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HILAZ-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 ¥ 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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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: et
(i) The market value of the company
(i) It’s cost of capital, and
(iii) It’s cost of equity
(b) The following data have been extracted from the books of LM Ltd : 5
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,
(i) Fixed cost and

(iii) P/V ratio.

(c) The accountant of Moon Ltd. has reported the following data : 5
Gross profit ¥ 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 1:1
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 L4 Assets L4
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: S
(i) Fund’s requirement - ¥ 100 Lakhs
(i) Financial Plan
Plan | Equity | Debt
I 100% -
II 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) ¥ 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 II

(@ 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 ¥ 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
< 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 ¥ 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.

HLAZ-H
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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;xring 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 th.e
first time for financing it’s Working Capital Requirements. The following

(7)
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 % 15 per unit

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

Selling Price T 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. Asswerall.
(a) What are the sources of short term financial requirement of the 4
comapny ? “
(b) What is certainty Equivalent ? 4
(©) What are the roles of Finance Executive in Modern World ?
- OR

What are the two main aspects of the Finance Function ?

HLAZ-H

© The Institute of Chartered Accountants of India



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. (a)

(b)

©)

(d)

®)
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SECTION -B Marks : 40

Question No. 7 is compulsory.

Answer any three from the rest

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
T 8,000 36,000 Initial level
< 12,000 < 9,000 Changed level

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

and money supply ?

(i) 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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(@ (@) Explain the following modified equation of exchange as given by 3
Irving Fisher :

MV + M’V =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.

(a) (i) 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 s Tx=20+020Y
Transfer Payments : Tr =40
Exports : X=35
Imports : M=15+0.1Y
HLAZ-H |
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Where, Y and Yd are National Income and Personal Disposable

Income respectively. All figures are in rupees.
Find :

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

(iii) Net Exports at equilibrium level

Marks

(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 :
(R 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
(1) Describe deterrents to Foreign Direct Investment (FDI) in the
country. *
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 ? a : 2

HLAZ-H
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(Hindi Version)

3 wleniRial # Brew g e wem g R, vt % smoham S A H A &
o forelt wtamef foem famdt mmem i g @, afe R dswmem g,
3 3w R i 2 73 et o1 i T B |
o Marks : 60
WY e 1 AEE R |
99 gt Wt & & fhedl R el % S Al |
afe 1g adiemelf fruiita Se & siftreh e (el )/se Wit (e W) o7 3 < R,
34 Jreredn H ek IR ITR-giern # vaet ford e &, et & e foren o we
AquvEITd ATt I T eyt <t Iufdra s e s |
Hrfsfier fevafort Iaw o 9wt Enft |

Marks
1. (31) R fafes, g gaar §oft g aifte 2 200 sr@ Hramar =1 5
T L FHH! 15 Trra o & grRr S w1 Rem R @i R |
FHHH T T TSR e T 1140 AE ] 791 39eh Gft it @m 20
S 8 | 39t &I AT K A gd hY 3k (EBIT) wisy § f@r
&1 T 2 | 3EehY Tt Sl e % w9 o Rafa s
AN H G 30 Twra |
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ARt o firer <t s & SrgeR doft woa # wiad w5
TN 319! frferRae o W s d

(i) P 1 99K 759
(i) 5=kt $oft <t et
(iii) Soeht Twar §sht <t T
(W) o feafies i gt & frferfee e ww g : 5
fesra - 2 100 9@
i ¥ & = - % 10 e
IR I — 1.2
I I - 2.16
AT T TR
d) Toeita seierR
() it
(i) - ST
@) T ferftree % eramare 3 frefelaa sites weqa iR 5
TS A % 60,000
TS A9 IEH 20 fcrera
o ity o 0.30:1
TS wIa @ A gt 0.90:1
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| ALIq 1.5:1
W TRt & e gt 1:1
IYR ke @ oot fasra 0.80:1
e wrg Sty 60 e
9 # 360 fa wrfad
3maen! FrafaRea w g e
7 fafiee =1 gy
Tl i (7) wmfat T (2)

IS wrft gt
el g Y

STER

Uhg

@ & fafiee @ facfia omtatt w fem & @ & | e e 12 5
femng: ‘
() Y H AR - 3 100 TG
(i) Tt Ao
Q9T | FHa e
I | 100 Sfewra -

I | 255w 75 ST
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(iii) =0T Y AT ~ 12 Sferwra wfe o

