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Note :—  Answers may be written either in English or in Hindi;
but ‘the same medium should be used throughout

the paper.
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Attempt all questions. All questions carry equal marks,

Wwvaﬁm‘?’mﬁw#a}w?ﬁm??/

1. (a) Explain the difference between the traditional approach

and modern approach of financial management,
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(b) XYZ Ltd. is considering the proposal of buying one of
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Afr gEe & TR AR AR S SurE §
R @ A Hid | 4

the two machines to manufacture a new product. Each
of these machines requires an investment of Rs. 50000

and is expected to provide benefits over a period of 4

years. After the expiry of the useful life of the machine,

the sellers of both the machines have guaranteed to
buy back the machines at Rs. 5000. The management
of the company uses CE Approach to evaluate risky
investment. The company’s risk adjﬁsted discount rate
is 16% and risk free rate is 10%. The expected values
of the net cash flow (CFAT) with their respective
Certainty Equivalents are: . ,
Proposal A~ Proposal B

Year CFAT(Rs) . CE CFAT (Rs.) CE
1 30,000 8 18,000 .9
2 30,000 i 36,000 .8
3 30,000 6 24,000 R
4 30,000 5 32,000 4

Which machine, if either, should be purchsed by the
company? ‘
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is at the optimum payout ratio. What would be the

minimum price of the share and when?

TH HE T 20,00,000 Fo foaer @ aiffa frar ofk

THE 2,00,000 X ¥ | T ATHIT 4,00,000 To ¥ 79
Yot T A £, = 18% SR Rew 3 R = 14% L a7
I AT & FTAR A BT TR o S B |
TROH AE AU FT BN S @THIST TEan
YA AT W8 79 R A 9% FAd

- W R T T T A AR F9 A 1

. (a) What are the assumptions of basic model of EOQ?

EOQ & 3MuR #fsw & aifwre a4y &7 4

. (b) A Ltd. is considering a change in cash discount policy -
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from 2% to 3% and extension of credit period from 30

days to 45 days. This change is expecl".ed to:

(i) Increase the total sales frém Rs. 50 lakh to Rs. 60
lakh ‘

(ii) Decrease the proportion of customer taking discount
from 0.70 to 0.60

(iii) Increase the average collection period from 20 days
to 24 days. |

The firm’s cost of' capital is 18% and the ratio of variable

cost to sales is 0.85. Calculate the effect of change in

discount policy. Do you recommend it?
14

AETHAT ¥ S 4 a9 Suid TR @ e o
mm%msﬂ?%wﬂﬂﬁsﬁaqa?ramﬁ%aﬁﬁ
, A 2 fesharait 3 5,000 To # T AT @Y aTww @

g 4N oW B TRE & ¥ F w1 wey ST § R w5

i B % 1T CE IR &7 FaiT it ¥ ) F
k. )t SR FARRT T2e R 16% ¥ SR e g
| W 10% ¥ | Fraw A3 WA (CFAT) iR 378 Rl

IoiH & T I 39 9eR &
T A TEE B
T CFAT (%0) CE CFAT (Fo) CE
1 30,000 8 18,000 9
| 2 30,000 3 36,000 8
: 3 30,000 6 24,000 4
4 30,000 5. 32000 4
FE B @l B @ e s @ @de aiftee
et
Or (aﬂﬁl')

(a) What is time value of money? Explain the reasons for

( ’ time preference of money.
L ¥ HRT T AT R BT ¥? ol A -t
% forg @rolt @i awen At 4
(b) A toy manufactunng company is considering replacing
an existing piece of equipment with one of two new
more sophisticated machines. The old machine was
purchased three years ago at a cost of Rs. 70,000. The
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machine originally had a projected life of 7 years and
was to be depreciated straight line to zero salvage value.
The two new pieces of equipment being considered ¥
are machine X and machine Y. Machine X would cost
Rs. 80,000 to purchase and Rs. 20,000 .to instal. Due to (
the expansion in operation, the management estimates
the net working capital réquirement of machine X at
Rs. 10,000 and Rs. 20,000 for Y. It has a 4 year life
with no salvage value. It will be depreciated on straight
line basis. Machine Y would cost Rs. 115,000 and Rs.
25,000 to instal. It has also 4 year life with no salvage

