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ANSWER ANY FIVE QUESTIONS

1. 
Explain the procedure for determining the Weighted Average Cost of Capital with a 
suitable example of your own.
2. 
What is meant by the term 'leverage' in financial management? Explain the purpose of 
different types of leverages and write corresponding formulae.
3. 
Discuss about various inventory management techniques used for the effective control 
of inventories.
4. 
What are the principal motives for holding cash? Write the objectives of cash 
management.
5. 
A machine purchased six years back for Rs.1,50,000 has been depreciated to a book 
value of Rs.90,000. It originally had a projected life of 15 years (salvage nil). There is a 
proposal to replace this machine. A new machine will cost Rs.2,50,000 and result in 
reduction of operating cost by Rs.3,00,000 p.a. for next nine years. The existing 
machine can now be scrapped away for 50,000. The new machine will also be 
depreciated over 9 year period as per straight line method with salvage of Rs.2,50,000. 
Find out whether the existing machine be replaced given that the tax rate applicable is 
50% and cost of capital is 10% (profit or loss on sale of assets is to be ignored for tax 
purposes).
6. 
XYZ Ltd. had 50,000 equity shares of Rs.10 each outstanding on January 1. The shares 
are currently being quoted at par in the market. The company now intends to pay a 
dividend of Rs.2 per share for the current calendar year. It belongs to a risk-class whose 
appropriate capitalization rate is 15%. Using Modigliani-Miller and assuming no taxes, 
ascertain the price of the company's share as it is likely to prevail at the end of the year.


i.  When the dividend is declared and



ii. When no dividend is declared


Also find out the number of new equity shares that the company must issue to meet its 
investment needs of Rs.2 lakhs, assuming a net income of Rs1.1 lakhs and also 
assuming that the dividend is paid.
7.
Hi-tech Ltd. plans to sell 30,000 units next year. The expected cost of goods sold is as 
follows:

	
	Rs.(Per unit)

	Raw material
	100

	Manufacturing expenses
	30

	Selling, administration and financial expenses
	20

	Selling price
	200



The duration at various stages of operating cycle is expected as follows:
	Raw material stage
	2 months

	Work-in-progress stage
	1 month

	Finished stage
	1/2 month

	Debtors stage
	1 month



Assuming the monthly sales level of 2,500 units, estimate the gross working capital 
requirement if the desired cash balance is 5% of the gross working capital requirement 
and work-in-progress is 25% complete with respect to manufacturing expenses.
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