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Instructions for Students

Write your roll no. on the top immediately on receipt of this question paper.
Attempt all questions.

All questions carry equal marks.

Use of Simple Calculator is permitted.

Students are allowed to use present value and future value tables.

Answers may be written either in English or Hindi; but the same medium should be
used throughout the paper.
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a. Sharmila wants to go on a world tour after 10 years. The tour will cost her
8,50,000. How much should she save every year to have a sum of Z8,50,000 after
10 years if the rate of interest is 10% p.a.? What will the annual amount to be saved
be if the rate of interest is 12% p-a.? 8)

b. From a stakeholder perspective, why is wealth maximization seen as a more
comprehensive goal than profit maximization? How does it address the interests of
various stakeholders? (7

OR

a. Assume that a deposit is to be made at year zero into an account earning 8%
compounded annually. It is desired to withdraw %2,00,000 three years from now
and %3,00,000 seven years from now. What is the size of the year zero deposit that
will produce these future payments? ®)

b. Discuss the scope of financial management and how it integrates with other
business functions to achieve overall organizational goals. @)

a. Elixir Industries is considering an investment proposal for a project costing
%5,00,000 with life of 5 years and no salvage value. The company is subject to a tax
rate 0f 40%. Straight line method of depreciation is used. The cost of capital is 12%.
The estimated profits before depreciation and tax (PBDT) are given below:

Year PBDT
1 31,35,000




2 ¥ 1,45,000
3 ¥1,50,000
4 ¥1,85,000
5 ¥2,20,000
You are required to compute:
1) Discounted Payback Period
i) Profitability Index (8)
. Why do NPV and IRR techniques of evaluation of capital budgeting lead to
conflicting project ranking? (7)
OR

. A company is considering replacing a machine originally costing ¥50.000. The
current book value of the machine is nil and it can continue for another 6 years after
which it will have zero salvage value. The new machine costs ¥2,10,000 and
30,000 will have to be spent to install it. New machine is also likely to last 6 years
with no salvage value. The projected profits from the existing and new machine are
given below:

Year Expected after tax profit

Existing Machine (%) New Machine (%)
| 2,00,000 2,40,000
2 2,50,000 3,10,000
3 3,10,000 3,50,000
4 3,60,000 4,10,000
5 4,10,000 4,30,000
6 5,00,000 5,10,000

The tax rate is 40% and the company uses straight line method of depreciation. Cost
of capital is 12%. If the new machine is purchased, the existing machine can be sold
for £25,000. Should the finance manager replace the machine? Advise, using Net
Present Value method. (15)

SH Industries Ltd. is setting up a project with a capital expenditure of %80,00,000.
It is considering the following two options to finance the project:

Option 1: 100% Equity Finance
Option 2: Debt and Equity in 2:1 ratio

Equity share has a face value of 710. The rate of interest payable on debt is 18%
p.a. The corporate tax rate is 40% p.a. At what level of EBIT will SH Industries be
indifferent between the two options of financing? (8)

. Compare and differentiate between Net Income Approach and Net Operating
Income Approach of Capital Structure theories. (7
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a. SP Corporation has the following book value capital structure:

Equity capital (10 million shares, Rs.10 par) Rs.100 million
Preference capital, 11 percent (100,000 shares, Rs.100 par) Rs.10 million
Retained earnings Rs.120 million
Debentures 13.5 percent (500,000 debentures, Rs.100 par) Rs.50 million
Term loans, 12 percent Rs.80 million
TOTAL Rs.360 million

The next expected dividend per share is Rs.1.50. The dividend per share is expected
to grow at the rate of 7 percent. The market price per share is Rs.20.00. Preference
stock, redeemable after 10 years, is currently selling for Rs.75.00 per share.
- Debentures, redeemable after 6 years, are selling for Rs.80.00 per debenture. The
tax rate for the company is 50 percent. Calculate the cost of capital using book value
and market value proportions. (8

b. A firm has sales of %7,00,000, variable costs of 34,90,000 and fixed costs of
%80,000. It has an outstanding debt of %5,00,000 at 10% rate of interest. Calculate
the operating, financial and combined leverages. Also, what percentage increase in
sales would be needed, if the firm wants to increase its earnings to two times that
of its EBIT? @)

a. U and L are identical in all respects except that Firm U is unlevered while L has
10% debentures of T 30,00,000.
1) Calculate value of the firms, assuming EBIT = Rs. 7,50,000, cost of
equity of L = 20%, cost of equity of U =15%
i1) Explain how under MM approach, if an investor owns 10% equity
shares of L Ltd. will be better off by switching to U.
ii) Is there any limit to the arbitrage process? ®

b. A company has total investment of X10,00,000 and 1,00,000 outstanding shares of
face value 210 each. It earns a rate of return of 11% on its investment and has a
policy of paying 60% of its earnings as dividend. s it optimum dividend policy as
per Walter’s model? What is the optimum policy and why? Assume that the required

e

rate of return is 12%. Show the working. (7)
3
OR
E: a. Using the data given below:
EPS %7
P/E 10
Cost of equity 12%
Number of outstanding shares 75 ,000
Expected dividend %5
Expected net income 35,00,000
New investment %8,00,000




Show, using MM’s hypothesis, that the payment of dividend does not affect the
value of the firm. (8)

b. Briefly explain the factors that determine the dividend policy of a firm. Why would
a firm pursue a stable dividend policy? @)

5. Prepare a working capital forecast from the following information:

Production for the year 69,000 units
Finished goods in store 3 months

Raw materials in store 2 months
Production process 1 month

Credit allowed by suppliers 2 months

Credit allowed to debtors 3 months

Selling price per unit 350

Raw material cost 50% of selling price
Direct Wages 10% of selling price
Manufacturing Overheads 16% of selling price
Selling Overheads 4% of selling price

There is a regular production and sales cycle and wages and overheads accrue uniformly.
Wages are paid with a lag of one month. Assume that full material is issued to the
production in the beginning of the production process. (15)

OR
Write short notes on any three of the following:

(i) Net Income Approach to Capital Structure

(ii) Types of Leverage

(iii) Economic Order Quantity

(iv) Risk-Return Trade Off in Working Capital Management

(v) Cash Budget (15)
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