“value. This old machine can be sold for Rs. 25,000 on

one year credit. The firm is taxed at 30%. Assuming
the cost of capital to be lb% which machine, if either,
should the company acquire? The projected profits
before depreciation and taxes currently and with each

of the new machines are as follows; il

; Year Present Machine Machine X .Machine Y

Rs. Rs. Rs.
1-4 25,000 50,000 90,000
What would be your answer, if the company has under
consideration only the proposal to purchase machine
X
Rt @t Fomfor Y At o Fo & H § R O
e & weper ST witveiie R X R H

4

Show using MM hypothesis, the payment. of dividend

does not aifect value of the firm.

9 Ru T sifwet B T T
EPS - 7 %o
P/E A0 10
k, 12%
gl & wEn 175,000
| YN A 5%o0
vty Faw o 5,00,000 To
ar R 8,00,000 To

MM URETAT T TR F SR g & ar

2 STl A B B T W B I TE g% ¥ 11

Or (m) | ‘

(a) What is “informational contents” of dividend payment?
Explain how it affects the share value.

AT ST & gEAnT freagdy @ A 37 |

fipa AR AR B TET H TIRE H & 4

(b) A company earned a net profit of Rs 20,00,000 and it

has 2,00,000 equity shares. Dividends paid are Rs.

4,00,000. Find the market value of shares according to

Walter’s model when cost of capital k, =18% and rate

of return r = 14%. What will be the optimum payout

ratio? Find the market price of the share when dividend
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R -/ FOET X A Y

RO ST & Hear 80,000 1,20,000
TEIR S 9y 99X (Bo) 1.10 1.00

8% fea=ax (%o) 50,000 .

= ¥ g @ (%o) 15,000 15,000 (

&=t s &t R Ft & OyETa WEET @I @ AT
w9 H % Rar w1 =ren it fF e ger R
A Py amm & sl X w7 12.5% A SERErd
Ay, st Srenftar & Y St # weaRa s W
e fafer & & 11
4. (a) What are the factors that are considered while deciding

the dividend policy of a firm?
T & A e H AT T 9T BT FE w

R e B ¥ 4
(b) Using the data given below: (

EPS _ i Rs. 7

P/E ratio 10

k, 12%

Number of Shares , 75,000

Expected dividend Rs. 5 .
Expected Net Income Rs. 5,00,000

New Investment Rs. 8,00,000

5456 12

T 1 QO 79 70,000 o N WM W AN A UEA
G ¥ Jt | W e waf omg 7 a o ok
e @ Pt & g & avEe g e gw
T ST GT| §F & Y SUSEO & HfiH X &R
7yf Y & mar ) asfie X @fes w 80,000 Bo
N T S 3T 20,000 Fo IH TN FH W
T | garee ® ER & &R0 yew X 99 @ e
® ot 1 SFEE 10,000 Bo S Y H 20,000. o
Tl &1 gEt 4 99 @ Y D UYI IqH AR
T OB S WO W@ SR W e
T Y |9 9T 1,15,000 Fo WIS 3R 25,000
o T wWita & W | gEar ot g 4 9
& ol freamor gwr 0 ¥ 1 38 QO A9 @ o ad
& frg 25,000 Bo #F SuR W Rar o1 FHar ¥ ) T W
30% & WAl ¥ | 98 AFER B o apr 10% ¥ @
o 7 & F I Ele o Tty g
R e AR FRY ¥ TER @ A Ay F | vow @

forg. wiifter srwr Pl &

T e wfRx wfmy
(®0) (6o) (60)

1-4 25,000 50,000 90,000

SATHT T AT BN AR F Bt A X F @l

W faEr &= @ &2 11

2. (a) How would you deal with Sunk cost and Allocated

~ overheads in analyzing investment decision?

