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The paper pattern has been changed to some extent for better coverage. 

Answer to questions are to be given only in English except in the case of candidates who have opted for Hindi 

Medium. If a candidate has not opted for Hindi Medium, his/her answers in Hindi will not be valued.  

 

                                                                               SECTION – A                                                     Marks : 60 

Question No. 1 is compulsory. 

Candidate are also required to answer any four questions from the remaining five questions 

Working notes should form part of the respective answers.  

 

   Marks 

1. (a) The Capital structure of RST Ltd. is as follows: 

 ` 

Equity Share of ` 10 each 8,00,000 

10% Preference Share of ` 100 each 5,00,000 

12% Debentures of ` 100 each 7,00,000 

 20,00,000 

Additional Information: 

- Profit after tax (Tax Rate 30%) are ` 2,80,000 

- Operating Expenses (including Depreciation ` 96,800) are 1.5 times of EBIT 

- Equity Dividend paid is 15% 

- Market price of Equity Share is ` 23 

Calculate: 

i. Operating and Financial Leverage 

ii. Cover for preference and equity dividend 

iii. The Earning Yield Ratio and Price Earning Ratio 

iv. The Net Fund Flow 

Note: All operating expenses (excluding depreciation) are variable. 
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 (b) The Textile Manufacturing Company  Ltd.,  is  considering  one  of  two  mutually 

exclusive  proposals,  Projects  M  and  N,  which  require  cash  outlays  of  `  

8,50,000 and   ` 8,25,000 respectively.  The  certainty-equivalent  (C.E)  approach  

is  used  in incorporating risk in capital budgeting decisions. The current yield on 

government bonds is 6% and this is used as the risk free rate. The expected net cash 

flows and their certainty equivalents are as follows: 

 Project M Project N 

Year end Cash Flow (`) C.E. Cash Flow (`) C.E. 

1 4,50,000 0.8 4,50,000 0.9 

2 5,00,000 0.7 4,50,000 0.8 

3 5,00,000 0.5 5,00,000 0.7 

Present value factors of ` 1 discounted at 6% at the end of year 1, 2 and 3 are 0.943, 

0.890 and 0.840 respectively. 

Required : 

i. Which project should be accepted? 

ii. If risk adjusted discount rate method is used, which project would be appraised 

with a higher rate and why? 

 

5 

 (c) ZX Ltd. has a paid-up share capital of ` 1,00,00,000, face value of ` 100 each. The 

current market price of the shares is ` 100 each. The Board of Directors of the 

company has an agenda of meeting to pay a dividend of 50% to its shareholders. 

The company expects a net income of ` 75,00,000 at the end of the current financial 

year. Company also plans for a capital expenditure for the next financial year for a 

cost of ` 95,00,000, which can be financed through retained earnings and issue of 

new equity shares. 

Company’s desired rate of investment is 15%. 

Required: 

Following the Modigliani- Miller (MM) Hypothesis, determine value of the 

company when: 

i. It does not pay dividend and 

ii. It does pay dividend 
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  OR  

  The following information is supplied to you: 

 ` 

Total Earnings 2,00,000 

No. of equity shares (of ` 100 each) 20,000 

Dividend paid 1,50,000 

Price/ Earning ratio 12.5 

Applying Walter’s Model 

i. Ascertain whether the company is following an optimal dividend policy. 

ii. Find out what should be the P/E ratio at which the dividend policy will have no 

effect on the value of the share. 

iii. Will your decision change, if the P/E ratio is 8 instead of 12.5? 

 

 

 

 

 

 

 

 

 (d) Modern Industries Ltd. (MIL) is considering to invest in a lathe machine. There 

are three machines offered by three different manufacturers. The price 

quotations and operational costs for the three machines are given below: 

Manufacturers Western 

Engineering 

Ltd. (WEL) 

Jain 

Engineering 

Ltd. (JEL) 

Reddy 

Industries 

Ltd. (RIL) 

Cost of machine (`) 8,00,000 12,00,000 18,00,000 

Annual cost of 

operations (`) 
1,60,000 1,20,000 1,00,000 

Useful life (years) 5 8 10 

The cost of capital for the company is 15%. 

