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Maximum Marks : 75
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1. Write your Roll No. on the top immediately on receipt of this question paper.

2. This paper consists of 5 questions. Attempt all questions. All questions carry

equal marks.

3. Use of a simple calculator allowed.

4. Answers may be written either in English or Hindi; but the same medium should

be used throughout the paper.
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(a) “Profit maximisation is a better criterion than wealth maximisation.”

|3

2

Do you agree? Explain with reasons.

)

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

machines A and B each cost ¥12,70,000. Their expected cash inflows are:

Year Machine A (%) Machine B (%)
1 1,80,000 2,90,000
2 3,30,000 4,10,000
3 4,50,000 5,40,000
B 5,70,000 3,20,000
5 3,80,000 2,70,000

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

using NPV and state which is financially preferable.

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

techniques?

Or

(b) A firm has an old machine with :

Original cost: 30,000

Book value: 39,000

Remaining life: 3 years

Scrap at end of life:

ZE€TO

If sold today: ¥8,000

(10)
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2.

A new machine costing 360,000 has :
Life: 3 years

Scrap value at end: 36,000

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

Tax rate: 30%

Gain/loss on sale not taxed

Find the incremental cash flows of machine replacement.

Capital structure of ABC Ltd.:

(10)

Source Amount
Equity Share Capital (4,00,000 shares of €10 each) %40,00,000
12% preference Shares ¥4,00,000
10% Debentures %6,00,000

Additional information :

Current market price of equity share = 3110
Expected dividend = %15

Growth rate of dividend = 8%

Tax rate = 40%

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

weights.

(i) The company wants to raise ¥5,00,000 term loan at 10%. Market price of

equity has fallen to ¥105. Calculate the revised WACC.

Or

(15)

PEAD,
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(a) “Cost of retained earnings is the same as cost of equity.” Comment.

(b) Capital structure of ABC Ltd. :
Book Value (%):
Equity shares (FV ¥10): 5,00,000
12% Preference shares (FV 3100): 4,00,000

8% Debentures (FV ¥100): 6,00,000

Market Information :

Equity share price = ¥15

Last dividend = X2

Growth rate of dividend = 5%
Preference shares trade at 90%
Debentures trade at 80%

Tax rate = 40%
Compute WACC using :
(i) Book Value Weights

(i) Market Value Weights

3. Capital structure of ABC Ltd.:

(15)

Source Amount (%)
Equity Shares (10 each) 40,00,000
10 % Preference Shares 30,00,000
12 % Debentures 20,00,000
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Additional information :
Net sales = %1.6 crore
EBIT = 10% of sales
Tax rate = 40%

Fixed cost = ¥50,00,000"
(i) Prepare the Income Statement.
(i) Calculate Operating Leverage and Financial Leverage.

(iif) If EBIT rises by 10%, what will be the percentage change in EPS? Also
compute the new EPS. (15)

Or

(a) Explain the factors determining dividend policy. (5)

(b) For a share of FV 100 of POR Ltd.:
EPS = %20
Rate of return = 25%
Capitalisation rate = 12.5%
Using Walter’s Model, compute:
(i) Optimum payout ratio
(i) Market price if payout ratio = zero

(iti) Market price if payout ratio = 25% (10)

PTO.
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4. (a) Explain Permanent and Temporary Working Capital.

(b) Cost sheet of PQR Ltd.:

Item

Raw Material

Direct Labour

Overheads (incl. depreciation of ¥10)
Total Cost

Profit

Selling Price

Additional information :

Raw material in stock: 1 month
WIP: % month

Finished goods: 1 month

Supplier credit: 1 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

Cost per unit (%)
50

20

40

110

20

130

Prepare a Statement of Working Capital Requirement.

)

(10)
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Or

Explain the factors affecting working capital needs. (5

X Ltd. expects next year’s sales: 1,20,000 units. The expected cost of

goods is as follows :

Cost per Unit (%)

Raw Material 100

Wages 30

Overheads (Including depreciation @ 5 per unit) | 25

Selling Price 200

Operating cycle durations are as follows :
Raw material: 2 months

WIP: 1 month

Finished goods: / month

Debtors: I month

Desired cash balance = 5% of Gross Working Capital

Compute the working capital requirement. (10)

Explain the Miller-Orr Model of Cash Management. (5)
A company has a annual sale of ¥10 lakhs and average collection period is

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

information is available:

PTO.
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Variable cost is 60% of sales, Fixed cost is 2 lakhs per annum. Current

bad debts are 1%. Required return on investment is 20%.

