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1. (a) Explain the concept of profit maximisation and
wealth maximisation. Which one of these is a

better operational guide for finance manager?

(6)

(b) Determine the weighted average cost of capital

using :
(i) Book value weights, and

(i) Market value weights based on the

following information :
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Book value structure 4
Debentures (% 100 per Debenture) 8.,00,000
Preference shares (Z 100 per share) 2,00,000
Equity shares (2 10 per share) 10,00,000
20,00,000

Recent market price of all these securities are:
Debentures 110 per debenture, Preference shares

%120 per share and Equity shares 222 per share.

External Financing opportunities are :

(i) 2100 per debenture redeemable at par, 10-
year maturity 13% coupon rate, 4%

Flotation cost and sale price Z100.

(ii) X100 per Preference share redeemable at
par 10-year maturity 14% dividend rate,

5% flotation cost and sale price Z100.

(ii)) Equity shares ¥2 per share flotation costs
and sale price ¥22. :

Dividend expected on equity shares at the end of
the year is X2 per share, anticipated growth rate
in dividend is 7%, the company pays all its earnings
in the form of dividends, corporate tax rate is
30%. (12)
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Or

(a) Explain how the scope of finance function has
changed over time. What role does the finance
manager play in a modern firm? (6)

(b) The following is the capital structure of XYZ Ltd.

Sources Amount %) Specific c/c (cost of
capital)

Equity share capital (2,00,000 20,00,000 11%

shares of ¥ 10 each)

Preference share capital 5,00,000 8%

(50.000 shares of Z 10 each)

Retained earnings 10,00,000 11%

7.5% Debenture of ¥ 1000 each 15,00,000 4.5%

Presently the debentures are being traded at 94%,
Preference shares at par and Equity shares at

213 per share. Find out the weighted average cost
of capital based on Book value weights and market

value weights. (12)

2. (a) “Trading on equity is resorted to with a view to
decrease EPS.” Comment on the statement.

(6)

(b) X Ltd. is considering replacing a machine having
the written down value of 21,60,000 and it will be
fully depreciated at the end of 2 year. The

b
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(@) X Ltd. 30 a9+ H=9 Aifd # dge W =R &

W B fAwen w REwor 9 Rar w2

ot #hfey FdEE | A B C

fahT () 50,000 | 56,000 | 60,000 | 62,000
E i 40,000 | 44.800 | 48,000 | 49,600
(80%) (3)
@ s (3) | 16,000 | 16,000 | 16,000 | 16,000
3T wag rafer
30 45 60 75
(=)

afe FHaw = = 20% ® @ wEd IR RAwew & weE
v (12)
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(a)

5

remaining economic life of the machine is 4 years.
after which it will have no salvage value. But if
it is sold today, it has a salvage value of 1,20,000.
It will generate revenue of ¥5,20,000 per annum
for 4 years and incur expenses of Z3,80,000 per
annum. It can be replaced by a new machine
costing ¥4,80,000. The new machine will generate
revenue of ¥9,20,000 per annum and incur annuat
expenses of ¥5,80,000. Additional working capital
0f 22,00,000 will be required if the new machine
is bought. Depreciation on the new machine will
be charged at the rate of 80,000 per annum to
make its book value equal to its salvage value of

%1,60,000 at the end of 4™ year. Tax rate of the
company is 30%. Advise the company if the cost

of capital is 15%. (12)

Year 1 2 3 4
PVF at 0.870 |0.756 | 0.658 | 0.572
15% ~

Or

“Cash flows of different periods in absolute terms
are incomparable.” Explain the reasons and how
they can be made comparable? - (6)

P10,
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(b) Y Ltd. is considering an investment proposal

requiring initial investment of ¥50,000.

The corporate tax rate is 35% and the company
uses Straight Line Method of depreciation. The
estimated profit before depreciation and taxes from

the investment proposals are as follows :

Year | PBDT | PVF 10% | PVF 11% | PVF 12%
i 11,000 0.909 0.901 0.893
2. 20,000 0.826 0.812 0.797
3 18,000 0.751 0.731 0712
4, 15,000 0.683 0.659 0.636
5 12,000 0.621 0.593 0.567
Calculate :
(i) ARR

(i) NPV at 10% discount rate

(iii) TRR (12)

