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A Company Manufactures industrig] tools. The fbllowing information ig
| available.
Sales = 330,00,000

Variable Cost = 609, of Sales

] Fixed Operating Cost = 36,00,000
B hterecrt 32,00,000

complete working, (4 Marks)

b) Comment on the firm's busine

Ss risk and financial risk based op your
analysis. (4 Marks) -
M
alternatiyes:

a

gh equity (5,00,000 shares)

Plan B: ¥50,00,000 through 129, debentures

72, Tax rate = 409,

b) If expected EBIT is %20,00,000, which

Plan should be chosen? Justify
logically. (4 Marks)

Two mutually exclusive projects require 34,00,000 each.

Project A: Generates 31,50,000 annually for 4 years

Project B: Generates 380,000, ‘\’1,201000' 31,80,000, 32,00,000
r :

Cost of capital = 10%

PVIFA (10%, 4 years) = 3.170

) Evaluate both projects using Npy. (6 Mﬂi’/\_f
a
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[B) IF Payback method gives 3 diffecss By R £ %

(4 Marks)

Afirm is evaluating replacement of an old maghine: .

New machine cost = %5,00,000

Annual Sales = 34,00,000

Annual Cash Expenses = 22,20,000
Depreciation = 350,000

10T 4 |3
Tax rate = 309

Old machine has no resale value,

a) Compute the annual incrementa] after-tax operating cash flow, (6 Marks)

b) Explain how depreciation affects project cash flows even though it is not a
cash expense. (4 Marks)

A manufacturing firm provides the following data:

Annual Production = 60,000 units

4_Cosggg§gﬁg (exc,l,udi‘n,g gegrgciatigrl)ﬂii_ZQOi ey U T
Raw material holding = 2 manths . '

WIP holding = 1 month

Finished goods holding = 1 month

Debtors collection period = 2 months

' 10 |5-|4
Creditors payment period = 1 month _
Minimum Cash = %2,00,000

Production is uniform throughout the year.

a) Estimate the Net Working Capital Requirement using cost-based approach.
(6 Marks)

profitability will change. (4 Marks)

b) If the firm adopts an aggressive financing approach, explain how risk and
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