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TEST -1
LEVERAGE AND COST OF CAPITAL
1.From the following information available for four companies: (i) EBIT; (ii) EPS; (iii) operating leverage; (iv) Financial leverage(16 MARKS)
	Particulars
	P
	Q
	R
	S

	Selling Price/ unit (Rs.)

Variable Cost Unit (Rs.)

Quantity                  (Nos.)

Fixed Costs             (Rs.)

Interest                   (Rs.)

Tax Rate                  (%)

No. of Equity Shares
	15

10

20,000

30,000

15,000

40

5,000
	20

15

25,000

40,000

25,000

40

9,000
	25

20

30,000

50,000

35,000

40

10,000
	30

25

40,000

60,000

40,000

40

12,000


2.    ILU Ltd. issued Rs. 10, 00,000, 10% Preference shares which are redeemable after 10 years.         Compute Kp in each of the following conditions:(2 MARKS)
(a) Preference Shares are issued at par and redeemable at par.

(b) Preference Shares are issued at par and redeemable at a premium of 10%.

(c) Preference Shares are issued at a discount of 10% and redeemable at par.

(d) Preference Shares are issued at a discount of 10% and redeemable at a premium of 10%.
3.You are given the following facts about a firm:(2 MARKS)
(i) Risk – free rate of return is 11%.

(ii) Beta co – efficient, ( of the firm is 1.25.

Compute the cost of equity capital using Capital Assets Pricing Model (CAPM) assuming a market return of 15% next year. What would be the cost of equity if ( rises to 1.75
4.Determine cost of capital using market value weights as well as book value weights using following data:

Book value of capital structure



Rs.

Debenture (Rs. 1000 each)




16, 00,000

Debenture (Rs. 10 each)




   4, 00,000

Equity share Capital (Shares of Rs. 100 each)


 20, 00,000
40, 00,000

Debentures carry 8% interest. Issued at par, Redeemable at par maturity period 20 years. Flotation cost 4%.

Preference Shares carry 10% dividend rate issue and redemption at par. Maturity period 15 years. Flotation cost 5%.

Equity dividend expected at the end of the year, i.e. 20 per share. Anticipated growth rate in dividends is 5%.

Corporate tax 55%.(5 MARKS)
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