MITTAL COMMERCE CLASSES INTERMEDIATE - MOCK TEST

(ALL BATCHES)

DATE: 16.10.2018 MAXIMUM MARKS:100 TIMING: 32 Hours
SECTION - A

Q. No. 1 is compulsory.
Candidates are also required to answer any four questions from the remaining five
questions.

In case, any candidate answers extra question(s)/sub-question(s) over and above
the required number, then only the requisite number of equestions first answered
in the answer book shall be valued and subsequent extra question(s) answered
shall be ignored.

Working Notes should form part of the respective answer.

Answer: 1
(a)
Particulars (Rs.) \
Sales 24,00,000
Less: Variable cost 12,00,000
Contribution 12,00,000
Less: Fixed cost 10,00,000
EBIT 2,00,000 .
Less: Interest 1,00,000 [ 7M
EBT 1,00,000
Less: Tax (50%) 50,000
EAT 50,000
No. of equity shares 10,000
EPS 5 }
12,00,000
a Operating Leverage = ——"—— = 6 times (34M
(a) perating Leverag 3 00,000 [ (®4aM)
2,00,000
b Financial Leverage = ——"— = 2 times (1M
(b) ~ Financial Leverage = 57000 mes (1M)
(c) Combined Leverage = OL x FL = 6 x 2 = 12 times. (1M)
d) RoOI= 22000 " 00=50%
10,00,000
- i iM
Here ROI is calculated as ROE i.e. E_AT Pref.D|V|de|:1d
Equity shareholders ' fund
(e)  Operating Leverage = 6 i
_ AEBIT
0.25
AEBIT = 6:1 = 1.5 >1M
Increase in EBIT = Rs. 2,00,000 x 1.5 = Rs. 3,00,000
New EBIT = 5,00,000
J
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MITTAL COMMERCE CLASSES INTERMEDIATE - MOCK TEST

(b) (@) Dividend yield on the equity shares
L Dividend per share %100 = Rs.2 (=0.20 xRs. 10)
Market price per share Rs. 40
(b) Dividend coverage ratio

x100 =5 percent

Profit after taxes
Dividend payable to preference shareholde rs

Rs. 2,70,000
Rs. 27,000 (=0.09 x Rs. 3,00,000)

Profit after taxes - Preferenceshare dividend
Dividend payable to equity shareholde rs at current
rate of Rs. 2 per share

Rs.2,70,000 - Rs. 27,000
Rs.1,60,000 (80,000 shares x Rs. 2)

1.52 times )
(c) Earnings per equity share
Earnings available to equity shareholde rs

Number of equity sharesoutstanding {4 m

(i) Preference
iM

= 10 times

(ii) Equity

>1M

= w= Rs. 3.04 per share
80,000
Market price per share .
(d) Price-earning (P/E) ratio = _p P = Rs. 40 =13.2 times iM
Equity per share Rs. 3.04
(c)
Company
M Ltd. N Ltd.
EBIT (NOI) Rs. 20,000 Rs. 20,000
Debt (D) Rs. 1,00,000 ---
Ke 11.50% 10%
Ky 7% ---
NOI - Interest
Value of equity (S) = —_—
" quity (3) Cost of equity
Sw = 20,000-7,000 _ po 4 13,043
11.50%
Sn = 20,000 = Rs. 2,00,000
10%
VM = 1,13,043 + 1,00,000 {V =S + D} = Rs. 2,13,043 (1M)
VN = Rs. 2,00,000 (1M)

Arbitrage Process

If you have 10% shares of M Ltd., your value of investment in equity shares is 10%
of

Rs.1,13,043 i.e. Rs. 11,304.30 and return will be 10% of (Rs.20,000 - Rs.7,000) =
Rs. 1,300.

Alternate Strategy will be:
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(d)

Sell your 10% share of levered firm for Rs. 11,304.30 and borrow 10% of levered
firms debt i.e. 10% of Rs. 1,00,000 and invest the money i.e. 10% in unlevered firms
stock: Total resources /Money we have = Rs.11,304.30 + Rs.10,000 = Rs.21,304.3
and you invest

10% of Rs.2,00,000 = Rs. 20,000

Surplus cash available with you is = Rs.21,304.3 - Rs.20,000 = Rs. 1,304.3

Your return = 10% EBIT of unlevered firm - Interest to be paid on borrowed funds
i.e. = 10% of Rs. 20,000 - 7% of Rs. 10,000 = Rs.2,000 - Rs.700 = Rs. 1,300

i.e. your return is same i.e. Rs. 1,300 which you are getting from N Ltd. before
investing in M Ltd. but still you have Rs. 1,304.3 excess money available with you.
Hence, you are better off by doing arbitrage

Calculation of Indifference point between the two alternatives of financing.