You are required to find out the machine that should be selected for investment 

by MIL, using a suitable appraisal criterion. 
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2. (a) Calculate the WACC using the following data by using: 

a. Book value weights 

b. Market value weights 

The capital structure of the company is as under: 
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Particulars ` 

Debentures (` 100 per debenture)   5,00,000 

Preference shares (` 100 per share) 5,00,000 

Equity shares (` 10 per share) 10,00,000 

 20,00,000 

The market prices of these securities are: 

Debentures        ` 105 per debenture 

Preference shares      ` 110 per preference share 

Equity shares      ` 24 each. 

Additional information: 

i. `  100  per  debenture  redeemable  at  par,  10%  coupon  rate,  4%  floatation  

costs,  10-year maturity. 

ii. `  100 per preference share redeemable at par, 5% coupon rate, 2% floatation 

cost and 10-year maturity. 

iii. Equity shares has ` 4 floatation cost and market price ` 24 per share. 

The next year expected dividend is ` 1 with annual growth of 5%. The firm has 

practice of paying all earnings in the form of dividend. 

Corporate tax rate is 30%. Use YTM method to calculate cost of debentures and 

preference shares. 

 

 

 

 

 

 

 

 (b) Pureair Company is a distributor of air filters to retail stores. It buys its filters from 

several manufacturers. Filters are ordered in lot sizes of 1,000 and each order costs 

` 40 to place. Demand from retail stores is 20,000 filters per month, and carrying 

cost is ` 0.10 a filter per month. 

i. What is the optimal order quantity with respect to so many lot sizes? 

ii. What would be the optimal order quantity if the carrying cost were ` 0.05 a filter 

per month? 

iii. What would be the optimal order quantity if ordering costs were ` 10? 
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3.  The Mayfair Rubber Industry Ltd. (MRIL) manufactures small rubber 

components for the local market. It is presently using 8 machines which were 

acquired 3 years ago at a cost of `18 lakh each having a useful life of 8 years 

with no salvage value. The policy of the company is to depreciate all machines 

in 5 years. Their production capacity is 37 lakh units while the annual demand 

is 30 lakh units. The MRIL has received an order from a leading automobile 

company of Singapore for the supply of 20 lakh rubber bushes at `15 per unit. 

The existing machines can be sold @ ̀  12 lakh per machine. It is estimated that 

the removal cost of each machine would be ` 60,000. In order to meet the 

increased demand, the MRIL can acquire 3 new machines at an estimated cost 

of `100 lakh each which will have a combined production capacity of 52 lakh 

units. 

The operating parameters of the existing machines are as follows: 

i. Labour requirements (Unskilled-18; Skilled-18; Supervisor-3; and 

Maintenance-2) and their per month salaries are ` 3,500; ` 5,500; ` 6,500 

and ` 5,000  each respectively with an increase of 10 percent to adjust 

inflation. 

ii. Raw materials cost, inclusive of wastage is 60 per cent of revenues. 

iii. Maintenance cost – years 1-5 (` 22.5 lakh), and years 6-8 (` 67.5 lakh). 

iv. Operating expenses – ` 52.10 lakh expected to increase annually by 5 

percent. 

v. Insurance cost/premium – year 1,2 per cent of the original cost of the  

machine,  afterwards discounted by 10 per cent. 

vi. Selling Price – `15 per unit. 

The projected operating parameters with the replacement by the new machines 

are as follows: 

i. Additional working capital – `50 lakh. 

ii. Savings in cost of utilities – `2.5 lakh. 

iii. Maintenance cost – years 1-2 (` 7.5 lakh); years 3.5 (` 37.5 lakh). 

iv. Raw materials cost – 55 per cent of sales. 

10 
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v. Employee requirement (6 skilled at monthly salary of `7,000 each and 

one for maintenance at monthly salary of ` 6,500). 

vi. Laying off cost of 34 workers – (Unskilled-18; Skilled-12; Supervisors-

3; and maintenance-1) ` 9,21,000, that is equivalent to six months salary. 

vii. Insurance cost/premium-2 per cent of the Purchase cost of machine in the 

first year and discounted by 10 percent in subsequent years. 

viii. Life of machines – 5 years and salvage value – `10 lakh per machine. 

