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I nstru ction s for Ca ndi dates

Write your Roll No. on the top immediately on receipt of this question paper.

2. Attempt five questions in all.

3. Altempt parts of a question together.

4. All questions carry equal marks.

5. Use of simple calculator is allowed.

6. Show your workings clearly.

l' A Ltd' is planning to replace one of its machines. It wants to expand its operations and hencerequires a machine with a higher. capacity. The 
"*itting,nu.nine ir^ i, g""a 6p.r.'t"rrg iliairion,but has a lower production capacity. It is-3 y.*. ota, ti, u-"r.r.nt salvage value ofRs. 2,00,000and a remaining life of 4 years. The n,u"irin" was'initiary purchased for Rs. l0 lakhs and isbeing depreciated at 20% on the wDv basis. lt,s sarvage 'value at the end of its usefur rife isestimated to be nil.

The new machine w l cost Rs. 25 lakhs_and wilr be subject to the same method as we, as thesame rate of depreciation. It is expected to have rhe useful life 
"f , ,;:-Th"-L*1r".*,anticipates that r/iith the expanded operations there wilr be 

" 
ne"a of an additional n"i #oru,gcapital.of Rs' 2. takhs at the beginning, R".l_r"kh at the begiruring orr""o.ra y"*ri nr. i'r.u, 

^,the end of third year. The new machine will alow the fi;; eipand the 
"r.."nt 

op"*iiln, *athereby increase its cash annual r_9ye1ue br Rs. 25,00,000. variatte cost w i ie-i'o-peicent ofsale. Annual fixed cash costs are likely to increase uy irs. r,oo,ooo in the frnt tr*" vi*r'or it.

P.T.O
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operation and Rs. 2,00,000 thereafter. It is estimated that new machine can be sold for Rs.
9,00,000 at end of its useful life. The corporate tax rate is 30%. Firm's required rate of retum is
I 0%. The company has no other machine in the block of 20yo depreciation. using Npv
technique, comment whether the company should replace the existing machine. (Round offyour
calculations to nearest rupee).

(15 marks)

2. The capital structure of ABC Ltd. is as under:

Rs.

t 0,00,000
5,00,000
5,00,000

10,00,000

L

l0 per share)

30,00,000
A dditional Infor matio n :

(i) Rs. 100 per debenture redeemable after 10 years. The market price per debenture is Rs.
90.

(fi) Rs. 100 per preference share redeemable after 5 years. The market pric€ per preference
share is Rs. 95.

(iit) Equity share is trading at Rs. 30. The expected dividend is Rs. 2.4 per share with annual
growth of 8%.

(iv) Corporate income tax rate is 30%

Calculate weighted average cost of capital (WACC) using book value and market value weights.

(15 marks)

3. (a) Explain the scope of financial management. (5 marks)

(b) Company X is making sales of Rs. 40,00,000 and it extends credit of 60 days to its
customers. However, it is considering tightening its credit policy. The proposed terms of credit
and expected sales are given below:

Policy Term Sales

I 45 days 2.5% decrease in sales

II 30 days 5oZ decrease in sales

m 20 days 10 7o decrease in sales

The firm has a variable cost of 70%o and fixed cost of Fs. 50,000. The cost of capital is 15%.
Evaluate different proposed policies and indicate which policy should be adopted. (Assume 360
days in a year and round off your calculations to nefiest rupee).

' 
( l0 marks)

Equity shares (face value Rs.
I I oZ Preference shares

97o Debentures
Reserves & Surplus
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7. Attempt any two of the following:

i' The finance department ofa corporation provides the fo owing information:
Ill fl1yl 9rqi"g costs per unir orinuiniory *"'nr. :(DJ I he tixed ordering cost per order is Rs. 50.
1c.1 r he number of units required is 24,000 per yetu.

Determine Economic order Quantity, total number of orders in a year and the time gapberween rwo ord"rs ur.uming-365 #.kfi G;;"*.
ii. Examine the traditional approach ofcapital structure.

iii. Explain the relevance ofdividends on firm value using MM Approach.
(7.5*2:15 marks)

(r 00)



5'/Jf, 4

i) Sales is 20% cash and 80% credit. credit period 2 months from the month ofsale.
ii) variable expenses is 50% of h:rnover. payment is made 5o%o in the same month and 50% in the

next month.
iii) Commission 5oZ on credit sale and is payabie in the second month of sale
iv) Purchases are 60Yo ofsales and are paid 2 Months from the month ofpurchase
v) Rent ofRs.6000 is paid every month.
vi) other payments: Fixed assets purchases will be Rs.36000 in February and Rs.l00000 in

March. Taxes will be Rs.40000 in April.
vii) Opening cash balance is Rs.50000

(10 marks)

6 a) Raymond Textiles has 1000000 shares oulstanding with a market price of Rs.5o/share. It has
also already issued 12% bonds_ of Rs.4 crores in the past. It is planning to expand by investing
Rs. 5 crores. There are 3 financing options available:

i) Issue of equity shares at Rs.40 each
ii) Issue of 15olo bonds
iii) 50% of investment through issue ofequity shares at Rs.40 each and remaining from 15%

bonds.

Sales

Less variable cost @ 30Yo

Contribution
Less Fixed cost
EBIT
Less Interest
Profit before tax

Rs. 200000
Rs. 60000

Rs. 140000
Rs. 100000
Rs. 40000
Rs. 5000
Rs. 35000

i) Using the concept of leverage by what percent will the taxable income increase if EBIT
increases by 60Z?

ii) Using the concept of leverage by what percent will the EBIT increase ifsales increases by
10%?

iii) using the concept of leverage by what percent will the EpS increase ifsales increases by
6%?

Also verifu the results

(7.5*2=15 marks)

Tax rate is 50%. Calculate the following:
- Assuming an EBIT ofRs. 25000000 suggest the best financing plan.
- Indiflerence point between different financing options

b) The following information is available for a company:
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4. (a) Briefly explain the approaches to {inance the working capital requirements. (5 marks)

(b) The company has called for a statement showing the working capital needs to finance a level
ofactivity of 1,04,000 units of output for the year. The cost structure for the company's product
for the abovementioned activity level is detailed below:

Cost/unit (Rs)

Raw materials 10

Direct labour l0

Overheads (including depreciation ofRs 5 unit) 20

Total cost 40

Profit l0

Selling price 50

Additional information:

i. Minimum desired cash balance is Rs. 20,000
ii. Raw materials are held in stock on an average for 8 weeks.

iii. Work-in-progress will approximate to 4 weeks of production. Complete raw material is

introduced in the beginning ofthe production cycle.

iv. Finished goods remain in the warehouse on an average for 8 weeks.

v. Suppliers extend 4 weeks credit and debtors are provided 8 weeks credit: Cash sales are

one-fifth of ttre total sales.

vi. There is a time-lag in payment ofwages for 4 weeks and 2 weeks in case ofoverheads.

From the above facts, you are required to prepare a statement showing working capital needs of
the firm.

(10 marks)

5. (a) Critically examine the payback period technique of capital budgeting.

Month Year Actual/forecasted Sales ln Rs.
November 2021 160000
December 202t 140000
January 2022
February 2022
March 2022
Apdl 2022 200000
Mav 2022 r 80000
June 2022 240000
July 2021 200000

-'l

(5 marks)

(b) A company has given the actual sales for November and December 2020 along with the sales
forecast for Jawary 2021to July 2021. prepare the cash budget for the duration # January 2021
to May 2021 from the information given below:

160000
200000
r60000

P.T.O.