Alternative-I By issue of 6,00,000 equity shares of Rs.10 each amounting to
Rs.60 lakhs. No financial charges are involved.

Alternative-II By raising the funds in the following way:

Debt = Rs. 40 lakhs
Equity = Rs. 20 lakhs (2,00,000 equity shares of Rs.10 each)
Interest payable on debt = 40,00,000 X %= Rs. 7,20,000 (12M)

The difference point between the two alternatives is calculated by: )

(EBIT-I;)(1-T)  (EBIT-I,)(1-T)
Es - E,
Where,
EBIT = Earnings before interest and taxes >1,/2M
I = Interest charges in Alternative-I
I, = Interest charges in Alternative-II
T = Tax rate
E; = No. of Equity shares in Alternative-I
E, = No. of Equity shares in Alternative-II )

Putting the values, the break-even point would be as follows:
(EBIT - 0) (1-0.40) _ (EBIT -7, 20, 000) (1-0.40) )

6,00,000 2,00,000
(EBIT)(0.60) _ (EBIT - 7, 20, 000)(0.60)
6,00,000 2,00,000
(EBIT)(0.60) _ (0.60) (EBIT - 7, 20, 000)
3 B 1 >21/2M

EBIT = 3EBIT - 21,60,000
-2 EBIT = -21,60,000

EBIT = 21,60,000

EBIT = Rs.10,80,000 i
Therefore, at EBIT of Rs.10,80,000 earnings per share for the two alternatives is}v
equal. s

)

am
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Answer: 2
(a) (@) Cash cycle = 45 days + 75 days - 30 days = 90 days (3 months) (1M)
Cash turnover = 12 months (360 days)/3 months (90 days) = 4. (1M)
(b) Minimum operating cash = Total operating annual outlay/cash turnover, that
is, Rs. 120 lakhs/4 = Rs. 30 lakhs. (1M)
(c) Cash cycle = 45 days + 45 days — 30 days = 60 days (2 months).
Cash turnover = 12 months (360 days)/2 months (60 days) = 6.
Minimum operating cash = Rs. 120 lakhs/6 = Rs. 20 lakhs. 2M
Reduction in investments = Rs. 30 lakhs — Rs. 20 lakhs = Rs. 10 lakhs.
Savings = 0.10 x Rs. 10 lakhs = Rs. 1 lakh.

(b) Navya Ltd.
(i) Walter’s model is given by -
p= D+(E-D)(r/K,)
Ke

Where, P = Market price per share,
E = Earnings per share = Rs.20,00,000 + 4,00,000 = Rs. 5 M
D = Dividend per share = 60% of 5 = Rs. 3 >
r = Return earned on investment = 15%
Ke = Cost of equity capital = 12%

3+(6-9x 0T 342501
0.12= 012 _Rs. 4583
0.12 0.12 )

(ii) According to Walter’'s model when the return on investment is more than the cost
of equity capital, the price per share increases as the dividend pay-out ratio
decreases. Hence, the optimum dividend pay-out ratio in this case is Nil. So, at a
payout ratio of zero, the market value of the company’s share will be:-

2M

0.15
0+(5-0)x
012 _ s 5908 (1M
0.12
Answer: 3
(i) Cost of new debt
_ I(1-1%)
Ka = Po 1M
_ 16(1-0.5) _ 0.0833
96
(i) Cost of new preference shares
(Ol 1 _ (5 1M
Po 9.2
(iii)  Cost of new equity shares )
Ke = & +g
PO
>1M
Lt + 0.10 = 0.05 + 0.10 = 0.15
23.60 ' : ' '
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Calculation of D,