3. (a) “The payback period is more a method of liquidity
rather than profitability”. Examine the statement
explaining payback period method of capital
budgeting. j _ (6)
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‘(ii)qﬁﬁﬂﬂﬁﬁm 210,00,000 # 3R & B
W 220,00,000 H O FRAW &R 2, @
A fufd ¥ frew v I W@ B wE
=ifeg? (12)
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¥ & 3uNH 236,00,000 (b) The following information is provided to you about
PQR Ltd. :
et I & gemn 3,00,000 ) X
Earnings of the firm %36,00,000
S e 1800000 No. of equity shares 3,00,000
o Amount of dividend paid Z18,00,000
it W % Return on equity 15%
S : i Cost of Equity ! 10%
=feradt AT A ;

(i) Calculate the present price of the share
(i) AR & Hes m T W A adae and the value of the firm using Walter’s

Model.
FE AR WA D qed @ 0T o
; (i1) Is this the optimum pay-out ratio? What is
the value of the firm at the optimum pay-

(ii) 1 qE T FEAFFIIE 87 FEOA WA
FINME W T F e w1 27

out ratio?

(iii) What should be the payout ratio if the firm

wants to keep its share price at ¥160?

(ili) af? & o A N FHF 160 W@ AES B

S i B wlie? (iv) When will the firm be indifferent about

dividend payment? (12)
(iv) TS ST & aR A B e R A8 wen? Or
(12) (a) Why do we focus on cash flows rather than

on profits while evaluating capital budgeting
decisions? (6)

PR,
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(b) Aakarshan Textiles currently has outstanding

1,00,000 shares selling @100 cach. The firm is a6 | b “ﬁ‘gf’;"‘ ‘*’:‘:"‘:‘“ ""2"’/‘5
. 10% Yo 12%
contemplating the declaration of dividend of 8 1 11.000 0.909 0901 0.893
t fi
per share at the end of the current fiscal year 5 20,000 0.826 0.812 0.797
that has just started. The firm’s opportunity cost
e , ; 3. 18,000 0751 | 0731 | 0712
of capital is 10%. Given the assumptions of M-M :
i { 4, 115,000 0.683 0.659 0.636
approach, answer the following questions:
] b, 12,000 0.621 0.593 0.567
(i) What will be the price of the share at the
end of the year if (i) dividend is not
declared, (ii) dividend is declared? : b
(ii) If the firm has net profits of Z10,00,000 ) i
and makes new investments of Z20,00,000 (ii) 10% & @ R W e
during the period, how many new shares
must be issued in both the situations? (iii) FTEHARIR (12)
(12)

4. (a) How does Gordon’s Model differ from Walter’s 3 (%) “FEw aoE sEfe dwe # qd W F UH
Model to relevance of dividends? Discuss their , et 271 folerE awie @ AT g safe @At 6
similarities. ' (6) s = st R (6)

(b) X Ltd. is considering changing its present |
credit policy. The details of the options are given (@) PQR Ltd. & &R ¥ el Fefefed T wer
below : W R

P.T.O.
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HA A THT qE A 21,60,000 D FARE T D wHH
B Eh | FHA A A A W 30% B AR gt N wm
15% B, A FTN N gaE Qi (12)

L] 1 2 3 4
15% UR 0870 |0.756 | 0.658 |0.572

HqUar

(%) e w0 ¥ RtV safdl & 966 vEE e 2.

TS TR T FHN AW TR goAd HE amEr o

T 27 (6)

(@) Y Ltd. v& faw wae w far w= @ 2 fee R

250,000 & WRRYE fRA9 o smavaesar #1 SORE -

W 35% B AR FUN AeawE e e Ay @
AT Al 21 AR A UB S @ AR R
W ¥ R e 2
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Credit Policy Present A B C
Sales %) 50,000 | 56,000 60,000 62,000

Variable cost . 40,000 | 44,800 48,000 49,600
(80%) )

Fixed cost (3) 16,000 [ 16,000 | 16,000 16,000

Average collection 30 45 60 75
period(days)

Advise the best option if the rate of investment is
20%. ‘ (12)

Or
(a) Write short notes on: (3%2)
(i) Stock-Split

(ii) Scrip- Dividend

(b) The production of a company during the year 2023
was 5,00,000 units. The same level of activity is
expected to be maintained during the year 2024,

The expected ratios of cost of selling price are :

Raw materials: 40%, direct wages 20%, overheads
20%

The raw materials ordinarily remain in a store for

three months before production and the production

B0,
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remains in process for two months and is assumed

to be consisting of 100% raw materials, wages

" and overheads. Finished goods remain in the

warehouse for three months. Credit allowed by
creditors is four months from the date of the
delivery of raw material and credit given to debtors

is three months from the date of the dispatch.

