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Note : Answer any five questions. Each guestion carries five marks.
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Note : Siatistical/Financial Tabies and Calculators permitted
inside the examination hal.

PART-A

How wealth maximisation as a financial goal is supenor to profit maximisation ?
What is the problem of multiple IRR ? Explain with suitable example.

What dc you mean by home-made-leverage ? Explain wilh a suitable example.

. Briefly explain the traditicnal theory on corporate leverage.

. HP Ltd. requires As. 6 millicn in cash every year. Each saie ol T-bills costs

Rs. 50. The current risk-free interest rate is 8%.
a) Whatis the opltimum conversion size of T-Dilis each time 7

b) How many times HP Lid. convers T-bills 10 cash in a year 7

-

c¢) Determine the average investment in cash.

A company has to select one of the lollowing two projects. Cash flows after tax
are as follows :

Year 0 1 2 3 4
ProjectX -11,000 6,000 2,000 1,000 5,000
ProjectY -10,000 1,000 1,000 2,000 10,00C

Calculate NPV of both the projecls at 10% discount rate.

P.T.Q.
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7. ESS ESS Lid.'s present book vajue capital structure is as follows :
Rs.
Equity shares (Rs. 10 each) 40 Lakhs

10% Preference shares {Rs. 100 pershare) 16 Lakhs
129% Debentures (Rs. 100 per debeniure) 44 Lakhs
100 Lakhs

All these securiiies are traded in the secondary markel and their recent prices
are .

Equity slock Rs. 25 per share ; Preference stock Rs. 130 per share; and
debentures As. 120 per debenture. ESS ESS Ltd's eamings are growing at

6% p.a. and current dividends are Rs. 12 per share. Gompute cost of capital of
the firm.

8. Briefly expiain the merits of stable dividend policy.

PART-B
Answer any three questions. Each question carries 10 marks. {3x10=30)
g. Discuss the limitations of ARR in evaluating capiial projects.
10. Explain lhe procedure for selection of projects under a situalion of capital rationing.
11. What do you mean by ‘trading cn equity’ 7 lllustrate with a suitable example.

12. The varance of daily cash balance of TT Lid. is "etermined as Rs. 12,000,
opportunity cost of funds to be invested in short-term investment is 13 pc. p.a.,
transaction cost amount to As. 150 each. (Assume 3860 working days).

a) Determine the amount represented by Relurn Point.

b) What would be the decision if cash balance on a particular day happens to be
1} As. 1,0007
i) As, 15,6007
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13. An electricity generation company is considering a project which would involve
~ capital expenditure as follows :

Year Capital expenditure {Rs. Millions)
0 22
1 14 "
2 10

The project would yield cash flow income of Rs. & million each year starling
from 3™ year [or perpetuity. The company applies a discount rate of 10%.

Required :
1} Determine NPV and IRR ol the project.
2) Is the project acceplable ? Justify your answer,

- PART~C

-~ Case study (Compulsory): (1x15=15)

14. EM ES Lid. is consigering two investment projects, each of which requires a
cash oullay of Rs. 30 million. Company estmales that the cost of capital is
10 percent and that the investment will produce 1he tollowing after-tax cash flows
(in mivlions of rupees) :

— Year Project A Project B
1 5 20
2 10 10
3 15 3
4 20 6

a) What is Lhe regular payback period far each of the projects ?
b) What is the discounted payback period for each of the projects ?

c) If the two projects are independen! and the cost of capital is 10 percent,
which project should the firm undertake ?

d) Ifthe two projects are mutually exclusive and the cost of capilai is 5 percent,
which project or projects should the firm undertake ?

e) Ifthe two projects are mutually exclusive and the cost of capital is 15 percent,
— which project or projects should the firm undertake ?
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