5|Page

D; = 50% of 2013 EPS = 50% of 2.36 = Rs. 1.18 \
(B) Calculation of marginal cost of capital
Type of Capital Proportion Specific Cost| Product
(1) (2) (3) (2) x (3) = (4)
Debenture 0.15 0.0833 0.0125 >2M
Preference Share 0.05 0.12 0.0060
Equity Share 0.80 0.15 0.1200
Marginal cost of capital 0.1385
(O The company can spend the following amount without increasing marginaljcost of
capital and without selling the new shares:
Retained earnings = (0.50) (2.36 x 10,000) = Rs. 11,800
The ordinary equity (Retained earnings in this case) is 80% of total capital 11,800 = »2M
80% of Total Capital
.. Capital investment before issuing equity = %8,0800: Rs. 14,750
. J
(D) If the company spends in excess of Rs. 14,750 it will have to issue new shares.
.. Capital investment before issuing equity = %018 + 0.10= 0.159 iM
The marginal cost of capital will be:
Type of Capital Proportion Specific Cost Product )
(1) (2) (3) (2) x (3) = (4)
Debentures 0.15 0.0833 0.0125
Preference Shares 0.05 0.1200 0.0060 >2M
Equity Shares (New) 0.80 0.1590 0.1272
0.1457
J
Answer: 4
Statement showing the requirements of Working Capital
Particulars (Rs.) (Rs.)
A. Current Assets:
Inventory:
Stock of Raw material (Rs.96,600 x 2/12) (2M) 16,100
Stock of Work-in-progress (As per Working Note) | (¥2M) 16,350
Stock of Finished goods (Rs.1,46,500 x 10/100) (2M) 14,650
Receivables (Debtors) (Rs.1,27,080 x 2/12) (/2M) 21,180
Cash in Hand (*2M) 8,000
Prepaid Expenses:
Wages & Mfg. Expenses (Rs.66,250 x 1/12) (/2M) 5,521
Administrative expenses (Rs.14,000 x 1/12) (/2M) 1,167
Selling & Distribution Expenses (Rs.13,000 x 1/12)| (¥2M) 1,083
Advance taxes paid {(70% of Rs.10,000)x 3/12} ('2M) 1,750
Gross Working Capital 85,801 85,801
B. Current Liabilities:
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Payables for Raw materials (Rs.1,12,700 x 1.5/12) (12M) 14,088
Provision for Taxation (Net of Advance Tax)| (¥2M) 3,000
(Rs.10,000 x 30/100)

Total Current Liabilities 17,088 17,088
C. Excess of CA over CL 68,713
Add: 10% for unforeseen contingencies (/2M) 6,871
Net Working Capital requirements (2M) 75,584

Working Notes:
(i) Calculation of Stock of Work-in-progress

Particulars (Rs.)

Raw Material (Rs. 84,000 x 15%) 12,600

Wages & Mfg. Expenses (Rs.62,500 x 15% X 40%) 3,750 | 1M

Total 16,350

(ii) Calculation of Stock of Finished Goods and Cost of Sales

Particulars (Rs.)

Direct material Cost [Rs. 84,000 + Rs. 12,600] 96,600

Wages & Mfg. Expenses [Rs. 62,500 + Rs. 3,750] 66,250

Depreciation 0

Gross Factory Cost 1,62,850

Less: Closing W.I.P (16,350)

Cost of goods produced 1,46,500

Add: Administrative Expenses 14,000 >11/2M
1,60,500

Less: Closing stock 14,650

Cost of Goods Sold 1,45,850

Add: Selling and Distribution Expenses 13,000

Total Cash Cost of Sales 1,58,850

Debtors (80% of cash cost of sales) 1,27,080

(iii) Calculation of Credit Purchase

Particulars (Rs.)

Raw material consumed 96,600

Add: Closing Stock 16,100 1M

Less: Opening Stock -

Purchases 1,12,700

Answer: 5

(i) Statement showing Working Capital for each policy
(Rs. in crores)

Working Capital Policy
Conservative Moderate Aggressive

Current Assets: (i) 4.50 3.90 2.60

Fixed Assets: (ii) 2.60 2.60 2.60

Total Assets: (iii) 7.10 6.50 5.20 S 12M
Current liabilities: (iv) 2.34 2.34 2.34

