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Attempt All questions. All questions carry equal marks. 

I. Comment on the following statements : 

(a) "The modem role of financial manager is wider than traditional role of the financial 

manager." 

P.T.O. · 

• ! 
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(b) ·:wealth maximization is superior criterion than profit maximization." 

(c) "The pay-back period is more a method of liquidity rather than profitability." 

3x5=15 

f~!llf<"lf@d en~ 1R fc:IX!fbl4i' cn1f~q: : 

( 31) "~ ~'tlCfi qfr 3lT~ ~ ~ ~'tlCfi qfr ql{qf{cfl ~ ~ ~ 

C~) "ffi'lf 3lf't!CfldYCfl{OI qfr ~ ~ ~ CfiT 3lf't!Cfldl4Cfl{OI ~ ~ ~ % 1'.' 

CB) "it-~ -(Pay-back) 31CIT'tl ffi~ * ~ 1R WffiiT Cffr ~ 3lf'tTCfl %1" 

Or 

(3WCIT) 

A Ltd. is considering for purchase of a machine. There are two possible machines, which 

will produce the additional output. Details of these machines are as follows : 

Particulars 

Capital cost 

Sales 

Cost : 

Labour 

Material 

Factory overhead 

Administrative cost 

Selling cost 

Expected life in years 

,. _______ _ 

Machine X (~) 

60,000 

1,00,000 

10,000 

8,000 

12,000 

4,000 

2,000 

2 

. Machine Y (~) 

60,000 

80,000 

6,000 

10,000 

10,000 

2,000 

2,000 

3 



' 
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Other information : 

(a) The ~osts shown above relates to annual expenditure resulting from each machine. 

(b) Sales are expected to continue at the rates shown for each year for the full life 

of each machine. 

(c) Tax to be paid may be assumed at 50% of net earning. 

On the basis of the facts given above show the most profitable investment by the following 

methods : 

(i) Pay-back method 

(ii) Accounting rate of return method. 15 

A fu. -q:Cfi 17ft ~ ~ Cfi'B 1R ~ Cfi1: W %I ~ ~ ~~ %, ctfRm ~ 

34R1RCR1 f.:rrm 3CGI~d Cfi1: . ~ ? ~ q# ~-61'11~ f.:r:;f ~Ct;{{o1 ~ : 

MTlffi 

sw:T 

~ 

~ 3qft6!:1~ 

~~II B f1 Cfl C:1TlTif 

~ C:1TlTif 

~mfcm ~ ~ 

~X(~) 

60,000 

1,00,000 

10,000 

8,000 

12,000 

4,000 

2,000 

2 

~ y (~) 

60,000 

80,000 

6,000 

10,000 

10,000 

2,000 

2,000 

3 

P.T.O. 
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(i) ir-~ ~ (Pay-back Method); 

. . 

(ii) <?n9liCflo:t Slf<:ilfi('1 ~ ~ (Accounting Rate of Return Method) I 

2. A company IS currently considering the replacement of 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 NIL salvage value. The cost of new machine 

1s ~ 2, I 0,000 but it will require another ~ 30,000 to install it. New machine· is also 

·-----~-~-·-···-. -------
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likely to last 6: years with no salvage. The projected profits from the existing and 

new machine are_ as unqer 

Year Expected after tax p~ofit 

Existing M~chine (~) 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% (applicable to both revenue income and capital gain). 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. Advise 

the company about the feasibility ~f the proposal using NPV method. 

(PVAF 12%,6 = 4.11, PVIF 12o;.n = 0.893, 0.797, 0.712, 0.636, 0.567, 0.507).15 

P.T.O. 

------~---
·--r 
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• 
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,IO;ooo 

5 4,10,000 4,30,000 

6 5,00,000 5,10,000 



.. 
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~ cn1 ~ 40% ~ c~ ffi'q 3th: 1\ltllld ffi'q -ey:rr CR) 1 Cfi1lRt mm t&r 

~ lR 10"lfbiB ~ ~I ~ Cfi1 ffi1m 12% ~I ~ 1"lit ~ Sfi<l cnl ~ 

~ efT cffiBR ~ CfiT ~ 25·,000 # ~ ~ I NPV ~ CfiT ~ -~ ~ 

~ CfiT ~ Cfi1 "BT~ lR ~~I 

(PVAF 12.;.,,6 = 4.11, PVIF12%n 0.893, 0.797, 0.712, 0.636, 0.567, 0.507). 

