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Ftfrq giiE + yG{r{rd scFrq ftr ongfro uvrlr fr

iltil fr qrqr dfrql 4

(b) :XYZLtd. is considering the proposal of buying one of

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 risk)

investment. The company's risk adjusted discount rate

is 16% and risk free tate \s lO%' The expected values

of the net cash flow (CFAT) with their respective

Certainty Equivalents are:

ProPosalA ProPosal B

Year CFAT (Rs.) CE CFAT (Rs') CE

I 30,000 .8 18,000 ',g (

2 30,000 .7 36,000 '8

3 30,000 .6 24,000 '7

4 30,000 .5 32,000 '4

Which machine, if either, should be purchased by the

company?

xYzftFrts \16 {g E{rK;5r ftqfur q'<t q'; hq * t
t r'*' qst-{duffi * s-6Hc( fosR a6'{ rt t rrq
qsHi fr t s-d6 * ftg so,ooo oo * Frlsr ?f,t
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is at the optimum .payout ratio. What would be the

minimum price of the share and when?

\r+- qiqft t zo,oo,ooo uo ft+r ilrT orFfil frqr *r
sr+ z,oo,ooo t{{ t r rm enrigr l,oo,ooo ro t r ws

{ff +r arrrt *. = raga eln ctds( si Et r = 14e6 } *
I€r d-w * ugrn iq{ m cMR Trq Hn dfqqr
Eqd{ grrdm sEcl-( FII d'ni qe iilqr$ Ee-fi
gq-dFT qlcrd E{ E} il{ $?r{ * qlER atlrc arc
Eiivrs r {izii 6T qfiFl {g €r qR ifiif EFII? ll

. (a) What arc the assumptions of basic model of EOe?

Eoet onqn qlso t Brfur-t €r ti 4

(b) A Ild. is considering a change in cash dlscount policy

from 2% to 3% and extension of credit period from 30

days to 45 days. This change is 
"*p"","d 

,o,

(i) Increase the total sales from Rs. 50 lakh to Rs. 6O

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 Z 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?
156 14

6llffi qil stqfr A a) fuff qsh{ e} otqir qGsr

ll
or(wr)

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

5ET r5r $rq-{s flr *dr tr gn # sq{-qfuqFTdr
* ftq 6Ruil +lercqT dt&qt 4

(b) A toy manufacturing company is considering replacing

an existing piece of equipment with one of two new

more sophisticated machines. The old machine was

purchase{ three years ago at a cost of Rs. 2O000. The

smre45ilI t qtr + s{ sTrrd f,rfr rm ffi et
ri'flT{r ts | qai-{ * sqftft fffi +t sqrfu * erE *fr
qQftii + ft*ilrfr t s,ooo ro fr vc qqft6 ql qms fr
ffi m rnr& * tr sic-ft 6r *iE ilfuq qt frisr 6r
I5qt+r al+ * frq cssqrqq 6r yfrrr olfi t r eiq-fr

fr dfuq wrdeil TFr rt 16% t *r dfuq gff
<t l0% tt fi-d tE rdr6 (crAr)*r Er+ Rkd
g@tsT + yi{rftrd 

l1aw E( r6R &
SRIT{ A

crAT $o)
30,000
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30,000
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machine originally had a projected life of 7 years and

was to be depreciated.straiSht line to zero salvage value'

The two new pieces of equipmelt 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 cxpansio in operatioq tlte manqlsme11 estimates

the net working capital {uirement 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 sraight

line basis. Machine Y would cost Rs. t,l5'000 and Rs'

25,000 to instal. It has also 4 year life with no salvage

value. 'Ihis old machine can be sold for'Rs. 25,000 on

ooe year credii. The firm is taxed at 30%' Assuming

the cost of capital to be l0% 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; (

Year Present Machiae Maehine X Machine f
lR.Y. Xs' Rs'

t-4 25.000 50,000 90'000

What would be your answer, if the company has under

consideration only tho proposal to purchase machine

x?
ffidf +r Fqqiur 6{t q|fr qs air$ + + t fufr S6
qrftt*'ftWsq-6rul cffid fitq( fuER 6{ rS

Show using MM .hypothesis, the payurent of dividend

does not arfert value of the firm'

*i Rc,rs ffi or Yfrrr er*:

EPs 7€o

P/BqlqliT l0

k, l?%

ffit * dm 75'om

ggrfiril ffit{r 5Fo

rorErc frei{ qrq 5,00'000 Fo

iqr fr+{r 8'oo'ooo €o

Iwvlqftfitr{r qr s'fu q,1+ rfitd affis fs mct{r

* lms,ft t qd * Xs c( 6t{ yqre {fi qfcr tr tt
or (!ilr[{)

(a) What ie "infrmational contents" of dividend payment?