Net Worth: (v)=(iii)-(iv) 4.76 4.16 2.86

Total liabilities: (iv)+(v) 7.10 6.50 5.20 )
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Estimated Sales: (vi) 12.30 11.50 10.00
EBIT: (vii) 1.23 1.15 1.00
(a) Net working capital position: (i)-(iv) | 2.16 1.56 0.26 }11/2M
(b) Rate of return: (vii)/(iii) 17.3% 17.7% 19.2% }11/zM
(c) Current ratio: (i)/(iv) 1.92 1.67 1.11 }11/zM
(ii) Statement Showing Effect of Alternative Financing Policy
(Rs. in crores)
Financing Policy Conservative Moderate Aggressive
Current Assets: (i) 3.90 3.90 3.90
Fixed Assets: (ii) 2.60 2.60 2.60
Total Assets: (iii) 6.50 6.50 6.50
Current Liabilities: (iv) 2.34 2.34 2.34
Short term Debt: (v) 0.54 1.00 1.50
Long term Debt: (vi) 1.12 0.66 0.16
Equity Capital (vii) 2.50 2.50 2.50
Total liabilities 6.50 6.50 6.50
Forecasted Sales 11.50 11.50 11.50 1M
EBIT: (viii) 1.15 1.15 1.15
Less: Interest short-term debt: (ix) 0.06 0.12 0.18
(12% of Rs. | (12% of Rs. | (12% of Rs.
0.54) 1.00) 1.50)
Long term debt: (x) 0.18 0.11 0.03
(16% of Rs. | (16% of Rs. | (16% of Rs.
1.12) 0.66) 0.16)
Earning before tax: (xi) - (ix + x) 0.91 0.92 0.94
Tax @ 35% (0.32) (0.32) (0.32)
Earning after tax: (xii) 0.59 0.60 0.61
(a) Net Working Capital 1.02 0.56 0.06 11>M
Position: (i) - [(iv)+ (V)]
(b) Rate of return on 23.6% 24% 24.4% 1M
shareholders’ capital : (xii)/(vii)
(c) Current Ratio: [(i)/(iv)+(Vv)] 1.35 1.17 1.02 }11/2M

Answer: 6

(a)TEd feufeed T : A e <o & d F i fhr U web=y yHor U & o fhed
I B EF-YEH W BRER & Udh fAfRTe IR &1 gfaFta oxd €1 9 faxig Susxon
HT SN HHFIT §RT A7 A1 SfeR a1 i 7 Yoll gem & oy fBar o 81 3 g2 w0 9
R <9 IR Ry &7 9§ e H FRIR aR | T |

(b)¥Rdy feuferedl WIS : wRa feuferes) %%ﬂd@ﬁquﬁWﬁwﬁlﬁﬁWﬁ\

faeell ga1 & &9 e & fou SuanT &1 S drell fSulsiedl viie dF @ JEuRT &I dr
fdar a1 €1 IDR, ADR / GDR & 9 8| 391 3 8 b wRelig el faaeh goi @
IGM & foly ADR / GDR T SUIRT &Rl & ARG HHFRT IHT TR ARG Yol ok 9|
g9 e & foly ADR SRl &R |l & | IDR & 9Rd § Y9G YR BT 8 O 3

IR yfoferal &1 @R g 2 |
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(c)Se™ Yot e @1 &=k (Meaning of Venture Capital Financing): SeM i famdmor
S Y ST gRT Ureanfed fhy T 97 e SIRgH drel SUshd & fA<iaIgor &l Gagyd
a1 B, R a1 faaRt &7 R < & oy argwa iR o9 & Mg 2 | fawga aef # - 2Y2M
I Yol & ded, AUy el IeM Yoiidral, gHdea Safdl 9 gfdac! a1 s&or gienfadr
TR & forw 999 ®Ra € S AhadT &1 GHEHT & A1 988 GaRATh STH HRA © |

(d)< = afserr dfvs —
o TINIpdl ol NI S AT TSI SR BN YA BIM | F1/2M
e U UBR B Iv8 H BIF MR Aded 78 & | 1M
e 39 VS Pl ISR 408 & wU H SN a1 ST Wahal & AT TS GIRAT 998 & w9 H

o

SR T ST Heball & |

iM

SECTION - B
Q. No. 7 is compulsory.
Answer any three from the rest.

