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1. (a)

I

Modern finance functions are aimed at maximizing the net worth of
shareholders and not the profits ofthe business. Elucidate. (6)

(b) Bestie takes a loan of t10,00,000 repayable in 5 equal instalments at the
end ofeach year. The rate ofinterest is l0%. Compute the amount ofeach
instalment. (3)

(c) Firms X and Y are identical in every aspect except for their leverage levels.
Firm X has 9Yo debentures totalling t20,00,000, an operating profit of
{6,00,000, and a tax rute of 30Yo. Firm y's overall cost of capital is 10%.
Calculate the value of each firm using the Modigliani-Miller (MM) approach.
Additionally, determine the equity capitalization rate and the overall cost of
capital for Firm X. (3+3+3)

OR

(a) If you start investing a sum of ?10,000 in mutual funds starting today
expecting that you will earn a return of l2%o p.a., how much will you
accumulate in l0 years? (3)

(b) You plan to go abroad for higher studies after working for the next five years
and understand that an amount of {20,00,000 will be needed for this purpose
at that time. You have decided to accumulate this amount by investing a fixed
amount at the end of each year in a safe scheme offering a rate of interest
at 10Yo. What amount should you invest every year to achieve the target
amount? (3)

(c) The Honorable Vice-Chancellor of University of Delhi u/ants to start a
scholarship that pays (25, 000 p.a. to the student for an outstanding
performance at the Center of IKS Studies. The amount of scholarship is
expected to grow at 5%o p.a to commensutate with the inflation. He wants
to know how much money he can invest at 12.5%o p.a. to pay the scholarship
till perpetuiry? (3)

(d) A firm has 10,000 equity shares, an EBIT oft3,00,000, Interest liability of
t40,000 and Preference Dividend of (20,000 and the tax rate is 40o/o.

Compute Earnings Per Share (EPS) and Degree ofFinancial Leverage (DFL).
What will be the EPS if operating profit increases by 30%. (2+2+2)
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(e) The following data pertains to Jonas Ltd.

(8,00,000

Interest on borrowing

r2,40,000

14,00,000

<20,000

Using the concept of Operating Leverage, by what percentage will operating

profit increase ifthere is a 100/o increase in sales? (3)

(a) van Gogh ventures is considering the installation ofa machine that costs

?2,00,000, with additional installation charges of(40,000' The machine has

a lifespan of 5 years and is expected to have a scrap value of 120,000 at

the end of its useful life.

For the first two years, the machine is projected to produce 2,000 units

annually. From year three to year five, production is expected to increase to

3,000 units per year. The selling price of the product is anticipated to be

{30 per unit during the first three years and {36 per unit during the last two

years.

The operating costs are estimated to be (10,000 per year for the first three

years and (16,000 per year for the last two years. The company follows the

straight-line method of depreciation, and the applicable tax rate is 40Yo '

To determine whether the machine should be installed, we need to calculate

the cash flows and evaluate the investment using the Net Present Value

(NPV) method with a discount rate of 8Yo. (15)

(3)

Sales

Operating Expenses

Variable (30%)

Fixed

2

OR

P.T.O.

(b) Explain the limitations of Pay-Back Period (PBP).
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(a)

(b)

4

Murakami Company is evaluating the replacement of its current machine
with a new model, costing ?1,60,000. The proposed machine has a useful
life of 5 years and is projected to generate annual cash revenues oft2,50,000
while incurring cash expenses of11,30,000 per year, with an anticipated
salvage value of zero. The existing machine, with a current book value of
t40,000, could be sold immediately for ?20,000. It remains operational for
the next 5 years, during which it is expected to produce annual cash revenues
of (2,00,000 and incur annual cash expenses of?1,40,000, with a salvage
value of zero at the end of its life. The corporate tax rate is set at 40%,
with depreciation calculated at a rate of 25oh on the written-down value
(WDV) basis. Taxes on capital gains or losses are to be disregarded in this
analysis. ( 15)

Explain Discounted Pay-Back period as a capiral budgeting technique.