Explain how it affects the share value'

ilqi{r qcrqrft ff qfiFm Fcc(fl qr ttfr ti qs

fue mn fut * ts *t r'fltrd 6tfr t? 4

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

has 2,fi),fi)O equity shares. Dividends paid ate Rs'

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

walter's model when cost of capital t' =18% and rate

of return r = l4%. what will be the optimum payout

ratio? Find the market p'rice of the share when divldend
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ft{t"r qitrftx erq*y
mqRur *cff # Tsr 8o,ooo l,2o,ooo
qIEr{ frrd cfr iq( (ro) l.ro r.oo

87o E*<q (6o) so,ooo
qM + E{ am (uo) ts,ooo ls,ooo (
ftiqrqmurfrc<or fit+qFrrd rsrfiTtlFT 6) f,rqi$

w q c r<qr r.tn qrcilr qffiqq rfi 16T gtnr qrfu
sil.r Fril( sqFrs ri qoritr x 6qn t rz.r* crfi iq{Ert
F[.I{F5, qtFlr $q{Efirkl[ i6T y 6qfl q EIHr<Iril iFfi {t
ircr ftqft d rirnr ll

4. (&) Whst are the factors that arre considered while deciding

the dividend policy o-f a firm?

sd * ilqf$ {ft q} rq oti vrq frn *ncl c(

ksR 6rtr dilr ti 4

(b) Using fhe data givcn bclow: 
(

EPS R6.7

P/Bratio l0

k, 12%

Number of Shares 75,000

Expected dividend Rs. 5

Bxpected Net Income Rs. 5,00,00O

New lDvestment Rs. 8,00,000

t r.Str$ qQtr zo,ooo oo * vrrra l-t fr{ ff6 c6\t

6tft T{ $r mfiq fr Til-d: rfrfuc wg z s{ fr qt{

frm tsr Efu * qu-6ps * qrsrd qa f+<mn qu
lFn{tr uTHr qrr {c d cq srm{"ii qi qrftc x tstr
qrf{ v o.6r rrqr t r qrtc x 6} Effi rR 80,000 Eo

fr arrrt BTRrrft ft 20,000 Fo gt enfur +tt vt
ffil yqm{ { fuRR * 6r<or ydq xqriq * f€fr
fl{ tff 6I qJqH 10,000 ro *t var 20,000.Fo

e{rff tr rr+1 e s{ d qrg * qwm Eror F+onq

Itdq {q *.nt Es q{ frls tsr qI€rR vi {wr€
etn r vqrt'r c( r,15,000 Fo qrrrc qnFft *t zl,ooo

ro Et erfuo qrtcr ditrsr+1 S uq I a{ d
t *( tt<Rq ts qtq t r w ffi qrt-t si s6 s{
t frg zs,ooo ro d ssn qr trqr.yr vq;frr t r s{ yr

so% irr mnr tr q€ qr6t F+ ffr a.nm l0% t dr

fq,( q{tt d qir+ rm oto qnr srGqr TqEH
ft {rq{ e,t 6rd t qrt rt r{ ntqT q t F#6 +
R's s8fre iilm fffifur t
cd ftf<t crtt qttrx crfr?v

(u") (t') (t")
r-4 25,000 50,000 90,000
qrr6r Em( flr E)rn qE ;trft *{d q$q xqi ffi
q{ f+{R 6T rift tl l l

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

overheads in analyzing investment decision?

fra{r ft* Nq qr fffisq q,d fr frqT{ Errrd *(
o166 gqftq?if qr flr Ei?iqTA,6{ti 4
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(b) From the following information calculate the weighted

average cost of capital before tax for ABC Ltd.:

Rs. (In lakhs)

(i) Shareholders' funds

Share Capital:

Equity

Preference

Reserve

(i) Borrowed funds

Secured loans

Unsecured loans (including inter

corporate deposit)

Total funds

Frqff,fuT W-{rsil t ABC frfres * fos 6{ T{
qrRd *trd irFrir E6r qftdil{ dfrs

nlrg uo d
(i) Md * F{Frqt

*+t fff'
{ffi
3lfuqFT

Rqr{

(ii) Erm fr rS RErd
giftrr xu
orgftm x'r (era:affi wr +1

YrPrd 6.(+.)

