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Variable Cost bearing Capital

Capital Gearing Ratio = ~Fixed cost bearing capital
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- UG S &1 G T 9,00,000 %. ¥ 3T

g% aE

g 5w (Alternativ )
IRs. 1l Rs.
Equity share capital | 3.00.000 4,00,000
6 Bef. share capital | 1,50,000 31,552.%
tures 4,50,000 50,
0% Deber \ 900,000 9,00,000 | 9.00,000

i %7 qd & A 19 1,60,000
ﬁ::qq;mm@aammmma@

Bl ¥ am HLH T 50%El |
ZPaeT I Td A
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Owners Capital
Capital Gearing Ratio = ;54 Cost bearing Capital
ternatives
Particnlen 1 :l m :“; |
\ Rs. \ Rs. Rs. =5 ol |
Owners Equity 300000 | 4,00000 | 6000004 =75 /)¢
Fixed cost bearing Capital \ 6,00,000 | 5,00000 | 3,00000
Gearing Ratio | 50 | 80| 2.00

i 7<= [43]

(b) Calculaticn of Equity Capital Earning Rate

Paritculars Alternatives
I )] i 1 v
Rs. Rs. Rs. Rs.
DEBIT 1,60,000 160,000~ ° 1,60,000| ° “1,60,000
Less: Debenture Interest 45,000 15,000 - —
Earning before Tax 1,15,000 1,45,000 1,60,000 1.60,000
Less: [.come Tax @ 50% 57,500 72,500 80.000 80,000
Eamirgs after Tax 57,500 72,500 20,000 £0,000
Les:* Preference Share 3,000 21,000 18,000 -
Dividend
"| Earnings available for 48,500 51,500 62,000 80,000
Equity Shareholders
Equity Share Capital 3,00,000 4,00,000 6,090,600 9.00,000
Equity Capital Eaming| 48500x100| 51,509x100| 52.000x100 80.000x100
Rate 3,00,000 4,00.000 6,00,000 1.00.000
= 16.17% = 12.80% = 10.33% = 889%

_ _Eaming after tax
Normal Rate of Return = Total copitalisation ¥ 100
(On the basis of IV alternative)
80

_80,000_
9,00.000 * 100 = 8.89%
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¥, fore) gnfram orafu & @ @ ‘
(4) g4 fafta W ofE@srn & gl Siyes g faare =8 fean s ¥, afes
THd) ad & daa gfTaE @ araf g & frare fem wwan 3.
gl orerareit famy @ e awl & ortem siftd wh o ¥
_ﬁfg:m;mﬁﬁ% am m Amwd- g faf 3 orve A e st §
v [q " —
(1) zu fafu ¥ faPrdm ) aremawm ) oman sud aweran gt afts
( )ml?félmﬁrmlt,iﬁfbizf)dﬁ;rﬁtl o
2) gu faftr o faPrdv qofmam av v o wren 81 g §
2 ‘ gy ar, fafty fafr
(s)ﬁfrf-z?ﬂ;ﬁuggﬁamggwwmtn ?
7 1A g @) A 4 en ) ¥, gl @) ar B fafram
gl = anare o ¥ s ' o ST
mﬂmgﬁ‘ﬂ%'mﬁ“}“ﬂ‘mﬁﬁﬁﬁmﬂfm & snurt
(4) u fafts N woaftr & arady &
ed 9 frart Y R
(S)Wﬁl&:ﬁqﬁu}mr#ﬁm\quuﬁémnwﬂfk;h (3
SRR ) i A ot e e s oo
B R i forar e ¥ 5 B o 8§y :




e £ 8 - T vt foy o v

[P 3 firy

@mg j‘-%gurr% vt g R ¥, Rl @ 38 gara Prsfiafiag 3

T ea R w g R ar @ f% g
@ A T RIS ST 9T B T

(2) 7a Refts & waf & Preereer qed @t & & 8 T s
D ET & fd ¥ s T sty & T )
(3)3q-§nar«aaﬂzﬁﬁza‘a I A A U B T