The company follows straight line method of depreciation and the same is 

accepted for tax purposes. Corporate tax rate is 35 per cent and the cost of capital 

is 20 percent. 

As the Finance Manager of MRIL, prepare a report for submission to the top 

management with your recommendations about the financial viability of the 

replacement of the existing machine. 

  OR  

  
A large profit making company is considering the installation of a machine to 

process the waste produced by one of its existing manufacturing process to be 

converted into a marketable product. At present, the waste is removed by a 

contractor for disposal on payment by the company of ` 150 lakh per annum for 

the next four years. The contract  can be terminated upon installation of the 

aforesaid machine on payment of a compensation of ` 90 lakh before the 

processing operation starts. This compensation is not allowed as deduction for tax 

purposes. 

The machine required for carrying out the processing will cost ` 600 lakh to 

be  financed  by a loan repayable in 4 equal instalments commencing from end 

of the year 1. The interest rate is 14% per annum. At the end of the 4th year, 

the machine can be sold for ` 60 lakh and the cost of dismantling and removal 

will be ` 45 lakh. 

Sales and direct costs of the product emerging from waste processing for 4 

years are estimated as under: 
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                                                                                                       (` In lakh) 

Year 1 2 3 4 

Sales 966 966 1,254 1,254 

Material consumption 90 120 255 255 

Wages 225 225 255 300 

Other expenses 120 135 162 210 

Factory overheads 165 180 330 435 

Depreciation (as per income tax rules) 150 114 84 63 

Initial stock of materials required before commencement of the processing 

operations is ` 60 lakh at the start of year 1. The stock levels of materials to be 

maintained at the end of year 1, 2 and 3 will be ` 165 lakh and the stocks at 

the end of year 4 will be nil. The storage of materials will utilise space which 

would otherwise have been rented out for ` 30 lakh  per annum. Labour costs 

include wages of 40 workers, whose transfer to this process will reduce idle 

time payments of ` 45 lakh in the year - 1 and ` 30 lakh in the year - 2. Factory 

overheads include apportionment of general factory overheads except to the 

extent of insurance charges of ` 90 lakh per annum payable on this venture. 

The company’s tax rate is 30%. 

Present value factors for four years are as under: 

Year 1 2 3 4 

PV factors @14% 0.877 0.769 0.674 0.592 

Advise the management on the desirability of installing the machine for 

processing the waste. All calculations should form part of the answer. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

4. (a) Soft  Toys  Limited  is  a toy  manufacturing company.  It  manufactures purple  

teddy  bears, which  is  the  latest  craze  among  kids  and  teenagers.  The  company  

is  now  at  full production of the teddy bears. The final accounts for the year 2008 

and 2009 have been given for your consideration: 

Profit and Loss Account for the year ending 31st December 

 2009 2008 

‘000 ‘000 

Sales 30,000 20,000 

Cost of Sales 20,000 11,000 
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Operating Profit 10,000 9,000 

Interest 450 400 

Profit before tax 9,550 8,600 

Tax 2,000 1,200 

Profit after tax 7,550 7,400 

Dividends 2,500 2,500 

Retained profit 5,050 4,900 

Balance Sheet as on 31st December 

 2009 2008 

’000 ’000 

Fixed Assets 1,500 1,400 

Current Assets   

Stock 7,350 3,000 

Debtors 10,000 6,000 

Cash 2,500 4,500 

 19,850 13,500 

Current Liabilities   

Overdraft 2,000 - 

Dividends Payable 2,500 2,500 

Trade Creditors 4,200 2,500 

 8,700 5,000 

Net Current Assets 11,150 8,500 

8% Debentures (1,200) (3,500) 

Net Assets 11,450 6,400 

Equity Shares (25p) 5,000 5,000 

Profit and Loss a/c   6,450 1,400 

 11,450 6,400 

You  are  required  to identify  the  main  problems  faced  by  Soft  Toys  Limited 

using  ratio analysis and provide possible solutions to the problems. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  
OR 

 

 (b) i. X Ltd. is a Shoes manufacturing company. It is all equity financed and has a 

paid-up Capital of ` 10,00,000 (` 10 per share) 

5 + 5 = 10  
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X Ltd. has hired Swastika consultants to analyse the future earnings. The 

report of Swastika consultants states as follows:   

a. The earnings and dividend will grow at 25% for the next two years.  

b. Earnings are likely to grow at the rate of 10% from 3rd year and onwards.  

c. Further, if there is reduction in earnings growth, dividend payout ratio 

will increase to 50%.  

