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(a) Discuss the d€terminants of the divid€nd policy of a

- comPany. 4

(b) Relay Intemational belongs to the risk class for which

the appropriate capitaliztion rate is l0olo lt currently

has 1,00,000 equity shares of I 80 each' lt is thinking

of declaring a dividend of I 4 per share at the end

of the year. lt is exp€cting a net income of { 8 lakh

and an investment proposal requiring an investment of

? 15 lakh. Show that under MM assumptions' payment

of dividend does not affect the value of the firm now

utd after the issue of new shares' ll

(sr) f6S q.rq-fi 6t dEi{r *ft + ftqftd 61Rfil
olfqqt

(s) fit t-;ai{r'ffi dfuc s'l t qqi*m t fqs+

feq scgffi iffl-6{q < 1e"7" }1 q$qs d gr*

s6r { 80 qrA r,oo,ooo {ffi trr tr qr ed

+ oi( d Yfd Sq{ (4+ Elqilr d q}qql

cli a1 eq rS tr qt r E,oo,ooo ql {g 3{rq

61 sd< q,l 16 t *{ r n+ql Jr<ls fri

? 15 Ens + fra$ a1 enqq{6-dr tr ftgtEi

fm rrar,,a qrqerei * rea, qqig trl Umm 3i-s

oit{aAffi+qfiAi*eng.d$q*
e1 Yqrfm afi o.rat tr
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l. (a) How can you incor?orate risk in capital budgeting

decisions ? 4
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(b) A company is considering computerization of its

inventory and billing procedures at a cost of ( 2,00,000.

Installation charges are ? 50,000. These outlays will be

depreciated on a straight-line basis to zero book value

which will also be its salvage value at the end of its

Iife of 5 years. The new system will require two

Computer specialists with annual salaries of { 40,000

p€r person. It is also estimated that annual maintenance (

expenses of ( 12,000 will have to be incuned. The new

system will lead to reduced production delays, thus

saving t 20,000 annqally. It will also help to avoid stock

out cost of ( 25,000 per year. Timely billing will increase

inflow by ( 8,000 per year. Six clerical employees, with

annual salaries of ? 20,000 each, will also become

rcdundant. The company's tax rate is 30olo and required

rate of retum is l2%. Evaluate the project.

What will be your decision if salvage value is taken

as I 30,000 for purpose of calculating depreciation, even

though tlre machine will be worthless in terms of resale

valuc after 5 years ? ll (
(q) qtc $furc wra frlid d Afqq 61+t flFraq,rs6'tt ?

(r) qF, q'qfr r z,oo,ooo o1 arrc vt srr+ !d s*r
ftftir ffiqrdt + e,qat-+.or vt frsR e,,{

(3r) Erqiv en qq66 qrqtn t 3ilqsr qqr €{tiryrq
)

(s) xYz fr. + sti d qdqn <qq) q{ 61 snq-*}
fta q76p1 srtr*r t
q'd q1 sTrq

tffi +rit 61 Swr

ffi drEivr si {rfu

ft*vr q{ ysrq

tffi ei Hrrd

(2 )

I

I 18,00,000

3,00,000

? q00,000

2..5%

150/o

P.T.O.

d

(, sr€r + qFsm 6.r Bq+rr 6.d +c{ sfr
{dqn utTd ft m.{ * qw +1 rrur*
qlFqqr

(O pr c6 Eqdc UtrdR ,TJcm t ? qR Td,
d gvrq trr-dn or1ctd flr t ? w grril{
irdcrd d 5-4 fi Ts Esr t ?

(,'0 ee g{il{ qlcld Rr t ftns w q.{ or
{iq {6r+ 6q E}rr ?

(,v) G s{ e{T{ fur ne ( 5s {€Hr qrtrfr

t n} Vnn lrJ'nd Frr rh qfrS ?

