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Answer All Questions, each carry equal marks.

READ ALL THE QUESTIONS CAREFULLY. YOU MAY MAKE ANY ASSUMPTION

IN CASE YOU DON’T UNDERSTAND ANY QUESTION

QI:If the net present value of a project comes to be negative then you will not be able to assess

its discounted payback period. True or False. Explain it with the help of a hypothetical



example(considering numbers of your choice) taking into account initial investment, projected
cashflow, cost of capital efc
Q2: Explain how EPS is calculated with the help of a hypothetical example considering all the
factors such as debentures, preference shares, taxes cte. Show what will be the impact of the
following on EPS

a) Increase in the rate of interest of debentures

b) Decreasce in the tax rate

¢) Increase in EBIT

d) Issuing of new equity shares

e) Issuing of new preference shares
Q3: Assume that you are investing a certain sum of money (assume any amount without using 0
to form the number eg. 11111) at simple interest for a period of 10 years, so that after 10 years
you get 2.8 times return of the number you assumed (eg 2.8x 11111). What will be the rate of
interest applicable if it is compounded annually, if you invest the same amount for the same
period with the same return. If you invest Rs.2000 annually at the same rate of compound
interest what will be the returnafter a period of 8 years?
Q.4 ABC Ltd. Has a capital of Rs. 25,000 in equity shares of Rs. 100 each. The company
proposes to declare a dividend of Rs.5 per share at the end of the current financial year. The
capitalization rate is 10%, the company is estimating an EBIT of Rs. 2.5 lakhs
a) A proposal for making new investments of Rs. 5 lakhs. Show that under the MM

assumptions, the payment of dividend does not affect the value of the firm



b) If the rate of return of the firm is 8% , then what will be the market price of Equity according
to Walters Model. What should be the optimum payout ratio and how will it change the price of
equity?

c) If the rate of return of the investment of the firm is 9%, then what will be the price of the
equity according to Gordon Model?

Q.5. Explain what do you understand by the term operating cycle. Explain how it is calculated
with the help of a hypothetical example and the operating cycle diagram. Can a company have
negative cash cycle? How is it possiblefor a company to do it, explain with the help of an

example and redraw the operating cycle diagram to explain the same?
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