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ROIINO. ..covevnniiiianinennins JPCE (New Syllabus)
Paper-8
Total No. of Questions — 11 Financial Management Total No. of Printed Pages - 24
and Economics
Time Allowed ~ 3 Hours K for Findeiip Maximum Marks - 100

HLAZ-H

Answers are to be given only in English, except in the case of the candidates who
have opted for Hindi Medium. If a candidate has not opted for Hindi Medium,
his/her answers in Hindi will not be evaluated.
SECTION - A Marks : 60
| Question No. 1 is compulsory.
Candidates are also required to answer any four questions from the remaining
five questions.
In case, any candidates answers extra question(s)/sub-question(s) over and ahove the
required number, then only the requisite number of questions first answered in the
answer book shall be valued and subsequent extra question(s) shall be ignored.

Working Notes should form part of the answers.

Marks

1. (a) Stopgo Ltd, an all equity financed company, is considering the 5
repurchase of T 200 lakhs equity and to replace it with 15% debentures
of the same amount. Current market value of the company is T 1140
lakhs and it’s cost of capital is 20%. It's Earnings before Interest and
Taxes (EBIT) are expected to remain constant in future. It’s entire

earnings are distributed as dividend. Applicable tax rate is 30 per cent.
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HLAZ-H
You are required to calculate the impact on the following on account
of the change in the capital structure as per Modigliani and Miller
(MM) Hypothesis: g
(i) The market value of the company
(ii) It’s cost of capital, and
(iii) It’s cost of equity

(b) The following data have been extracted from the books of LM Litd :

Sales — ¥ 100 lakhs
Interest Payable per annum — ¥ 10 lakhs
Operating leverage — 1.2
Combined leverage — 2.16
You are required to calculate:
(i) The financial leverage,
(ii) Fixed cost and
(iii) P/V ratio.

(¢) The accountant of Moon Ltd. has reported the following data :

Gross profit T 60,000

Gross Profit Margin 20 per cent

Total Assets Turnover 0.30:1

Net Worth to Total Assets 0.90:1
HLAZ-H
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Current Ratio 1.5:1
Liquid Assets to Current Liability 11
Credit Sales to Total Sales - 0.80:1
Average Collection Period 60 days

Assume 360 days in a year

You are required to complete the following:

Balance Sheet of Moon Ltd.
Liabilities T Assets L
Net Worth Fixed Assets
Current Liabilities Stock
Debtors
Cash
Total Liabilities Total Assets
(d) Sun Ltd. is considering two financing plans.
Details of which are as under: 5
(i) Fund’s requirement - ¥ 100 Lakhs
(ii) Financial Plan
Plan | Equity | Debt
I 100% -
11 25% 75%
(iii) Cost of debt - 12% p.a.
(iv) Tax Rate - 30%
(v) Equity Share ¥ 10 each, issued at a premium of ¥ 15 per share
(vi) Expected Earnings before Interest and Taxes (EBIT) T 40 Lakhs
HLAZ-H P.T.O.
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You are required to compute:
(i) EPS in each of the plan
(i) The Financial Break Even Point

(iii) Indifference point between Plan I and IT

(@ XYZ Ltd. is presently all equity financed. The directors of the 8
company have been evaluating investment in a project which will
require ¥ 270 lakhs capital expenditure on new machinery. They
expect the capital investment to provide annual cash flows of T 42
lakhs indefinitely which is net of all tax adjustments. The discount rate

which it applies to such investment decisions is 14% net.

The directors of the company believe that the current capital structure
fails to take advantage of tax benefits of debt, and propose to finance
the new project with undated perpetual debt secured on the company’s
assets. The company intends to issue sufficient debt to cover the cost

of capital expenditure and the after tax cost of issue.

The current annual gross rate of interest required by the market on
corporate undated debt of similar risk is 10%. The after tax costs of

issue are expected to be ¥ 10 lakhs. Company’s tax rate is 30%.

HLAZ-H
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You are required to calculate:

(i) The adjusted present value of the investment,
(ii) The adjusted discount rate and

(iii) Explain the circumstances under which this adjusted discount
rate may be used to evaluate future investments.