(,) Errriil * gq-6s + crt d v{ qc qrsq
t'fr ?
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5.
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(,0 rs"/o + Fc d E€ ortrd Ai ard Nor qfv*\q
m,1 sq+q w,-d <tfr meF++ + {€ otR

iffi trrolur < q1 rrom +lfqql

(ii,) cfttrIIfr +1 gctr e1fqS rql qd+d q{ ftq!fr
+1tqq t

(a) What do you mean by informational content of

dividend ? 4

(r) The following information for the cunent year about (
XYZ Ltd. is available to You :

t 18,00,000

3,00,000

t 9,00,000

22.5o/o

t5%

(,) Calculate the present price of the share and value

of the firm using Walteds Model.

(r, Is this th€ optimum Payoul ratio ? If not, what

is the optimum Payout ratio ? What is the value

of the firm et this Payout ratio ?

(rr, What is the payout ratio 8t which value of the

firm \f,ill be lorvcst ?

(rv) What should be the payout ratio if the firm wants

to k€ep its share Price at ? 55 ?

(v) When will the fiIm be indifferent about Payment

of dividend ? ll

rfi tr *qr.nr {cr ( s0,000 tr w frF'rq}'if ql
Y[q-g-fi {€ c{ qfi' stfi tst * qFIn c{

Xsg€ ts-'qt qa'n sit to s qd A +{i +
:i< t *ror ftRRoI 1:u rt ttnr ri Y"rrd

d q] e.qe{ ffi 81, ( 4o,ooo Yft 6qk qrff-fr

+f,{ qF6d s{rq*Fr-fl t$rm rfr ery61 X

fu qrffi6 {€I-{€rF{ sd < rz,ooo qd q..ri dtr
ri vqld t e-isrr d o'.* 3n+'fr ffi srff"fi
tr=ril { 20,000 frfi r fs$ vft q{ ( 25,000 RTfi
qFrc errfi t {qi d lfr q<E trdfir.qrq
c{ frftirr t vid sd < 8,ooo ih1 qig fifit t
2s,eeq qfils. +fr{ ca qla E: fufufi s'.ffi
rfr t{r++. fi srttr q,,ffi 6 qr tr1 << :0"2"

t etR e-f,rq <( 12% tr cR,-As{r sI Tsiq-r
eilfqqr onq+T ftofq f,I EI'[ qf( f{KI{q {e
aia6re * 3(t{q + frq r ro,ooo fuqr qrdl

t, Edii6 5 ssT + qq qqts{ 5rfdra *tqd
* qvn qd A qq'ft,

or(il!P1)

(a'l Critically evaluatc the payback method for evaluation

of long term projects. 4

(r) Able Electronics is considering a proposal to replac€

a machine which was bought three years ago for

a 10,m,000. It has a rEmaining life of 5 )can after which

it will have no salvagc value. But if it is sold now,

P.T.O

Earnings of the Firm

No. of equity shares

Amount of dividend Paid

Retum on Investment

Cost of Equity
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it will realize ? 6,00,000. Its maintenance cost is expected

to increase by { 50,000 p.a. ftom the sixth year of its
installation. A new, more emcient maehine is available

for { 15,00,000. This machine can be sold for I 6,00,000

after completing its life of 5 years. This new machine

will lead to increased productivity, thereby increasing

the revenue by { 1,50,000 p.a. It will also reduce

operating €xpenses by ? 1,00,000 p.u. Th" 
"o.p-y,, 

(

tax rate is 50%o and cost of capital is 109/0. It uses

straight line method of depreciation. Advise the company

about the replacement.

What will be your decision if the expected salvage value

of the new machine is ( 2,00,000 ? ll
(e{) EtFi-d.rfus. cfi-+firsil + {eifi + ffi q-+6

vgft sil erri+{{irr{ Tei6,r fr1fqql

(s) sffi E@ft-dR qfi tS qytu d T(di +
YRIFI IR fs-sR sil T6I t &+ frr s{ T6d
{ l0,o0,o0o { qfr(I rr.ll qr I vss.I ic +fi 5

sd t ffi cK T€ril +1$ f{Rnq {e qfr
tqrr qR Es .sT.fr *{ qq d r o,oo,ooo d fffi (

qrfufrr vs+1 rqrr{ + d sd t 6*r+1 re-rcn
*1 errn i r so,ooo q1 qfu ti q1 v*< tr
{ 15,00,000 d S+ d srftran AVra qvfrl sq-trer

tr s sd + srci +fi-+'rd o1 {El +-{i +

of I 2,00,000 carrying an interest of | 2olo, whereas ^
is an all equity firm. Both companies eam a retum of
20% on their assets of I 4,50,000.