(3)

3 (a) cost ofexisting share capital and fresh issue ofcapital is always the same.
Do you agree? Why? (3)

(b) Metamorphosis Ltd. requires (60,00,000 to establish a new factory projected
to generate an annual EBIT of t10,00,000. with a goal of maximizing eamings
per share, the company is exploring various financing options: issuing equity
combined with debt financing of{10,00,000, t30,00,000, or ?50,00,000.
Currently, the market price per share stands at {40, but it is expected to
decrease to t25 if borrowings exceed t37,50,000. The costs of borrowing
for different debt levels are as follows :

Up to t12,50,000 9%

412,50,000-3 I ,25,000 t3%

t3 1,25,000-50,00,000 l5o/o

Assuming the tax rate to be 30%, find out the Earnings per Share (EpS)
under different options. (15)

oR
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(a)

5

The following information is supplied to you.

cost ot Dcbt (o/o) Cost of Equity Pmportion of Debt
ll l3 0

I 1.6 l4 0.2

t2 l5 0.3

l3 16 0.4

I5 18 0.5
't8 z0 0.6

(b) The following is the capital structure of Ka{ka Ltd:

Equity share capital ({10 each) t1 40 000

r60,000

10oZ preference share capital ({100 each) 140,000

l40% Debentures ({ 100 each) r80,000

Additional information :

(i) The cost of equity capital is 1 5% and the cost of reserves is 14% the

cost of Equity capital.

(ii) The applicable tax rate is 33.5%

(iii) The average market prices are as under:

Equity shares (16

Preference shares is ?70

Debentures t80

Calculate Weighted Average Cost of Capital (WACC) under the Book value

weights and market value weights. (6)

P.T.O.

Determine the optimum capital structure using the Traditional Approach

assuming 30oZ corporate tax rate. (6)

Reserves



7357

(c)

6

4

You are considering purchasing a Sovereign Gold Bond (SGB), cunently
priced at the market rate of<8,100 per gram ofgold. This bond has a lock-

in period of 8 years, after which it will be redeemed at the prevailing market

price of gold. Based on your analysis, gold has historically provided an

average annual return of 8%, which you expect to continue in the future. In

addition to potential capital gains, the bond offers an annual coupon interest

of 2.5%o on its current value. What is the expected rate of return for this

bond? (6)

(a) Using the data given below shows that under Modigliani and Miller hypothesis,

the payment or non-payment of dividend does not affect the value of the

firm:

Earnings Per Share (EPS)

P/E Ratio

Number of outstanding equity shares

Expected dividend per share

Expected total net income

New investment

<28

8.33 times

1,50,000

?10

r20,00,000

{30,00,000

(12)

(b) How does Gordon's model differ from Walter's model of dividends? Explain

any six points of difference. (6)

OR

(a) A company has a total equity capital of t25,00,000 (?10 per share).

Considering the return on investment (ROI) to be lOoh, 12%o, and 15Vo and

the cost of equity to be l2%o, compute the price of the share using Gordon

model if dividend payout ratio is 0%, 50yo, 7 5%, and 1 00%. (12)
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(b)

7

5

Elucidate any six factors influencing the dividend policy of a firm' (6)

(a) swiftie Ltd. provides you with the following facts. Estimate the net working

capital required for the project ofPGL provided the estimated cost per unit

of production is as follows :

Raw material t 160

Direct labor (60

Overheads (Including depreciation of {20 per unit) { 140

Total {3 60

Additional information :

(i) Selling price: t400 per unit

(ii) Level of activity: 78,000 units of production per annum

(iii) Raw material in stock: Average 4 weeks

(iv) Work-in-progress (Assume 50% completion state in respect of

conversion cost and 100% completion in respect of material): Average

2 weeks

(v) Finished goods in stock: Average 4 weeks

(vi) Credit allowed by suppliers: Average 4 weeks

(vii) Credit allowed to debtors: Average 8 weeks

(viii) Lag in payment of wages: Average I .5 weeks

(ix) Cash at the bank is expected to be: t50,000

You may assume that production is carried out evenly during the year. All
sales are on a credit basis. Add 10% to your computed figure to allow for

contingencies. 02)

P.T.O.



7357 8

(b) Explain the Operating Cycle Method of working capital estimation. (:6)

'1.

(a) Panchayat Limited believes that increasing sales is possible by relaxing its

credit terms. The profit plan, based on the existing credit terms, projects

sales of t20,00,000, with a profit-volume ratio of 30%, fixed costs of
?1,00,000, bad debts at 1.%o, and, an accounts receivable turnover ratio of
l0 times.

