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Instructions for Candidates 

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

2. Attempt all questions. 

3. All questions carry equal marks. 

4. Use of simple calculator is allowed. 

5. Answers may be written in Hindi or English but the same medium should be 
followed throughout the paper. 

I. (a) "While evaluating single project with conventional cash flows, both NPV and 
IRR methods give identical results." Elucidate the statement. · (5) 

(b) A particular project has a four year life with yearly projected net profit of 
Rs. 10,000 after charging yearly depreciation of Rs. 8,000 in order to write 
off the capital cost of Rs. 32,000. Out of the capital cost Rs. 20,000 is 
payable immediately (year 0) and balance in next year (which will be needed 
for evaluation). Stock amounting to Rs. 6,000 (to be invested in year 0) 
will be required throughout the project and for debtors a further sum 
of Rs. 8,000 will have to be invested in year 1. The working capital 
will be Recouped in year 5. It is expected that the machinery will fetch a 
residual value of Rs. 2,000 at the end of 4111 year. Income tax is payable 
@ 40% and the Depreciation is charged on writing down value of 25% per 
annum. 

Income tax is paid after 9 months after the end of the year when profit 
is made. The residual value of Rs. 2,000 will also bear tax @ 40%. 
Although the profit is for 4 years, for computation of tax and realization of 
working capital, the computation will be required up to 5 years. 

Taking discounting factor @ 10%. Calculate NPV of the project and give 
your comments regarding its acceptability. 

Year I 2 

NPV @ 10% factor 0.9091 0.8264 

3 4 

0.7513 0.6830 

5 

0.6209 

(1 0) 
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OR 

(a) How the financial decision making involve risk-return trade off? (5) 

(b) A company has to make a choice between two identical machines A 
and B which have been designed diff~rently but do exactly the same job. 

Machine A cost Rs. 7,50,000 and will last for. 3 years. It will cost 
Rs. 2,00,000 per year to run. Machine B is an economy model costing only 
Rs. 5,00,000. But will last only 2 years. Its running charges are Rs. 3,00,000 
per year. 

The cash flows of machine A and B are real cash flows. The costs 
are forecasted in Rupees of constant purchasing power. Ignore taxes. 
If the opportunity cost of capital is 9%, which machine the company should 
buy? 

The present value factor at 9% are : 

Iyear 0.9174, Ilyear 0.8417, Illyear 0.7722 (10) 

(M) ~ 4R'4l\JHI CfiT 41<'4Rcti ~ ~ ~ "ij'M "!_<"4icti~ ~ ~. M 40#Rilli­

NPV ~ IRR ~~~~~I ~~cfitcx:rRClrr~ I 

(GI) ~ mrsc- qf<'m\Jl'il CfiT \Jflq~Cfll('l w q-q ~ ~ <nfilcn ~fi-~ ~ ~ 1 o,ooo 
iTm \ill f<t -~ "!_<"461ij ~ 8,000 ~ ~ ~ Gll'G iTm "ffifcn ~ "ffi1ffi ~ 32,000 

JiqRJf{qd cfit "\JIT ~ I ~ "ffi1ffi ~ ~ ~ 20,000 ~ ~ ~ ~ (qq 0) affi 
~ m q-q (\ill fcfl "i<"4iCfl~ ~ ~ ~ mm-) ~ ~ 6,ooo (~ wPlm~1 
qq 0 ~!WITt)~ qf{~\rl~l 3fCifi:r ~ ~ iltru~~ll ~ ~ ~ ~ ~ 8,000 WFf 

Cflf ~ m fc!Plm~l ~ ~ I Cfll%1{1 1'fu 5 qq cfit 3fCI'fi:r ~ CfffiJ (Recoup) ~ 

mm I <:r5 3lTm cfit "\JlTffi" ~ fcfl ~ ~ qq ~ ~ ~ ~ 2,000 lR ~I 
3Wi- (fi( 40% lR ~ ~ ~ "!_<"461ij 25% <nfilcn cfit ~ ~ ~ ~ ~ lR ~ fcnm 
"\JfRT ~ I 3lJGICfi( qq cfit ~ ~ Gll'G 9 ~ ~ ~ t ~ ~ ~ ~ I 
~ ~ ~ 2,000 lR 40% ~ (f;( ~ ~ I <roii't ~ 4 ~ ~ ~ t_ ~ cfit l'fURT 

~ ~ ~ ~ ~Cfi~Cfl(OI, 7JURT ~ ~ 5 qq cfit Jilq!)l(Cfldl mm I 
"'"' . 