(i) Calculate the value of both the companies and

their overall cost of capital under the net income

approach taking cost of equity as l5%.

(ir) Calculate value of both the companies and equity

capitalization rate using NOI, approach taking

overall cost of capital as l5%.

(iir) Compare the results and comment on the

differences. ll
(sI) tS {Tqcr floiq + qt { r,r+1 cft-s-q{ 61

fff{ o.{i d foq r,arrl sqrrrr ERr er qrq6fr+-
ottFc-s kqt qr6r t ?

(s) +''qr}x qt{ q,,q+ y sF 6 Sfsq Ed d t
oin {S qrq.d d qqrq t fuqrq srd f+ v
{ 2,oo,ooo e-d E.r s.r+q s-rfr t, {s q{ l2%
q-q frtrfi t sci*, x qq, srfr ftTa q.d

tr td qqftd { 4,so,ooo ql sorft c{ zoz
il flFI m'qrfi.tr

O 15% + 6rr i {ffi q1 orrro Ai qrd

Ve olrc Efu*}q * ata <hl 6qffi +
qw .*{ Er-*1 tfr qt vry q66 fr rppa

mtqSr

(4) ( 13 )
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(sr) tffi o1 er.rc +t rIUm + idq fEFrn Eflqti}sl

Hrt ?

(q) qq, q,.ffi 6 S6 q$ cfr+q+ + fdsr ro,oo,ooo

gai q1 qsrc t ffi attr-+. EBIr { l,60,000

sfds-d q1 s!fi< tt qE {B EoI <tfvr * qtq

ike futt +} qrt q,i 61 riqqr qt f+qn

or rcl tr 5v{ < t,oo,ooo, { 4,00,000 qI { 6,00,000

E"I d.6ri q,r go t+*'e tr fri fl 'r4 sfr
q{ 6'qfr ol aq srtrel t :

(5) 't0o7

sE Es c{fi-{ d t o,oo,ooo d tq qt vonr

tr rg d qYfl-{ t Eflr<rf,I q Efs fifr ffi
rrce d vft qd t t,so,ooo +1 qfd E)fit $r+
qft-qrr{ qq I .fi sft s{ t ,,oo,ooo u+ q,d

tffr e.qfi +1 e.r-<t so"t" t eq tfr o1 orTt

roz" tt qt qs6s 41 rfr* tut frltr *l 3r+rl
q.rm tr yfrT€qrT{ + sR ri ffi{r Ei FEi6

dtsst
qf( T$ q{fi-t oI srqf{d t{Kror {e { 2,00,000

troi'q et tn ?

(q) What do you understand by Agency problem ? How

can it be resolved ? 4

(b) Prepare the income statemerts from the given ltnancial

data for Company A and Company B for the year ended

3lst March 2017. Also comment on their financial

position. ll

Company B

Variable expenses as 7o of sales 75

3,00,000

6

4

035

Interest (in Rupees)

Degree of operating leverage

Degree of financial leverage

lncome tax rate

(e{) qffi +1 qqgt t erq HI sr{t t ? {+
*& re fq-qr qt s+-sr t ?

(12) 7W7

{ 1,00,000 ir.6

{ 1,00,000 g qfim dql t 5,00,000 iri6

{ 5,oo,ooo t 36qo

Eff+ {GFA. fu{ q1 qfqq qrqr *trd r zs t
dr fs { 5,00,000 t stFIfi +1 nfrr sw fdq ql}

sr { 20 ir.fi' ffi 61 s+q tr aqfi q1 *
at < scz"tr sqQ erq ffieq t{fi-fl E{r{Et
qlq 6 frfr ffi + fdq ffiq {gm-R f*g
(qpr-3]rilq f*<l * ql Tq-{ qi&qr

odswrsD

(a) What behavioral justification is given by the MM

approach to prove their hypothesis about the capital

structure decision 1 4

(b) Company X and Company Y are in the same risk class

and identical in all respects except that Y uses debt

*/o

lT/o

lff/o

2.

