IPCE (New Syllabus)

Paper -8 ! 1
Financial Managemen UL 2071
ROII NO. o-o...............--.........and EcongmiCSfOf Flnance |
Total No. of Questions — 11 Total No. of Printed Pages — 24
Time Allowed — 3 Hours Maximum Marks — 100

BMF-H
Answers to questions are to be given only in English except in 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
Question No. 1 is compulsory.

Candidates are also required to answer any four questions from the remaining

five questions.
. Working notes should form part of the respective answers.

Al the calculations should be dore tipto 3 decimal places.
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(a) Current annual sale of SKD Ltd. is ¥ 360 lakhs. It’s directors are of the 5
opinion that company’s current expenditure on receivables
management is too high and with a view to reduce the expenditure

they are considering following two new alternate credit policies :

Policy X Policy Y
Average collection period 1.5 months 1 month
% of default 2% 1%
Annual collection expenditure T 12 lakh T 20 lakh

Selling price per unit of product is ¥ 150. Total cost per unit is T 120,
Current credit terms are 2 months and percentage of default is 3%.
Current annual collection expenditure is ¥ 8 lakh. Required rate of
return on investment of SKD Ltd. is 20%. Determine which credit
policy SKD Ltd. should follow.

(b) The details about two companies R Ltd. and S Ltd. having same 5

operating risk are given below :

Particulars R Ltd. S Ltd.
Profit before interest and tax T 10 lakhs | ¥ 10 lakhs
Equity share capital ¥ 10 each T 17 lakhs | T 50 lakhs
Long term borrowings @ 10% T 33 lakhs -
Cost of Equity (K,) 18% 15%

You are required to :

(1) Calculate the value of equity of both the companies on the basis
of M.M. Approach without tax.

(2) Calculate the Total Value of both the companies on the basis of
M.M. Approach without tax.

BMF-H
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(c) K.P.Ltd. is investing T 50 lakhs in a project. The life of the project is 5

4 years. Risk free rate of return is 6% and risk premium is 6%, other

information is as under :

Sales of 1% year T 50 lakhs
Sales of 2™ year T 60 lakhs
Sales of 3" year , T 70 lakhs
Sales of 4% year % 80 lakhs
P/V Ratio (same in all the years) ‘ 50%

Fixed Cost (Excluding Depreciation) of 1% year T 10 lakhs
Fixed Cost (Excluding Depreciation) of 2™ year T 12 lakhs
Fixed Cost (Excluding Depreciation) of 3™ year % 14 lakhs
Fixed Cost (Excluding Depreciation) of 4™ year ¥ 16 lakhs

Ignoring interest and taxes,

You are required to calculate NPV of given project on the basis of

Risk Adjusted Discount Rate.

Discount factor @ 6% and 12% are as under :

Year 1 2 3 4

Discount Factor @ 6% 0.943 | 0.890 | 0.840 | 0.792

Discount Factor @ 12% | 0.893 | 0.797 | 0.712 | 0.636

BMF-H P.T.O.
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(d) The following information relates to LMN Ltd.
Earning of the company < 30,00,000
Dividend pay-out ratio 60%
No. of shares outstanding 5,00,000
Rate of return on investment 15%
Equity capitalized rate 13%
Required :

(i) Determine what would be the market value per share as per

Walter’s model.

(ii) Compute optimum dividend pay-out ratio according to Walter’s

Marks

model and the market value of company’s share at that pay-out

ratio.

Following are the information of TT Ltd :

Particulars
Earnings per share 310
Dividend per share 6
Expected growth rate in Dividend 6%
Current market price per share T 120
Tax Rate 30%
Requirement of Additional Finance T 30 lakhs
Debt Equity Ratio (For additional finance) 2:1
Cost of Debt
0 -5,00,000 10%
5,00,001 - 10,00,000 9%
Above 10,00,000 8%

BMF-H
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Assuming that there is no Reserve and Surplus available in TT Ltd.

You are required to :

(a) , Find the pattern of finance for additional requirement

(b) Calculate post tax average cost of additional debt

(c) Calculate cost of equity

(d) Calculate the overall weighted average after tax cost of additional

finance.

