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THEORETICAL PROBLEMS

#1.State whether each of the following statements is ‘True’ are ‘False’:

Operating risk is the risk associated with the normal day to day operating of the firm.

Business Risk is also called financial risk.

Preference dividing is ignored while computing DFL.

An entity having low DOL can have high DFL and follow the concept of treading on equity.

If there is a unique DOL, DFL, DCL for each volume of sales.

If the fixed costs are higher, the higher would be firm’s operating leverage in all circumstances.

If a firm obtains the fixed charges securities at a cost higher than the rate of return on the Company’s investments, EPS or ROE will fall and vice – versa.
#2.Define the meaning of leverage. Explain various types of leverages.

#3.Differentiate between Business risk and financial risk.

Or

Define business risk and financial risk. Differentiate between the business risk and financial risk of an entity. How are they measured by the leverages?



Or

“Operating leverage is determined by firm’s cost structure and financial leverage by the mix of debt and equity funds to finance the fixed assets. These two leverages when combined provide a risk profile of the firm”. Explain.

#4.Define operating leverage and financial leverage. Distinguish between operating leverage and financial leverage. How the two leverages be measured?

#5.What is meant by treading on equity? How does trading on equity relate to financial leverage? Can an entity having low DOL can have high DFL and follow the concept of trading on equity?

#6.What is meant by combined leverage? Examine its significance in financial planning of a firm.

#7.Discuss the impact of financial leverage on shareholders wealth by using return – on – assets (ROA) and return – on – equity (ROE) analysis framework.

#8.Which combination of the operating and financial leverages constitutes (i) risky situation and (ii) ideal situation?
#9.Discuss the relationship between the financial leverage and firms required rate of return to equity shareholders as per Modigliani and Miller Proposition II.
PRATICAL PROBLEMS

#1.The data relating the two Companies are as given below:
	
	GANESH  LTD.
	LAXMI  LTD

	Equity Capital
	Rs. 6,00,000
	Rs. 3,50,000

	12% Debentures
	Rs. 4,00,000
	Rs. 6,50,000

	Output (units) per annum
	60,000
	15,000

	Selling price/unit
	Rs. 30
	Rs. 250

	Fixed Costs per annum
	Rs. 7,00,000
	Rs. 14,00,000

	Variable Cost per unit
	Rs. 10
	Rs. 75


You are required to calculate the Opening leverage, financial leverage and combined leverage of two Companies.
#2.You are analyzing the beta for VISHNU Computers Ltd. And have divided the Company into four broad business groups, with market values and betas for each group.
	
	Market value of equity
	Unleveraged beta

	Main frames
	Rs. 100 billion
	1.10

	Personal Computers
	Rs. 100 billion
	1.50

	Software
	Rs. 50 billion
	2.00

	Printers
	Rs. 150 billion
	1.00


VISHNU  Computers Ltd. had Rs. 50 billion in debt outstanding.

Required:
Estimate the beta for VISHNU  Computers Ltd. as a Company. Is this beta going to be equal to the beta estimated by regressing past returns on VISHNU Computers stock against market index. Why or why not?
If the Treasury bond rate is 7.5%, estimate the cost of equity for VISHNU Computers Ltd. Estimate the cost of equity for each division. Which cost of equity would you use to value the printer division. Which cost of equity would you use to value the printer division? The average market risk premium is 8.5%.
#3.The following summarizes the percentage changes in operating income, percentage change in revenues, and betas for four pharmaceutical firms.
	
	Change in revenue
	Change in
operating income
	Beta

	JAISWAL  Ltd.
	27%
	25%
	1.00

	MISHRA Ltd. 
	25%
	32%
	1.15

	SHARMA Ltd. 
	23%
	36%
	1.30

	VYAS Ltd. 
	21%
	40%
	1.40


Required:
Calculate the degree of operating leverage for each of these firms. Comment also.
Use the operating leverage to explain why these firms have different beta.
#4.A company had the following Balance Sheet as on March 31, 2006:
	Liabilities & Equity
	Rs.
	Assets
	Rs.