(

Company A

6.7

e00,000

5

3

035
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(q) 31 qrd, 2017 qi qcrq sd * frq 6q4 o
3rk q-qfi s * fd rrs ffiq eisiEl t 3nc
f*q{ur tqn oitqqr l-r+1 fril-q ftqn qr rfr
M o1tuSr

rE

7W

Tfr ffi qrffi*, tl \rs ffi irqr qrm tsilr(
*1 z.s wrrql irl ts-dnfi q-r s+ar tr
'rum +lfqq:
(, eTrfif+' sreyr qrdr

1i4 ertu t+ sl orgft

trur qi< t,'qn ffi eilqR c{ sr<TI fir sr6-dl

t A 6-A qre o1 qtqc q{ ffi etdflfr

ry w ero-*a +1 q+ Erfrs ?

(a) What are the different appoaches to calculation of cost

of equity ? 4

(D) A company needs to raise I 10,00,000 for a new project

which is expebted to yield an annual EBIT of{ 1,60,000.

It is considering a possibility. of issuing equity shares

along with some amount of debt. It has an option of
raising a debt of ? 1,00,00Q ? 4,00,000 or ? 6,00,000.

Debt is availabl€ to the company at the rates indicated

below :

upto { 1,00,000 : 8/o

Over { 1,00,000 and Upto t 5,00,000 : tT/o

Over { 5,00,000 : t9/o

Current market price of its equity share is { 25 which

is expected to drop to I 20 if funds are borrowed in

excess of I 5,00,000. Tax rate for the company is 50%.

Suggest the best financing altemative. Also calculate

financial break even point for all the three options. I I

P.TO.

( ll )

cffi €-{ fuq o7o

qrq (r t
cfuqffi ffiq fr1 qar

ffic rffiq ql qrx
q'q*'t R

75

3,Cr0,000

6

4

035 4.

or(3lcrql)
(a) "A rupee of today is not equal to a rupee of tomorrow.,,

Exphin. 4

(b) Calculate the overall cost of capital of Sushant Ltd. fiom
the information given below using book value weights
and ma*el value weights : I I

Book Vrlue M$k€t Value

oo
Equity Shares of ( l0 each 4,m,m0 6,40,000

l2%o Prefetence Shares of ?

100 each 1,00,000 75,000

@edeemable at par after t0 years)

ll% Debentures of t 100 each 2,50,000 ?25,W
(Redeemable at par after 5 years)

Reserves 1,00,0@

(

t[,q+ A

6.7

2,m,000

5

3

0.35

iFqlt B

( (

a

(
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or(3lerso

(a) What are the different motives of holding cash ? 4

(r) A company manufac-tures I,OO,00O units of a product

annually from a raw material which is purchased at

" < 60 per kg. lt incurs a handling cost of I 200 and

freight of t 550 per order. The inventory carrying cost (

of the raw material is { 0.75 per kg per month' ln

addition, cost of lvorking caPital finance on the

inyestrnent in inventory is ( 6 per kg per annum' One

kg of the raw material can produce 2'5 units of the

product. Calculate:

(, Economic Order Quantity

(i, Frequency of ordering

(nD If the company \ ants to place orders on quarterly

basis, what percentage of discount on the price

of raw material should be negotiated ? ll

(3{) ro-fi {qi + fqiira r.Q{q flr t ? 
(

(q) sq qtryfi 6 qm * qrf,rtl 1,00,000 1fu TcIK

s-{d t fidA { 60 rfr ffi + frsrE t qfr<I

qm tt Es*1 Miq atffi { 200 iTc[ vft 3IIt{t

qrgl { 5so tr q-€ crd {+ qt run qrtre

? o.z5 sfr ffi YfdcIE tr Vrr+ €r€rsl F€A

d f{+a cr rl4{frfl tfr futr ql ern r o

(71 lfftt

Last year the company paid a dividend of t 2'20 per

share. It is expected to declare a dividend of { 2'42

per share. The company has been maintaining the

growth rate in dividends over the years and is expe-cted '

to do so in future. Tax rate is 40olo'

