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Q1. Answer the following in about 50 words.

) How is degree of operating leverage estimated?
) Explain the concept of arbitrage.
Why is Net workmg capital called as the fmanc' '
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Q2. A company is considering raising Rs finance modernisation of its plant. The following

three plans are feasible. g
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Plan | :- Issue 200000 equity shéres 6 Rs 1G>each

a) If thgwEBﬂ' f’the ompany increases by Rs 250000 due to this modernisation , which of the

thr‘ee fmancn g'plans would you recommend?
b) ‘What ns the indifference point between plan | and plan II? (Tax rate to be considered at 40%)

(5+5 Marks)

Q3. a) Explain the NI and NOI approaches to capital structure.

b)Calculate the value of the firms X and Y, with and without taxes according to the MM
hypothesis in the following case:




Firms-X and Y are identical except for their capital structures. X is an all equity firm and Y has a debt of Rs
6 crores @ 10%. The EBIT for both the firms is Rs 3 crores. The market value of equity of X is 13 crores
and Y is 9 crores. The debt of Y is valued at book value. Tax rate applicable to the firm is 40%.

(5+5 Marks)

Q4. A project costs Rs 400 lakh. It is expected to last for 8 years. The Profit Before Tax for each'aof the 8
years is expected to be Rs 52 lakh and the annual depreciation amunt is 45 Lakh. The firm dy tax @

40%.

a) Calculate the NPV of the project if the cost of capital is 12%.
b) Calculate the Modified Internal Rate of Return (MIRR) of this project. °

(10 Marks)