The company needs to determine whether it should adopt the new (relaxed)

credit policy, given that its target rate of return is 20%o. Assume 360 days

in a year. 02)

(b) What is credit policy? Explain the role of "credit policy terms,, in credit

policy. (6)

(e..) ilgh-*. &-Sq c.r4 q+qrq * drrr d ffiro''-il{ a* * qqrq fuarnd d qa rruh

(Networth) s+ itDq',-dc 6i+ + B?vq + fts uA gs sq dftvr (o)

(a) tfu <ro,oo,0oo 6r aq +ff *, iil e-&c- q{ + im { s nqr+ ftmr* { gmm ur;n

*r qrr cr t0% lt y*6 frrd d nQr aro dRqr (s)

OR

Under the relaxed credit policy, sales are expected to rise to {24;00,000.

However, the bad debts are projected to increase to 2% of sales, and the

accounts receivable turnover ratio is expected to decrease to 6 times.
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(r ) m{ x att vr*o fr t mrr t, +Td rd *+fi rm i ret t r q''{ x* qr< c x

Riqt <zo,oo,ooo * f, , qRqrffi arr ( operating Profit ) t6,oo,ooo I cql 6t * E(

So"/" *t

u{ vfr urru iS tfl-{it (overall cost of capital) rox*r rJEffi -ft-"n ( uvt )

ERdq orsc+rr fitScEH qil crts amdF"wt ilq fi, q,'{xdgR{&

Efrt6,tq "t 
(Equity Capitalization Rate) fts ({{ tS drrrd am dfrgr

(s+s+s)

SICrdII

(a.) qR flFT nlT t ao,ooo * nfr qgra m,-c i ff+n q,<r crq fi+ t *(
rzxcM vhsa fr gtslr r€t t, a] ro sfr I ilq+ ffiI ffi A ilcfr?

(s)

(e) srq ir.re fr sq ir+. 614 ul* * qrt v'q ftm Bg Afu EI+ * +qqr a-{r+ *
*t ss nqq rzo,oo,ooo fr imEarr-fiI *rtr ilq+ rrr rtRt toxqrq rt w gftrt

+fl-{r I c+*, s{ * it'a t qqr-* nRr frfu q',c+ tEfr cr* qr ffutq frqr * r as
nRr cr< frt+ Bg nfr q{ fr'ffir fftn otar *m? (s)

(T) frffi ffiinilq + crrfrq l6dqR qr{*q€ mztat +( { oqte trqiiq qA sril

era d?as,ooo cM fr BrqR vrtq ocqr qtt+ tr <r oteEh$rafrh +

rgw sz rM d vt t c-.a* d $Hr ir qR Rfu w tz.sxvM vRq'-fr cra

Etdr t, + qa? rffir (perpetuity) 15. erqFt ?+ + RS frrd-+ rtRr fffu u,,te

E)ft? (s)

P.T.O.
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(s) q*, u'$ d qm m,ooo qffi *lt l, ssrr {3,0o,ooo t, qrq tmr tlopoo i,
qt{ff arqm tzopoo I mr qt 6 e( ao% *t

cRfrrt ilrc (rrs) wffiaffioSBff (orl) are dftgrqRcRqrffidrrr

{ soxdgk*urc,dccr*E-d-{r*In? (e+z+e)

(v) *tnr ftfras t ffir ffitur #r3 t:

kfr t8,00,000

qRqrcrr qq

qftaffiq (sox) : t2,4o,ooo

frrt {4,00,000

2.

gurt vt qro : t20,000

cRffm ffifr d qqqrw 6T n+{ ott Eq ard dRs fr qfr ft-fi S ro x* gk
d, i cR'sm{anr+ fficRndd Ek +fr? (s)

(c,) fu fin ftrS rz,oopoo arrre d vo {fi-{rvrRil q"ti ci fuqR or r& *, ffi
tlo,ooo fr afrk rqrnr arrm *r cat-{ 6r sc+ft fi-fi 5 q{ } iqr i;qftft

fi-+a 4 wr i rzo,ooo ei rdv as sthd ir

yqc i qdl + qfiT t cfuc{ z ,ooo Eqr{d qr s-{rd-{ JEqrR-d *r gfra t r-*r <{

iFF'serr<{ e,ooo E6r{d uM 61 qn qr{rfir ll

yqq *{ Edl t ftmq rcq <so cR {q-r{ asr ifr{ t sfr + ?36 qR Eqr{ a+ d
ste{r Br
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3.

