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Instructions:

I. All questions are compulsory subject to internal choice. > . 2 ; : .

2. Working notes form part of your answer. : S 2-

3. Use of simple calculator is permitted, ; S S ] b
Q1 A. Fill in the blanks (any 8) ¢ S (08

1. Diversification means ----------- mvestme;]t uLdlﬂcrem secunt;es

2. The level of risk premium depends pon. le\gel of »—=—-:--ﬁ i. AR AN 2

3. The net operating income approach is a‘dvocated by bt g )

R leverage is also known as tradmg on. equity ' <

5. The Baumol Model assumes ¢ash is used -'-}---gth[‘@l.l“h()ut the perlgd

6. ------ financing is appr@pnate whcn Operah;lg Ieverage is low: &

7. 1If sales volume mcrefises the need for work.mg capltal --v;-—:'--"-ﬁ--.-'- AR

8. A e dlscount is a reﬂuctron in paym ent offered to customers to ‘induce them to

pay earlier. .o & £ b N O {}:_._A : S

9. Capital Structure: is o,nl}kthe part«)f -—-——-;-—i-- slructu: &

10. Excessive recuvab!es 1gv0lvc e costs of i‘ nancmﬂr co[lectlon delay and default.
QIB. State whether fQ‘J[o'v_\'_z.in g sta:'t\;em_ents%a_re T T oﬁF&i‘ffé’e( --ény 7) (07)

1. Inflation rate has no Impact on' éxpected retu;’ns for an investors.

2. Default risk is the dlfﬁcu]ty to sel! the fxed income security.

3. . Lenders require a lowe?‘ l‘ate of return than the ordinary shareholders,

o, Under Net Income Approach the ccssmt debt is less than cost of equity.
¥ S5 Waltcr model -assumes. earnmgs and d1v1dend of firm never change.

6 Depqsns with bank are short term investments.

09§ f thé*hrm fOHOWS lement collectlon policy receivables could decrease.

8. If deauIt rate is in excess of 10 percent the customers are classified with negligible

risk of default i
9. hnanczal risk is assomated with operating cash flows.

10, Tax and 1nterest rate impacts operating leverage considerably,
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Q.P. Code 21764 F 3
Q2A. Suraj Ltd. has Equity Share Capital of Rs 10,00,000 divided i into shares‘ of Rs IOO each ‘

It wishes to raise further Rs 5,50,000 for expansion — cum- moderatlon bcheme

i 3

The Company plaﬁs the following financing alternatives:

() By issuing Equity shares only at 10% premlum PSS \.; SO :
(ii) By raising Term Loan only at 10% per annum /

By Issuing Equity shares and Debt tmance m F&IIO of 6; 5 The shares sha]l be lssued:

(iii)
at par while debentures carry mtcrest;ate of 12%;];) & _ ) ST
(iv) By Issuing Equity shares and 8% Prgfelenca sha:es (FV IOE}) n the ratno T 4 (At
= AV

Par) l‘_:.: &

PoRs 4

You are required to suggest the best altcmatlve glVITlf’ y@ur comments assummg that the

(15)

estimated operating profit after ehpansmn is Rs 6,00 000 dnd Qorporate tax rate is 25%.

. -M’ Fer o D
o L

.-' e ,.fif\,- « DR e %

Q2B. The following data is. avatlalﬂe 1r1 case of Ganesh Ltd , Shiv: Ltd and Parvathi Ltd, you are
required to compute degree of ﬁnanclal lcverage and EPS if the rate of EBIT on capital
employed is 25%, l)% and 10%: Also mtef‘prct the results to ascertain which company is

2751 D78227C359606D4F36738'7E82922

financially leveraged The caplta] stt ucture ofcontpantes are as below - (15)
4 .if.;,« _wGartesll Ltd «Shw Ltd Parvathi Ltd
Equity Cﬁpitﬁi " &{5'3{}39.0_,,:(}00“;, . R_‘s_ 15?00,000 Rs 3,00,000
" Debt Capital © S |TRS 1500000 | Rs27.00.000
Total Lapltal Employed Heav oRE 3{1;'0@,0@9:_ | Rs 30,00,000 Rs 30,00,000
|_ & L o LA : St S 5_3 J
Tax rate "5% < i - {f 3,
Q3A Prcpare eash budget forthe quarter ended 31* March 2018 from the following
detazh B :" (15)
. ’7 Month S?llefs 7 | Purchases Fixed Variable
34 ok Overheads Overheads
(Rs.) (Rs.)
Yy (Rs.) (Rs.)
November 1 14,00,000 9,50,000 1,00,000 10% of sales
I[)c_'cen'l.'b'e-r 15,00,000 10,00,000 1,00,000 10% of sales
L
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January 18,00,000 13,00,000
February 20,00,000 16,00,000
March 20,00,000 15.00,000
April 19,00,000 15,00,000

Other details:

as@ﬁ s Jﬁnu@ry

fe required to ascertain the rate of

(08)
Market Price at the
end of the year (Rs
in Lakhs)

65

57

40

98
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Q.P.Code: z17iéﬁ’iaf S

4 under
(0?)

Q3C. From the following data, calculate the MARKET PRICE ofa share of LSK L d.
(i) Walter’s formula; and (ii) Gordon model.

EPS =Rs. 1000 *

DPS = Rs. 550 3 NS
Ke = 16%
IRR =20%

Retention ratio = 55%
A5

estimates for considerations:

Particulars *E&IS}:ing POI]C) POHC}I ~Policy 11| Policy III
Sales (Rs. in lakhs) 7200 - 210 220 | 250
Credit period (in months) l 7 2 3
Bad debts (% of sales) F N2 3 5
Cost of credit B AV 41,30 1.50 3.00
administration (Rs. in EARCRY A
lakhs) DA S

Tax rate 25%

Investmem m Debtors 1s to be taken at yarlab];é ccost only. You are required to advise the
~company for the most beneficial credit pollcy (15)

%,

:_,OR

--Q4B A Lompany needs Rs 40 00 000 for the construction of new plant. The company may
issue Equity share capital of RS“SZ 00 000 and 10% preferences share capital of Rs.8,00,000 or
Equity shares “caplvtc],__l_ 0f Rs.16,00,000 , 10 % Preference share capital of Rs.8,00,000 and 12%
- Debentures of Rs.16.00.000. Assutne that the corporate tax rate is 25 percent and the price of
the Equity share is Rs. 10'.¢é§c_sjfand preference shares Rs 100 each. Calculate the level of EBIT
at which the ind-ifference"jtjé"i'ﬁf'between the financing alternatives will occur. (08)

~ QA4C. Stock S has a beta of 1.70 and a market expectation of 12% return. For stock K, it is 1.20
and 10 % respect;veiy If the risk free rate is 7.5% and the market I‘lSk premium is 8%, evaluate
whether these two stock are priced correctly? (07)
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Q.P.Code: 21764 _

Q5 A. What do you mean by business risk?»Explain different types of business risk. (08)

B. Critically evaluate Modigliani Miller Theory. v 07)
ol L outind )

Q5. Write Short notes on any 3: £ (1 3)

Security Market Line /
Residual Dividend Policy .
Miller — Orr Cash Management Model
5 C’s of Credit standards

Capital Asset Pricing Model '\

W —

s ks stk koo ok ook ok o K o K ok o
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