maﬁﬁﬁﬂwwmﬂﬁwaﬁm%lﬁaﬁwﬁ
z mm@mm T e s g@man )
§Ti-4. 3 TR ¥ T § e o -
Project X Project Y
Cost of the project 1,60,000 2,00,000
Estimated scrap 16,000 24,000
Estimated savings ,
Year 1 20,000 40va
2 30,000 60,000
3 50,000 - 60,000
4 50,000 60,000
5 40,000 30,000
~ 6 30,000 20,000
= 7 16,000 -
Y%= Tiftae < o DR S far ARA 5 Da—a afiedeEn s e
Soluiton: Project X Projecty
Year Savings Cumulative Saving Cumulaiiye
. Savings Savings
1 20,000 20,000 40,000 40,000
2. 30,000 50,000 60,000 1,00,000
3. 50,000 1,00,000 60,000 1,60,000
4, 50,000 1,50,000 60,000 2,20,000
5. 40,000 1,90,000 - ied
% fftaz A o
Projedt X = 4 Years + (%% x 12 Months)
= 4 years. 3 months

ProjectY = 3 years + (g‘%x 12 monthS)

= 3 i}ears. 8 months

-5, Wl & qwiaA ¥ orafte v 2 A g e e A

B[ g FRAL
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GRIECRCa g =

$H By 4
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92 Ta9E Wﬁ—:ﬂﬁhmmm%mm%.a?ﬁ?;m
%%‘fwgmah‘mﬁﬁmﬁtlwfaﬁ:ammﬁ
ammmﬁmwamﬁvﬁﬁammanmaﬁﬁ

,qﬁqamfmmm%xzaaémr{«naﬁhﬁmmmﬁgmraﬁmtmﬁ

rrarEl @ aﬁﬂﬂ@&rﬁﬂ*ﬁ@am%mvmm:mt.a‘r
qfrar @) T Rean sar ¥, sraan sedier &1 faar A #

meﬁm—mmmmmﬂmmﬁm
g gra Fratf @t @ aza a0 adE qea sa fean s ¥ @ S A
mﬁm%,aﬁag@aﬁmtﬁnm%lﬁtﬁmﬁwmﬁmm
Tardl ¢

NPV = PVI
Where NPV = Net Present value
PV = Present value
I = Initial investment

e 77 = - afy fafrdi & arfss @l § 950 Afs &
IR A, Al JE TN e wEl @ o q8 qeEie g T
SgRed % Ry oA Fa ik sfaa wdia g ¥ gad Rl pv A R @t
31 @ w7 fxar T ¥ of g wiaws A 100 B e fEa s #1139 $E
whrwa sRie ¥ afakia & s 2

. Y
SERS - Present value Index =7

Where : PV = Present value
I = Initial investment
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z
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1. grgTerd faftml @ goen ¥ ax oo wiew ¥

2. orr fafram @ fafa ¥ s wra whrew o o) A B, R
o wfEd :

3. afua aza <t & Pahor o o s wm ¥

yam & s o - 3 wdim qra it Y yam tqd @ A sa

ol &) o Wi aiftfa el @ e e atea @ s Rear snoasa@ ¥

% g &0 qd & s 1 ¥ a v Rafy F wlivss F wra o ael ol &
T e B wrhives fifra & quEt sen i sed ) e < w wam
form wran ¥, S v @ oi@ T wR ¥ v B oie W W S
AT § o e §- -

L. U3 wars! & e &Y 9221 T 2. W Wi 3T

3. suiffa T 4. N &) o Sl



5. qf@ie  wag =T
; T[_Rt
T F A '“z['_'(1+rg]
Where- | = Initial Investment R = Returns
r =" Internal Rate or Return T = Expected life of the Project

