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Instructions: Attempt any three questions from Section A. Section B is compulsory ...
Section A (Each question carries 10 marks each)

Q 1..Discuss one relevant and one irrelevant theory of capital structure decision making.

Q2. You want to buy a 285 litre refrigerator for Rs. 10,000 on an instalment basis. A
distributor is prepared to sell the refrigerator on instalments. He states that the payment
will be made in four years. interest rate being 12 percent. The annual payment is as
follows.

Principal
Four year of interest at 12%

10,000
4,800

14,800

Annual payments (Rs. 14,800/4) i.e Rs. 3700.

What rate of return is the distribusor earning? If your opportunity cost of capital is 14
percent will you accept the offer? Why?

Q3. Compute the duration of the operating cycle for Newarties Ltd for each of the two
years and comment on the increase and decrease for the data given as below-

Particulars Year 1 (Rs.) Year 2 (Rs.)

Raw materials
Work in Progress
Finished Goods
Purchases
Cost of Goods sold
Sales
Debtors
Creditors

17000 f'

~ ,11900
<. '#(f". " 17850

81600
119000
136000
27200
13600

22950
15300
20400
114750
153000
170000
42500
15300

Assume 360 days per year.
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Q4. A company has assets of RS.l 0.00,000 financed wholly by equity share capital. There
are 1.00.000 shares outstanding with a book value or Rs. 10 per share. Lasty year's profit
before taxes was Rs. 2,50,000. The tax rate is 35 percent. The company is thinking of an
expansion programme that will cost Rs. 5.00.000. The financial manager considers three
financing plans:

1. Sessing 50.000 shares at Rs. 10 per share
II. Borrowing Rs. 5,00,000 at an interest rate of 14 percent. or
1II. Sessking Rs. 5,00,000 preference share with a divi nd of 14percent.

The profit before interest and tax are extimated to be Rs. 3,75,000 after expansion.

You are required to prepare EBIT-EPS chart and calculate:-
a. the after tax rate of return on assets
b. the earning per share. and

c. the rate of return on shareholder's equity for each of the three financing
alternative.

Also, suggest which alternative should be accepted by the firm.

Q5. X Co. has a net operating income of Rs. 2,00,000 on an investment of Rs. 10.00.000
in assets. It can raise debt at a 16 percent rate of Interest. Assume that taxes do not exist.

a) Using the I approach and equity capitalization rate of 18 percent, compute the
total value of the firm and weighted average cost of capital if the firm has _
i. no debt •
11. Rs.3.00,000 debt
111. Rs.6,00,000 debt

b) sing the 1 01 approach and an overall capitalization rate of 12 percent, compute
the total value of the firm, value of shares and the cost of equity, if the·firm has
i. no debt
11. Rs.3,00,000 debt
111. Rs.6.00,000 debt

..
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Section B

Q6. (J\)

"Working capital management is one of the essential aspects of financial management for
a firm", do you agree? What shall be the repercussions if a firm has (a) paucity of
working capital, (b) excess working capital? Discuss the various factors that determine
the working capital needs ofa firm, (10 Marks)

Q6 ( B) 10 Marks.

While preparing a project report, on behalf of a client, you have collected the following
facts. Estimate the net working capital required for that project. Add 10 percent to your
computed figure to allow for contingencies.

You may assume that production is carried on evenly throughout the year 52 weeks and
wages and overheads accrue similarly. All sales are on credit basis only,

Estimated Cost per unit of production is -
Raw material
Director Labour
Overhead(Exclusive of depreciation)
Total Cost

Rs.
42.4
15.9
31.8
90.1

Additional information-
Selling price
Level of activity of production per annum
Raw material in stock
Work in progress
Finished goods in stock
Credit allowed by suppliers
Credit allowed to debtors
Lag in payment of wages
Cash at bank is expected to be Rs. 1,25,000 .

•

Rs. 106 per unit
1,00,000 units
average 4 weeks
average 2 weeks
average 4 weeks
average 4 weeks
average 8 weeks
average 1 ~ weeks

•



Tabla C: Present Value Factor of a Lump Sum (PVF) of Re 1
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