In case, any candidate answers extra question(s)/sub-question(s) over and above
the required number, then only the requisite number of equestions first answered
in the answer book shall be valued and subsequent extra question(s) answered
shall be ignored.

Working Notes should form part of the respective answer.

Answer: 7

(a) U (K) BT oI T &9 H YRS gRads & forg Iaared (Y) # uRads & awfd 2|
U BT Hed e MPC & wWR 9 Wdferd 8iar 8, 3efq MPC fSiaer se1 giar & Sl a7
U BT A FHIGROT K = 1/(1 - MPC) & URIT oI & —
(&) 39 YR, 7@ MPC = 0.2 & 1% = 1.25 1M
(@) ST MPC = 0.5 &, [UI% =2 1M
() ST MPC = 0.80 &, 7% = 5 FM

110 + 20 + (70 - 20) + (20 - 50) = 150 fAfera=
(ii) GNP yp= INIR HHT W FHd TXe] IS + {939 4 gg Wﬁr}
iM

(b)
(i) GDPMP=C+1+ G+ (X -2) }m

3
150 + 10 = 160 fAform
(iii) HaeX dRTd UR GDP =Hdel BXe] HIAd IR — 3THcdel W}iM
150 - 30 = 120 fAfora=

' NP at F
(iv) iy afte amg = SNPatFactor Cost _ 4 on 0 30m) /0.5 }m

Population

=130/ 0.5 = 260 fafera=

SHD Gfddel JIEl BT HH B b oIy SHATA B A dedl AR B Sudl &l

(c) HﬂHIvﬂﬂT&ljfﬁdWEEWW@W@HWWW@WEEWWWW}
3M
b & forg |
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Answer: 8

(a).

g8 Al U Agad R & ®Y H AT A1 &, dRAdd Bl W AR H[el AT S d1F BT AR

2 S o & Yof AR WR W e @i 31 & fog amaeas 2 | %

(b) TPRIASG YHIT IR T o9 &= H 91 Wd B geerl g, a o &3 § WReR gRI
WY Py M IR RGN & H Wi a7l -0l @d § iRmae—oieda i T 8
SRR

(c) ®fecT YU &I T YOG AT ST IR IO & wd § 9 S A1 2, S fd arforias §a
gRT g Y faRaed g @ IR @& IR # gamar ¥ o 5 =i e @ emfad
FARIFA A A 2, SUAE o7 SUR 3 A TGRS AW A | AT SaeAd SRR (21
U T URWRS 2 Ife IR 31gurTd 20% B, Hfee [0d = 1/0.20 = 5
HiSC OIb = 1 . Ly

JATITID IfRIETT IAFUT

(d) UET aIH U (SR Bfee i) &R Aifta Sew (9 f6 9@ =Re 0T &l U
faftre 1) & 99 Th—Ud THARR & AAE A §, Said UIE SUBRT dI6R & AFH ~2M
A fafifed ART B TG WS B R §, MR 6 & WeR @ Iy |

Answer: 9

(a) Reserve Money=Currency in Circulation + Bankers’ Deposits with RBI+ ’‘Other’
Deposits with RBI 15428.40+4596.18+183.30= 20205.68
IR g1 = GRERT F HaT + RS B A1 TB)I & TERIREAT = RBI & wrer [ 2M
15,428.40 + 4,596.18 + 183.30 = 20,205.68 }

(b) Income Method
GDPMP=W@§W@G®@?W+W§?&TWﬁ$QﬁﬁﬁWW
ANTE) + o™ + (BRI + &1 + S o + o9 89 + Y8 Ude aR (el IR —
37gaT) +112M
GDPymp = 6,508+ 34 + 1060 + 806+ 682 + 1,000 + 800 = 10,890
GNP wp = GDPwp + NFIA =10,890+ 40 =10,930
BRAGIE) J
Y=C+I1+G+ (X-M)
Y = 7314 + 1482 + 2196+ (1346 -1408)
Y = (7314 + 1482 + 2196) - 62 1M
Y = 10930
GNPyp = GDPwp + NFIA =10,890+ 40 =10,930