t = Number of years

Y R T F Ao- yan @ ol o wa 5@ % R RICRT
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admEr ed WA ufdvn A) erra wmy e th 955 adur gea g et
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(2) g adert e fafu & snfad vard cc g aa g Y, 7694 favrfra
wedrdd Y arralia 57 fafy o g e aa wran ¥
(3) weara @t srifva @ faftn e gen £y 27 fafam % frd am 5
T YA g 3 2 @) sifman a7 fauifra weh 3 oantg i 3
ford v vy @) Wi ga gz o s o zgn 8§ aifas 441 o eivan
sl g adurt yea fafy To 4w A e awd B ofe fEd
afeisrn i aiftman featt wl fafmbaa & sma, Boa ofgsan 3
i anma gl fafrafaa gt av arne 27 9t @ afee yram % fa
UYEI T
W e ya T fafw & - g anataa gaa g1 fafugi @
frretferftarer wpor ¥-
(1) 31 fafuy & fafrdm ot ama wifh &) 3fe & fafgm st sfgen
goi sirast @t aT ferare-famyl foman sman )
(2) 37 fabtra o amg wiftn & ‘wwg @1’ 3w wEa B A 3
sty Wi & wre OR e g @ SwyE <X Q 9z B adam
e i fawan e #) ,
(3) wra wmafsra yema =z fafay o faPrdm 4 Bifeg oifm qmn
arfiyaden wt wmm Hfza fem wmen ¥ @w T # e o
v T Pralfa @ ard ¥
(4) 5 fafral % weram @ o wiEivIsl @) gerras amasa &t
A f s waen ¥
(5) gz wdr e faft, emveraaa Priars Rt am gamm @ srafis
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o wmar ¥, R bR ot e-fe ) an Re-fe
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WA e <3 R & Am s dai- 5w Rty @) Prefiiaa
A Bl -
(1) wa g yam o Rl ) @ ¥ wee o b s
wifea s Stren §
(2) e uRasr a1 waa Tequt e @ W O A Oas araatE)
aﬂ{ﬁ-ﬁﬁmmmmﬁm%y
(3) 5 faftral W af@iorn Y @ & qd & Ten wen @t o 2,
THIRA T ey @ wem v 7 T
(4) 39 R & Sraia & argureman @ ATEY TR TE ST |
& Afteraa T8 @ s &)
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(5) gl e faft W afasen & 03 \!!;-{Wiﬂ WAL oy
‘ wera €U B ST 9T fyen amann ¥, Py ayfira onira warg o .
e oz e o W U arfee wman ¥
e~ 7. Rfyife §4 v van A 3 v k7 g o % Yy
W

v £ A s arna X7 T v e A o R s 9 o

gt wrde, raniilia Wem e aea o EBEn B ¥ T g ey
A amurg yr vivm A uhy v e @) st A S uasd B

s, v @) A Judh @TU aurft nd am A uEn ¥ anurg gy
) o Al Bo ey & ST UL Al oy A 6 ford Rra g g
wain fan s B oat v ol we venma & A A A stan o Pt

£ qr gana 3) vagd & frd en nan urd fafaafoa ol & wrzen vymy
fefvatn ¢4 @ ord- qu v and uga wu A Prefaftr doen ¥

wor ot
1. g fifyida g0 qu) vnd) aan e -wafodl w oftafa fem o
!

2. 1 fafyaie §8- gl ey am aa-gwfoal ¥ s A A -
aiftrea) Y vz fean o B
3. shravdt €1 gz fvita $R- wam @ i wera A s e
g1 waid i g7 v s @ v Boent 4y o aRwrard eid
¥, ezrcond - g s gieao @ 9 ary dare e o ¥
b, st q¢ Pt e @ o @ A w9 A i B ww b
omuat 4 7fe A Fra@ and B 1
fafvifaa h v g v F73 4) faft
fufyafra o wt g ma ad @ g Prefuftaa -
gt fubredidra o v ey = 1 = h% =100
R = Wm, NE = g quifi, ¢ = wera-ct(ge o st 3 fufrrafir
g
Tt & - g Of 3w @ Prefifa e A @
e od b
(1) :{tir;fl’ e b ehent B, it e e A aree ol oEn A aer
[AGIR ]
(2) Puvibn &y dioot opftkas st pafty & et at vrn 3 Tt &1
(3) ar 0t g1 ona ) Prareura @) wegan e adh & orafq 3@ o
0 ol ) wx grg @) uze @ araur s b
(1) bt byl o) as oy v e avtha-asv s s £ o0 B
S ) st gu O mr ez faur sn aaan b
(5) 9t sone ufeaorns, o @ el aforEnol @ o7

wfmt;uim uRa @ e s ga O ara LIRUR
a4

g ——

mﬁﬁqﬁ:ﬁum?ﬁmﬁ—aﬁmmhﬁuﬁwawrdﬁam:mﬂﬁ
gt o T A ) weTEEr O 2 aél g ate gad aiE B 9w
i ¥, e ga D A @ Fed %1 pm afval @1 S @ A B aE

