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I. (a) “Wealth maximization is better criterion than Profit

maximization” Do you agree? Explain. (5)

(b) A machine is available for ¥2,40,000 which is likely

to yield following our earnings in the next 5 years °

Year 1| 2 3 4 5

Earnings | 1,05000 | 96000 | 90,000 | 72,000 | 78,000

The machine will be depreciated on straight line
method and the salvage value is ¥30,0( )the
machine is subject to tax at a rate of 40%. Should
the machine be purchased if the cost of capital is
12%. (10)
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(a) Critically evaluate the payback method for

evaluation of long-term projects.

(5)

(b) ABC limited is considering a purchase of machine

for 22,40,000 which is likely to yield the following

future benefits in the next 5 years. The machine

will have salvage value of ¥40,000.

Year PAT

I 20,000
2 32,000
3 40,000
4 36,000
5 32,000

Should the machine be purchased, if the required

rate of return is 20%? Use ARR method and

payback method.

(10)

2. Sakthi Foods Limited has the following capital

structure :

P.T.O.
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Sources Book Value ) Market Value (%)

Equity Capital (25000 shares of 250000 450000

%10 each)

13% Preference Capital 50000 45000

(500 Shares of 100 each)

Retained eamings 150000 P

12% Debentures 150000 i 145000

(1500 debentures of 100 each) ‘
500000 an )]

The expected dividend per share is ¥1.40 and the
dividend per share is expected to grow at a rate

of 8% forever, Preference shares are redeemable

after 5 years at par whereas debentures are

redeemable after 6 years at par. Tax rate is 30%.

You are required to compute the weighted average
cost of capital for the existing capital structure

using market value as weights. (15)
Or

The share capital of a company is ¥10,00,00 )rith
shares of face value of ¥10. The company has
debt capital of ¥6,00,000 at 10% rate of interest.
The sales of the firm are 3,00,000 units per annum
at a selling price of ¥5 per unit and the variable

cost is ¥3 per unit. The fixed cost amounts to
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3ran | ¥2,00,000, The company pays tax @ 35%. If sales

increase by 10%, calculate:

&8 o A Qe ot 10,00,000 & B, fomd 10 € s
T & W T TN D T 0% W W 6,00,000 € (i) Percentage increase in EPS.

T O R W A R 5w afe @ e { ‘ ( (ii) Degree of Operating Leverage at the two
W 3,00,000 g AT af @ &k yRedsiw @n 3w W levels

gz 31 for W 2,00,000 & B HTR 35% o W ¥ W
A e 31 af B X 0% 6 9fe @@ 2, @ e

(iii) Degree of Financial Leverage at the two

levels. (15)
(i) ¥w ¥ wiem gl ’ ) 3. (a) Explain the following :
!
(i) @ = W SRR I & R ) ’ l' - (i) Information contents of Dividend payment
= g (3)
(iii) < w@ W A< 9w W =B (15) i (i) Dividend Payout ratio (2)

(b) EmKay Ltd. has 15,000 equity shares selling at
¥15 per share. The company is expecting to make

3 (W) Feafafeas o emwer kg

(i) AT FEF R o A (\ ; ( a net income of ¥3,00,000 during the year ended

315 March 2024, It is contemplating a dividend of

(ii) et WA 3T (2) I3 per share at the end of the current year. The

company belongs to a risk class whose appropriate

(@) wrd fifics & e 15,000 SR Faw F, & 15 W capitalization rate is 12%. Assuming no taxes,
IR H WA fawg e T @ FFER A 31w answer the following questions:

2024 FI AT 9§ & IR 3,00,000 & A TE I
@l 3RlE #1 9F A ad @ o9 A 3w o Awm a

(i) What will be the price of the share at the
end of 315 March 2024, if

PiT. 0.
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(a) Dividend is paid

(b) Dividend is not paid

(ii) Assuming the company pays the dividend and
has net profits of ¥3,00,000 during the period,
how many new shares must be issued t- “jeet
its investment requirement of ¥5,00,000 Apply
MM approach for your calculations.  (10)

Or

(a) Write short notes on:

(i) Assumptions of the Theory of Irrelevance -
of Dividend (MM Approach) (3)

(ii) Stock-split (2)

(b) SG Ltd. invested ¥25,00,000 in 2,50,000 shares of
Z10/- each. Rate of return on investment is 15%
and retention ratio is 70% of its earnings. If the

)

(i) What would be the price as per Gordon’s
Model?

appropriate capitalisation rate is 12%,

(ii) What would be the price if the company
has payout ratios of 25% and 75%?

(10)
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1 20,000

2 32,000

3 40,000 (
4 36,000

5 32,000
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4. (a) Explain the factors which should be considered

while making a capital budgeting decision.  (5)

(b) L Ltd. and U Ltd. are identical except that Ltd

( has issued 10% debentures of ¥9,00,000 while U
' Ltd. has only equity shares in its capital structure.
\ Both the firms have operating profit of ¥3,00,000.
Assume capitalization rate is 15% for all equity

{ firms.

(i) Compute the value of the two firms using

Net Income Approach.

l (i) Compute the value of the two firms using

Net Operating Income Approach. (10

Or
( (a) Explain the concept and importance of permanent
and temporary working capital. (5)

(b) Prepare an estimate of net working capital

requirement for RP Ltd. Add 10% for

contingencies from the information given below.

P.T.O.
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Estimated cost per unit of production of ¥170 -

includes

Raw material 80, Direct labour 30 and overheads

(exclusive of depreciation) 60
Selling price is ¥200 per unit )
Level of activity per annum 2,08,000 units.

Raw material in stock: average 4 weeks, work in
progress (assume 50% completion stage): average
2 weeks, finished goods in stock: average 4 weeks,

credit allowed by suppliers: average 4 weeks, credit

allowed to debtors: average 8 weeks, lag_ in -

payment of wages: average 1.5 weeks and cash
at bank is expected to be ¥50,000. -

The production is carried on evenly throughout

the year (52 weeks) and wages and overheads

)

accrue similarly. All sales are on credit basie

You may state your assumptions, if any.

(10)

-

9

(a) What are the different motives of holding

cash? (5)

(b) A company manufactures 1,00,000 units of a

product annually from a raw material which is
purchased at ¥60 per kg. It incurs a handling cost
01t 7200 and freight of ¥550 per order. The inventory
carrying cost of raw materials is Rs. 0.75 per kg
per month. In.addition, cost of working capital
finance on the investment in inventory is 26 per
kg per annum. One kg of raw material can produce
2.5 units of product. Calculate

(i) Economic order quantity

(i) Frequency of ordering (10)

(F) “oF SfrFeER, TN SRR ¥ e AT

B W 9 Wewd 7 W Hiw (5)

(@) v wHT 2,40,000 T ¥ IueE B, Red W@ 5

ot ¥ TN WA H IR W AR B S
B

1 2 3 4 S

@ | 1,05,000 |96,000 |90,000 |72,000 |78000
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