~ ~ "Cfll 10% lR ~ ~ qf{~\rl~l cfit NPV cfit 7JURT ~ ~ ~ ~Cflllfdl 

l:R~~~~I 

qq~ 1 2 3 4 5 

NPV @ 10% factor 0.9091 0.8264 0.7513 0.6830 0.6209 

{M) ~~~~WflR~-~~~ {Trade-off) ij~RJd ~ 
~I 
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(~) ~~Cfi)G)~~ A 3fu: B, ~ rn\ill~~ ot~m~~auf~~ 
'tl~~~t.~~~tl 

~A cfit ~ ~7,50,000 t 3fu: ~ 3 Cftf ~~I~~ cfit 
~ ~ 2,00,000 CJTfifCfi M I~ B ~ ~d0!:14l ~ t ~ ~ ~ 5,00,000 

~ t I ~ ~ Gl ~ 1ft ~ I ~ ~ cfiT ~ ~ 3,00,000 ~ 
M1 

~ A 3fu: ~ B cfi ~ Wfm" qlfdfclcn ~ Wfm" t I ~ cfit ~fclt'4qlo'fl ~ 
sn<:f ~ cfi mm ~ cfiT ~ t1 Cfi"U CfiT ~~I~~ cfiT ~ ~ . "' 
(opportunity cost) 9% t, or ~ CfiT ~ ~ ~ ~ ? 

9% lR~~CfiRCfl ~ 

ICftf 0.9174, II~ 0.8417, Ill~ 0.7722 

2. (i) What are implicit costs and how are they relevant in calculating weighted 
average cost of capital? (5) 

(ii) ABC Ltd. has the following Capital structure : 

Equity share capital 
(4 00,000 shares of Rs. 10 each) 
12% Preference shares 
10% Debentures 

Rs. 40,00,000.00 

Rs. 4,00,000.00 
Rs. 6,00,000.00 

The equity shares of the company are quoted at Rs. 110 and the company 
is expected to declare a dividend of Rs. 15 per share. Rate of growth of 
dividend is 8% which is expected to be maintained assuming tax rate 
@ 40%. 

(a) Calculate WACC. (5) 

(b) The Company wants to raise additional term loan of Rs. 5,00,000 at 
10%. Calculate the revised WACC assuming the market price of equity 
share has gone down to Rs. 105. (5) 

OR 

(i) Comment upon the utility of net income approach of Capital Structure in real 
world. (5) 

(ii) The following are details of Bankers Ltd. for the year ending 31.03.2013. 
Operating Leverage 3:1 
Financial Leverage 2:1 
Interest charges per annum Rs. 20 Lakhs 
Corporate Tax Rate 50% 
Variable Cost as percentage of sales 60% 

Prepare Income Statement of the Company. (1 0) 

PTO. 
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(i) ~ ~ ~ t 3ik ~ cfit ~ ~ ~ cfit "lJURT ~ ~ !JII~fllq:; t 7 

(ii) ~ ffio <til~~ A'hi~OI t: 
~ a:m ~ ~ 40,00,000 

( 4,00,000 a:m ~ 10 ~) 

12% ~a:m ~ 4,00,000 

10% ~O(q~ ~ 6,00,000 

~ ~ ~ a:m <til GffiJfR ~ ~ 110 t 3ik ~ ~ ~ t fct Cffi" ~ 15 ~ 

a:m mfu:r cR1it 1 ~ ctt ~ G{ 8% t m ~ ~ ~ <:rg +rr-ffi ~ fct 
~ cfit G{ 40% t I 

(3r) WACC cfit "lJURT ~I 

(Gr) ~ ~ 5,00,000 <til~ -mqfu ~ 10% 1R 3,.115'11 ~ t I <:ffi" +rr-ffi 
~fct~~ ~ ~cttma ~1os1R~~~t, ~ 
WACC cfit "lJURT ~ I 

(i) qlfctfc!Cfl ~ ~ ~ ~ cfit ~ aw:T ~ cfit 3q~f7ldl 1R ~~I 

(ii) 31.03.2013 ciT~ ffio <til~~ WfiR t: 
~~(Leverage) 

fctW;r ~ 

~-mw~ 

~ q){ G{ 

qf(qk.flll ~ ~ ~ ~ m ~ 

~ <til aw:T fclcRuT ~ I 

3:1 

2:1 

~ 20 "RWf 

50% 

60% 

3. (i) Discuss the different approaches of financing of working capital 
requirements. ( 5) 

(ii) A company has an EBIT of Rs. 3,00,000 and overall cost of Capital 12.5%. 
The Company has debt, of Rs. 5,00,000 borrowed@ 8%. Find the value 
of the company using NOI approach. 

