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1 (a)

2

"Profit maximisation is a better criterion than wealth matimisation. "

Do you agree? Explain \rith reasons. (5)

(b) PQR Ltd. is considering the purchase ofa new machine. Two alternative

machines A and B each cost t12,70,000. Their expected cash inflows are:

Year Machine A (() Machine B (t)

I 1 80 000 2,90,000

2 3,30,00c) 4,10,000

3 4,50,000 5,40,000

4 5,70,000 3,20,000

5 3,80,000 2,70,000

The company requires a minimum return of 12%o. Compare both machines

using NPV and state which is financially preferable. (10)

Or

(a) What are the similarities and dissimilarities between NPV and IRR

techniques? (5)

(b) A frrm has an old machine with :

Original cost: t30,000

Book value: ?9,000

Remaining life: 3 years

Scrap at end oflife: zero

If sold today: (8,000
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2710 3

A new machine costing {60,000 has :

Life: 3 years

Scrap value at end: T6,000

Extra annual operating benefit (before depreciation & tax): (24,000

Tax rate: 30Yo

Gain/loss on sale not taxed

Find the incremental cash flows of machine replacement. (10)

2. Capital structure ofABC Ltd.:

Additional iuformation :

Current market price of equity share = T 1 10

Expected dividend : tl5

Growth rate of dividend = 8%

Tax rate : 40%o

(i) Calculate WACC on the basis of Book Value Weights and Market Value

weights.

(ii) The company warts to raise {5,00,000 term loan at 10Yo. Market price of
equity has fallen to tl05. Calculate the revised WACC. (i5)

Source Amount

Equity Share Capital (4,00,000 shares of { 10 each) r40,00,000

12% preference Shares r4,00,000

10olo Debentures r6,00,000

Or

P.T.O.
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(a)

o)

4

"Cost of retained earnings is the same as cost of equity." Comment.

Capital structure of ABC Ltd. :

Book Value (():

Equity shares (FV t10): 5,00,000

l2o/o Preference shares (FV <100): 4'00,000

8% Debentures (FV <100): 6,00,000

Market Information :

Equity share price : (15

Last dividend - t2
Growth rate of dividend : 5%

Preference shares trade at 90%

Debentures trade at 80%

Tax rate : 40Yo

Compute WACC usiag :

(i) Book Value Weights

(ii) Market Value Weights

3 . Capital structure of ABC Ltd.:
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( 15)

Source Amount ({)

Equity Shares ({ l0 each) 40,00,000

10 oZ Preference Shares 30,00,000

12 % Debentures 20,00,000
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Additional information :

Net sales : {1.6 crore

EBIT : 10oZ of sales

Tax rate : 40%o

Fixed cost : t50,00,000'

(i) Prepare the Income Statement.

(ii) Calculate Operating Leverage and Financial Leverage.

(O If EBIT rises by l0%o, what will be the percentage change in EPS? Also

compute the new EPS. (15)

(a) Explain the factors determining dividend policy. (s)

(b) For a share of FV (100 of POR Ltd.:

EPS : T2O

Rate of return : 25%

Capitalisation rate : 12.5Yo

Using Walter's Model, compute:

(i) Optimum payout ratio

(ii) Market price if payout ratio : zero

( 10)

Or

(iii) Market price if payout ratio : 25Yo

P.T.O.
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4. (a) Explain Permanent and Temporary Working Capital-

(b) Cost sheet of PQR Ltd. :

(s)
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Item

Raw Material

Direct Labour

Overheads (incl. depreciation of tl0)

Total Cost

Profit

Selling Price

Cost per unit (()

50

20

40

110

20

130

Additional information :

Raw material in stock: 1 month

WIP: % month

Finished goods: 1 month

Supplier credit: I month

Debtor credit: 1 month

Wages lag: 10 days

Overhead lag: 1 month

25% of sales are cash sales

Cash balance required: { 1,00,000

Annual production : 54,000 units

Prepare a Statement of Working Capital Requiremenl. (10)
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Or

(a) Explain the factors affecting working capital needs. (s)

X Ltd. expects next year's sales: 1,20,000 units. The expected cost of
goods is as follows :

Cost per Unit (t)

Raw Material 100

Wages 30

Overheads (Including depreciation @ t5 per unit) 25

Selling Price 200

Raw material: 2 months

WIP: I month

Finished goods: / month

Debtors: 1 month

Desired cash balance = 5% of Gross Working Capital

Compute the working capital requirement. (10)

5. (a) Explain the Miller-Orr Model of Cash Management. (5)

(b) A company has a annual sale oft10 lakhs and average coilection period is

45 days. The company is considering shift in its credit policy. Following

information is available:

P.T.O.