(1) Svfaretrt afyarnel @ <o & a df wéra 7@ g & e
281w um &1 Prata % s gEIrET a1 wd 99 Tedl &1 98 A e 38
a1 A 0 uman ¥, fe g Bfa & fafi= awdl o R e am Rafm =
fufi=1 G T AT B ar) g % @ § ge w @i w7
ST

t2) ae DRy Pafte=r fabraedi ¥ shamae & @ om ¥ 78 TEd 8w
afra ara @) T N S % aq) F) @en $ @ § Ta a2 fatEm
%qauﬁufmﬁnmmmwﬁrmm%nmmmﬁﬁu‘mm

sty Rt u@ aae A @ gad §, 91 aEier Bl diaame 4 99 8 a

6 E[Yi [all
(3) g7 % wgaa R @ @ Pda fe-fe s @ ossa
T~ 3l O &1 FT BTH & A1 &) od ¥ W B whar &, s I |
& 9 QW) € aEa $ 1 BEY A aragadar A8 & B e-fre el A w S =
yayn & afrdre & e W - < qet we ) -
(1) =g w1 guifia ward $ g v & w9 ¥ Pl s f o
afew wrd o &1l g Praftor o gRoma @ areafaa & s 3= T ¥
a7-8. (1) B el @ wmar w, A 7@ $h ofdan @ aea i X, T\
difr- () Frjmem aafa, (i) yam =, (i) TR g R (G R e
10% })— (1) Initial Capital Rs. 12,000, Annual Cash Inflow Rs.
2,000, Life in years & Present value of Re. 1 received annually for 8
years is Rs. 5.3349.
Solution : (i) Pay-back Period
PPay-back Period = Anﬁﬁ;"gﬁﬁiﬁ;‘” = 122£ = 6 Years
(1)) Return on Investment
{Annual Cash inflow-Depreciation)

2,000 1,500

ROI = Average Investiment %100 12,000 + 0 x 100
2
[
= 6.:00000,‘ 100 = 830 %

(iif) Present Value Index
Present Values of Annual Cash Inflow

PV Index = Initial Investemt
10,670
e PR
= 12,000 = 0.889 or 88.9%

(2) Lohla Drycleaners Is Consldering the Purchase of new wash
and dry equipement in order to expand its operations. Two types of
options are avallable : a low speed system (LSS) with a Rs. 30,000