Or 

(~) 

(a) A finn has the following capital structure and after tax costs for the different sources 

of funds used : 

Sources of Funds Amount ({) After tax cost (%) 

Debenture 4,50,000 7 

Preference capital 3,75,000 10 

Equity capital 6,75,000 15 

Total 15,00,000 

P,T.O. 
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(i) Calculate the weighted average cost of capital using book value weights. 

(ii) The firm wishes to raise further ~ 6,00,000 for the expansions of the project . 

· as below 

Debenture ~ 3,00,000; Preference capital ~ I ,50,000; Equity· capital ~ 1,50,000. 

Assuming that specific costs do not change. Compute the new weighted average cost 

of capital. 8 

(b) A company share is quoted in the market at ~ 20 currently. The company has paid 

dividend of ~ 1 per share and investor's market expects a growth rate of 5% per 

year. 

You are required to compute 

(i) The company's equity cost of capital. 

(ii) If the cost of equity capital IS 8% and the anticipated growth rate is 5% per 

annum, calculate market price if the di\-'idend of ~ 1 is to paid at the end 

of one year. 7 

--· -- --~--------~------
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CfihT CfiT Wo 'UM (~) Cf){-Q~:ellq_ ~ (%) 

• 

:;fiOIY5l 4,50,000 7 

31f'tf!TR tm 3,75,000 : 10 

~ tm 6,75,000 15 

. 

~ 15,00,000 

.. 
(i) 9)«1'[~ mn ct ~ ~ t#t Cfi1 'l1Tfur 3tTmT ffiTm ~ cnlf-51ll: 1 

:;fi01Y5l ~ 3,00,000; aTI'tf!TR t#t ~ 1,50,000; ~ t#t ~ 1,50,000. 

P.T.O. 
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3. There are two companies L Ltd. and U Ltd. Both the companies are identical in all respect 

except tbat company L Ltd. has a debenture of ~ 3'0,00,000 raised at the interest rate 

of I 0%. Both the compantes have earnings of ~ 7,50,000. Further L Ltd. is having 

capitalization rate of 20% whereas U Ltd. has capitalization rate of 15%. 

(i) Calculate the value of two firms. 

(ii) Explain how under Modigliani and Miller approach, an investor "X" holding 10% 

share of L Ltd. will be better off by switching over to U Ltd. 

(iii) Is there any limit to arbitrage process ? 15 

• 

I 

I 
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L fu. 3fu: U fu. ~. CflUlf·"P"Ii %I ~ CfiUlf.P'Ii ~ % fucw:r ~ fcFi ~ L 

fu. ~ 11m ~ 30,00~000 ct ?iiUIY?I % ~ 10% ~ 1R ~ TJit %1 ~ CflUlf;•gj'j 

Cfi1 ~ ~ 7,50,000 %I L fu. eFt "t~Cfl(OJ eFt ~ 20% % ~ u fu. eFt f\lllCfl(OJ 

~ .15%%1 

(i) ~ l1"il1T Cfi1 ~ ~ ~ I 

(ii) l{J~'lfiC1lll'il 3fu: fl:rffi: ~ 3=Rflfu ctB ~ f.:tCl~ICfl 'X' ~ 11m L fu. ~ 10%. 

Or 

(a) Two companies arc identical in all respect except that X Ltd. has debenture of 

~ 5,00,000 borrowed at the rate of 12% whereas Y Ltd. has no debt •in its capital 

structure. The total assets of both the companies amount_ to ~ 15,00,000 on which 

the companies have earning of 20% .. 

P.T.O. 
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You are required to do the following : 

(i) Calculate the value of companies . and. overall cost of capitals using NI approach 

taking kc · as 18%. 

(ii) Calculate the value of companies and equity capitalization rate using NOI 

approach taking k0 as 18%. . 8 

(h) Explain briefly the concept of financial leverage and operating leverage. Differentiate 

between the two leverages. 

