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Note: Attempt any.lO questions 

1. 
a) What is depreciation; how is it affected in income statement analysis. 

b) An Equipment was bought for Rs 2, 00, 000 on Jan 1 2010. It will have 8 years life and a salvage 
Value ofRs 20000. Assuming the accounting year as calendar year (Jan- Dec), record the accounting 
transactions in respect of the depreciation of the above equipment at the end of second year (Dec31, 
2010) using 

1) Straight Line Method 

2) Sum of the years digits method 

3) Declining Balance method 

(2+8=10 marks) 
2. 
a) What is profit and what are types of profits we usually use when one can analyze income statement 
analysis. 

b) A Company has the following information: 

Sales 
COGS 
SGA 
Overheads 
Interest on debt 

:189,000 
: 135,000 
:110,000 
:124,000 
:12,000 

Given the above information, answer the followings: 
A. What is gross profit and how isjt different to operating profit? 
B. What is the net income, if the corporate tax rate is 30%? 
C. What is the value ofEBIT, if corporate tax rate increases to 25%? 

3. 
a) What is balance sheet statement? Is it balance always; if so, how? 

b) Prepare a balance sheet statement of any company, using any proxy figures for each item. 

c) Explain various objectives of financial accounting. Is accounting standard same in every country? If 
sol not, give some logical explanation. 

[2+5+3=10 marks) 



4. 
a) What is ratio analysis; examine various ratios that we use when we look for any financial analysis. 

b) Your sister has promised to give youRs. 100, 000 in cash on your 25th birthday. Today is your 16th 
birthday. She wants to know few things: 
A If she decides to make annual payments into a fund after one year, how much will each have to be 
if the fund pays 8%? 
B. If she decides to invest a lump sum in the account after one year and let it compound annually, how 
much will the lump sum be? 
C. If in (A) the payments are made in the beginning of the year, how much will be the value of 
annuity? 

5. 

6. 

7. 

[2+8=10 marks] 

a) What is 'diversification' ? Explain its benefits with a diagram. 
b) The current market price of Profitable Ltd is '259. The company is likely to pay a 

dividend of'l3 per share at the end of the year. lfyou buy 250 shares today, hold them for 
an year, and sell them at an expected price of '300, what will be your total ROI ? Give the 
break-up of dividend yield and capital gains on investment. 

c) Analysts predict the following outlook for a stock based on expected economic 
conditions. Find the expected return on the stock and its standard deviation. 

d 
Scenario Probabili 
Excellent 20% 15% 
Good 35% 10% 
Poor 30% 5% 
Bad 15% -20% 

[(1+2)+2+5=10 marks] 

a) What is 
i) Operating Leverage ii) Financial Leverage 

b) You decide to start a mini video gaming parlour in your hostel room. A basic set of 
video games with consoles and other hardware would cost '300,000. You have to subscribe 
to some online resources that would require '6 per game. You can charge a depreciation of 
'15000 annually. You also have to give a tax of30% to the hostel administration to allow 
you to conduct this business within hostel premises. For revenues, you decide that you can 
charge a maximum of' 150 per game from the students. What is the minimum number of 
games you should play in order to break even ? 

[(2+2)+6=10 marks] 

a) Write the formula for wacc, with one line explanations of each parameter involved and 
from where they are calculated 

b) .Suppose you build a business plan to start an online portal that trains aspirants for 
MENSA The initial investment is '10 Lakh, which you plan to fund with 2:3 Debt to 
equity ratio. Similar projects have a systematic risk of 1.5. You can avail debt at 12% 
interest. You expect to earn pre-tax cash flows of 3.5 Lakhs annually for 5 years. 
Applicable tax rate is 35%. What NPV can you show for this project? Assume any other 
values required. 

[3+7=10 marks] 



8. 

9. 

10. 

11. 

12. 

a) Explain the benefit of debt, as argued by Modigliani and Miller. State two drawbacks 
of debt. 

b) Misaal Ltd expects perpetual earnings before tax and interest as '1.2 crores. Its interest 
expense is '20 L. Its unlevered cost of equity is 12% while pre-tax cost of debt is 8%. 
Assuming a tax rate of35%, find the value ofMisaal Ltd. 

c) Does a strong form efficient market imply a weak form efficient market or vice versa ? 
Justify. 

[(2+2)+4+2=10 marks] 

a) What is YTM of a bond ? For bonds selling at a premium to par value, what is the 
relation between coupon rate and YTM? Justify. 

b) Dhoom Kamaai Ltd has been growing at 10% in the past because of its high reputation 
for good quality. It paid a dividend of '3 per share last financial year. Today, DKL 
announced that it has bagged a large overseas contract, which would double its growth to 
20%. By what percentage would its share price rise because of this announcement ? 
Assume cost of capital for DKL to be 25%. 

[(2+2)+6=10 marks] 

a) What is the future value of'1000 after 3 years at 8% interest rate, if the interest rate is 
i) Compounded continuously (ii) compounded annually (iii) compounded monthly 

b) Your younger sister has come to you for career advice. She wants to do medicine which 
would cost '3,000,000, payable in semi-annual installments over 5 years. After that, she 
would have to do a 1.5 years of internship, where she would get paid '25000 per month. 
Then, she can be a practicing doctor, wherein she can earn '200,000 first year, which would' 
increase at a rate of 8% every year for the next 40 years. What advice would you give her ? 
Assume market interest rate of 5%. (Write the formulae only) 

[(2X3)+4=10 marks] 

a) How should stock price change on the ex-dividend date? Explain why this happens. 
b) Flippant Ltd is an all equity financed company with 1 crore shares outstanding. It 

reported a current period cash flow of '1.2 crores but paid no dividends. The present value 
of its expected future cash flows is '15 crores. Today, the directors of Flippant Ltd has 
announced dividend payout of 50% of its current cash flow. Suppose you already owned 
1000 shares of Flippant and do not want dividends. How can you achieve your objective at 
home ? Assume there are no taxes. 

[(1+2)+7=10 marks] 

a) What is Profitability Index? What are its benefits over NPV rule? 
b) You have 2 options, both of which would require an investment of' 1000. Investment A 

would return '1210 after 2 years, while Investment B would return '1140 in 1 year. What 
are the NPV and IRR of the two options ? Which one woqld you select and why ? 

[(2+2)+(2+2+2)=10 marks) 




