2081 Model Set Solution BBS 2" Year Finance

(\8/ City bank has just issued 10 percent coupon bonds on the market w1th 15
years to maturity. Bonds have par value Rs. 1000. The bonds make annual
payment and currently sell for Rs. 900. What is the current yield?
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9. A firm has DOL of 1.2 times and DFL of 2.5 times. What is its degree of

total leverage? If sales increases by 10 percent, by what percent net
_income will increase? Te.0 S
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. Bagmati Noodles Company's inventor; c\;rrwersion period is 25 days, and
an ave;iﬂge collection period is 50 days. Account payable is paid

A
approximately 35 days after they arise. Calculate the firm's operatmg
cycle and'cash conversion cycle. . ;
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Mc management of Mountain Resort Pvt. Ltd. decided to buy a printer
taking a loan of Rs. 100,000 for 3 years from City bank. The loan bears
and annual interest of 10 percent and calls for equal annual instalment
Payments at the end of each of the 3 years.

a. Calculate amount of annual payment.
b. Prepare loan amortization schedule.
C. Write the equation to calculate the monthly equal instalments.
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14. Mega Company recently paid a dividend. Dy, of Rs. 40. The dividend is expected
to grow at the rate of 10 percent per year for the next 3 years. There after dividend
is expected to grow at a constant rate of 8 percent per year forever. The firm's cost

\ &~ What is the stock's intrinsic value today, Pq?
\_b~”Calculate dividend yield and capital gain yield for the first year.
T ‘ [7+3]
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15. Lu:;::i Hotel has the following capital structure, which it considers to be C-)f' ’7 } f—wjpwﬂc” 5}“(‘ ' 5
g/bp . . .
| Debt 40% j Z C‘Jf 5) = ©
Preferred stock 10 7.

Common equity iﬁ;é wey%} g (}mmm C’/%

Lumbini's current dividend per share is Rs 30. Investors expect future - o056
earnings and dividends to grow at a constant rate of § percent per year C b e ) -

forever. The company’s stock currently sells for Rs 300 per share, New

common stock can be sold for Rs 250 per share. Preferred stock can be

sold with a dividend of Rs 12 to the public at a price of Rs 92 per share.
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N Calculate the cogt of debt, cost preferred stock, cost of internal and

external equity, .
Calculate the weighted average cost of capital (WACC) assuming equity S
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(b) §d{ara Compaﬂy has the following shareholder's equity account:

/" Common stock (100,000) Share @ Rs. 100 10,000,000
Additional paid -in capital 5,000,000
Retained earnings 15,000,000

/ Shareholders' equity : 30,000,000

The current market price of the stock is Rs. 300 per share. What will
happen to this account and to number of shares outstanding if

company pays a 20 percent stock dividend? What would be new
™\ selling price of common stock after the 20 percent stock dividend? [5]
' il Mba

n
— 55\ -
S\/\O“e ¢

Guven,
Cuw@q\ ~ode & ¢ e cls Qﬂps) = woses §

T e

o X 207

Nb. shote = 1ees
&0050 S\'\c"‘ﬁ

o-0© s O
Woe€ B~ 309 7 e 6 0;60’ \ ) z 2000
20,67°° o el (‘“’}‘WDX
60}00}0@
R j uu‘cl ™ Co ;H
pAd: T § f . qooo/oc_o

s~
\5 06,0005 ¢ 60°
/

= B 90000°

FA’MEI\E’ L Teamng =

Pﬁ' Ne [ ne [xccou‘\kV Sdﬂe‘i“\e



shocl | Qoo Slwwe B V0o
N‘-@o | ’])r_)_o/oojo o 0O
Addck d

hod  pid el g o0 Q&2
erl(meg /m“""\? | J 0002

[ —
3,0000° 7

febd sheda\dee T

Cs\” Jb ﬂ@ /%\ff’ A% ][u 90/, A<k oividend



Creg =

—

18. /Consider the probability distribution of alternative rates of return associated with *
Stock A and Stock B given in the following table. :

State of Probability Stock A Stock B
economy
" 03 0% 35%
- 0.4 10 15
3 0.3 20 5
a. Calculate the expected return and standard deviation of St{ock A and
Stock B.
b. What are the covariance and correlation coefficient between Stock A and
Stock B? : '

c. If you form a portfolio of Stock A and Stock B comprising 70 percent

wealth in Stock A and the rest in Stock B, calculate the risk and r:“nfn
ygim portfolio. Also interpret the results. [5+4+6]
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19. Xou are a financial analyst for the Gaurishanker Herbal Company. The
director of capital budgeting has asked you to analyze two proposed
capital investments: Project X and Project Y. These projects are
ects. Each project has a cost of Rs 100,000 and the cost

independent proj
ﬂafor ea:_:ij project is 10 percent. The expected net cash flows are
as follows: .
Year Expected Net Cash Flows
Project X Project Y
0 (Rs 100,000) (Rs 100,000)
1 40,000 50,000
2 { 40,000 {so,ooo
3 40,000 40,000
4. 40,000 18,000

a_#4lculate PBP of each project. If firm has set a maximum payback
; period of three years, suggest as to which project's should be

accepted?
\}/ alculate net present value (NPV) of each project. Which project's
should be accepted? TagE ey

alculate the internal rates of return (IRR) of each project's. Evaluate
the project on the basis of IRR. ( 9 9,963, , 28:9%% 4
& MWhich method of evaluating the project is superior? Why? [3+5+5+2]
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18. /Consider the probability distribution of alternative rates of return associated with
Stock A and Stock B given in the following table. Frimle VR
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