(b) What are Masala Bonds ?

Maruti Ltd. requires a plant costing ¥ 200 Lakhs for a period of 5 years. The
company can use the plant for the stipulated period through leasing
arrangement or the requisite amount can be borrowed to buy the plant. In
case of leasing, the company received a proposal to pay annual lease rent of
T 48 Lakhs at the end of each year for a period of 5 years.

In case of purchase, the company would have a 12%, 5 years loan to be paid
in equated annual installment, each installment becoming due in the

beginning of each year. It is estimated that plant can be sold for T 40 Lakhs

at the end of 5" year. The company uses straight line method of

depreciation. Corporate tax rate is 30%. Cost of Capital after tax for the
company is 10%. '

The PVIF @ 10% and 12% for the five years are given below:

Year 1 2 3 4 5

PVIF @ 10% |0.909 [ 0.826 | 0.751 | 0.683 | 0.621

PVIF @ 12% |(0.893|0.797 [ 0.712 | 0.636 | 0.567

You are required to advise whether the plant should be purchased or taken

on lease.
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A company is evaluating a project that requires initial investment of ¥ 60

lakhs in fixed assets and ¥ 12 laks towards additional working capital.

The project is expected to increase annual réal cash inflow before taxes by
T 24,00,000 d;n-ing its life. The fixed assets would have zero residual value
at the end of life of 5 years. The company follows straight line method of
depreciation which is expected for tax purposes also. Inflation is expected to
be 6% per year. For evaluating similar projects, the company uses

discounting rate of 12% in real terms. Company’s tax rate is 30%.

Advise whether the company should accept the project, by calculating NPV

in real terms.
PYIF (12%, 5 Yrs) PVIF (6%, 5 Yrs)
Year 1 0.893 Year 1 0.943
Year 2 0.797 Year 2 0.890
Year 3 0.712 Year 3 0.840
Year 4 0.636 Year 4 0.792
Year 5 0.567 Year 5 0.747
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Day Ltd., a newly formed company has applied to the Private Bank for the
first time for financing it’s Working Capital Requirements. The followin g

(M)
HLAZ-H

informations are available about the projections for the current year :

Estimated Level of Activity | Completed Units of Production 31200 plus
Units of Work in Progress 12000

Raw Material Cost T 40 per unit

Direct Wages Cost T 15 per unit

Overhead T 40 per unit (inclusive of Depreciation
% 10 per unit)

Selling Price ¥ 130 per unit

Raw Material in Stock Average 30 days consumption

Work in Progress Stock Material 100% and Conversion Cost 50%

Finished Goods Stock 24000 Units

Credit Allowed by the 30 days

Suppliers

Credit Allowed to 60 days

Purchasers

Direct Wages (Lag in 15 days

payment)

Expected Cash Balance < 2,00,000

Marks
10

Assume that production is carried on evenly throughout the year (360 days)
and wages and overheads accrue similarly. All sales are on the credit basis.

You are required to calculate the Net Working Capital Requirement on Cash

Cost Basis.

HLAZ-H
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6. Adswérall.

(a)Whatarc;hesougcesofshontermﬁnancialrequirememOfthe 4

comapny ? I‘
(6) What is certainty Equivalent ?
(©) What are the roles of Finance Executive in Modern World ?

- OR
What are the two main aspects of the Finance Function ?
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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.

7. (@)

(b)

G

Working Notes should form part of the respective answers.

Calculate the Marginal Propensity to Consume (MPC) and Marginal
Propensity to Save (MPS) from the following data :

Income (Y) Consumption (C) Level
% 8,000 Z 6,000 Tnitial level
2 12,000 % 9,000 Changed level

What would be the impact of each of the following on credit multiplier

and money supply ?

(1) If Commercial Banks keep 100 percent reserves.
(i) If Commercial Banks do not keep reserves.

(iii) If Commercial Banks keep excess reserves.

Explain the role of Government in a market economy as stated by

Richard Musgrave.