5r fttud'

{6 qm d fu qirft fr 6( qt 30% t ft Hft mi ft{
isffi m ufua qu roo To sfr trftdq *nqrcii
q tr vSo + qfuqrT tdgsi .ilr cft *fi qrq 6r

qR-*-d{ dfrqt 11

or (wlt)
(a) Explain the traditional theory of cost of capital and

capital structure.

tfr fr errm S{ tS {r{{r * c{qnTrrd k6t< fr1

qrqr dfrqr 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 @s.) l lO 1.00

8% debenture (Rs.) 50,000

hofit before interest (Rs.) 15,000 15,000

All profits after debenture interest are distributed as

dividend. Explain how, under Modigliani and Miller

approach, an investor holding 12.5% of shares in company

X will be better off in switching his holding to company

Y.

t si{ffi xefuv$ <rt t 6q66u tsrt*-t frq w {t t
fr \'6 mH f,fuq q,f { e.rrfr E:

s00 (

100

300

(

800

700

2,400

500

100

300

700

2,m

800 I li
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(In thousands)

Particulars Plan A Plan B Plan C

Option I:

Equity Shares 30 30 30

Option II:
Equity Shares 15 20 10 (

12% Preference Shares Nil l0 l0
l0% Debentures 15 Nil l0
Assuming corporate tax to be 3O% and the face value

of all the shares and debentures to be Rs. 100 each,

calculate the indifference points and earning per sliare

of each of the financing plans.

xftftls i oilq-+1 ffiq rqq-6 * w d frg-ff fuqr

$;qirft w qft#fir at orqffud *'€r sr6ff t,
Fre* Pdq 30,00,000 r'o d snq{q+-dr t ft qR+s{r

+ ftrs f{fr qrdri fr qrq fuqr qr (6-fi t16q66o
ffi M +i fdo-fl gq-eq t:

Additional information:

tsIfrfiR Wqri;
(i) Normal yield on cquity shareholders funds is 15%

{frar& ffi fr ftfu cr mqrq ilq 15%

(ii) Dividend rate on preference shares is 12%

sfuqrr Sqt tR mqisr Et l2zo

(iii) Interest on secured loans is 16.25%

grBrfr ;E if vt qrq 16.25%

(iv)Interest on unsecured loans is 20%

oTg{rd *oil rR altlt 207o

(v) Tax rate for ABC Ltd. is 40%.

ABC ftftrs ,h tOS 61 ifi' Et +oz. I I

or (w<r)

2. (a) What is capital budgeting decision? Explain its
significance for a firm.

tftrc e-{.{ ffiq flr dm ti vd * ftrq Fs-fr
TE-dr +1 qrqr d&qr 4

(b) A manufacturing company has supplied you with the

following information:

Balance Sheet

l-iabilities Ass?rs

Equity share capital 12,00,000 Fixed assets 25,00,000

Pref. share capital 4,50,000 Current assets 15,00,000

Retainedearnings 4,50,000

Debentures 9,00,000

Cumrntliabilities IO,00,OO0

40,00,000 40,00,000

t

frfiq
ft*mr:
iffi ic{
ft*q rr:

iffi tu(
12% qfuqn $qr

ro% E+ifi

G-dril t)
drra *rq1s q16r"

30

(

30 30

l5

w
l5

20

l0

w

10

l0

l0
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Additional information:

(i) 20 years 14% debentures of Rs. 2,500 face value,

redeemable at 5% premium can be sold at par,2Vo

flotation costs.

(ii) 1596 preference shares; sale price Rs. 100 per share, 
1

296 flotation costs.