-a{ml Tl i
.]c?ta“d a high speed system (HSS) with a Rs. 45 ¢ int
?:‘os; Each system has a 15 year life and go salvage valye, 'rh:;l“QJ Calculation of Annual Income after tax and before depreciaticn :
cast flow after taxes (CFAT) associated with each investm:" Year Project X Project Y
proposal are : (LSS High M I 3.375 + 10,625 = Rs. 14.000  11.375 + 10,625 = Rs. %(2)%
Low Speed System igh Speed S i il 5.375 + 10,625 = Rs. 16,000 9,375 + 10,625 = Rs. 20,
4 ystem (tisg) i 2375 + 10,625 — Rs. 18000 7.375 + 10,625 = Rs. 18,000
CFAT for years v 9,375 + 10,625 = Rs. 20,000 5.375 + 10,625 = Rs. 16,000
1 through 15 Rs. 6,000 Rs. 9,000 v 11375 + 10,625 = Rs. 22,000  3.375 + 10,625 = Rs. 14,000
A B8 gl g g R % W R & 3 ‘ Calculation of Present Value of annual net cash inflows after tax and
Aa[aza W 14% &l ) before depreciation :
" Solution : 3H e AT il Rrast TS B = T aifle: ¢ B Year P.V.F. Project X Rs. Project YRs.
W % HIR'W o ﬁ-m %_ 1 Annual Present Annual Present
QiG] @l Net Cash Values Net Cash Values
CFAT PV Factor [Total p"esem\vﬂue' Inflows Inflows
LSS HSS at 14% LSS HSS 1 0.909 14.000 12,726 22,000 19,998
e 6000 | 9000|6142 | 36852 so275 Lol S| | BEs| Tow| 135
Deduct : Initial Cost 30.000 45,000 v 0.683 20,000 13,660 16.000 10,928
Net ot Value 6.852 10273 . \Y 0.621 22,000 13,662 14,000 8,694
Pres s ¥ (HSS) =y R e Total 90.000 66,782 90,000 69.658
= g; ! 1« M T Calculation of Present Value of Intitiaal Investment + Overhauling
10,278 ﬁ%iamih‘?f"'lfﬁ RIRCE S 6.852 T AR charges at the end of third year :
(3) The following details relate to the two machines X & Y ; . Project X  Project Y
Machine X Machine Y Initial Investment A 56,125 56,125
Ca# ! 56,125 56,125 Overhauling charges at the end of thired year
Estimated life 5 years 5 years (Rs. 25,000 in each Projecl) lts Present Value
Estimated salvage value 3,000 3,00 = Rs. 25,000 x 0.751 = Rs. 18,775 18,775 18.775
Annual Income after tax and depreciation : § - 74,900 74.900
Yel’? 23‘75 1 3‘71; . Calculation of Net Present Value .
1 5:375 9:375 NPY = PV - Initia! Investment+ Discounted value of Overhauling charges.
m 7375 7.375 Project X = Rs. 66,782 - (56,125 + 18,775)
Wi 9375 5375 = Rs. 66,782 — (74,900) = Rs. (-) 8.118
wa ; 11,375 3,375 ProjectY = Rs. 69,658 - (56,125 + 18,775)
auling charges at the end of third year are Rs. 25,000. Depreciation = Rs. 69.658 — (74,900) = _)5.94
has been charged at straight line method. Discount rate is 10% P.V.F. at 10% a9 A afderel § N( 'P =Rs: () 5,242 ¥ . E)l"'ﬁ &
for five years are 0.909, 0.826, 0.751, 0.683, 0.621. : b FresentNalpeRe s IS B, <9
TR A0 5 fen s qiateran @ srdeTt fear s
g 4 W A1 W 1) IRITE TR F AR W TR B T g @ aE-A a
Seultion : ¥R TEd 7Y §F 1 U%s WaTE (Net Annual Cash Inflow) afA? O e ¢ L Rl i
S 2 o #4? On the basis of appropriate calculation, indicate which one of
Zﬂﬂ T M) = i THE WaTE & TyaE S K@ qdl EFE 1 am ‘@ the following cars should be Purchased by a taxi driver:
ST 39 957 U au ¥ vy aiie omg @) Y uydr Iy ' " Car A Car B
. ; 1 L Initial Cost: 29,000
S 3 1 T : Cash Inflow: ' =y
Calculation of Average Annual Depreciation : :]{:Er t(ine year }g% }?%
; e r two years i i ;
Machinery X = %125_53&09 — Rs. 10.625 after three years 10,000 2 19,000
56125 _ 3 . . The prevailing rate of interest is 9%
i - Sty . 000
Machinery ¥ = 5 = Rs. 10,625




fon :
Solu(:)OAﬂccmmng to Pay-back Period method ;

11,000 12
Pay-back Period for CarA = 1+ m xT

1 yrs and 9.43 months

o

Pay-back Period for Car B yrs.
Pay-back Period for Car Ais 1 year and 9.43 months
2 years and thus taking this method into consideration,
hased. ;
pufc“?) According to Net Present Value Method :
Net Present Value

Cost of Capital is 9%

and fOr carp
car A gy

Car A

Year Cash Present Present
Inflow Value Value
Rs. Factor Rs.
9%

1 18,000 0917 16,506

2 14,000 0.842 11,788

3 10,000 0.772 7,720
Total Rs. 36,014 Rs, 42.737
Less : Cost of car Rs. 29,000 Rs. 32.000
Net Present value Rs. 7,014 Rs. 10,737