PRy e fefa @0 fagewer &@ # s e §if
et Suitedl O3 aT FATE S 4
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(b) From the following information calculate the weighted
average cost of capital before tax for ABC Litd.:

_ Rs. (In lakhs)
(i) Shareholders’ funds )
Share Capital:
Equity : 500
Preference 100

Reserve 300

(ii) Borrowed funds
Secured loans : 800
Unsecured loans (including inter
corporate deposit) j - 100
Total funds : 2,400
frfofas gamell & ABC fafies & fom &x @
R 3T AN BT ARG BT

g To I
(i) Rt i PRt
R ol
HEeEo 500
e 100
R 300
(i) SuR < 7 Pt
gl =T 800
ST HOT (SATHTA T B
e ) 700
o et 2,400

6

78 W W o B B B R 30% & S el S i
&=l @1 iftha g7 100 Fo wfy & | facii disrsit
F A yaw & ot gl ok wfy SR em &
R g | i | 11
Or (3rean)
(a) Explain the traditional theory of cost of capital and
capital structure.
ot &t @ R ot dea & T R &
ZrEn it 4
(b) The following is the data regarding two companies X

and Y belonging to the same risk class:

Particulars Company X Company Y
Number of ordinary shares 80,000 1,20,000

~ Market price per share (Rs.) 1.10 ) B 1|
8% debenture (Rs.) 50,000 -
Profit before interest (Rs.) 15,000 15,000

All profits after debenture interest are distributed as
dividend. Explain how, under Modigliani and Miller
approach, an invesﬁor holding 12.5% of shares in company
X will be better off in switching his holding to company
Y} ‘

& HAEl X SR Y & aR ¥ Frsfofaa sifes R o @ 2
S OF wAE S o F o
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(In thousands)

Particulars PlanA Plan B Plan C
' Option I: ‘ _‘

Equity Shares 30 o 0

Option II: :

Equity Shares 15 20 10

12% Preference Shares Nil 10 10

10% Debentures 15 Nil 10

Assuming corporate tax to be 30% and the face value
of all the shares and debentures to be Rs. 100 each,
calculate the indifference points and earning per share

of each of the financing plans.

X fufes 7 smuet fachia weus & w9 & fgaa fn
¥ B ww aRdeEr @ waifhad s awEd g

 forea T 80,00,000 To F SETAHAT & 3T RGNS

% o e IR & wra fpar s gear &)1 Prefeiaa

et

oo YA IIB T C
R

R X 30 30 30
e 11

o A 15 20 10

12% SREF g 10 10

10% =t 15 T 10

"\

3

Additional information:
Ffafiad ga=rs:
(i) Normal yield on equity shareholders funds is 15%
rdt JavaRal & Py w amr e 15%
(i1) Divid‘lend rate on preference shares is 12%
e W A W 12%
(iii) Interest on secured loans is 16.25%
T w0 W A 16.25%
(iv)Interest on unsecured loans is 20%
FgRE FO W =AW 20%
(v) Tax rate for ABC Ltd. is 40%.
ABC fifiRe & fg & & & 40%. 11
Or () ;
(a) What is capital budgeting decision? Explain its
significance for a firm.
it aorew fofa @& @ @7 of & g e
WET I ATer g | 4
(b) A manufacturing company has supplied you with the
following information: '
Balance Sheet
Liabilities Assets
Equity share capital 12,00,000 Fixed assets 25,00,000
Pref. share capital  4,50,000 Current assets 15,00,000

Retained earnings 4,50,000
Debentures 9,00,000
Current liabilities 10,00,000
40,00,000 140,00,000
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Additional information:
(1) 20 years 14% debentures of Rs. 2,500 face value,
-redeemable at 5% premium can be sold at pér, 2%
flotation costs.
(ii) 15% preference shares; sale price Rs. 100 per share,
' 2% flotation costs.
~ (iii) Equity shares; sale price Rs. 115 per share, flotation
costs, Rs. 5 per share,
o fafmfor Fof 3 Prafofes gt o & &
gad o
S qReuft
R O it 12,00,000 wEF wERE 25,00,000