The other data related to the company are as follows:   

Year EPS 

(`) 

Net Dividend per 

share (`) 

Share Price 

(`) 

2010 6.30 2.52 63.00 

2011 7.00 2.80 46.00 

2012 7.70 3.08 63.75 

2013 8.40 3.36 68.75 

2014 9.60 3.84 93.00 

You may assume that the tax rate is 30% (not expected to change in future) 

and post tax cost of capital is 15%. 

By using the Dividend Valuation Model, calculate 

a. Expected Market Price per share   

b. P/E Ratio. 

 

  ii. The net sales of A Ltd. is ` 30 crores. Earnings before interest and tax of the 

company as a percentage  of  net  sales  is  12%.  The  capital  employed  

comprises  ̀   10  crores  of  equity, ` 2 crores  of 13%  Cumulative  Preference 

Share  Capital and  15%  Debentures of  `  6 crores. Income-tax rate is 40%. 

a. Calculate  the  Return-on-equity  for  the  company  and  indicate  its  

segments  due  to  the presence of Preference Share Capital and Borrowing 

(Debentures). 

b. Calculate the Operating Leverage of the Company given that combined 

leverage is 3. 

 

 

5.  Following are  cost  information  of  KG  Ltd.,  which  has  commenced a new  

project  for  an annual production of 24,000 units which is the full capacity: 

10 
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 Costs per unit (` ) 

Materials 80.00 

Direct labour and variable  expenses 40.00 

Fixed manufacturing expenses 12.00 

Depreciation 20.00 

Fixed administration  expenses 8.00 

 160.00 

The selling price per  unit  is expected  to  be `192 and the  selling  expenses  `10 

per unit,   80% of  which is variable. 

In the first  two years  of operations,  production and sales are expected to be as 

follows: 

Year Production (No. of units) Sales (No. of units) 

1 12,000 10,000 

2 18,000 17,000 

To  assess  the  working  capital  requirements,  the  following  additional  

information  is available: 

a. Stock of materials :   2 months’ average  consumption 

b. Work-in-process :   Nil 

c. Debtors :    2 month’s average  sales. 

d. Cash balance :    ` 1,00,000 

e. Creditors  for  supply  of materials : 1 month’s average  purchase during the year.  

f. Creditors  for expenses :  1 month’s average  of all expenses during the year.  

Prepare,  for the two years: 

i. A  projected statement  of Profit/Loss  (Ignoring taxation);  and 

ii. A  projected statement  of working capital requirements    

 

6. (a) Explain agency problem and agency cost. How to address the issues of the same. 

 

3 

 (b) Compare between Financial Lease and Operating Lease. 

 

4 

 (c) Explain in brief the Pecking order theory. 3 
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  OR 

Explain the steps while using the equivalent annualized criterion.     
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                                                                             SECTION – B                                                      Marks : 40 

Question No. 7 is compulsory. 

Answer any three from the rest 

In case, any candidate answers extra question(s)/sub-question(s) over and above the required number, then 

only the requisite number of questions first answered in the answer book shall be valued and subsequent 

extra question(s) answered shall be ignored.  

Working Notes should form part of the respective answers. 

 

7. (a) Answer the following question using Keynesian framework of demand for money. 

An investment consultant suggests holding of cash instead of bonds.  What could be 

the reason to encourage holding of money balances? Explain     

     

2 

 (b) Reflect  on  the  externalities  presents  in  each  of  the  following.  Also  examine  

their  market implications- 

i. A decision to stop smoking 

ii. Switching from conventional farming to organic farming 

iii. Started to drive a car and increased road congestion 

iv. Water polluted by industries 

v. Building Lighthouse 

 

3 

 (c) How does Escalated tariff structure work and discriminated ? 

