT D e IR OO & w W
wm@rB%ﬁhéﬁqzﬁaﬁWa 15%

B F A W 30% B (8)
Jreran
%ﬁmﬁaﬂmnﬁamwﬁmm

FTHAT A Ve e @ -

AN e vl e ofr (7)
wE AT 10

BT S | 4

S Glec) 6
FfaReT e

wfafafer &1 ww 1,56,000 gfe wfar o
®WR ¥ wea A 4 918

TR 2 qwE

5015

7
Earnings of the Company: (%) 4,00,000
Dividend Paid: (%) 3,20.000
Price-earnings Ratio: 12.5
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 sharé 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. (5)

OR

(a) The capital structure of Ruchika Ltd. consists of

ordinary share capital of (¥) 10,00,000 (Shares of

P10,
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100 each) and (%) 10,00,000 of 10% debentures.
The selling price is (%) 10 per unit; variable costs
amount to (Z) 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 1,00,000
units and 1,20,000 units.

(iii) The degree of opefating leverage at
1,00,000 units and 1,20,000 units.

[I. Comment on the behaviour of operating and
financial leverages in relation to increase in
“production from 1,00,000 units and 1,20,000
units. (10)

(b) “The assumptions underlying the irrelevance
hypothesis of Modigliani and Miller are unrealistic.”

Explain. (5)
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'(a) From the following information provided by PQR

Itd., you are required to calculate the weighted
average cost of capital using market value weights.
The present book value capital structure of PQR.

Itd is: )
Debentures (Z 100 per debenture) 10,00,000
Preference Shares (Z 100 per share) 5,00,000
Equity Shares (¥ 10 per share) 20,00,000
Retained Earnings 5,00,000

All these securities are traded in the capital
markets. Recent prices are: debentures @ %110,
preference shares @ %120 and equity shares @
¥22. Anticipated external financing opportunities

are :

(1) 100 per debentures redeemable at par: ."“)
year maturity, 8% coupon rate, 4% floating
costs, sale price 100.

(ii) 100 preference shares redeemable at par:
15-year maturity, 10% dividend rate, 5%
floating costs, sale price ¥100.

(i) Equity shares: #2 per share floating costs,
sale price ¥22.

1
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In addition, the dividend expected on the equity
shares at the end of the year is T2 fner 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 1s
30%. (10)

(b) Capital Budgeting decisions are irreversible.
Comment. (5)

OR
Write short notes on any three 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
length.”

(iv) Profitability Index (PI) Vs Net Present
Value (NPV).

(v) Factors influencing a firm’s dividend
decisions. (15)
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