(c) N Wgﬂ | (Common Access Resources):—

AR Ugd e AT AR B A9EE e Ry sofl & sige Adeite 9% © ol
IR—eed § &ifdh AN BT ST ITIANT B A d18% el &1 Sl Ghdl 8| I8 IHid 4
Ufdggl & 3R SHdT SUAN %ﬂ[EﬁWWQWWW%IWWWaﬁHM
mm%ﬁﬁ%ﬂﬁwﬁamﬁﬁwaﬂ?ﬁ% S SUHRT IR—IMAI AT 31R
iR ufdgfgar M &1 Uceid &l 21 9 AMAR W Yed SUAE & Y Hedqul UTPiad
| 59 ol 7 o B | J
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Jfdh Hod TF MR AQEAl R AN A8l Bl B, SATGH] AR IUFIFRISH 57 AQEHAl B )
AT el fhar & 3R 9 3Afd TINT R € 3R I HHI 3R RIS BT SR g1 & | 399
g7 a3 Rerdr & fog @ 4ar g § R gaforg, wfowr @ difeat & forg amry
UEd HAEE] B SuTedT |

R AR AT @ FEEY e BT TN o §, St 96 WA BT 9o e & o 9 |
AR STl 8 O Ufdgg! offhd IR—eURad=-a a¥gell & SUIRT F7gul g T & oA &
forg foram <mam 2|

AR Ugd WEEE & SaTe]vl Aol UTeld, 9 TRETE, Afedl |gs, dfg o fafderar i
gl

ged] BT IRIAUSE RIS Y 3BT I&eR ¢ |
dnlsHErgalwlsssﬁqammﬁ?ﬁaiwdﬂﬁmﬁﬂﬁmﬁwwﬁaﬁ\
JSIE URA BT HHI B o7 o1 2| Il I 39 2T W (AT & &b ToAIge T bl HF
PR B U B8R Bl @l o™ B, S gud FaNl B & oy ureares e oren g, e
IRUTRGHRY FARIT 36 H @ oy §o f Farms 72 far 57 a2 |

J

Answer:10

(@)

(b)

(i) T 3w fell W g @ Frifa § fewekr <ar 2 Rrre Sared & R S9e IeR |
HARAT & {0 T8 ITAN B MMaeIHAT Bl & 3R TP VI I BT AT Hal & oI

r1M

*2M

r1M

r3M

ST & oIy 9 Golv WERF] &1 T8 SUIRT BT S7aIH ¢ |

(i) fft <=1 @1 goT # s & AW H, ﬁﬂﬁ?{waﬁwﬁwaﬂmwﬁﬂﬂéﬂaﬁ}ZM

ST AT UT R Bl &THdT |

Answer: 11

(a)

(b)

(i) TPRIHASG TTIaN, 3f8dH IcaTed \
(i) THRIHAS IRIAY, GATIRONT AT, FSH B TC—He, ST & IUART § I, G-I
TR ST TR SrgRIErar s
(iii) TPRIHD FTAT, AMeH Icarad E
(iv) FTaSId a%], THRIHS FTRid] 2
(v) THRITES Il G
(vi) IFRIPT HFeR U™ A A9y w5 ¥ Hdolie 9% AR [T U ¥ iR [Awerdr sl >£
faRroaTy € | ":;
(vii) AT AT @ IR ART @1 STaal =
(Viii )} IRRA ¥ AGGIh gl dl G4l [IRedr € | AT gud Fanl e—doiR fdwe g | 2
(ix) FHRIHAD TN, o FaRI
(X) THRIHAD ITEIdl )
Uh YoueT SRV (R T reeH) faee gu1 B ve sbid @ forg fafv g e g
D SHISAN B FRT © | IAERV & oY, 66/ITH + $ 5 1 UP AUIeT dlell (MRS HaT
DICYA) | W T B b gdbls d fog fAeell ga1 & Ay sohsdl o A&, IR0 & e
fow: % ufd Sfelk 0.0151 )
e IURT A, SeR A det @ e @ g g @ # o 5 anmers, de, ot )
uerel, fawred uereif A1 T W IS BN 9Tl Sial ¥ UST B arel SiReEl ¥ iR o9 (2M
fafaerar | )
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(c) WWW@W@W%ﬁW%Wﬁ@$WW§;W$}3M
IR PR ST fawdt 81 a1 §8 & & foly AulgR &1 |

(d) H{J,ochfb‘rgwH&HHWNEE%NWWHT%‘WWWW@WﬁWTH%}ZM
forg Ayl 2|

**kx
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