)

Operating cycle durations are as follows :

I
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Variable cost is 60% of sales, Fixed cost is t2 lakhs per anrum. Current

bad debts are 7o/o. Required return on investment is 20%.

The following are the estimates of different credit policies :

Determine which credit poiicy the company should adopt. ( 10)

(Attempt any three)

(a) Motives for holding cash

(b) Pay-Back Period

(c) Sources of working capital finance

(d) Operating Cycle

(e) Stable Dividend Policy (3x5)
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Credit Policy Average Collection Period Increase in Sales Bad Debts

A 60 Days <50,000

B 75 Days r80,000 3%

C 85 Days <1,00,000 AO/..t /o
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't. (+') " ar+r aErqaqqw (Profit Maximisation), viftt aElqac'tw (Wealth

Matimisation) + +6d{:flsEir *t" wt wq ffi'{d g? or<or <E-t sq dfrqt

(s)

(<') trqanftRls*q{tfi-{raHqtft-qriq-ttft*r *ffioqfi* e' *t s
*, ffi clrrrfr <l2,7o,ooo q-&{. *r E{fr sERrd ;F6-E lFir6 (Cash Inflows)

trqttl€fr €:

q{ qlft-{ A (<)

1 1,80,000 2,90,000

2 3,30,000 4, i 0,000

3 4,50,000 5,40,000

4 s,70,000 3,20,000

5 3,80,000 2,70,000

qvft !il q;krrr t2% vRq,a d slFi$ffi-fl 3, \'{ftfr fr& w sTAiT 6G Es

-&iT qfri fr ger+ frRq ffir e-dl<q fr 6t{-fi tfm ffiq sq t g{fta. avgffi

tr (ro)

NI?ICIT

(e) r<ftft ve qr€i{Rirrc 66fldi + +q {qlrdT( vs wsci{dl{ {dEqr (s)

(<+) w q{ * qm <-*. g<rfr qit{ +, ffi fr.qror frq * '

qFi AFIiT: t30,000

q€fiq qs: <9,ooo

P.T.O.

T!ft{ B (t)
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. Aqsq+fr*e-{: ss{

. rr+ftfi-fi+ a-rtdrqu: qu

' €{rilHr{tq: <a,ooo

\,-6'T{ afi-{ d errrs too,ooo *, frRr+ frTflr R€{ *.
. Bc+frfr++: e e{

. iffi { Sc c-€: <6,000

aRfrffi qrN6. qfurer anr (u-+tP-r ss H{ t {4): t2a,ooo

t6{ * <(: 30%
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ftfr vt anrzerhqt qt +& vqrqr qrvqr

qfi-{ yfre{rc-{ * fts Effid +F-E }Fn6 (Incremental Cash Flows) am dfrqr

(ro )

2. asc frfrts fr Efr Ed{r:

ErfrR-fr qrqa'rt'

+d {rFr

Effi tqi tfr (rro ffi-r 1r * a,oo,ooo *+t) t4 0,00,00 0

tzz qt{f,r ++t ?4,00,000

to,z" Gtqt {6,00,000

Effi Aqr ql q{qraqmrq q.€ = trro

2710
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etEftf, slrqtsr = tts

HttrEr*EkEt = eZ

6T Eft qt = 40%

(i) g*. *q,.{R qq qrft *el * t snEIR w s@s(fr fr rrur+ dfret

(r) eH ts,o0,o00 ci e{ fr,r to"z c{ +ir qr6& *r gffi qr qqrc ar tros *
wr*r q*Fmgq\ry€r*rrsnrdfrqr (ts)

SI TET

(o,) 'u-<tkt ;xs (petainedEamings) fr aF't., 1ffi fr arrra * qqrrr *ft *r"

ft:qfr dRst

1.1 vfrfr ftR& m iS e-u+:

g+' tq. (<) ,

Ek"AAq( (rv to), 5,oo,ooo

a"/" E+fl (r'v ttoo), 6,00,000

qrqr qmslt:

Effifu(Tg = tls

ft-ser etqrsr - tz

Hrqi{r gk Et = 5%

. l2%st{f,r*+t (nv floo): 4,oo,ooo
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sflTdr Azr< 90% rn q,rtqrc 6T 1+ +

€+qtsoyqtqrilqRmGi

q-t*qt = ao%

ft'q 3lrqiil l-< EqIC-ft * t1rrr+ dfrS:

(i)g+.neC.qr

(ii)rrfrzfuut

eec frfr+s fr {fr m-drT:

tsrRFffi ur+o.rt:

E.a fr'fi = tr.6 t6ts

EBIT = &-fr urT Io%

tfit*rt = 4g"/"

Rr errc = {so,oo,ooo

(i) um tr-e<ur (Income Statement) *<n dfrfr
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+{ tttrr (r)

Effi Aqt (<ro N*a; 40,00,000

rox qt{ff +Tr 30,00,000

rzx friqt 20,00,000

(ii) qft=qm<a+- t.{ ft-frq ffis fr zrorqr dfrqr
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4.