Masco Limited has furnished the following ratios and information relating

to the year ended 31 March 2021 :

Sales T 75,00,000
Return on net worth 25%
Rate of income tax 50%
Share capital to reserves 6:4
Current ratio 2.5

Net profit to sales (After Income Tax) 6.50%
Inventory turnever (based on cost of goods sold) 12
Cost of goods sold T 22,50,000
Interest on debentures T 75,000
Receivables (includes debtors ¥ 1,25,000) ¥ 2,00,000
Payables T 2,50,000
Bank Overdraft T 1,50,000

You are required to :

(a) Cdlculate the operating expenses for the year ended 315 March, 2021.

(b)- Prepare a balance sheet as on 31% March in the following format ;

BMF-H
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Liabilities

Assets

Share Capital

15% Debentures
Payables
Bank Term Loan

Reserves and Surplus

-Fixed Assets
_Current Assets
Stock
Receivables
'Cash

An existing company has a machine which has been in operation for two
years, its estimated remaining useful life is 4 years with no residual value in
the end. Its current market value is ¥ 3 lakhs. The management is.

considering a proposal to purchase an improved model of a machine which

gives increase output. The details are as under :

Particulars Existing Machine New Machine
Purchase Price % 6,00,000 % 10,00,000
Estimated Life 6 years 4 years
Residual Value 0 0
Annual Operating days . 300 300
Operating hours per day 6 6
Selling price per unit 210 10
Material cost per unit crR2 2
Output per hour in units 20 40
Labour cost per hour 220 T30
Fixed overhead per annum
excluding depreciation % 1,00,000 ¥ 60,000
Working Capital < 1,00,000 ¥2,00,000
Income-tax rate 30% 30%

BMF-H.
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value of deprecﬁéfion @ 20% and it has several machines in 20% block.

Advice the management on the Repiacement of Machine as per the NPV

method.

The discounting factors table given below :

Discounting Factors

Year1

Year 2

Year 3

Year 4

10%

0.909

0.826

0.751

0.683

A company had the following balancé sheet as on 31% March, 2021 :

Marks
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Liabilities L4 Assets L4
in in
Crore;'; Crores
Equity Share Capital (75 7.50 | Building 12.50
lakhs Shares of ¥ 10 each) Machinery 6.25
Reserves and Surplus 1.50 | Current Assets
15% Debentures | 15,00 | Stock 3.00
Current Liabilities 6.00 | Debtors 3.25
Bank Balance 5.00
30.00 30.00
BMF-H
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The additional information given is as under :

Fixed cost per annum (excluding interest)
Variable operating cost ratio
Total assets turnover ratio

Income-tax rate

< 6 crores

60%

2.5

40%

Calculate the following and comment :
(i) Earnings f)er share

(i) Operating Leverage

(iii) Financial Leverage

(iv) Combined Leverage

(a) Explain in brief the forms of Post Shipment Finance.

(b) Describe the salient features of FORFEITING.

(c) List out the steps to be followed by the manager to measure and

maximize the Shareholder’s Wealth..-.~ -

OR

Explain the limitations of Average Rate of Return.

BMF-H
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SECTION -B

Question No. 7 is compulsory.
Answer any three questions from the rest.

Working notes should form part of the respective answer.

(a) Explain the measurement of Net Domestic Product at market price. 2
(b) In the context of India, measure money supply (In crores of) 3
(M3) as per guidelines published by Reserve 3
Bank of India.
(1) Currency notes and coins with the public 24,637.20

(i) Demand deposits of Banks 2,01,589.60

(iii) Net time deposits with post office saving

accounts | 28,116.40
(iv) Other deposits with Reserve Bank 420.10

(v) Saving deposits with post office saving

banks i 415.25
(c) Justify the role of public debt as an instrument of Fiscal Policy. 2
(d) Compare and contrast between devaluation and depreciation in the 3

context of exchange rate.

BMF-H P.T.O.
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(8) Calculate the national income using income and expenditure method 3+2

from the data givenbelow: . .. )
Items : ' Vin crores
(i) G,ovemmént purchase of goods and services 7,000
(ii) Indirect tax A 9,000
(iif) Subsidies .- 1,800
(iv): Gross business fixed capital ;_ o+ 13,000
(v) Inventory Investment 53,000
(vi) Consumption of fixed capital 4,000
(vii) Personal consumption expenditure ‘ | 51,000
(viii) Export of goods and services 4,800
(ix) Net factor income from aboard. .. (-) 300
(x) " Imports of goods and services 5,600
(xi) Mixed income of self employed ! 28,000
(xii) Rent, interest and profits 10,000
(xiii) Compénsatio_n of employees 24,000
“(b) (i) Describe variou§ types of externalities which cause market failure. 3
(ii) Méntioﬁ ;'my four sectors in which foreign direct investment is 2
prohibited. .' i
BMF-H
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Justify the following statements in the light of holding cash balance.