OR 

Show using NOI approach, how change in debt by Rs. 3,00,000 have impact 
on the cost of equity of the company. (I 0) 
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OR 

(i) "Trading on equity is resorted to with a view decrease earnings per equity 
share". Comment. (5) 

(ii) ABC Ltd. has outstanding 1,20,000 shares selling at Rs. 20 per share. The 
company hopes to make a net income of Rs. 3,50,000 during the year ended 
31'1 March, 2014. The company is considering to pay a dividend of Rs. 2 
per share at the end of the current year. The capitalization rate for risk class 
of this company has been estimated to be 15%. 

Assuming no taxes, answer the questions listed below on the basis of the 
Modigliani - Miller Dividend Valuation Model : 

(i) What will be the pri~e of the share at the end of 31st March, 20 14; 
if 

(a) The dividend is paid. 

(b) The dividend is not paid. (5) 

(ii) How many new shares must be issued by the company if the dividend 
is paid and company needs Rs. 7,40,000 for an approved investment 
expenditure during the year? (5) 

( i} Cfil4:lil&~ 1iffi cfit ~ 3UCW"ICfidlaU CfiT ~ ~ ~ ~ Rl~J••JY (Approaches} 

cfit O!fRO!IT ~ I 

(ii} ~ ~ cfit EBIT ~ 3,00,000 ~ 1iffi cfit ~ ~ 12.5% ~ I ~ ~ 8% 

~~ ~ 5,00,000 Cfil~~~ ~I NOI ~Cfil·~~~cfit~ 
cfit l'JURT ~ I 

~ ~ ~ 3,00,000 CfiT ql{qJ"1, NOI ~ CfiT ~ ~ ~ ~ fcfi ~ cfit 
~~~Cflll~~l 

( i} ((~ ~ <XlfCIR ~ ~ \j{ffiT ~ "dlfcn >rffi ~ ~ ~ CfiT ~1~+11"1 

GRlm~~l" ~~I 

(ii} ABC fu o ~ ~ 1,20,000 ~ GfCfiTliT ~ ftRq:j) ~ 20 >rffi ~ ~ ~ ~ ~ ~ I 
~~m~fcfl~"Cflf~ afu~ ~2 m:a- ~Cfil~ ~cnt 1 ~ 
~ ~ ~ --em cfiT q\JnCfi(OI cfiT ~ CfiT 3Ff+l"R 15% ~ ~ 1"fliT ~ I . ~ ~ 

~ CR ~ ....m CfiT ~ ~, ~a11wwfl ~ ~ "i("lltCfi"1 ~ ~ 3lTUR ~ 

Plwilfcha m: ~ "3W ~ : 

PT.O. 
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(i) 31 ~. 2o14 ~ ~ lR am ctt ~ CfliT mm; ~ 
(ar) ~ CfiT ~~ \ifffiT t 

(~) ~ CfiT ~ -.:rm ~ \jfffif t 

(ii) ~ ~ CfiT ~ ~ ~ -ar ~ "ill(f ~ ~ am ~ lilffi F:rn 
~ ~ 3W crtf ~ ~ ~ CfiT atj4{1Rct FclPtli1~1 Cll'f ~ ~ 7,4o,ooo 

ctl atlq:t4Cfictl ~ t I 

4. (i) Discuss the consequences of lengthening and shortening of credit period by 
a firm. (5) 

(ii) XYZ Ltd. supplied the following information : 

Sales and Production for the year 

Finished goods in store 

Raw material in store 

Production process 

Credit allowed by creditors 

Selling price per unit 

Raw material 

Direct Wages 

Over heads 

69,000 units 

3 months 

2 months consumption 

l month 

2 months 

Rs. 50.00 

50% of Selling Price 

l 0% of Selling Price 

20% of Selling Price 

20% sales are on cash basis and credit sales allowed to its customers 
for one month. Overhead include Rs. 5 as depreciation. There is 
regular production and Sale cycle and wages and overheads accrue 