List the point of difference between fixed exchange rate and floating

exchange rate.
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(@) (i) Explain the following modified equation of exchange as given by 3
Irving Fisher :
MV + MV’ =PT
(i) Describe the meaning and mechanism of ‘crowding out’ effect of 3
public expenditure.

(b) (i) Explain the leakages and injections in the circular flow of 2

income.

(ii) Describe features of public goods.

(@) () Explain why people hold money according to Liquidity Preference: 3
Theory.
(ii) Which types of Government interventions are applied for 2

correcting information failure ?

(b) Suppose in an economy : 5
Consumption Function @ C=150+0.75Yd
Investment spending . I=100
Government spending : G=115
Tax : Tx=20+020Y
Transfer Payments . Tr=40
Exports : X=35
Imports : M=15+4+01Y
HLAZ-H |
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Where, Y and Yd are National Income and Personal Disposable

Income respectively. All figures are in rupees.
Find ;

(1) The equilibrium level of National Income
(ii) Consumption at equilibrium level

(iii) Net Exports at equilibrium level

Marks

10. (a) (i) Explain the difference between Liquidity Adjustment Facility 3
(LAF) and Marginal Standing Facility (MSF).
(i) From the following data, compute the Gross National Pfoduct at 3
Market Price (GNPMP) using value added method :
(T in crores)
Value of output in Secondary Sector 1000
Intermediate consumption in Primary Sector 300
Value of output in Tertiary Sector 3000
Intermediate consumption in Secondary Sector 400
Net factor income from abroad (-) 100
Value of output in Primary Sector 800
Intermediate consumption in Tertiary Sector 900
(b) (i) Whatdo you mean by anti-dumping duties ? 2
(ii) Describe deterrents to Foreign Direct Investment (FDI) in the
Courntry. :
HLAZ-H P.T.O.
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11. (a) (i) Describe the objectives of World Trade Organization (WTO). 3

(ii) Examine why General Agreement in Tariff & Trade (GATT) lost

its relevance, 2
(b) (i) Explain the objectives of Fiscal Policy. 3
(ii) How do import tariffs affect International Trade ? 2

OR

How do changes in Cash Reserve Ratio (CRR) impact the

economy 7 ril ' 2
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(Hindi Version)

I ThETRiF v Mgl R Arem o R, st F s Sem s A A T ¥ |
o foreft aliameft Rrea it o i g @, wR e d smam &,
i 3 e 8 R 2 ot 1 i e B |
i Marks : 60
Wed w1 AfEE R )
Iy gt et § & fehd e el % I i
afe H1g vhtaneff fAuifta den @ it s (ael)sea v (7 i) ST 8,
I vt 7 e T IeR- it § gl ford e §, 3 o i o s ol
aguira tftres I o T s St @ R e |
Hrwiter feoufort o w1 wot ¥oft |

Marks
1. (3) W fafies, g wa g afm 2 200 e framam i+ 5
4 < EEe 15 Tfera w0rast o gRy e i R i R |
FEA T TAHH TR G54 T 1140 T R 71 39 gt Y e 20
wiowra & | 3ol = oo 0 A @ Y sl (EBIT) whirsa § fdn
T fda & | seeht weg orei i % Y 3 fafa A et R )
AR I T R 30 Ffowra 1 |
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wrfRre R firer $t sEmon % Fgar $f e § aied
TV ST e e s R

(i) P T AR g
(ii) w1 goft it T
(iii) TorhY wwan it A
() vo A ferfiree it gt & frafrfee sl wm g s
o - 2 100 7@
Wi o9 &9 A~ ¥ 10 G
RS JAA — 1.2
I IATH - 2.16
TR T T
() P sHas
(i) TR AT
(i) STH-ET IR
@ 73 forfies % samre 3 frefrfea e e v 5
AN % 60,000
HEHE A M 20 Wi
gmawl%enaﬁ 0.30:1
G T A T wert 0.90:1
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e A 1.5:1
e ettt & e i 1:1
3R fsha @ 3 sy 0.80:1
e s orafy 60w
o § 360 fom mrfert
Fveh! Fraferiea o i s d
7 ffies = g
Tl ¥ (%) wufirat uf¥r (7)
T w1 Tt wefert
e FTied Y
HER
UHe
$ I T geafrt