	
	(in Crores)
	
	(in Crores)

	Equity Share Capital
	
	Fixed Assets (Net)
	25

	   ( Rs. 10 each)
	10
	Current Assets
	15

	Reserve and Surplus
	  2
	
	

	15% Debentures
	20
	
	

	Current Liabilities
	  8
	
	

	
	40
	
	40


The additional information given is as under

: 
Fixed Costs per annum (excluding interest)


: 
Rs. 8 crores
Variable operating costs ratio



: 
65%
Total Assets turnover ratio



: 
2.5
Income – tax rate




: 
40%
Required:
Calculate the following and comment:
Earnings per share,Operating Leverage,Financial Leverage,Combined Leverage.
#5.The following details of DNC  Limited for the year ended 31 March, 2006 are given below:
Operating leverage






1.4

Combined leverage





2.8

Fixed Cost (Excluding interest)



           Rs. 2.04 lakhs

Sales




                           Rs. 30.00 lakhs

12% Debentures of Rs. 100 each

                          Rs. 21.25 lakhs

Equity Share Capital of Rs. 10 each


        Rs. 17.00 lakhs

Income tax rate





30 percent 

Required:
Calculate Financial leverage
Calculate P/V ratio and Earning per Share (EPS)
If the company belongs to an industry, whose assets turnover is 1.5, dose it have a high or low assets leverage?

At what level of sales the Earning before Tax (EBT) of the company will be equal to zero?
#6.The following data related to CT Ltd.:
Rs.


Earning before interest and tax (EBIT)

10, 00,000


Fixed cost




20, 00,000


Earning Before Tax (EBT)


8, 00,000


Required: Calculate combined leverage



Calculate the level of earnings before interest and tax (EBIT) at which the EPS indifference point between the following financing alternatives will occur.
#7.Equity share capital of Rs. 6,00,000 and 12% debentures of Rs. 4,00,000
or

Equity share capital of Rs. 4, 00,000, 14 per cent preference share capital of Rs. 2,00,000 and 12 per cent debentures of Rs. 4,00,000.
Assume the corporate tax rate is 35 per cent and par value of equity shares is Rs. 10 in each case.
#8. SACHIN LTD. needs Rs. 31, 25,000 for the construction of new plant. The following three plans are feasible:
The Company may issue Rs. 3,12,500 equity shares at Rs. 10 per share.
The Company may issue 1, 56,250 ordinary equity shares at Rs. 10 per share and 15,625 debentures of Rs. 100 denomination bearing a 8% rate of interest.
The Company may issue 1, 56,250 equity shares at Rs. 10 per share and 15,625 preference shares at Rs. 100 per share bearing a 8% rate of dividend.
If the Company’s earnings before interest and taxes are Rs. 1, 25,000, Rs. 2, 50,000,

 Rs. 3, 75,000 and Rs. 6, 25,000, what are the earnings per share under each of three financial plans? Assume a corporate income – tax rate of 40%.
Which alternative would you recommend and why?
Determine the EBIT _ EPS indifference points by formulae between Financing Plan I and Plan II and Plan I and Plan III.
#9.A simplified income statement of RAKESH LTD. is given below:

Zenith Limited

Income Statement for the year ended 31st March 1998:

	Particulars
	Rs.

	Sales

Variable Cost

Fixed Cost

EBIT

Interest

Taxes (30%)

Net Income
	10, 50,000

7, 67,000

75,000

	
	2, 08,000

1, 10,000

29,400

	
	68,600


Calculate and interpret the following:

Degree of operating leverage;Degree of financial leverage;Degree of combined leverage.
#10.Calculate the Operating Leverage, Financial Leverage and the Combined Leverage for the following firms:

	
	SHRISHTI
	NEHA
	HEMADREE

	Output (units)
Fixed Cost (Rs.)

Units Variable Cost (Rs.)

Interest Expenses (Rs.)

Unit Selling Price (Rs.)
	3, 00,000

3, 50,000

1.00

25,000

3.00
	75,000

7, 00,000

7.50

40,000

25.00
	5, 00,000

75,000

0.10

Nil

0.50


#11.From the following information available for four companies: (i) EBIT; (ii) EPS; (iii) operating leverage; (iv) Financial leverage

	Particulars
	ADITYA
	YASHIKA
	NIDHI
	SHRADHA

	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


The balance sheet of well Established Company is as follows:

	Liabilities
	Rs.
	Assets
	Rs.

	Equity capital (Rs. 10 per share)

10% Long term debt

Retained Earnings

Current Liabilities
	60,000

80,000

20,000

40,000
	Net Fixed Assets

Current Assets
	1, 50,000

50,000



	
	2, 00,000
	
	2, 00,000


#12.The selected financial data for A, B and C for the year ended Dec., 1998 are as follows:

	
	SHYAM
	RITESH
	NAVIN

	Variable expenses as a % Sales

Interest

Degree of Operating leverage

Degree of Financial leverage

Income tax rate
	66.67

Rs. 200

 5 :1

3:1

50%
	75

Rs. 300

6 :1

4: 1

50%
	50

Rs. 1,000

2 :1

2 :1

50%


Prepare Income Statements for SHYAM, RITESH and NAVIN LTD.