(1) For investment in interest bearing assets

(2)* In the prevailing scenario, usually all transactions are made

through online or E-banking.

(3) Money is a unique store of value

Briefly describe any two advantages of fixed exchange rate -

regime in the context of open economy.

Define Common Access Resources. Why they are over-used ?

Explain.

Explain in brief any four effects of Tariffs on importing and

exporting countries.

Fisher’s equation of exchange is : MV = PT. If velocity (V) = 25,
Price (P) 110.5 and volume of transaction (T) = 200 billion.

Calculate -
(1) . Total money supply (m)
(2) Effect on M when velocity (V) increases to 75

(3) *Velocity (V) when the volume of transactions increases to

325 billion.

Briefly explain the advantages of two key concepts of New Trade
theories to countries when importing goods to compete with

products from the home country.

BMF-H
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Mention any three key objectives of World Trade Organisation.

Describe the differences between Liquidity Adjustment Facility

(LAF) and Marginal Standing Facility (MSF).

The equation of ‘consumption function’ of an economy is as

follows :
C=%450+0.70y
You are required to compute the vfollowing X

(1) Consumption when disboéable income (y) is'X 3,500 and
2 5,800. 95

(2) Saving when disposable income (y) is ¥ 3,500 and ¥ 5,500.

" (3) Amount induced when disposable income is ¥ 3,200.

Distinguish between horizontal; vertical and conglomerate type

of foreign investments.

Explain the concept of ‘Voluntary Export Restraints’. Under
which circumstances exporters commit to voluntary export

restraint ? Discuss.

Mention any four arguments made in favour of Foreign Direct

Investment to developing economy like India.

OR

Explain the concept of Real Exchange Rate.

BMF-H .
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(Hindi Version)

wwmﬁ@mﬁ@%%——aww% el F I HaA FA AT E |
a8 wemelf o = wemm i g e, ?rﬁi%?ﬁﬁwim% a1 3as i A fam
IR <1 AT &l g |
T — 3
T w1 A R |
mmmaa%@wm%wml
st fewfirt (Working Notes)w%mﬁaﬁl
Tt O T e T 7 BN =R |

' Marks
1. (a) TUHHE ffiRs o1 aqum arfies fasha 2 360 &°a 8 | 36 @@ bl S
T & T Yt T a9 g A 8 | 3R 36 =T Sl FH FA
& fore 9 Fr=fefiaa ) dwfcds sy i mem @ #

| Hfvew v
I TR (e 1L5W® 1@
< 1 SR 2% 1%
EIRER PR R SV i SR &Yk

ITE 1 farsher et T 150 ey §hE & | et ST T 120 Wi 7R R
TAUH YR Y ISR 2 WIE qUT IH HT ARG 3% B | T9HE q1iieh
TUEY &9 ¥ 8 @ 8 | wEhdl faifies i faffmm w yenfm /
3nfara s At @ 20% 2 | Fuior Hife fF e fafies fea
YR Hifa =1 ST A |
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(b) THA diETen Siflgn areft @ wwtEt am fafive qon w fafes
Iﬂiﬁﬁiﬁﬁavﬂ:ﬁﬁrﬁmﬂﬂqT%: .
TS T ST | e oy 109 | Z109m@
% 10 T3 SATeft FHaT 3791 it R179/@ | 509 @
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(©). . 9. ferfiree weh wftartom & 2 50 wwe fafeii @} | afeE
- SlieTRe 4 99 ] | SifeR ey A @ 6 wfewa qun S

sfiftem 6 wfowra @ | s gEAE AR A TE R

YW Y 7 forshy
Teefter = =1 fesry

qeft o < ferseer

=qel o o1 forerar ,

AT~ ST (Fft et & ww)
W oY Y W AT (3 WRa)
facia o ) e v (3 1)
T e <t Tt e (BT TRa)
wged 7 1 Tt e (37 )

