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~(() Explain the importancg, of capita]
budgeting decision. L\)
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d) Briefly discuss the determinants of Capita]
structure. : 75)
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v(é) State  the  objectives  of cost
management. - Q) 5x4=20
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2. “The profit maximisation is not an operationally
feasible criterion.” Do ‘you agree ? Justify. 15
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IR In your opinion, which is the best source of

finance available to the firm for raising money

from the pubhc 7 %9 15
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4. A company issues 12,000, 12 per cent perpetual
preference shares of 2 100 each. Company 15
expected to pay 2 per cent ag flotation cost.
Calculate the cost of preference  shares
assuming to be issued at : (2. 15
Ld) Face value of par value

«(g) At a discount of 5%

v() . At a premium of 10%.

T FE X 100 TAE B 12,000, 12 e
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(9) 10% & Wftem w )

\/5./ What are the assumptions and implications of

NOI approach to capital structure ? Is there an

optimal . .capital structure ~as per NOI
approach 7 (3) - ; 15
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\6. Explain the factors considered  while
(7) determining the need for working capital. 15
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7. What are the various methods of forecasting
of working capltal requlrement ‘7 15
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8. Make a critical appraisal of various techniques

of financial forecasting. | 15
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0. XYZ Ltd. is planmng to 1ntroduce a new
product with a prOJect life of 8 years, Initial

equipment cost W111 be X 3.5 crores. Addmonal
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equipment costing 3 25,00,000 will Ec
purchased at the end of the third year from thC
cash inflow of this year. At the end of 8 years,
the original equipment will have no resale
value, but additional equipment can be sold

¢ 250000, A working capital Of

for
t will be

¥ 40,00,000 will be needed and 1
released at the end of eighth year. The project
will be financed with sufficient amount of
equity capital. '

The sales volumes over eight years have been
estimated as follows :

Year  Units per year

1 72,000
2 1,08,000
3 2,60,000

4-5 2,70,000

6-8 1,80,000

A 4sfales price of ¥ 240.per unit is expécted and
variable expenses will }afnount to 60% of sales
revgnue. Fixed cash opc_ifating costs will amount
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7 36,00,000 per year. The loss of any year wijj
be set off from the profits of subsequent two
years. The company is subject to 30 per cent

tax rate and considers 12 per cent to be an

appropriate after-tax cost of capital for thl:s

project. The company follows straight [ine
method of depreciation.

Calculate the net present value of the project

and advise the management to take appropriate
decision.

The PV factors at 12% are -
Year PV Factor

1 0893
2 0797
3 0.712
4 0.636
3 0.567
6 0‘.507
7 0452
g 0.404
J-55458(TR) 6
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1 72,000
2 1,08,000
3 2,60,000 -

45 2,70,000

68 ¢ 1,80,000
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