The estimated balance of cash to be held is

£1,00,000. Lag in the payment of wages and
expenses is half month.

Selling price is ¥8 per unit.

You are required to. make a provision of 10% for

contingency (except cash). (12)

5. (a) Discuss the consequences of lengthening and

shortening of credit period by firm. (6)

(b) Discuss various approaches for financing the

working capital requirements. (6)

(c) What do you mean by operating cycle? Why is it

important in assessing the working capital

requirements of a firm? (6)
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Hvg = FH FE D g A W RN W= ww
forr o ®1 3@ wud W Rudh il (6)

X Ltd. 1,60,000 & afeiad q9 arelt 7 & a@e
W fER o @ 2 AR T 2 AW & i A g0 96
A FeEE B S W & Jw vt st 4 9d
3 fom® w T B FEfne WG A6 BRm AT
‘mﬁmﬁmm%,ﬁmmw
1,20,000 #1 78 4 ut & fow wfs =¥ 25,20,000 &
ToE I HEN R i ad 23,80,000 W wEH
FEN 3 24,80,000 F AN AR UF AL WA T
wivefa o s @wa 21 =€ i i ad 29,20,000
T UAE I HEN AR 25,80,000 T AME =
e ¥ T @@ W 22,00,000 A AR
. Ton @ ST B AE W W e
280,000 Wiy @ & = ¥ fomr W @i A af B
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(@) XYZ Ltd. &t It S Feafofaa 21

| v e)| Ffde gt arma
: Iz"m! ,(:OTQE:;( o 20,00,000 1%
FHfAET R Gl (X 10 )

TeUE F 50,000 M) 9:50 Ml Nk
gfaufa 3uea 10,00,000 11%

7.5% f3eaT w2 T 1000 1 | 15,00,000 4.5%

A ¥ R &1 FRER 94%, FARAA AT T
I A I W wRER 13 TR W W W

frar W @1 B 98 AW WE AR AOR T WS
B R W TN @ Wka stew wwm T @

(12)
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Or

LMS Ltd provides the following details : (18)

Installed Capacity 1,50,000 Units

Actual production and sales 1,00,000 Units

Selling price per unit Zl

Variable cost per unit %0.50

Fixed cost 238,000

Funds required Z1,00,000
Capital Structure " Financial Plans

A B C

Equity shares of ¥ 60% 40% 35%
100 each to be
issued at 25%
premium
15% Debt 40% 60% 50%
10% Preference NIL NIL 15%
shares of ¥ 100
each

Assume Income Tax rate is 30%

(i) Degree of Operating Leverage, Financial

Leverage and Combined Leverage for each plan.

P.T.O.
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(i) The indifference-point between plan A and
B.

(iii) The Financial break-even point for each

plan.

Suggest which plan has been more financial risk?

1 (&) o IR dR g SR SR
F T Hfw FH ¥ F-8 BE veus & fow o
YrR wRam AtedE 27 (6)

() Preafafea @ 9@ @ T @t wiRa sitea wrE
fauiRa =ifswe

(i) 8 e ww, IR

(i) Fefofas FHER & MR W S0 460 T :

W e "qTEAT 3

fRdR (2 100 ¥fA RBE) 8,00,000
HfOAET 2w (2 100 wfeT W) 2,00,000
gfFadY X (210 iy W) 10,00,000

20,00,000
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T @ afefdl w1 B w1 9O e 39 WER
e 20 wie ¥, FfwER I 2120 9 AW SR
RS I 222 WA I

aEd fAaawn & Fefbfas sEa 2

(i) 2100 Wi RIW w9 F&@ W Aol B, 10 a6
=1 qRaeEar 13% U R, 4% AT AT

i it 3w 2001

(i) 2100 Wfer HEFFT IR 10 T N qReEET 14%
AW T, 5% EEieaT aeE AR R T
100 B §WEE W AT 2

(iii) IS Iw T2 WA I wEeEEE A FR
e e 222 B

af & oa A RS Fod W A A I 22 i
IR B, wviw Ay gfg W 7% B, HON A
F A JOAN G FAE B FE 8, RS

W F T 30% B (12)
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