(iv) T - 30 Tfererd

(v) 215 wfa 3w sifiem w foiftE, T 10 Yo e @uar iw
(vi) TS 9UT H @ Gd 1fdra et (EBIT) T 40 9@
HTYH! FTA HEATR :

() NI IS A I IS

di) forefta am-foreade fomg

(iif) e we feefta e & qer 1 aeey fag

) Y 1% S fafiee adam o gofaen woar Redifia & 1 s S 8
HeETeTsh HUSH 4 T giEern 7 fafei o et fear € Rrad woft
TR W 2 270 WRE < it s i SrEvEsan g | 3 s w
8 o $oft farforei, anft <30 6 wwmeiom & oy g€ ®9 A T 42 W@
S I e SR FeH oW | 9gT1 & S o6 39 yR & fafam
fo R A At R, 14 TR wE R 1
HEHT % FeTerh AU ® favard & fo6 adar §oft wen wor-dsht %
U ERIG F ATH DI T A § A% § 7T 7t giEiemT it fm-
< e e i e gt SRR T S g
A T TS W@ | FHHI 7477 607 S 6 6 Fogen & S e
T ¥ 6l ATa qer $oft sy <Y AT O R s |

HIL.AZ-H

© The Institute of Chartered Accountants of India



(17)
HLAZ-H

WA SR et rfrenfea e o o AT & ey e et s

X 10 Siowra Fiftsa & | fiwm it 92 F gy @@ 2 10 wr@ @ |

FHEL A F R 30 S R |

ATIeh! TG HTT 8 :

@ fefaa 1 enmifi sdam e

(i) wEATEER |

(i) ¥ TRRfEt wasd R e wmife w5 @ e R
eI o FENT I TS 1 |

@) FEETSTE R E 7

arect fefies =i 3 200 T wrTa 6 T e 5 Nt 6 arafy F R
ATTRHAT 8, HHAT A0 HT ST U Fifde arafy & Rie o3 o syaree
G < Gl B, STa WU 3 o Fora wifisa iy Sum oft o wwpet & | 03
<t feufe & et it e % 37 ¥ 48 R fen wgr e YT
5 98T < T T YeaTel WTH 31T |

%9 ! fufa 3 st & w5 affg 12 whiwe w9 @ @) gee s
Forecl & T ST | 7o 3 P e 35 e & 2 8 |

& AT 8 foh vz 1 wied o % or & 7 40 wrE F w1 W

Marks

10

wﬁq@maﬁw%@mmﬁéﬁ% | SRt F B @30

et 8 | et 3 fore o % e Jof ) e 10 e R )
HLAZ-H
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5 &t % ferg 10 witwera gon 12 Y WadmR gra wes TR RA A E
L 1 2 3 WSS
10% R SO oA 8eH | 0.909 | 0.826 | 0.751 | 0.683 | 0.621
12% W 9099 e g | 0.893 | 0.797 [ 0.712 [ 0.636 | 0.567

3Th! T o R b R weve T o R e arera v w R 9 |

THAT 2 |

yierT & anifira 2 o saeh Shamere § il & g8 e s Jhe
F=THETE T 24,00,000 | §W | 5 8T & e & 3= o wurht gwfEt =6
FARTE Tou I B | O IeIgTE <) e Y@ Tgf T TET A
S for = Sewet & fore anifdm & | gerfesfe wft o 69 yenfia & | 58 avE
! T TIEISAT % AT 8q 1 Rt qieieT 3 129% 521 St bl

HH T AN E | FEA R FH T30 IRTER |

I ¥ F G T qoF I TUET s Goie aforg fop o e

WA EATEF  Yg T0HH oo e

IREFISHT %t TfipR e |
(12%, 5 981
Ty 1 0.893
T4 2 0.797
9 3 0.712
9 4 0.636
95 0.567
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(6%, 5 T8
a¥ | 0.943
Ty 2 0.890
o 3 0.840
av 4 0.792
a¥ 5 0.747
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T T Toh IREISHT 1 e o W & e fog womft et 8
? 60 T 1 YRR fafaam aen sififes wrisfier 3 & foa 2 12 @ <t
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& fefiies, o Fafafifa St 3 oredt shrfsfier doft 61 omraeear dg vt 10
T fowa & forg st & & amae e | e ad % ol % R A