 

2 

 (d) Define  Reserve  Money?  Compute  the  Reserve  Money  from  the  following  data 

Published by  RBI. 

Components (In billions of `) As on 7th July  2018 

Currency  in circulation   15428.40 

Bankers  Deposits with RBI 4596.18 

Other Deposits  with RBI 183.30 
 

3 

 

 

 

 

 

 

8. (a) How  do  the  markets  fail  in  an  economy?  What  are  the  main  reasons  behind  

this  market  failure and economic inefficiency? 

3 
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 (b) Explain operating procedures in the context of monetary policy of India? 

 

2 

 (c) i. Find out the MPC, when in an economy total  income increases by  ` 7500 crore 

due to  increase in investment  by  ` 2500 crore? 

ii. Assume  that  the  consumption  function  in  an  economy  is  specified  by  the 

equation C = 200 + 0.9Y 

With  the  help  of  an  example show  that  in this  economy as  income increases  

MPC remains constant. 

 

3 

 (d) What are the major functions of the WTO? 

 

2 

9. (a) From the following data, calculate NNPFC, NNPMP, GNPMP and GDPMP. 

Items In Cr. 

Operating surplus   2000 

Mixed income of self-employed    1100 

Rent 550 

Profit 800 

Net indirect tax   450 

Consumption of fixed capital   400 

Net factor income from abroad -50 

Compensation of employees 1000 
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 (b) What  is high powered money? Calculate it from the following data: 

Components in  Million (`) 

Net RBI  Credit to the Government 41561.2 

RBI credit to the Commercial sector 18459.3 

RBI’s  net non-monetary  liabilities   24981.2 

RBI’s  claims on banks 31456.2 

RBI’s  Net foreign assets 10456.1 

Government’s  currency liabilities to the public 21417.1 
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 (c) A sells a used car to B and receives ` 60,000. How much of the sale proceeds will 

be included in national income calculation?    

 

2 

10. (a) Using the information given  in the following table  calculate, 

i. Value  added by  firm A  and firm B 

ii. Gross Domestic Product at Market Price 

iii. Net Domestic Product at Factor Cost. 

 Particulars `  crore 

i.  Sales by  firm B to general government 300 

ii.  Sales by  firm A 1500 

iii.  Sales by  firm B to households 1350 

iv.  Change in stock of firm A 200 

v.  Closing stock of firm B 140 

vi.  Opening stock of firm B 130 

vii.  Purchases by  firm A    270 

viii.  Indirect taxes  paid by  both the firms 375 

ix.  Consumption of  fixed capital 720 

x.  Sales by  firm A  to B 300 
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 (b) An  increase  in  investment  by  `  700  crore  leads  to  increase  in  national  income  

by   ` 3,500 crore. Calculate marginal propensity to consume and change in saving. 

 

3 

 (c) The table below shows the output of Wheat and Rice by  using one hour of labour 

time in country A  and country  B – 

Goods Country  A Country  B 

Wheat  (Quintal /hour) 10 5 

Rice (Quintal/hour) 5 10 

Which country  has an absolute advantage  over  other  country  in production of 

wheat and rice and which good they  obtain through international  trade? 

2 
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11. (a) Classify  each  of  the  following  goods  based  on  their  characteristics.  Mention  

the rationale. 

i. Open-access Wi-Fi networks 

ii. Roads with toll booths   

iii. Parks   

 

3 

 (b) Define custom duties? What  are their main goals? 

 

2 

 (c) i. Is prohibition of import of poultry  from countries affected by avian flu, meat 

and poultry processing standards  to reduce pathogens,  residue limits for 

pesticides in foods etc.  an example of  Sanitary  and Phytosanitary  (SPS)  

measure? How? 

ii. Food Laws, Quality  Standards  and Industrial  Standards  are examples of  

which type of non-tariff  measures?  Give  Comments. 

3+2=5 

  
OR 

 

  i. How do Governments  correct  market  failure resulting  from  demerit Goods? 

ii. The  Nominal  Exchange  rate  of  India  is  `  56/1  $,  Price  Index  in  India  

is  116  and Price Index in USA is 112. What will be the Real Exchange Rate 

of India?   

 

 