11

cREndrt dr{rf, ncn A-{ ssJ t oo,ooo vM aqr ffi{ A sqT i <tc,ooo vft+{

a-grp6 g, 6t+ ttft t€r frfu ( Straight Line Method) t wartzm q'T ft i nq qt

* qr ao%*r

qfi-{ rqrR-( * urft qGs qr {&, m MFd q. + tg a x* ql et w {-d {€qtr

qu (Nrv) Rfu erfl r+-s v-qrb+ * wr<r dPuqr (ts)

(e) t-**. irsft (pay-BackPeriod) fr frcTfr d qrer dfrgr (s)

3I9T'TT

(m) nrorft etrfr qcfr Tdcmcfi-{d T€ {if{t T{di qr ft-qR 6{ € ir <€ cfi-{

* arlrd fl,60,000 I rsr qq.*r sc*fr +d{ s q{ ir g(+ cfu{S t2,so,ooo rrl

Tfr--( lTsrGr itcll {r,3o,ooo qil q.[q qq i* 6,I qlcm ll dv 1a rpa Br

qdqrrqfi-* al E+, tqtao,ooo * arrt E] srft <zo,ooo i *qt qr t.cil *r g{+

srrd s sdl eo nrqrr* d qrrrfir t, ffi cM tz,oo,000 i6I rfr,e {Iw€ G

<r,4o,ooo r5r;F6'{ qq *rnr dv 1a qa *r

q"t fr rt aox* eqr ffd{im wov RE t 25"7"fr 6 { ftat unr il 5ftm am

qr ahqt qt * stwr d ursr (ts)

(e) ffr qqErr ffirfi-t' * w d ffi t-+6 trsD fr qrqr dfrvt (s)

(e') fr{qFTtrt iS fr nrrrt *{ T€ 1-fr fr$q d arrrc alrn rrqrr*fr Br wr ffc

raro it qnq tfrsr (a)

P.T.O.
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(u) ffir frfrts d sc. {€ @ R&a qt} * frs reo,oo,ooo d ilFrEFnitT

*, m srm6 ssn <t0,00,000 ** cr rdqr* ir cR +rt imc (rrs) *
rfuo-fi fi+ + s?s + 6ffi ftq ffiq fuefr rt ftqn m rfr l: flo,oo,ooo,

?3O,OO,OOO 31qm tSO,OO,OOO ?fi1 7vt ifqt iq Emar

TdqrrcrfrR Tfl yfr *qt *ao *, y< qR surt r37,so,ooo t rDo, A ure t, A
z16 <2s irir Fr+ + trqr{{r *r Rfur zq <t vt sflt d mrra ftq * :

fl2,50,000 iF6: 9 o/o

{12,50,000- 131,25,000 : 139i,

{3r,25,000- ?50,00,000 : r5?i,

6t d Er sozcn+ gq Rft-{ffi + ffi( tfts{ arf, frfrsr (rs)

NruIttI

(m) ftaRtur qrr+tt ff rr€ t:

uq at arrc (v") gArA 6t dFrd -or6r qFr6

II l3 0

11.6 14 o.2

t2 l5 0.3

l3 I6 0.4

l8 0.5

't8 20 0.6

sozoffiz qt Et qta+ gV wtlRo EMur (TraditionalApproacrr) * q<n
w-tc{frr{rq<rffirdftsr (c)

I5
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fta) clwt ftRls * Xft R-q-{r frET * ,

ERqat<5fi(oor+o) il,40,000

iflRfud fiE , (60,000

ro% st{flI +fi {.S (noo r&q.) : t4o,ooo

raz €tqt (<roo r*en) : {80,000

irRft-ft BFrort:

(i) fiqe ES 6 arrrt tsxI eqr irnkt ff& fr arn €R{e Tfr flrrm r5I

14% tr

(ri) cl d Er 33.s%lr

(ii) *rre <ron 1la:

EE{E *qt a6

sflTdr+ct {70

Rfur (80

go- +q. tIR \'s cr+e *tt qn * artm w sqrfrft an dftgr (c)

(rr) ur,r vq, fr-*t +c d;c (scn) <H w ft-qn ot rt l, frfql qfffi crsr {s
<e,roo vfr vrqtr grq'rdq.-Ttqra e s{ *, fr{*qIEq6q}+t }rsfrracrqr

Tq q( fteH *rnr tffiq, xq t r)* cr qt{d qrmq, yRq,-d axw tr gcd

sRfr€, d€ 2.5 "7" 
qM 61 6q{ qro fr v-crt q'rar t r Es d< t iltfud vRq,R

Et am dftsr (c)

P.T.O.