Taking into consideration the net present value Car B is more Profitable.
(iii) According to Profitability Index :

36,014 42737
CarA =59 000 CarB =735 000
=124 =124

Taking into consideration the Profitability index Car B is more Profitable.

faeart 9% @721 20 @ 1 A 1@ g4 Car ‘B @il @ikt wifed )
AgvTta Yot
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MP
€= w10
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Fzi— C =Cost of Borrowed Capital i =Contractual Rate of Interest

NP =Net proceeds MV =Maturity Value

MP =Maturity Period (in years)
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i + MV -NP .
MP
& C= Np+mv *100
20
14 + (100 -95)
10
C= ~95+10 *100
2
14+5
10
C= "“—-1_95- x 100
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C= 1487% _
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qaazmafamiﬂm? REPS (1 - Tax Rate)
Cr= MP x 100
REPS = Retained Eaming per share
MP = Market Pnce per share )

Tax Rate = Average Tax Rate applicable to the Share hglder
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(1) fararht 5= @ AmA- fawern 5m 2 Arma s 7 oo #w

wad) 210%4 38 T 24 &A@ F A OE) 71 gl A g oA 2 AfEa 1=

and T &1 A EE A U 3[E T A i e s artean wm A

qurd T A & & ford @t 94 wTa @1 w1 A1 @vra @ BT i wa

e anfed | fureardl F9 @ &1 | vew @ = g @ mo o @ =
A -

I

Kd = N

Kd = Cast of debt
NP = Net Proceeds
& ea wrma & Br= g3 F & sra e o qwa £ -

I
Kd = NP~ 100 (1-t)

= 100

Where [ = Annual Interest charges

t = Rate of Tax
& & qd AT B T ST H A% A B A QW S 20 W B 9S4
3
FR F A 10 % yanta -

(i)m%@ﬂ@ﬁm&:#xlm

Rs. 10,000
= Rs. 92500 100 = 1081 %

, E 1
(it) T 9LAT A §oll H AAK = Xp > 100(1-1)
Rs. 10,000 e .
= Rs.92.500 * 100 (1-.5) = 10.81 (.5)
= 5.405%
Working Notes - h
Calculation of Net Proceeds Rs.
{orce value of the Debentures 1,00,000
Add : 10% Premium 10,000
1,10,000
Less: Issue Expenses Rs.
(a) Under Writing Commission 2.000
{b) Brokerage ' 500 .
(c) Printing and other Fxpenses 15,000 17.500
92,500

(1) s T ) AoT— e N @) AT AT @ W ¥ ' &
I A & g e aA am e e fran fen ann ) i
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Feraa @ A S -
° ' _ 1+ (RV-NP)/n
Kd = "Ryxnp) /2 * 100

Where Kd = Cost of debt capital before tax
I = Interest Charges -
NP = Net Proceeds
RV = Redeemable or Payable

Value of the debt at the time of Maturity
n = Number of Years to maturity

@7 & TEOM A T &7 & 9 B QA GERESE & R o 2
st T S W 7T o ¥ S (1- 1) [ T B HT AR B T 70 a7
W 7138 71 R S & g WE B R 6

A Comparny issue 1,000 debentures (10%) of Rs. 100 each at 10%
Premium, Redeemable at par after five years. The Company's tax rate is 50%
Determine the Cost of debt.