@ & fafmde § fachia domtat = fer = W 2 | R e 19 5
g ' )
() 9 H AETIHA - T 100 T
i) fasfT e
A9 | wHa ES |
I | 100 wfawra -

I 25 g | 75 e
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(iii) 507 i AT - 12 Wiwa gy ad

(iv) TR - 30 Wfawm

(v) %15 9fe n ifirm R fiftra, € 10 RS 9@ @ W
(vi) ST U1 H | GH 3t 39 (EBIT) T 40 @
HTIH! AA FATR

(i) WA AT F1 A I I

di) forfa an-forede g

(i) werm en fidta Ao & new w5 aeey fag

@) T o3 IS fafee wdwm ° gieen o Reifm @ (w8
TaTeTh e 3 T uRee 3 ffT 1 et R & Rred T
Tl W ¥ 270 e % defira = i snevadar Bl | 9 e B
2 o5 5t farfraim, wft ot 6 Tmeilo % O G ®9 A T 42 FRE H
I AT e TR S W | wg ot 6 7 R S R
o R A A 2, 14 s ag ¥
HE & HelTerh 7uee i favarw ¥ o6 adam ot wen wmu-$6ft
FEG] % TN HT H A J TG & 391 = giEde H -
i <6 e s 6 R gt SRR T S g
A BT TS T | FH G0 01 T8 6 ) gogs ¢ Fefmm H
X 3 TSI St AT qe YSft S o ST T s |
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FATH S ATt v o o ot e & ey i W s

X 10 W Fifsa # | Ffem it 9 ¥ wwa @rm 2 10 W@ B

FA B FR 30 T |

HATTH! T HTT L :

@ fafram &1 wrifm sdam g

(i) ITENEEIR | :

(i) ¥ Rt wersd fort wE AR @ R
g e

@ TaETSvETnaR s, 2

areet ffiies it 2 200 wr@ @ma B @ e N5 D e s e 10
ST 8, FA e F1 3w & e sl & fire v W sree

T BT Gt 8, e WATvE % R wifea f SR ot S a8 1w

1 feute § werft it v o % a1 T 48 R nfen vg e A

5 a1 % o1 1 Srerer wTE B |

maﬁ@ﬁrﬁm%msaﬂhuuﬁmmﬁmﬁmaﬁh
foreat & wepran mlm%ma&%mﬁ&aﬁ?ﬁt

%mﬁa%ﬁﬁ_‘maﬂuﬁ&aﬁ%mﬁzmmﬁmmm |
Fll TEsE H FH W IR FH A AN | TR F A w0
ST & | P % e = 3 e oht 0 w10 R R
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5 a5t & fre 10 wfwma a2 12 wRwa W adnm g wes fR AR E

¥

1

2

3

4

5

10% T FA9H 54 92

0.909

0.826

0.751

0.683

0.621

12% R TGHE T4 TH

0.893

0.797

0.712

0.636

0.567

TR HATE &) 2 b R weToe @6 s fa S vt o2 W R 9 |

SATTIHAT R |

TiisT @ Irfda & T woe e 3§ w0 ¥ g awafs s s
HRTIATE ¢ 24,00,000 A I | § A9 & a7 & or=a o R awfed] =i
HATNE e T BN | S GIET < T 1@ Tghl 1 AT H
9 T o sevat & forw anifdmm & | qEifonf it ad 69 wenfie § | 59 o
1 GUIT YIS & qoaie 2g R0 areios qioied 3§ 12% 921 &

FHEAAN R | St A A R 30TRwTR

IS TG G G TR qod I AT T FTE AR R’ @ e

WTAATREEF  YG TOHH 79 0eF

RIS & SR A |
(12%, 5 T8
Y 1 0.893
92 0.797
T 3 0.712
Y 4 0.636
95 0.567
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(6%, 5 )
Y 1 0.943
CL§) 0.890
o 3 0.840
Tq¥ 4 0.792
a9 5 0.747
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frrrferRea gemmd suereg 2