(i) kc ~ 18% Cf>1 ~ "tR ~. ~ NI ffl<&H1 CfiT ~ ~ ~· ~ ChUff.p:fi 

~ ~ Cl~ ~ fAMICfi( "tpft BT1Rr ~ Chlf\ill( I 

====· =-=-=·-=--.e-e-.-~---===---------......... 
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(ii) ctR1 Cf)t:qf.:p:j.,j CfiT ·~ ~ Chlf~q: 3fu: k0 cnT ·18% 'ffir. ~ NOI ffiot;H'I 

~ wWl "B ~ ~ ~ ~ Chlf\l!Q> I 

(Gf) ~ ctlc~~\ll (f~ Slili<?H <?llcR\ll CfiT ~~ # CfuR ~I ctR1 ctlcR\JI ~ l1'1:Zf 

4. (a) Find out the market value of equity share of X Ltd. from the following information 

according to Walter's model 

Earning of the company ~ 5,00,000 

Dividend paid ~ 3,00,000 

Number of shares outstanding 1,00,000 

Price earning ratio 8 

Rate of return on investment 15% 

Are you satisfied with current dividend policy of the firm ? If not, what should be 

optimal djvidend payout ratio ? 8 

P.T.O. 
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(b) Explain "A bird in hand is better than two in bush" in context of Gordon's dividend 

model ? 7 

~ 5,00,000 

"ffi'l.fm Cf1T :pmR ~ 3,00,000 

~ ~ CfiT ~ 1,00,000 
I 

~--~ ~ '8 

"f.fcm -q-{ >I R141C1 C!J 15% 

"ffi'l.fm :pmR (Pay-out) 31j%i Cf<:IT ~ ? 
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Or 

(3l?.lCIT) 

(a) Using the following infonnation, find the price of a share and value of the finn using 

(Jordon's model : 

Earning per share { 12 

Equity capitalization rate = 20% 

Internal rate of return 16% 

Retention rate = 75% 

Number of shares outstanding = 1,00,000. 

What will be the price and value of the finn if equity capitalization rate and internal 

rate of return are reversed ? . 

(h) Explain briefly the main detenninants of dividend policy of a finn. 

8 

7 

c 3i) 1"fTt;:r 'l1fw ~ ~ wu F'il0r!Fc.1f@d ~ ~, ~ Cfi1I.At * a:m cn1 ~ 

3fu: l:fllf q)T ~ ~ ~ 

-gfu 3m ~ = ~ 12 

P.T.O. 

r 
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1,00,000. 

CflPfft cfi ~ 3fu: Lf11i CR ~ cp:n . WIT <:Tfu ~ 1 ~ Cf) ~ 01 ~ 3fu: 341 '"d RCfl 

SlfdCfl('i ~ ~ ·~ U ~ fuil ~I 

c~) ~ Lf11i cn1 ffi~ -;:ftfu cf> ~ R~ C!1T m~ quf.:r Cfllf-JJq: 1 

5. (a) Explain the motives of holding cash. 8 

(b) A company sells a product @ ~ 30 per unit with a variable cost of ~ 20 per 

unit. The fixed cost amount to ~ 6,25,000 per annum and the total annual sales 

to ~· 75,00,000. It is estimated that if the present credit facility of one month ts 

doubled, sales could ·be increased by ~ 6,00,000 per annum, the company expect 

a return on investment of at least 20% prior to taxation. Justify by calculation that 

this course can be adopted. 7 

a 

' 
1- • 

---- ===-=~--------------~ 
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Or 

(3l~) 

f (a) ABC Ltd. provides the following particulars relating 'to its working : 

( i) Cost/Profit (per unit) Amount in ~ (per unit) 

Raw material cost 84 

. 
Direct labour cost 36 

Overheads (all variable) 36 

Total cost 156 

Profit 44 

Selling price 200 

P.T.O. 
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(vi) Required cash m hand and at bank ~ 3,00,000 

(vii) 25% of the output IS sold for cash. •, 

For an expected sale of I ,00,000 units of ABC Ltd. work out the working capital 

requirements assuming that production is carried on evenly throughout the year and 

wages and overheads accrue similarly. 8 

(h) "Rupee of today IS not equal to the rupee of tomorrow." Explain. 7 



' . 
' 

( 19 ) 

. 
( 31) ABC fu. 3=f1R fSfllliCfi C11 q ct ~~ if f.:r+:;:r ~ ~ CfiW t" 

84 

36 

36 

156 

44 

~~~ 200 

(ii) ~-3111 <%3-~> ~ ctt ~ urn 

= 1 ~ 

= 1Y2 ~ 

5681 
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(vi) ~ 3Th: ·~ if ~ Cfft -3"11CI~l!Cfldl = ~ 3,00,000 

-
(~) croR ~ fcf; II~ Cfil ~ ~ cfi m cfi ~ ~ %"1" 

I 

• I 

5681 20 8,000 
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