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The figures in the margin indicate full marks

for the questions

1. (a) Explain the interrelationship between

financing decision, investment decision

and dividend decision. 9

(b) Distinguish between profit maximiza-

tion and wealth maximization objectives

of the firm. 6

Or

(a) What do you mean by time value of

money? 3
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(b) Miss Plieladshisha Ionghinge has

borrowed R5,00,000 from a bank to

purchase a car. The loan is to be repaid

in 5 equal annual instalments. If the

rate of interest is 14%, what will be the

amount of each payment? 4

(c) Compute the future value of an initial

investment of R4,00,000 after 4 years at

12% interest rate if it is compounded

after every 2 months. 4

(d) Miss Payal deposits R10,000 at the

beginning of each year for 3 years. How

much do these accumulate at the end of

3rd year? Assume that the rate of

interest is 5% p.a. 4

2. (a) Evaluate the payback period method of

capital budgeting. 5

(b) Saphidaroi Muliar and Co. is planning

to install a new machine at a cost of

R1,00,000 having life of 5 years and no

scrap value. The tax rate is 45%. The

estimated Cash Flows Before Deprecia-

tion and Tax (CFBT) from the projects

are as follows :

Year CFBT

(R)

1 20,000

2 22,000

3 26,000

4 28,000

5 42,000
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Compute the following :

(i) Payback Period (PBP)

(ii) Accounting Rate of Return (ARR)

5+5=10

Or

Aswathy Ltd. has to select one of the two

alternative projects whose particulars are

given below :

Project 1 : Initial outlay R2,40,000. The

expected cash inflows from this project at the

end of first year and second year are

R50,000 and R2,50,000 respectively

Project 2 : Initial outlay R2,35,930. The

expected cash inflows from this project at the

end of first year and second year are

R1,90,000 and R90,000 respectively

Rank the projects in order of preference by

the NPV method and IRR method. Which of

the two alternatives would you select and

why? Assume cost of capital is 10%.

Present value of R1 at different rates of cost

of capital :

Year 10% 11% 12% 13% 14% 15%

1 0·909 0·901 0·892 0·885 0·877 0·867

2 0·826 0·812 0·797 0·783 0·770 0·756

6+6+3=15
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3. (a) On 31st December, 2020, Persera Ltd.

has 12% Redeemable Debentures of

R5,00,000 which will be redeemed at

par on 31st December, 2025. The

nominal value of each debenture is

R100. The company issues more of

such debentures at the beginning of

2021 and a net amount of R90 to be

realized from sale of each debenture. If

the company’s tax rate is 30%, calculate

the cost of the existing debentures. 6

(b) Juhhi Ltd. estimates the cost of equity

and debt components of its capital for

different levels of debt-equity mix as

follows :

Debt as % of

Total Capital

Cost of Equity

%

Cost of Debt %

(Before tax)

0 16 12

20 16 12

40 20 16

60 24 20

Suggest the best debt-equity mix for the

company. Tax rate applicable to the

company is 50%. Show the working. 9

Or

(a) Mention any three factors that are to

be considered in determining capital

structure. 3
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(b) A company has EBIT of R1,80,000

having investment in assets amounting

to R1,00,000. It can raise debt at 6%

rate of interest.

(i) Using the NI Approach and Equity

Capitalization rate of 12%, compute

the value of the firm and overall

cost of capital if (1) there is no debt

in the capital structure and

(2) there is a debt amounting to

R3,00,000.

(ii) Using the NOI Approach and overall

cost of capital of 10%, compute the

value of the firm and cost of equity

capital if (1) there is no debt and

(2) there is a debt amounting to

R3,00,000.

Assume that there is no tax. 6+6=12

4. (a) What are the underlying assumptions of

Gordon Model? 5

(b) From the following information,

calculate the market price per share as

per the Walter Model :

Earnings of the company—R 3,00,000

Dividend paid—R 2,00,000

No. of shares—100000

Rate of return—15%

Cost of capital—12%

Is this the optimal payout ratio? 8+2=10
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Or

(a) What do you mean by Dividend Policy? 3

(b) The following information is acquired

from Sonakshi Ltd. :

Net earnings—R 1,00,000

Equity capital—5000 shares of R 10 each

Cost of capital—10%

Expected rate of return—(i) 9%, (ii) 10%

and (iii) 12%

Assuming that the dividend payout

ratios are 0%, 50% and 100%

respectively, determine the effect of

different dividend policies on the share

price of Sonakshi Ltd., for the above

mentioned three alternatives of return

using Gordon Model. 12

5. (a) What do you mean by positive working

capital and negative working capital?

1½+1½=3

(b) From the information given below,

forecast working capital requirement of

Sudina Ltd. :

Expected sales—R 12,00,000

Percentage of net profit on sales—20%

Average credit period allowed

to debtors—2·5 months
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Average credit period allowed by creditors—1 month

Average stock carrying (in terms of sales

requirement)—2 months

Add 10% of the computed figures to

allow for contingencies. 12

Or

(a) Discuss the various costs involved in

maintaining accounts receivables. 4

(b) Sumedha Company consumes

100000 units of a component per year.

The ordering, receiving and landing

costs are R6 per order while the

transportation cost is R24 per order.

The obsolescence cost is R0·008 per

unit per year, interest cost R0·12 per

unit per year and storage cost is R2,000

per year.

Calculate the economic order quantity. 5

(c) About 200 units are required per

quarter. R100 per order is incurred for

placing an order. The inventory carrying

cost per unit is R4. The reorder level is

350 units. The minimum usage is

25 units per week and the reorder

period is 4–6 weeks.

Compute (i) Economic Order Quantity

and (ii) Maximum Stock Level. 3+3=6
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