(1) &7 gd =T § A AT

. [ +(RV—NP)n
Kd= “Rrv+np2z *100
10,000 + (10,0000 — 1,10,000)/5
= 7 (100,000 + 1100002~ 19
10,000-2.000 _ 8,000

= 1,050 =1.050 = 7.62% approx

(2) =T vvarR %9 G F AT
Kd = & qd #w1 ot &1 arma (1-1)
= 762(1-5) =381%
97-3. RifeFn 9 §ht &1 A 31 g3 F 2 aamEa)
FTaq

TR {91 G F A F AW feE waEn & 9 w7 ofdd Seret & am
™| :

- qHUET gl & Prfm @ e o o win &Y aad ¢l
QafUT el 71 & A are arvial @) v g Prfe & waa @ Ffad &
@ %, At e sian e anm areh syt A ¥ ST e T
auimm-mmmmﬁnqmis&qamydmwam%lﬁm
qafis @ O 9 &t @ B wrm Ad P e gd 2 e F IR
ﬁfmmqmmil*{ﬂ'rf'mrmriﬁfiﬁmﬂﬁhﬁmﬁ%ﬁf&éaaﬁﬂﬂﬂgﬁ
S T ST 0 9 2T 100 & qon Rear e ¥, fred g @ @
it whim @ % w1 N wa @ w31 e i g 90
ﬁfﬁﬁif@ﬁﬁmﬁmmmm%_

DPS
NP X 100

KP =

Where KP = Cost of Preference Capital

DPS = Dividend per Share NP = Net Proceeds
atfaere 2is1 gofl & AT @ T fe Ter & g e w5 g 2o
Seeta Ltd. issued 1,000 - 10% Preference Shares of Rs. 100 Each Cost of
issue is Rs. 3 Per Shares. Calculate Cost of Preference Share Capital if these
Shares are issued. (i) at Per value (ii) at 5% Discount, and (iii) at 10%
Premuim Corporate tax rate is 50%
(i} Cost of Preference Share Capital if Shares are issud at Par Value.

KP (after tax) = % x 100
Here DPS =10% NP = Rs. 97

Putting these Values, We get
KP (after tax) = %x 100 = 10.309%
50 o0 g N s e e ¥ sad R P g @ s o s

KP (before tax) = KP (after tax) (1 _ tix rate)

| = 10.309 (ﬁ) =10.309 x 2
) 20.618%
KP (after tax) = 10.309%
KP (before tax) = 20.618%
- (i) Cost of Preference Share Capital if Shares are issued at 5% discount—

KP (after tax) = ﬁx 100

! 1,000

| =

92 = 10.869%

KP (before tax) = 10.869 (ﬁ)

= 10.869 x 2 = 21.738%
(iii) Cost of Preference Share Captial if Shares are issued at 10%

" Prémium.
10
KP (after tax) = 10+ 10-3% 100 = 9.346%
KP (before tax) = 9.346 (ﬁ) = 18.692%
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qr 2u g A gt g PR Al ad B au g u i A1l ) Ay
Y A 29 I:lq“ amid Wk ‘F‘h Al Al s i MBI A an) A
T T T D) ALY M B Yz ananbaa g O gy oy g
A s aeand) D1 g Gl A and o FE S R e Dl
gatn fa A 2w A gy wpa Rt Prafifaa @ .
(1) smein wif fafa- 58 i e arepa Bl N wed 8 ag gy

g e w amanfRa & R ara e Rialaar Rl s 8 olal N o) qugy
2 fafrafi v bl w @ @ arnt N qafia dar & e @ sy
srasa wrH A b o gaferd E otel A arma i R b REY W anaia a) oy
& A e A {higa R s g fgglsﬂ\itm RERURIRANTECRIEY

KE = 5 x 100

KE = Cost Equity Share Capital
DPS = Current Rate of dividend per share
MP = Market Price Per share

- wrvig Wity Rl & o Wnr ¥, e wpa Feafufa -

() gu Ry A wRRa ot % S A Ha ) ard and A e
@ Al ¥, T I Tl @ Sta W @ d I AT e
qGal k1

(i) g fafts el A ghy @ @ w2 R

(2) 3o wi Rfi- T guntt w e o Rift ol e X ae
0 e wr annfa ¥ R siel @ e e fabraifnn G & fabrm e
a1 wfafifire wra b1 guRed o fafte ¥ wR siar oweta o siar awim e A
e et T qwar i ol @) arra wra @ e ¥ Frafifaa ga ¥
a0 T fean wnaw B