X509
T 609
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N TN B AA T T |

g TR 751 ot % YR W& 78 TR 1 Ig TaqH Ted

aﬁmruﬁmﬁawﬁ%l

6% TAT 12% T 93T ueh f- TR & :

v 1 2 3 4
ASTUTH 6% | 0.943 | 0.890 | 0.840 | 0.792
qTUTH € 12% | 0.893 | 0.797 | 0.712 | 0.636

d) mmm%ﬁé@ﬁmﬁnﬁﬁaw%

i =5 % 30,00,000

STTST YA AT 60%

SHTET AT Y T 5,00,000

e |y A 15%

a1 et & 13%
aufaa

0 wm%muﬁrﬁwwﬂm?ﬁw

H |
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2. 4.4 fafiee i Frafafes geamd o &
T

ufy 3;{31 3;,5{:[ 10
BIRECH RSN X6
T # anfdra gfg it e Sy
T ¥ T T e 2120
FH R 30%
arfafr o= o fom <6t arrervaesan 330 @@
HRUI-FHAT g9 (faie for 2g) PR
/U1 h ARTT
0 - 5,00,000 10%
5,00,001 — 10,00,000 9%
10,00,000 & HIX 8%

- wE A e A&, fafiee & g der qen e suemy T R

am'éaﬁﬁm%

(a) AT TavIhar ¥q foxt =1 3TMUR F1q HIRT |
(b) AT =01 H T G¥ET NG TG i T HIRT |

(c) EHAT S ARTA I TOMT T |

(d) fafer fom < ot 3 wyTq s affed @ Y T iR | |
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e foafiee ¥ 31 W, 2021 @ @A 99 @ i@ gEA q

frforRae srgaTa seqa fohd
ICER % 75,00,000
I[6 TG W T 25%
FERHI R 50%
3191 ISt %1 Sl § 3T 6:4
IR GG : 2.5
forsRa ® Y[ oY (ST % 915) 6.50%
T I (S TR HTe <hl ST IR STTUTE) 12
I T 9T I AT % 22,50,000
SROTAT I TS 375,000
T (% 1,25,000 o SAGRI AiEad) % 2,00,000
T (T ) % 2,50,000
% FAifed A0 Z 1,50,000

HTIY VTR :

(a) 31 W, 2021 @ GaT a9 & fore afmer st 6 o AR |

(b) 31 ATE = = arew ® fargt dam il

CUR ? weferat ?
15% SROT-9 @Y
URIC I e
e Hatfed o |
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4. T femm Se % T8 Q) a9t @ U A derer 3 § |gge sgEta oY 10
SYAY 4 AW 6T S1e 8 qUT 31 | HIE GRS Tod T8 g0 | TR A
TSR e % 3 16 & | a4 396 A9 1 Gudl §N A1Se 5h9 A % T
T fre o 8T & N S wgr | frawor i yew d

Tt e wef T w¥f
ERR ) T 26,00,000 2 10,00,000
ATt e 6 T4 499
Frafine T B < o=
i gicETer fo 300 300
Yﬁﬁ?‘mﬂm‘a@ 6 6
LIGRCAREERE %10 310
wfer goTé ETIft ST 22 22
gt v IeuTes gehTea | 20 40
HH ARG Wit gquer %20 230
7 e Sf o ot SR % 1,00,000 % 60,000
Hrisfiet geft % 1,00,000 © 22,00,000
FTIHT & 30% 30%

Wit 6 — Goft it e 10% AT Pt UfIRT qed W 20% B STt
2 3R 20% o AT o 39 UTH F3 A9 ¢ |
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¢ TN Ted T UG B F TRAT & yay H aee i |
TEITA T h A R A TER

qEFTA UH . a& 1 | a2 | wd3 | w4
10% 0909 | 0826 | 0751 | 0.683
31 |1, 2021 % T FEg 1 fforaa gt o 10
T DR et DEL A
Fg A we T
Huan 9 St (@ 10 3T 7.50 | wam 12.50 |
e 75 ST i) el L
e e SR 1.50 | =rre] weafat
15% FBIT9A 15.00 | @=hed 3.00
e T 6.00 | TR 325
% I 5.00
30.00 30.00
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= arfefer geemd T R
wfer o el ST (ST ) R 6T
TRt qiETe nTa SIgaTd 60%
T G AT ST 2.5
FTH hT 40%
freaferiaa &t o A e Roquft AR ;
() S 37w IS
(i) =T ST
(iii) ferefiT Ie®
~ (iv) GYHRT ST
(a) WTE 1N TeH fore % TRl 1 8 & T AR | 4
(b) IHIET (Forfeiting) ¥ TEeIqul STV} w1 UM IR | 4