ﬁﬂﬁ’lﬁiﬂﬁ?ﬂﬁm%;

FFATE Tofa =R IS Y T SBTEAT 31200 ST
1o T 1 HTEAT 12000

it g} AnTg % 40 9fa 513

T HGH AT BESTE o

e T 40 9 3978 (3 10 9 TS qermT
Tfea)

e g T 130 9 38

Wi H F=it grft 30 e Su i aftaq

1] 1 RIh AT TSI TR ST 50
BRG]

fafifa o =i 24000 g1t

ITqfcierdtati g Wi Wr@ | 30 fo

ShAT3Tl i & T8 T 60 T

TG Gl (AR A ) | 15T

3nféra Tehe Sy ¥ 2,00,000

g I3 o6 Ieare o (360 o) & ol wom =9 & 2 & qe 56 S
Q Aglt o uRat 1 3o & | ot s SUR W R |

UHE AN YR T ATTH Y€ FRS Tt 6 srarvassar 6 e Hef
g
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vt w1 I ARG

(@) T W ¥ e R smawwm S am w0

@ PRTmgE Rt
@) g R 3 frer s ) sy R & 2
0
Powri &g §?
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CIuE |
Y T 7 e )
et F & R o et & sw i |

Marks

afe <hré wemef it s & st wea (reett) /e (SreAY) % o T SR BT R, I8
mﬁmm,m-mﬁqﬁm&qﬁﬁ,mﬁq@hﬂmm@
AguTETa AT ST fed 1 weat ) Sfare o R s |

1.

Frisfier feoafmat 3w &1 wor gnft |

@ frferRea atest & dmrer swi saft (MPC) W dimm=r s wafty

C))

@

(MPS) &} mor i -
1 (Y) 394t (C) wT
T 8,000 T 6,000 TRIRH Wi
T 12,000 % 9,000 giafda wr)

frferiee & & s =1 |rE o (3fe Tl o gETgR W
T IHIE B 2 ;

() Ife =i % 100 e By (Red) @@ § |

(i) afe =TT &% e T @A € |

(iii) S =TT ¥ Htftres iy (Excess Reserve) @A # |

frod waie g Seoiftes eom sreferaeen # @R 6 vfter ® w@e
Hf |

fRr e <t aun aiadweier fafime o § s & famgatt 6 gt

ATy |
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@) () R fem gr Y ™ feafafen whefda R wieo l
W HIR |
MV + M'V’ =PT

(i) R FT F FRfE e’ wwrE F e we aeheA (M)
%1 qU HIRT | 3

@ () % THhHY TaTE # NEra (i) o T 5 98 il |
(i) I TRgT (IFRTH TSH) * "HI BT 90 HFAT | 2
2

() () IO vHS Rgra % SATIAR AT qET T YN U FT TG 3
=TEq & 7 e IR |
(i) T FEEAAT (TR HedR) i GURA % e form wpr &
THRI geaqay v frd 9 § 2
@) W AT T i ;
IR HE : C=150+0.75 Yd
EIERIURCE] . I=100
ECIeRCE . G=115
H . Tx=204+020Y
TR PIE : Tr=40
fafa : X=35

<IRIG] : M=15+01Y
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&l Y U1 Yd sue: T e qer SIReTa SoitT o § | o oi

TRAR |

T H

(i) TP 3= H A= &R
(i) TR TR R I9H0T
(iii) 9T R W g Fafa

10. (30) () AT FHEH GRUT (LAF) 7o et 2R given (s &

IR T FHIfT |

(i) mﬁmﬁﬁm%ﬁﬁmmmgmw

T Hehel TP IS (GNPMP) o o i

QT %5 T )
T & 3 3eae o1 o7 (value) 1000
wTefies & o qeed] sav 300
el & ST 1 e 3000
fodaes & § gegadi 3avim 400
feremt @ T Y W (=) 100
I & | IeaTg I e 800
e & o Aeyadi 3adh 900

@ () Touda ufmre gow & s s sl & 0
Gi) <o foelt wewer farfvam & Pt =6t 9ot Hif |
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11, @0 () e =R wmeT @wg.A.30.) % Sty w1 s Hifg |

) Towr ARG, Az (GATT) Tt Srarifremen i &) et ot 7

@ @) T i % e we il |
(ii) AT TG FATE SR B! FA i weh € 2
o
TE BN (CRR) # aRerd sreferean 1 & wwifee st
¥
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