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d) Wh*t ir mAi6inP[ cost al caPital?

e) Define ca;fiialburJgeting.

f) What is cJividen cLPolicY ?

g) fiiv* th* rnsanlng of lfin. . . :

h) What is finance function ?

i) What is discoun led gaYhacl't

j) What is HHITBA ?
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4. what are the factors to be considered rvhile $anning'capital structure ?

:.:1

5. Distinguish between profit maximis6iion and wealth maximisatian'

;t year was Fls. 50. The dividend per share w'as
6' The closing p*ce'of a share lal it 

:rice is Fls' 150' calculate the
Bs.5 during th.e year. Ih::::"nt{*et.cloTng r":-- 

'- 
d rha capitalpercentag6 return on the,share, Cnbfing the digidend yield ant

" 'gain ratg] ","')

7. The Servex Company has the totioding capitalstructure on 30 June 2014:

. tBs'000)

Ordinary'ihares (200,G00 sha ) '- :'" 4,000

1o% Preference shares 1,000

14% Debentures 3'ooo
I 8,ooo

The,share of the companysell;foi-Hs.20, tt is expecteO tnat companywillpay next

year a dividend of Rs. 2 per share, which wilt grow at7 percent forever. Assume a

50 percent tax rate.

You are required to :

a) Compute a weighted average cjlst of eapital hased on ths existin$ capital

structure.

1'S'p ro.€

bJ',€affl.put*.tligneyy weighted av_e e:.c$ut,AJ.sjfl,Fl tlg, .mp**f
""' ah ddditisnat ,Rs,..as,#0$.ifi0$=ffit by issuing i5 ffiffient *fi.*iltuie. This

would result in increasing th#expected dividend tp Rs. 3 anU teave thb'

lr$ffitrlr,ai+fl 
"ch 

a ng ed, butffi ,,c * bf sfr a re wi I Lfal ! t$- t&{ qry*
e1 Bbmp*t* th*'c6st'sf. piHlriffi,sh,*v.e.lf' ergtowth rale increases to;',t

. $HCTION - CI

f.lots : Answerany $ questions. Eacfi questiOn canies 12 markS :

8. Assumethat you have been appfoached by a Company to create corporate
financial pollcy. How da you CiBaie corporate fin*ncial policy ?

9. Discusslhe lactors to be considpqqd while managing working capital.

(3x12=38)
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nsider the following projects :

eash Flaws (R i. in iatchsl
,Proiects ,a

d;
c; v3 G{

A - 1,000 + 600 * 2S0 s'11;0$$

B * 1,000 + 300 +,'6oo + 1,000

c -.ffiS + 100 + I TJL' +-1$S + 60.0

D =300 0 +$S0 * 00

q]

a)'

hl

d)

Calculate the payback period for eac

If the standard payback period is 2 yr

Will your answer be different if the st;

If the cost of capital is 10 percent, co
tor each project ? Which projects will
payback is :

i) 2 years ;

ii) 3 years ?

Compute the frlPV ol each project asr
projects willyou recommenil ?

{s cansidB'ring

roiect.

s, which project willYou select ?
Iard payback is 3 years ?

ute the discounted PaYback
u recommend if the standard

ring costof capital,@ 1S?o, lVhich

waiking capital inve$tment for th*

I ffiiltll tff fifi rlffi titil lltl ilil

"10. Consider

,{it.,*n:efisifig*tf g' ,rfip 'ir.next y6er, H,$tiffAt*:d tixeil

Y.o"il4ars'l.e ui sd, tg dluulei* ffi$

a) Hate of return 0n tstAl assets,

b) Net worlting caPital Position

:ri

liabilities for the next year are
Sales and profit before interest

:

ttt,

FJ,.- S41

\\r:i:,

l,)\s=

- l l:.
tlk!.::=.'' fim.i,,

assets aHd

resp#lvely Fs, 2.60 crore'and Hs. 2.S4

and taxes (PBII) depend sn current - particu larly inve nto ries
.endr,b.a€,f( * ; w *ompa$y ic.:€.xamj following alternative working
,capiffi lpoli*ie*

Scanned by CamScanner
!



J/r
14.

!:t::l

l8r:l

NIII
rbrl

rlilji

itl

pJ;'s4rl :

:,, ff)' fiurfent rat1s eils

d) Current asset to fixed asset

the three policies.

A cornpany is considoring to rai

1,00e ,debentures ol Rs- 1

interest.

debentures of Rs. 100 de

lf the Company's prolits before

{c} 25,0Q0, what are the r*sP*ctive

and rates of retum on total equitY c

r iffilll ilil lllifii}l lilIl lltrl flll

Iternatives are feasible :

shares at Fls, 10 per share

omination bearing a 14 percent rate of

,ings pershare, rat* of retum on totalcapital

forsecJtol'ne.*iB*xt*rnat,?'l#fi$

plant. The following three fin

i) The company may issue,20,00(

ii) The company may issue 10,0 sharee at Rs. 10 per share and

iii) The company may is$ue 5,t h$r$s al Fls, 1O pe.r+litlar*'an 1u$€$

,tions bearing a 14 percent rata of interest'

rest are (a) Rs. 5,000, {h) Hs, 1?,000,

alternative would You nd rvhy ? lf"the corporate tax rate is 35

above questions ? How do You exPlain

ir,, oift*rtnce in Your answer* 3- 
|

Ri
liiii{l
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