SR SRR §ft 4,50,000 @G GREARE 15,00,000

gfoenRa s 4,50,000

e 9,00,000°
qreq gt 10,00,000
SR erm:

(i) 2,500 To fhd T arA 14% RBE=R 20 T B fg,
et wfter 5% @ifaw w far s an, auge w
2% WA AR 9T I AT Thd & |

(i) 15% ard e 99T T Fma 100 o iy 7w,
2% WAET AT

5456 8
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(i) Y e ; Fepa T 115 To 9y T, e T

5 $o Ui W

The corporate tax rate is 35% and the expected growth
in equity dividend is 8% per year. The expected
dividend at the end of the current financial year is Rs.
11 per share. Assume that the company is satisfied with
its present capital structure and intends to maintain lt

Determine weighted average cost of capital by using

- book value weights.

FER B B W 35% ¥ AR R wrier A geie
e T 8% iy av ¥\ =g Pefr af @ wofky w
YA IS 11 o Ui 94 &1 919 & °af %
R ot Tt o s @ wge ¥ ol g

BRGNS e I o e TGl

3aa arrE & et @it 11

( 3. (a) New issue of capital is costlier than the retained

5456

earnings. What makes these two differ?
gfvenfta ol & o€ ardr Ooh SR AT Al gt
¥ 3 I F Siaw a4t B ¥ 4

(b) X Ltd. has appointed you as its finance manager. The

company wants to implement a project for which Rs.
30,00,000 is required to be raised from the market as a
means of financing the project. The following financing
plans and options are at hand:
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A fafiRs Jws T Aify & 2% ¥ 3% sEod W iR

SR A AT R R 0 T d s R BT W

frem % W@ ¥ 1 5 aRae & amem o o ¥

() H ¥R 50 1@ q JeHK 60 W@ B T

(ii) TmERl T W W A 9 H FIIE 0.70 |
0.60 UT ST |

(iii) 3Ta |UE rafr Sgat 20 T & 24 Rew &
ST |

GH & TS A 18% SR aRadt (et @I 0.85 ¥

922 Hifq H IRadT & I9T @ aREaT S| 11

Or (3%

(a) Explain the Baumol’s model of cash m‘anagemeht.

UYHT Yoo & S Hied H AT T 4

(b) From the following information, prepare an estimate of

working capital requirements:
Projected annual sales 52,000 units

-Selling price Rs. 60 per unit

Raw material cost 40% of selling price
Direct labour cost 30% of selling price
Overhead 20% of selling price

Raw materials remain in stock on an average for 3 -
weeks. Goods remain in production process for 4 weeks
on average. 5 weeks are allowed to debtors to pay while
firm gets 3 weeks credit from suppliers. Finished goods
remain in stock for 4 weeks. Lag in payment of wages
and overhead expenses is 2 weeks. 50% of the sales

are on cash basis. Assume that goods in process are
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. 100% complete with respect to materials but only 50%
in respect of labour and overhead.

ﬁﬂﬁ%ﬁ@ﬂaﬁﬁmﬁsﬁﬁfwﬁaﬁmw

g @R
. AT aiftfe fasr 52,000 gfe
R 60 To ufr gfe
F A B AR g @ i 40%
TOE HH AN feea S @t 30%
SuReg T Fma & 20%

FHAT A AT 3 W B e ©@ § war ¥
. I URhaT § Wi SN 4 9WiE @) e &
% T 5w o w Rar e wah o
& TR ¥ SR & 3 qE F 999 e 1 R
A 4 WATE 0 T F Tl ¢ | 7gRal 3R IuRer
al o SErRel F 2 gwE ) 3 @ ¥ 50% fwr
ThE SMUR T B 8| a9 % 9RRaT & SR
a1 G H A T 100% YU B T ¥ aee an
R IR & STER Pad 50% 94X g BN 1
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