A T = SeuTeH <ht fda gepTeat 31200 A
1e] T i st 12000

FHt gt |nrg T 40 it 318

T TGl AT % 15w T

S ? 40 3Tt T (3 10 ¥R 7T e
i)

fosra e ¥ 130 Wi 518

Wik ¥ Het qraeft 30 fe7 smm afraa

1] F1 RIeh qrEft wrantaeTe ST AT 50
wiowma

fafda o= =i 24000 $HTEAT

ITqfcierdtati g0 wieha W@ | 30 fo

SHAT3l i & TS ARG 60 e

TR WG (PEAM A ) | 15 e

37U g Iy T 2,00,000

g I3 o Ieare o (360 o) & ol =M w9 & 2T & e 56 TR

@ warglt qo uRgat 1 I & | i e SaR TR |

UhT AN SR W AH! Y& FRIe Foft Y srrersassar 6 om e
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6. o e s RN o,
@) & & AT R smewn S am s e o
® f-’rﬁmmmwﬁmt?“
@) Fnyfe R 3§ fre wriw 6 give wedh 2
v & d g s
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WY e 7 AfEd # )
v 7 § A oAl o el 6 e it
e < whamef? fvifta we & st v (et (oY) % s 1 S AT R, 38
ey 8 e Je, IeR-yfRmnt o va 3 R €, 3 & qediee e o o
AU AT Ier fed 72 weat =y Ufve e R e |
Frdefie feoforat 3w 1 wm dnft |

7. @ Fefaiem stesi & g soim waft (MPC) v e e wafyr 2
(MPS) ! ot #fdre
4 (Y) S99 (O) W
¥ 8,000 ¥ 6,000 TRIDH TR
7 12,000 ¥ 9,000 ghafia w1
@ Fefaies 3§ & @ w1 9@ o (e o) v i w 3
T TS BRI 2 )
@) =i # 100 SR Fy (Fod) @y ¥
i) f =TT % Wy T R ¥ |
(iiiy =R =i ¥ Mtk By (Excess Reserve) W@ ¥ |
@ f o T Iedfe o seferaen € gaw f P e w3
HIR |
@ for fafm o viadefie R i s S gt gt 2
TR |
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@) O wRm e gre R m Peafefen wiafda v whwo s .
e Hf |
MV + MV’ =PT
(i) W Y F FRMEN e’ W B HY w awh (AhRen)
%1 30 BN | 3
@ () 39 % T varg § R () a0 e S wrE Hifv |
(i) R Segan (IfeTen TEE) F TewH! i Avi Hifg | 2
2
@) () T wH g $ ATAR A G B AW T @ 3
=& § ? wE i |
(i) T AR (FFHHIF HeAR) T GURA % g fopmr s &
R S Y ;
@) W G UF i -
ITHRT B : C=150+0.75Yd
fafam = : 1=100
e Ed . ;. G=115
FH . Tx=204020Y

ERORU TR : Tr=40
frata . : X=35

HE™ : M=15+01Y
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Wl Y o Yd s T qun i Inint o # ) et i
TAAY |
T I :
() U 3 A wR
(i) AT TR T I
(i) T TR R YE Fafa

10. (3N) () A FARGR R (LAF) w0 W ERem g (MSE) 3
R ¥z FHif |
Gi) Frafafen st & wea aftia fafe o i =@ @ e 3
W HHA TP ITE (GNPMP) ) o1 Fifda

i g T H)

fadae &= & 3eure 1 5% (value) 1000

srfires & § qeEd sawn 300

et & 1 3w 1 e | 3000

fodtas & & qeradt 3avim 400

foreeit & ww g e o (=) 100

Tt &7 8§ Seg W e 800

T & § werd! g 900
@ @ ol ol gos @ svw @ oty 2
Gi) < ¥ el weae el & Prwet @t avly Hife | 2
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11, 30 () Prew saeR w1eT @R A.30.) ¥ SRt w1 woiw A |

i) uhgor SR, #2 (GATT) STt sriftveen it i o o 7

@ () TR AR E RN wE i
(i) A TGS SAUdE IR B & i weh € 7

o
T FUR (CRR) & wieda e % %@ wwfie s
1
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