The following are the estimates of different credit policies :

Credit Policy | Average Collection Period | Increase in Sales Bad Debts

A 60 Days ¥50,000 2%

B 75 Days 80,000 3%

C 85 Days %1,00,000 4%

Determine which credit policy the company should adopt. (10)
Or

(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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(F) “@rs ARTHTTET (Profit Maximisation ), @A FTHATHT  (Wealth
Maximisation) & 8¢ A9Es 817 1 T eI &7 FR Wed W HSwQ|

(5)

(@) ﬁﬂmﬁﬁﬁawqﬁﬂﬁwaﬁﬁmﬁaﬁm@%uaaﬁ%ﬁﬂﬁ#AsﬂzB
¥ W AEE 12,70,000 FE Bl I JEURE THE TEE (Cash Inflows)

Fr=fefaa © -

ag @A A () wa= B (%)
1 1,80,000 2,90,000
2 3,30,000 4,10,000
3 4,50,000 5,40,000
- 5,70,000 3,20,000
S 3,80,000 2,70,000

aﬁﬁﬁmﬁaﬁu%wﬁmﬁaﬁm%lmﬁﬁfﬁﬂmmg
ﬁﬂﬁaﬁwaﬁmwwﬁﬁaﬁ#—ﬁmﬁﬁam% it JugeEd
£ (10)

t=dar
(%) TR TE TEARIR FEAG B AT T Q FEAAL A (5)

(=) o @ e v e w2, e R fe R
. ¥ AN 330,000

- TEEE ¥4 39,000
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- 99 IERT SiET 3 99

TR ST ® ST A why e I

S S R T 8,000

T IS W S AR 360,000 8, DRE fmwe fe §
IR SE: 3 99
HAT F BT T 76,000
FfReFT i aRere @ (SR T8 9 ¥ 98): 324,000
T H T 30%

Tt T AT /B T X 780 o9 S

HIAT A= & oo gie3ie 7@ W (Incremental Cash Flows) #d =iforgl
(10)

2. ABC fofics <t oot s :
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S dee ST (R0 s e & 4,00,000 FR) %40,00,000

12% SATT IVR %4,00,000

10% fee=r 36,00,000
FfaRea swer

SR R T T TR T = 2010
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ufeE e = A5

A A g W = 8%

« TXH T = 40%

(i) 5% g WX U AEe 9 R H FUR R T=ITLE & T0ET o]

(i) T T5,00,000 T T AT 10% T A SR 81 TR F A T 105 Bl

T B WA e T IVET I

J=adr

(15)

(=) “IRfRE 3 (Retained Barnings) Wl N, R & AR & e e 817

oot =il

(@) v fofics &t ool we

F 3 (3):

. =f¥d IR (FV %10): 5,00,000
12% 0T 3R (FV 100): 4,00,000
8% fe¥=r (FV %100): 6,00,000

TSR S -

- e I T = 35

- oo wm = 22

. AT gfE W = 5%
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AT I 90% W HRER T ©® &

fBdR 80% W FRER aX @ &

FEH T = 40%

7T SMER W SSIUREl I IIOET ST

(i) 9 4eg ¥R

(i) e Ieg WR

3. ABC Toifds &t doit g

o i@ (7)

et IR (310 TE) 40,00,000

10% 0Tl 3R 30,00,000

12% R 20,00,000
JRea STHSR

- gE bF = 2.6 =
EBIT = fa&t =1 10%
FH T = 40%

R @mE = ¥50,00,000

(i) 3@ f&=or (Income Statement) ¥R FfRTTI

(i) e st e A e St e SR

(15)
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(i) I EBIT ¥ 10% =t gf &1, o Sive ¥ e i =T aRaee S ? =7 $9ed

T A IS (15)

(%) @i AR A FriRa e awt el Hi e Sl (5)

(@) Do FrfRs & 700 T T T v IR F o
- FTE = 20
.« TidwA W = 25%
.« IOl &R = 12.5%
et Hied T I H G IOET hifolg :

(i) T P FIAA
(ii) T S T B SR T

(ifi) ¥FEM AT 25% B W WK & (10)

4. (%) T (Permanent) T8 FERN (Temporary) FHE Tull S AR St
()

(@) QIR fafide = @ M (Cost Sheet) :
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(a)mﬁa@ﬁmmaﬁmﬁaaﬂ%a@mﬁm%m (5)

(@) x fofes =t st = =t sfRE R 1,20,000 A 1 TEA B AT
e e 2
wier s an@ (%)
Fedl A
ALl
A (5 I wew)
ot e
aReer W JEf
. e A 2 WE
WIP: 1 918

. SR 9 Y%

. IR 1 W@
oifsa e AW = I R ot 5%

i T SMETRaT Sl AT il (10)

5. (%) EE weEe B FeR- ik Aew @ e Sl (5)

(@) T FT A A R 710 TR F T ST G FaE 45 & 21 &
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« UReaHg AR = S =1 s0%

- R avm = 72 W afead
.« IO TN RO = 1%
JEawEs HaE wiRwed = 20%

B = AR & 3

=0T A | 3iaw agett @t ot & af " =l
A 60 & 50,000 2%
B 75 T 380,000 3%
C 85 T %1,00,000 4%
iRa FRw fF w5 = S-@ == 9 s i (10)
rerar
(Rt ot <1 =1 3T F) -
() e aro T D W
(%) I-F= 3Ef
() wriEe oo fae & &
(%) ditareT =%
(%) feem wrwiw e (3x5)
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