4

7357 t4

(o) ffifur ste'sl^ d troq-* t qe fua dfrq fr *Rffi-fuct cRqi-flqr *
sil{il dqr$ * ynm ur ft- grrili t w{ * ts vt *{ yqrq ;rff vcflr :

YR +r< ur+ (ers) : {28

fr/€ o1vm 
'

8.33 gir

l-qfudEffiM*ter: l,5oooo

gtkd aF{Er cR +{t : {to

utkr Aa {a flrq : t2o,oo,ooo

;rrIIftfu: {30,00,000 (rz )

fie) fi+r {so sr€r frrfl + fu( y-on Frq t? fr'ft rft o-a frgu} S rtt eq
dfrqr (o)

BIETET

(a) w mH d Aa sM 1fr rzs,oo,ooo t ( oo ufr iat) r ff*lr vt yRs-f, (nor )

tou, tzy,\zi rsxrq Effi d arrn rzxw<il Es, 
qR dFrpr trrdrt trtcrd o%,

so%, ts%yi rooxd, fr rf6rrfea * orgw tm ql {tq xre dfrgr

(rz )

(e) aunr*h*eutfudo.{+sr+ffi fr e-a6rr+1fr qrqrdfrgr (o)

(m) frEd Afts ffifuo rd 4 ,n* vt t*\'d cRft$ir * ftv urew-* Ee
o'r4fi-d Etr 6r ir{qm orn-<r srr& tr lrrqrdFr * rR E6r€ lr.iFfiil ctr{m E(
q-6R l,

5.
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6EII{IFT: tr60

]TEGI qTII : {60

ffi{F (tzo rR rqrri ffi{fl-{ <Et) : ilao

E-{ t360

irRftffi HFftFrfr:

(i) ft-frq {dr : {4oo nft Em-r€

(t) ffiEfu r r : 78,ooo E6Ed qM

(iii) o,d qriT qT d-s' : *ra-.r a q"flr6

(r) q-rd rqR i qa (wmw arrrt ct sox(qr sffifi yt too%{'tdl) , *ct-t

2 (Rfl-6

(r) icr qm ol rti-o : *trr{ 4 (RIr6

(vi) srtffiS zr<t frlt wll sErR : *t-a-t a tqra

(vii) tJr{It d ftqr rrqr stm : *ffi:r e i$qn6

("il; qqUil ymmfr ffiq : *6ct r.5 {<tr6

(i*) *o I r+-E tq : {5o,ooo

qm i fr ctqreq s{ $R qrrFr w t +dr * <qr qlt G-fi strr vt *& ir
sr6fu6-dr* * fts vrq rft t roxffqr (tz)

(e) or{fia iS * erro-e-t d cRqwt qfi fr& ( operatins cycle Method) * qrqr

d&sr (c)

P.T.O.
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BIqAT

(c-) r-urm ftRk i6r {r;rir t fu zq $fr l +d ?*t Eff ra <q-& tr rdqrr aqr

{fr + siiltil Rfr <zo,oo,ooo l, am-at-{r sqqrd so%i, fut arrm r,oo,ooo

i, s<rs u"r r%t Tsr t{sR rftil-{r rgrr ro Iar il

ffff;eqfifr* *r{aR-fftzl,oo,ooo r}*fr atqr*, vrg sfraaor zxil6
cq flc{r <qr t+cR r{u}rt qcrd o g+ i urvmr

aeq efrq-n E{ 20% tr sco ffi q.r s{ ctail qq ffi dfrs fu an r€ zq
ffR aqir€ ur* qRsr (rz)

ts) alr ffi (credit policy) e1 t? aq {fr d 'zq rraT' * tfur d qrer

dFdqr (c)

( r s000)