13

(iii) qE nelr { roz fr Ek 6, 6 qqqr q ffi cRrrd 6T cR{d{ *rn? qcr tftc-{'

q 56 frfrvt (rs )

STer.Ir

(o.) anrnr fifr + ffid 6G srt o,R-d + qrqr frBst

(r<) ft*un ftRts + {lo0 3rfr-d 1a <rt \-fi is{ * ftc:

tft(q = tzo

(s)

(ro )

(s)

vfrq-m Et = 25%

tfi-fiur E{ = 12.5%

et6-r d3.f, qr ss+rr e"'Q Eq qsrff dfrq:

(i) wtt 5rTil{ iqcrd

(ii) Iri'cm qgcril {q a+ qt qMR {q

(iil) Urrdrq' or{crf, 2s% d* qt slGR {cq

(c,') ere (Permanent) \s se{re (remporarv) 6l{fi-d 5f,r 6 qrqr dfrqt

(t+) frqan ftRls fr qrrm rt-c (cost Sheet) :

P.T.O.
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BIRRffi EFF Tft:

E=11 rflcl dr5: I qr6

vqR qr 6'r{ (wn): z wa

funqro, r qra

fliffiBrrR: I ]116

t+En gqR: t ar6

au$ yr<mfrdt: ro fr+

ffie grrorrffi: : qra

zsz ftff ro-e *
3rFtg.r6- ;FF-E tq: TI,00,oo0

erffiq's€rfi = 54,OOO E61{d

+"r4fi-d Te $rqta-m-dr 6r E-{rq ( Statement ofV/orking Capital Requirement) *<rc
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fti vfr Fo.rS dr{rd (<)

4!.clr qlEr 50

lreGi ffi 20

(to ucre+ffiir) 40

q?f tr{IiT t't0

elaT 20

ft*"q qeq
130
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3texctr

(a') ol{fi-o i$t d anrr+<r d nlirE'd 6i+ sr+ e,R-qil- qt qrqqr dfrqr (s)

fe) x ftR2s fr +li{ffi s{ m qqerc ftfi l,zo,ooo e+rtd *r sEfr fr a--{cTFrd

arrrr ffi *:

xfr E6r€ ar.rd (<)

ISEIT qIfi

cHs

N{s (ts r+re<ffi-t)

fr"fic{€

qFqm<qo wqE:

. tSElI qfit: 2 qIE

. WIP: I El-6

. tqn qra, % qra

. tiER: I rtrg

qB( {6-{ tq - T6f, mr{fta Tfr o'r s"z"

(ro )

(q.) ;r+-< trstl-{ + fr-fi- Bni de-d * qrqt *kqt (s)

(e) ce'ffimqiffi*-R-fi flo clr€*u* 6q6eEft ilefu as ft-+*r qffi 3ITft

xor ffh t qR*dr cr fr-qR 6-r .6 31 gq qea+rtr sq{ar * 
'

P.T.O.

ol{fi-d ES BirE{ettnT q1 rq-ql dfrqt
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cffifiq 
"tr{r[ = R-fi qr ooz

frr< arrre - <z arcq EM

Tdqtr d+tq Eq = t%

firqgq-s- fi+sr qRrn-d = 20%

ftiiRa frfrq B. 6ffi q1 qt{-* xsr ffi qqir+ qGsr (ro )

STsrdI

(ffiSfi-qqit.n?),

(o.) r+-e qr<ur o.-r* * strq

(m) t-*m lrsFi

(e.) or{fi-r{Sft-r++d

(c-) vRare-r'*r

(s"s)

xur *R *s-dEq.fr er-{Er ffi+Ek ERTq EUT

A oo fr+ t50,000 2%

zs F+ t80,000 30/.

C ss F{ tr,00,000 4%

(er) fu( ilalrT fiR

(700)

frFrq aq ftM + ir{qrq.