(iii) Equity shares; sale price Rs. ll5 per share, flotation

costs,' Rs. 5 per sharc,

\16 frFrqfur Eirff + Frqftfud qm( un-*1fi t:
irffi €

Gi) {M irR ; F{fiT *rd ll5 60 cfr frqq, qqq sFrfr

5socfri{( l

The co,rporate tax rate is 35% and the expecrcd growth

in equitj dividend is 8% per year. The expected

dividend at the end of the curent financial year is Rs.

ll per share. Assume that thc company is satisfied with

its present capital structure and intends to maintain it.
' 

Determine weighted average cost of capital by using

. book value weights.

Eirfr +1or < 352, t ft {h{e Erqi{r * rqrRm
g& < ez, cfil s{ tr srEfr*c s{ s+ wrk w
rerQrd ilfiyr ll so sft fur tr qn 6.( qil fu
sirfi qq-ft {dqntffdw{rt fget *( sfrrtrs
rtril srefr tr g" tg, qrff cr y*.r a,r* ffr fr
*m srrrr er Mrq dftqr ll

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

eamings. What makes these two differ?

cffile qc} t r$ qrt tfi orfrro Hrrrd sre +fr
tr rt i-if d snr{ €} am tr 4

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

company wants tg 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:
5456 9 Twd,ovcr

I

(

ffi
{ke ivt ffi
srfuqrr Sm (dt
yM{il qd
E+qt

srq Ac-dr(

cfticffi
Tqrft qqRdt 25,oo,ooo

qq qftiqfrqi l5,oo,ooo

,r'
12,00,000

4,50,000

4,50,000

9,00,000

10,00,000 (

40,00,000 40,00,000

qfrnffi ({n+
(i) 2,500 r'o ffin Tq srfr l47o E+q{ 20 mm * Fdq,

fu{6r rffffi 5/, fiftqq v-t fuqr qrfl w, rrr1u q(

2% \Er{ irrrrfi Y{ *t i[r F{.t Br

(ii) rb% sril qhqrr *qq h6c *re roo oo cfr *fi;
26 qq{ dFrf,

L ,l
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APdfr& ts-s {+r fift;n1 zzo t az, q<ot vr sfu

sqn qft wsfu * cqr*-t eo k{ t +s frc 6( ti cr
laqn ml tS Br rs cMr t onsn fr qrfr t fu'
(D W Gffi so qrs t <--6.hr 60 urs d qrqft 

r

<iil re+] anr fts qr+ srft <Q mr wgvrc o.zo t
- 0.60 Itt qrgfi |

liii;ertr-a wl-6 erqfu q6-{-( 20 kc t z+kt E}

srcfir
F{ m tff FrFkr r8Zo ftr cR{tr M errrc o.ss t r

vgr *fr d cMr * sEH 6r qRa.m{ dfrqr rr
o' (emc)

(a) Explain the Baumol's model of cash management.

tc_s xiq + {+d {-sf, * qrsr dfqq t 4

(b) From the following information, preparc al 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. 507o of the sales

are on cash basis. Assume that goods in process are

5456 15 Tum over



100% complete with respect to materials but only 50%

in respect of labour and overhead.

ffifuT qq-ftii t o'det-d Eff * qners-dr 6r
srgrIFT iA[r{g:

rdftd qrtr-6 k*l 52,ooo {F{
frffi +kd oo r" cft zlt{€
q-€ qre +1 m.n kfiq frTd +t 4oz,
IiGGi 8rrr FTIrrf, t+m'q eirTf, 6I sO7,

sqf{d{q fusq 61Td +1 20%

Gn rrTfi *s-crt s {Hr6 + tss @. t rem tr
scnfi yfuqr d qro *s-il{ 4 Hqr6 €{rr ffi *
grrflq + ftg s r<re 6r t,rq frq qrdr:t q-qfu s{
qi, {wqiT tt strt{ Ei' 3 {rkn6 $T vrq ft-cm t r tqn
rrm 4 {rkr6 ir.6 do d rrn B t {{(ffi *r BcR-qq

sfr aft q-{rq,ft fr z rqra d tt d.rfr t r sozo M
iirc qr€rR q-r tfr tr qnor qfr fu cfrqr + at{"
qrf, {mff +} ffi Ss loo% Kr d.rqr t wt q,
ofu sqR-qq * u-gmr *+o sozo iqn gBTr t r I

5456 t6 700
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