Where

EPS
KE = mp ™ 100

Where KE = Cost of Equity Share Capital
EPS = Eaming per share MP = Market price per share
Hrmmd— wursta wifh fafu 2 Prafafiaa Qa3 05
() @l o awafrs ot & ufa o o aga O S %.‘, qalf
Frf A ) et o & wa A Rafta @ & fad i ad B i
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guad) frrvan o T R s ¥ .
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(1) aged nd wibt Bl s R wan Prdwe an ae e ¥y oy
otad A el et alde ane st an i sped ady a8 e Pran o
it 21 gals aan ot ol etima a qorn A B sisenfrar g faa
s sl g 1 A e dl g an wad anan sig GN A @ s w0
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1 - ti)DPS
Kr = %] Ztc) p 100
Where, kr = Cost of Retained eomings

li = Income tax rate ol individual share holder

te = Capital gain tax rate applicable to the individual share holder
Dps = Dividend Per share which wolud be distributed as an

allernative to retained enmings.

mp = Maiket price of a Share
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(3)é—ﬁmﬁwﬁﬁwwﬁa&qﬂ aigr 50.00.006
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(1) 39T & Tt & shad) sial &1 g7 160 w9 wfy s, Wrerw

ATE H e 80 T Wi aiy, VSl B gey 80 YA 4Ry S qUT
GRE I FOTTS & qe 120 T93 Wiy wores E

(2) w2 wfer sie1 e (EPS.) 20 B9d ¥

(3) & 50 wftrar H < A T gETR T

ST el e A sl B S A g S & R el gl @
WG S A1 36 Y S &0 o et ¥ :

' Weighted Average Cost of Capital
(Based on Market value and market vields)

|
|
|

Cost of Capital
(After tax)

Source of Capital Market Values| Wieghtas | Market Weighted
(Rupees in ed on yeilds cost

lakhs) mr's (Per cent) | (Percent)
Equity or Owned Capital 64 0.64 12.50 8.0
Preference Capital 16 016 | 1250 23
nds : 8 0.08 6.25 05
Convertible Debentures 12 12 . -5.00 .. - 06
1= 100 1.00 - 1
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(a) Price of each share at the end of the year

1
Po= 73RO +P)

Where P, = Market price per share at the beginning of the year.
K = Rate of capitalisation in the market,
D; = Amount of dividend at the end of year one.
P, = Market price of the share at the end of year one

1
Therelore, Po= 73k (D + P

100= 1710 +l.10 (5+P)
5+ P,)
(110-5)

Rs.105

—
8
"

o

e

‘ (b) Amount needed to be Procured by issue of additional shares.

AnPy = I-E - nD;
where, ~ = 4,00,000 -1,50,0C0 -50,0C0
) Rs. 2,00,000
An = Number of additional shares to be issued.
1 = Proposed New Investment
E = Eamings of the Firm
nD, = Dividend to be paid on existing shares
(c) Number of new Shares required to be issued
3,00,000 60,000

an=""105 = 21 shares'
(d) Value of the Firm
2 (n+an) Py -1-E
nPo = (1+K)
6
(10'1000 + —‘—02200)105— 4,00,000 - 1,50,000
= (1+ .10)
_ (2,210,000 + 60,000) 5- 4,00,000 - 1,50,000
- (1 +..10) ’
_13,50,000 -2,50,000 _ 11,00,000
- (1+.10) - (1+.10)
= Rs. 10,00,000.
(B) In case the management decides not to pay dividend :
(a) Price per Share at the end of the year
1
Po= 13K K(P1 + D))

_ P + Zero
100= 773770

: P,= Rs.110
(b) Amount needed to finance new project by issue of additional shares
AnP, = I-E-nD,
4,00,000 - 1,50,000 — Zero
= Rs. 2,50,000
(c) Number of new shares required to be issued
An = ——’—25101800 = _____25i(;00 shares

(d) Value of the Firm

(n+ An)Py-1-E
nP, = 1+ K ;

(1—0%9 N 3541%0—9) X110 - 4,00,000 - 150,000
= (1+ .10




B cora

(1,35,000 x 10) - 2,50,000

= (1+.10)

13,50,000 -2,50,000 _ 11,00,000
. 1+ .10) ~ (1+.10)
= Rs. 10,00,000.
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