(q) "rdrq fil qq. TTql q,€ + qq, rqi + q{rd{

r-6 tl" qrst qltqqt

(s) qrfi {FI trR etR qrqR {s lIR s,I sc+'I

uG Ee +E { ,rt qrrmrt * {fltd td' sl

1* at td Errm 6l rluP dtqq :

rsrdr rla crqR qFI
({) (?)

{Tdr sifl 9'*.5, ( lo 4,00,000 6/0'm0

l2% otfilcrl oiq r roo Y**' l,m,mo 75,m

(lo sd sr< {q{s ct

yrdto

n% fu+qC { loo Y+fi 2,5o,ooo 225'w

(5 qd sR qcTs c{

Ytd-(c)

frd q{ fiqfi i r z'zo Yfr Ytq{ + ENi{l

6,I tmH fs-ql qll qE 3IIflI t fu Yfd tq(

P.T.O.
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3. (o)

(b)

(8)wn
t 2.4zE:t erqivr ffirnr q'q+ qfr t erqiw
d Yk ct q{rE Eq t iik qfdq fr tsr qr+
*1 s4q tr ql *1 E< to"z tr
Discuss the different approaches to financing of working
capital. 

4

From the following information estimat€d by Swastik Ltd.
for the next year, calculate the working capital required (
on cash cost basis :

(e) 7w
The company includes depreciation in its cost of
production. Finished goods are Valued at manufacturing
cost. A safety margin of 15% is to b€ maintained. ll

(sr) o,d{trd t+ + fril tsq + frftrq ilffi sl
fatq11 66n,

1q; o+rd sd + f€s Erk+. fr. ERr q$rfrd
f{q qr-*,r0 t, T*,-fr Err( + onqr q{ 3;rqs
sr4vfrd f* qfr qqcr qlfqq :

t
fr*q lzoz * vqe Errr q0 27,oo,mo

i6ElI rfiH 
6,75,000q-qd 
slo,ooo

qd + sid d Hvfr qq 
oo,ooo

6e xVrvfuo u{ l,8o,ooo

Ee fufiq qq 
eo,ooo

qtflqi-d rs-< ts l,oo,ooo

tqn qre sit{ q-+ crd ft1 Rlfi d r q-fii
+'t sffi{{rfi-{r s,r xr t6,n * ieq rur urer
tr mq+ iiqi ur6+1 Bt 2 T6ri ql *tce tmt stR sTci onlfffion i z q*i ol *Be
e.rw s..fr tr rql 61 trkrFr 15 ffi g sqq
qiRrfr s qlq f6qr q-61 f; 31q qlfr. q{ii
6',r griri 1 cr6 + sriln€ + qrq ioqr qral
tr oti fm'qqrq c,q rd tr q.qfi +1 t-er<c
drrH i qiqil( yrfud tr tqn q6 ffiffi1
qrrriT rR {gifua tcr tr rsz s.r grffi cfih
qafi T.qq1 $;

Sales (at gross profit of 2V/o)

Raw material

Wages

Manufactudng Expenses outstanding

at the end of the year

Total Administrative Expenses

Total Selling Expenses

Desired cash balance

{

27,00,w

6,75,000

5,,10,000

60,000

1,8,0,000

90,0m

1,00,000

Finished goods and raw material are kept in stock to
meet I month's requirement. The company gives a credit
of 2 months to its cuslomers and gets a credit of
2 months fiom its suppliers. Wages are paid .with a
time lag of 15 days. All other expenses are paid with
a time lag of I month. There is no work in progress.

P.T.O.
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