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(Contd.) -2

The after tax cost of different sources of capital is as
-follows :
Equity sharecapital14%;retainedearnings12%;preference
capital 10% and debentures 6%.
Calculate overall cost ofcapital using :
(a) Book value weights and
(b) Market value weights.

3. What do you mean by irrelevance of dividend decision ?
Examine the Modigliani Miller model of irrelevance of
dividenddecision.

7407(2S18)/CTT-38S01

nux
Source Book value Market Value
Equity share capital 25,50,000 50,00,000
Retainedearnings 15,50,000
Preference capital 3,80,000 3,20,000
Debentures 2,20,000 1,80,000

Note :- Attempt any. two questions carrying 20 marks each.
The length of answer to each question should be in
up to 5 pages.

1. What do you mean by financial planning ? Examine its
significance. Explain the process you would follow for
financial planning.

2. The Avtar Badaun Limited is considering a project which
will be fundedbyusingtheexistingcapitalmix. Thefollowing
information is available in respect of its existing capital

SECTION-B
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(Contd.)37407(2S1S)/CTT-38S01

Note :- Attempt any two questions carrying 20 marks each.
The length of answer to each question should be in
up to 5 pages.

1. What do you mean by combined leverage? How would
you compute combined leverageof a firm ? Examine the
significance of combined leverage.

Which of the two projects should be accepted ?
SECTION-C

Bare:
Project A B

Year 0 1 . 1
Year 1 0.95 0.85
Year 2 0.75 0.70
Year 3 0.65 0.55

Riskless rate of discount is 7%. ProjectA is less risky as
compared to Project B. The risk certainty equivalents
coefficients for the cash flows of the two projects A and

4. From the following data, state which of the two projects
A or B is better :
Project A B

Cash flows Rs. Rs.
Year 0 -1,00,000 -1,25,000
Year 1 50,000 60,000
Year 2 50,000 75,000 t
Year 3 75,000 95,000'

www.a2zpapers.com
Download free old Question papers gndu, ptu hp board, punjab board

w
w
w
.
a
2
z
p
a
p
e
r
s
.
c
o
m

www.a2zpapers.com

a2zpapers.com

http://a2zpapers.com/
www.a2zpapers.com
http://a2zpapers.com/
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2. The capital structure of Progressive Corporation consists
of an ordinary Share Capital ofRs, 10,00,000 (share of
Rs. 1.00 per value) and Rs. 10,00,000 of 10% debentures.
Sales increased by 20% from 100,000 units to 120,000
units, the selling price is Rs. 10 per unit; variable cost
amounts to Rs. 6 per unit and fixed expenses amount to
Rs. 2,00,000. The income tax rate is assumed to be
50%.

You are required to calculate the following:

(1) The percentage increase in earnings per share;

(ii) The degree of financial leverage at 100,000 units
and 120,000 units

(iii) the degree of operating leverage at 100,000 units
and 120,000 units.

Comment on the behaviour of operating and. financial
leverages in relation to increase in production from 100,000
units.

3. What do you meanby uncertain cash flows? How would
you manage uncertain cash flows with the help of Miller
Orr model?

4. What are the objectives of receivables management? What
are the operative functions of receivables management?
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