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ENGLISH VERSION

Instructions : (1) There are only five questions.

1 (@
(b)
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(b)
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(2) Each question carries equal marks.

“Generally the cost of equity funds is higher than the cost
of debt funds.” Critically evaluate the statement.

What is the weighted average cost of capital ? Explain its
importance as a ‘cut-off rate in the investment decision.’

OR

“Modigliani — Miller approach is based on unrealistic
assumptions.” Discuss.

‘A’ Limited company has the following capital structure :

Rs.

Equity share capital (50,000 shares) 10,00,000
6% preference shares 2,50,000
8% debentures 7,50,000
20,00,000

The market price of the company’s equity shares is
Rs. 20. It is expected that company will pay next year
dividend of Rs. 2 per share which will grow at 7% for ever.
The tax rate may be presumed at 50%. You are required
to compute the following :

(1) A weighted average cost of capital based on existing
capital structure.

(2) The new weighted average cost of capital if the
company raises an additional Rs. 5,00,000 debt by
issuing 10% debentures. This would result in increasing
the expected dividend to Rs. 3 and leave the growth
rate unchanged but the price of equity share will fall
to Rs. 15 per share.

“Financial leverage is a double-edged sword.” Explain by
giving suitable illustrations.

The capital structure of the Atul Company Limited consists
of an equity share capital of Rs. 1,00,000 (shares of Rs. 10
per value) and Rs. 1,00,000 of 10% debenture. Sales
increased by 25% from 20,000 units to 25,000 units, the
selling price is Rs. 10 per unit. Variable costs amount to
Rs. 4 per unit and fixed expenses amount to Rs. 70,000.
The income tax rate is assumed to be 40%.
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(1) You are required to calculate the following :
(i) The percantage increase in earning per share.

(i) The degree of financial leverage at 20,000 units
and 25,000 units

(iti) The degree of operating leverage at 20,000 units
and 25,000 units.

(2) Comment on the behaviour of operating and financial
leverages in relation to increase of production and sales
from 20,000 units to 25,000 units.

OR

2 What is a capital structure ? Describe the factor affecting the
capital structure.

3 (@
(b)
3 (@
(b)
4 ()
(b)
4 ()
(b)

Discuss the merits and demerits of the liberlization of credit
period.

Explain the following methods of cash forecasting :

(1) Cash- receipts and disbursements method

(2) Adjusted earnings method.

OR

Explain the objectives of holding inventory.
Define working capital. Explain the determinants of the
working capital.

Critically evaluate the stable dividend policy.
Explain the distinction between financial lease and operating
lease.

OR

Explain the benefits and limitations of leasing.
Discuss the constraints on payment of dividends.

5  Write notes on : (any two)

(1)
(2)
3)
(4)
(5)
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Gordon’s model of dividend

A. B. C. method of Inventory control
Traditional approach to the capital structure
Types of leases

Significance of the cost of capital.
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