(c) T Yo=Y G AT 1 Tot Ffrepafior st 7o & R ge) 2
. T ST heH! ol gt Ty |
Froa
e e gt <Y e e IR | b 2
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-9
WY G 7 SAfEr |
g et A @ Foret oft st 3 ST e |
Hrifier feoaforat 3w 6 wrt g |

7. (a) Y6 SRE] TG T TR Yo T qEAThA i | 2
(b) WA wflE # AR o a6 g T (X s H)
AUEUEl % SHER HET A (M3) 1 A9

w

I |

() ST HE e e s 24,637.20
(ii) Bl P T S | ~ 2,01,589.60
(iii) STER E=d WraT # Y[ Fa ST 1 28,116.40
| (iv) ANEAE®H A= S 420,10
(v) U ThE s ol & |19 o=a 9T 415.25

() T AR T T w0 e S e R 2

(d) ST 3R qousE & fafma @t i wefifd v g Wy 3
ferraTeTe IOt g shifste | ’ ‘
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(a) Fefafed siwst H wgma @ mi om 6 A s s s TR 342

g e .

fereror R Fg )
() TGN T Aaeit  ww Tl 7,000
(i) 3T H | 9,000
(iii) IIEH o 1,800
(iv) ¥l TawTE feor 3o 13,000
(v) @y fEw : 3,000
(vi) TRIT 3w oft 4,000
(vii) froft 3mivT = 51,000
(viii) TEgaAT 3R et fafa 4,800
(ix) ¥ foesf oes am (=) 300
(x) ] T H1 I T 5,600
i) whERE frfm s 28,000
(xii) Tortr, saTo Ty T 10,000
(xiii) et i aafergfdf  24,'00,0'
®) () TP vHR % 9w wrw e s TR Red B 2, i |
I | ‘ 3
(i) Toheeli am & o1 et FIfd Rt feeht werer e affa 2 2
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YTia < TR o 37Tt o freferRan e ) yamfom =t
(1) ™ arita giegaf o e
) TE TRewE § AmeE: aft S9-3 AiMeT e

-IFTHF MM AR E |
3) T R a=a? |
el areferawen i feufa o fer fafem o % et & ot Y
Gfere & e Hifv |

AT UES T B R AT | e ST I

feran Sman 2 2 TwgmIY |
T AR Frafas WP W q9eh & fopedl wR g9E! w 989 &
Ui I |

TFeR 1 TS T Al B
MV =PT
T AT (V) = 25, T (P) 110.5 3 S B AT (T) = 200

fafemm g |
‘TUFITﬁﬁIQ:

(1) FAEST AR (m)

(2) MW INTE I o (V) 9 75 BT R |

(3) AT (V) I« A-A 1 AT Tga 325 e @ d |

T =R Rigr 1 Q Y@ JEuond 39 39T S o R '
ERS] 3G & IATG) & 1Y Tfereay] i & Fore wrer e et

2 | Gftre | avig hifdie |
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b) () Tove AR HTE % dF T IeFal 1 Seoid HIT | 3
(i) T THREeA glaw ol da R g s f H IR 2
F1 IeT@ hINT |
11. (@) () orefouae H1 INNT e axter fmfaied & : | 3
C=%450+0.70y
ﬁwmaﬁmmﬁﬁq

(1) ITHRT 4T BT ST TAST 3T (y) % 3,500 31 2 5,800 2 |
(2) 90 ¢ T T 3 (y) 3,500 3 25,500 % | |
(3) W T . BNt ST TS 3T (y) T3,200 8 |
(i) g ffEr & ffes, St o g TR (TE) F THX 2
% 9 T IR qa1sy |

®) () fess Pl iy H Faumen & aviE fife | fFeofffe 3
¥ ortd Frafas Afess fale sfoey s & ¢ =@

HIT |
(i) Wa et aREdTie eferaeen # yow faesht fawr wow &
fordi = ept =1 IeorE AT |
JreEn

Irafaes fafma < h Smumen $i sareEn A | 2
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