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Instructions for Candi

1.

of this question paper. \\3/\’&'“_[1%\?‘,\\/
Attempt all the questions.

All the questions carry equal marks.

Parts of the questions to be attempted together.

Use of simple calculator is allowed.

Answers may be written either in English or Hindi;

but the same medium should be used throughout the

paper.
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1. (i) “Financial Management is concerned with the
solutions of three major decisions a firm must
make, the investment, the financing and the
dividend decisions.” Explain this statement
highlighting the inter-relationship amongst

decisions. (7
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(i) Find the company’s dividend payout ratio (ii) What is the minimum amount which a person

so as to maintain the share price at 42 should be ready to accept today from a debtor

using Walter’s Model. who otherwise has to pay a sum of ¥5,000 today

(11) Find the ‘Optimum dividend pﬂyOUt ratio’ ?6,000, ?8,000, ?9,000 and ?10,000 at the end of

and the market price of a share at the year 1, 2, 3, 4 respectively from today. The rate
optimum dividend payout ratio as per thfl: ) ) of interest may be taken at 14%. (8)

Walter’s odel.

Or
(iii) What will be the maximum and minimum
share price as per the Walter’s Model. (i) What is the relevance of time value of money in
(10) financial decision making? (5
Or 5 . . ;

(i) ABC Ltd. is planning to buy a machine for
Write Short Notes (any three) 73,00,000 which is likely to bring the following

; earnings in the coming five years:
(i) Operating Cycle

(ii) Bonus Shares

(ii1) Agency Problem Years 1 2 3 4 5

Earnings (3) | 1,00.000 | 1,10,000 | 1,20.000 | 1,24,000 | 1,30,000

(iv) Role of Finance Manager

(v) Implicit cost of Capital (3%5)

P.T.O.
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The purchase of machine will result in increase
of working capital by ¥30,000. The machine will
be depreciated on Straight Line Method Basis
and has a salvage value of 50,000. The tax rate
applicable to the company is 30%. Find out the
Initial, Subsequent and Terminal Cash Flows from

the machine. (10)
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5. (a) What are the various factors relevant in

determining the capital structure. (5)

(b) From the current year’s annual report of ABC

Ltd. the following information is supplied to you :

) Earnings of the firm 18,00,000
Number of Equity Shares 3,00,000
Return on Investment (ROI) 22.50%
Cost of Equity 15.00%

P.T.0Q,
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1 2 3 4 5

FATE ()

1,00,000 | 1,10,000 | 1.20.000 | 1,24,000 | 1,30,000
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“Wealth Maximisation is a better criterion than

Profit Maximisation.” Do you agree? Explain.

&)
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(i) A firm is considering a proposal of installing a

drilling machine. The machine would involve a
cash outlay of ¥6,00,000 and working capital of
%80,000. The expected life of the project is 5
years. There is no salvage value. Assume that
the company charges depreciation on straight
line basis for the tax purpose. The pre tax cash

inflows are as follows :

Year

1 2 3 4 5

Pre tax cash flows | 2,40,000 | 2,75,000 | 2,10,000 | 1.80,000 | 1,60,000

The applicable tax rate is 35%. The firm
anticipates its cost of capital to be 12%. You

are required to calculate

(a) Pay Back Period and

(b) Internal Rate of Return (10)

2523
(1)

(i)
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Or

Why preference share is called a hybrid security?
What are the advantages and disadvantages of

preference shares? (5)

A firm has sales of ¥40,00,000, variable cost of
¥25,00,000, fixed costs of %6,00,000, 10%
debentures of ¥30,00,000 and equity share capital
of T45,00,000. Calculate operating. leverage,

financial leverage and Operating Leverage.

(10)

frfofas T & MR W SO {ed R A I9aT
W goll F WRa ted wnE FeiRa

T Hed G

e (100 wfF fEaw) 312,00,000
YA AR (3100 AT W) 36,00,000
sferdt I (20 W Im) 324,00,000
gfeenRa sma ¥8,00,000
Fe %50,00,000
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Retained Earnings Z8.00,000
Total %50,00,000

Additional Information: All these securities are traded
in the capital market. Recent market prices of all
these securities are: Debentures @ <110 per
debenture, Preference Shares @ Y120 per share and
Equity Shares @ 24 per share.

External financing opportunities are :

(i) ¥100 per Debentures redeemable at par: 20-
years maturity, 9% coupon rate, 3% floating

costs, sale price 3100,

(ii) %100 per Preference Share redeemable at par:

16 years maturity, 11% dividend rate, 4% floating

costs, sale price ¥100.

(iii) Equity Share: ¥4 per share floatation costs and
sale price 324

In addition, the dividend expe cted on equity shares at
the end of the year is I3 per share; anticipated growth
rate in dividends is 6%. Company pays all its earnings
in the form of Dividends. The corporate tax rate is
40%. (15)

2523
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OR

What is meant by systematic risk? Explain with
a suitable example as how it differs from

unsystematic risk. (5)

Impex Ltd. Is considering the purchase of new
machine. Two alternative machines A and B have
been suggested, each having initial cost of
T10,00,000. Net cash flows are expected to be

as follows :

Year Machine A Machine B
1 1,00,000 3,00,000
2 3,00,000 4,00,000
3 4,00,000 5,00,000
4 6,00,000 3,00.000
5 4.00,000 2,00,000

P.T.O.
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The company has a target return on capital of
10% and on this basis calculate the Net Present
Value and the Profitability Index for the two
machines and state which alternative you

consider to be financially preferable. (10)

“TT eI Y A A O SR U
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T w R Wi e @ g W ffEr aw @
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1 2 3 -+ 5

F A AFA TATE | 2,40,000 | 2,75,000 | 2,10,000 | 1,80,000 | 1,60,000

A F H W 35% Bl WH @ AT gol & AN
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4. Determine the weighted average cost of capital
using Market Value Weights based on the following

information :

Book Value Structure

Debentures (¥100 per debenture) 312,00,000
Preference Shares (¥100 per share) 76,00,000
Equity Shares (¥10 per share) 324,00,000

P.T.O.
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3. Prepare an estimate of net working capital (i) Explain the concept of Permanent and temporary
requirement of ABC Ltd. from the data given below: working capital. (5)
Production during the year 60,000 units (i1)) The following information for a particular year
Selling Price %5 ner it has been extracted from the books of a

) ) manufacturing company for the financial year
Raw Material 60%
ended 2015.
Wages 10%
Overheads 20%
Raw Material storage period 2 months Particulars Figures in
Work in Progress storage period 1 months Sales 80,000
Cost of Goods Sold 56,000
Finished Goods storage period 3 months
Opening Balance | Closing Balance
Credit allowed to customers 3 months Tnventory 9,000 12,000
Credit allowed by supplier 2 months Debtors 12,000 16,000
Minimum cash balance required 3 20,000 ) )| Greditors %000 0000
Wages and overheads 1 month
What is the length of the operating cycle
Or

assuming 360 days in a year? (10)
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