evenly. Wages are paid in the next month of accrual and overheads are paid 
15 days in arrears. Material is introduced in the beginning of production 
cycle. You are required to find out its working capital requirement on 
cash-cost basis. (10) 

OR 

(i) What is EBIT-EPS Analysis? How IS it different from Leverage 
analysis? 

(ii) XYZ has a present annual sales turnover of Rs. 40 Lacs. The unit sales 
price is Rs. 20.00. The variable cost are Rs. 12/- per annum and fixed 
costs amount to Rs. 5 Lacs per annum. The present credit period of 
one month is proposed to be extended to either two or three months 
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whichever will be more profitable. The following additional information 
available: 

Credit Period 1 Month 2 Month 3 Month 

Increase in sales by 10% 30% 

Percentage of bad debts to Sales 1 2 5 

Fixed cost will increase by Rs. 75000/- when sales will increase by 30%. 
The company requires a pre tax return on investment at 20%. 

Evaluate the profitability of the proposals and recommend best credit period 
for the company. 

(i) ~ ~ <fi gm "3UR c.@" ;w.rlU cit ~'IT~ <fi qRou..fl· c.@"~~ 1 

(ii) XYZ fuo PI~HRqa ~ ~ ~ ~: 

69,000~ 

1~ 

2~ 

~50 

20% ~ ~ 3lTUR lR ~ w.n ~aU cit "3UR c.@" ;w.rlU ~ ~ ~ I dqRaPot 

~ ~ 5 4!('"l!Qift <fi ~ ~ ~ ~ I d~l~"1 aik ~ fii~Ri<1 A4fStd ~ w.n ~ aik 
~ ~ 

dqRC£14 ~ (Accrued) aik ~ .g I~ <fi ~ ~ m <fi m ~ ~ 
~ ~ .g w.n dqRC£14 CflT ~ 15 fu;r~ ~~~I~ cit d~l~"1 fii~Ri<1 
<fi ~ ~ m fi~IW\\C fcfi<u ~ ~ 1 owm ~en ~ ~- "(1l7ffi 3llUR lR <tiPhTI<1 ~ 

~ 

~wn 

(i) EBIT-EPS M!l~qopf4T~? ~ dffl<1<tl (Leverage) M!i~qo1 ~~m~~? 

(ii) XYZ c.@"~~ ~ 40 "(1RCf ~I~ CfiT ~ ~ ~ 20 ~I qRqJ414 (>fl1JCf 

P.TO. 
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~ 12 ~t afu:~~cfil~ ~ 5~~t I ~~~cfil"3UR 
~ cfit it <rr "ffi;:r ~ ~<fiT m:ffiCf t In) ~ afu: ortUcn ~ mm I H'h'f~Rqa 

~~~t: 
"' 

"3UR cfiT ~ 

~~~ 

~~<film~% 

1~ 

1 

3~ 

10% 30% 

2 3 

~ ~ ~ 75,ooo ~ ~ ~ ~ 30% ~ ~ 1 ~ cfit m 
FclPI4hl lR Cfi(-~ 20% ~ ~ I 

"' 

5. Write short notes on : 

(i) Motives for holding cash. 

(ii) Factors affecting dividend policy of a firm. 

(iii) Stock out 

OR 

(5 marks each) 

(a) Corporate governance is a system which ensures that companies are managed 
in the best interest of all the stockholders. Discuss. 

(b) "Cash flows of different periods in absolute terms are incomparable." 
Explain. (7.5 marks each) 

(i) ~ UWJT coR cfi ~ 

( ii) ~ ~ cfiT ~ -;fffu cfit ~ coR ~ CfiRCfi 

(iii) ~~(Stockout) 

( 3f) ~ ~ (Governance) ~ern-~ t lnT <fl+<lHlO. cfi ~ cfit ~ ~ 
cfi ~ ~ ~ coR <fiT a"II!ICIF8'1 ~ t I O!ffiCZIT ~ I 

(~) "~ li'1. ~ fcWtu ~ cfi ~ wm? a"lt),Wihl ~ I" quf;r ~ I 

(7000) 
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