Paper / Subject Code: 66703 / Corporate Finance

Time: 2 Hours

N. B.: (1) All questions are compulsory carrying equal marks.
(2) Support your answer with required working notes.
(3) Round off'upto two decimal points.
(4) Use of simple calculator is allowed.

" Total Marks: 60

Q.1: Complete the following Balance Sheet from the mfommllon gchn bclow [lS Marks] ~ -
Balance Sheet as on 31" Murch 2018 "
Liabilitics Amount(Rs.) ¥ S Assetq | Amount(Rs.) |-

Equity Share Capital (of yd lecd ASScls o A 8oL
Rs.100 each) Culrcnl Assels s N y
Reserves and Surplus ? “Stock - : )0
10% Debentures 4,00,000 .- Debtors S TS 75 5
Current Liabilities: Othcr Current AsSels > £
Sundry Creditors ?4::".}5; ST O S LV o
Other Current Liabilities 2,00,0005 = S :

K ‘,?7;";.1" e = Q ?

Following information is avarlable

PO

- ,5\ ST o et o

. Sales for the year Rs: 48 oo ooo XY

. Gross Profit Ratio'is 25% NG
. Net Profit after tax’ Rs 2 00, OOD
. Purchases and Sales are on credxtbasrs
Debtors Tumover Ratro (Sales/ Deblor55 = 2’,t1me5*

12‘ umes

. Creditors Turnover Ratlo (Cosl of sales/ Crcdltors)
. Eammgs Per Share Rs 20* SRS, S
. Stock Tumover Rauo = ]0 nmes

1
2
3
4
5.
6
7
8
9.
1

O Cunent Rauo 1;6 l“‘ :

Q 1 From the followmg mformalxon 'avmlab]eefor 4 firms, calculate the Earnings Before
ks Inleresl and Tax (EBIT) Eammgs Per Share (EPS), the Operating Leverage and the Financial

0C2D777098F63A6EE2ADAOFES8TCA6DY

Sudilieu widi udinca

Leverage, 7 ,;3(.5 (15 Marks]
S \ R Y, = DD
) s Parllculars RS BN .;fi}s' Firms
S < : - | = Rita Mita Rishi Miti
Sl Y ~ 7| :20,000 25,000 30,000 40,000
-~ * -['Selling price per urut(Rs) 15 20 25 30
-3 ‘[ Variable cost per unit (Rs,) 10 15 20 25
2 Fixed cost (Rs.)- . 30,000 40,000 50,000 60,000
2 " Interest (Rs) - . - 15,000 25,000 35,000 40,000
> | Tax (%)~ ‘ 40 40 40 40
" | Number of Equity, Shares 5,000 9,000 10,000 12,000
~ ‘ ' - _:'\"\-\ ~ : »A':"L" /
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Q.2: The following is the Capital Structure of Simons Company Ltd as on 31 March, 2018

i [15._ Marksl
Equity Shares: 10,000 shares (of Rs.100 each) ~ Rs. 10, 00 000 .
10% Preference Shares (of Rs.100 each) Rs. 4 00 000
12% Debentures Rs 6\00» 000 _
TOTAL »J"RS.20,00,000\\

The d1v1dend growth rate is 6%:

1. If the company is in the 50% tax brackct~
Capial. b

2. Assuming that in order to fmance ag xpansmn plan RN
borrow a fund of Rs.10,00, 000‘ beanug 14% ‘rate -of- mterest i ,what Wlu Pe\the
company’s revised wenghted~avera&e cost Of CaP"al" This* ﬁnancmg dec'sm“ 5
expected to increase d1v1dend frorn RS, Iﬁ lo Rs 12 per. shar e*"Hoquer 2 tﬁe ‘harket

price of equity share is exgcctedio ﬂecﬁ‘n’ ,from Rs 110 toRs: 105 per sharc

L Loy
“~

Q-2: One-up Ltd has equity. Sﬁ\a}e‘ca

A3

It wishes to raise further Rs 3“':06 i ‘q

a. By issuing Bgulty\ﬂlares only e 5 \ o

\

b. Rs.1,00 000 bylssumg equy sh

C. ‘gﬁpuﬁ: |

d. est and” Rs 2 OO 000 by issuing 8% preference
i 'S \‘-% \“ {

WO &%
%

You zirc regulreil to: uggesﬂhe best altematlve gwmg your comments assuming that the
,csumated Earmngs Beforé Iﬁt\erest\ and'I'axe’ (EBIT) after expansion is Rs.1, 50,000 and

AN N
coxjporatc raie oftast 35% S8 o

.x‘-\r

i) R ;-f»'._h oy fk-‘»'-r;c' B Ltd CLud
*_“[-Internal:Rate of Return™ - & 5% 10%
Cost of Equnly Caplta’l T 10% 10%

s g Y Rs.8 Rs.8

EOR Calcu[atc value of an- qullty share of each of these companies as per Walter’s Model
; whcn lhe dwndend payout ratio is:

OR
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Q.3: A) A project involves cash inflows as given below: S S

Year Cash Inflow (Rs.) e T
1 20,000 PR
: 2 24,000 Rty
: 3 30,000 RIS
‘ 4 40,000

\ ~
\ m g

If the rate of interest is 15%, find out presenﬁ/a
two digits after decimal) ol

ne of cash mﬂows:”(Consider upto

Equity Capital

Retained Earnings

Preference Share Caprtal

Debts /-33100,000.]
i 10 00;000.] <"

The firm’s after tax
Sources

Equity Capital
Relamed Earnmgs~
Preference Capltal.\

Debts .

f i/arrous sources of ﬂnance are, 2s fOllOWS'

/

'\ Stream of constant cash flows occurring
= at regular interval

. Convertibility into cash

Proportion between two figures

2:1

: ; . 1l

Standard Current Ratro g. Objective of financial management

8 Standard quurd Ratro h. Part of profit distributed
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Ise: -~ (07 M4
tarc Truecor Fa ) Mary,
) State whether the following statemen o A T . l
I.. Compounding technique shows prcscl'“ value. ROt fadag gl e
2. All current linbilitics arc quick liabilitics. R PRSPt o “-_‘. iy

abilit
Dividend 1o equity sharcholders reduces tax liability. i vnluc pcr sh;m_-
An ideal capital structure is one which maximises marke :

3

" :

5. Extemal loan affects the dividend paying ability "r”fc O'B""m"n"' A
: oy

7

Trading on Equity is used to increase EPS. ‘
The profit ni‘:umnznhon goal ignores the mmng nf rcmmq docq no( dircctly conmder

cash flows and ignores risk.

Q.4: Write Short Notes on any Three:

I. Classification of Cost ofCapltaL .

2, Importance of Financial Managcman
3. Business Risk 2
4
5

Factors determining Dmdend Pohcy
Modigliani and Mnllcr Thcory

,"\/ »
Y 73

\
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