#13.Calculate the operating leverage, financial leverage and combined leverage from the following data under Situation I and II and Financial Plan A and B:

	  Installed Capacity

  Actual Production 
  Selling Price

  Variable Cost

Fixed Cost:

  Under Situation I

  Under Situation II
	4, 000 units

75% of the capacity

Rs. 30 per unit

Rs. 15 per unit

Rs. 15,000 

Rs. 20,000

	Equity

Debt (Rte of Interest at 20%)
	Financial Plan

	
	A
	B

	
	Rs.

10,000

10,000

20,0000
	Rs.

15,000

5,000

20,000


#14.SACHIN LTD.had following Balance Sheet as on March 31, 2006:

	Liabilities and Equity
	Rs.

(in Crores)
	Assets
	Rs.

(in crores)

	Equity Share Capital (1 crore shares of Rs. 10 each)

Reserves and Surplus

15% Debentures

Current Liabilities
	10

2

20

8
	Fixed Assets (Net)

Current Assets


	25

15



	
	40
	
	40


The additional information given as under:

	Fixed Costs per annum (excluding interest)               :

Variable operating costs ratio                                   :

Total Assets turnover ratio                                       :

Income – tax rate                                                    :
	Rs. 8 crores

65%

2.5

40%


Calculate the following and comment:Earnings per share,Operating Leverage,Financial Leverage,Combined Leverage.

#15.The data relating to two Companies are as given below:

	
	HARSH LTD.
	SHYAM LTD.

	Equity Capital

12% Debentures

Output (units) per annum

Selling price /unit

Fixed Costs per annum

Variable Cost per unit
	Rs. 6, 00,000

Rs, 4, 00,000

60,000

Rs. 30

Rs. 7, 00,000

Rs. 10
	Rs. 3, 50,000

Rs. 6, 50,000

15,000

Rs. 250

Rs.  14, 00,000

Rs. 75


You are required to calculate the Operating leverage, financial leverage and combined leverage of two companies.

#16. HEMADREE Ltd. has its assets turnover ratio equal to 1. Its variable cost ratio is 60% of sales. Considered the following three different capital structures and calculate the operating and financial leverages for the three different fixed costs:-

Rs. 2,000Rs. 3, 000 Rs. 4, 000

	
	A
	B
	C 

	Equity
	30,000
	20,000
	10,000

	10% Debt
	10,000
	20,000
	30,000


Which combination has the highest & lowest DCL?

#17.Capital structure & extracts of Income Statement are as follows:

	
	SHRISTI  Ltd.
	HEMADREE Ltd.

	Equity share capital of Rs. 10 each

12% Debentures

Net Capital employed

Earnings before interest and taxes (EBIT)

LESS: Debenture interest

Profit before tax (PBT)

LESS: Tax @ 35%

Profit after tax (PAT)

Number of shares
	16, 00,000

1, 00,000

17, 00,000

5, 10,000

12, 000

4, 98,000

1, 74,300

3, 23,700

1, 60,000
	6, 00,000

11, 00,000

17, 00,000

5, 10,000

1, 32,000

3, 78,000

1, 32,000

2, 45,000

60,000


Show the impact of Trading on Equity by comparing EPS & DFL of the two companies.

Show the effect of Trading on equity on ROE of an entity from the following information:-

Rs. in 000’s

Total Assets



1,000




Debt Equity Ratio

Case 1




0:1

Case 2




1:4

Case 3




2:3


Tax rate – 35%, Rate of Interest – 15%, Return on Investment – 30%.

NEHA  Limited has an average cost of debt at 10% and tax rate is 40%. The Financial leverage ratio for the company is 0.60. Calculate Return on Equity (ROE) if its Return on Investment (ROI) is 20%.

MISHRA LTD. whose annual sales turnover is Rs. 1 lakh, works on a contribution of 60%. The fixed operating costs amount to Rs. 30,000/-. The amount of interest on long – term debt is Rs. 10,000

You are required to calculate the combined leverage and illustrate its impact if sales increase by 5%.

Consider the following information for Omega Ltd.:

	EBIT (Earnings before Interest and Tax):

Earnings before Tax (EBT):

Fixed Operating costs:
	Rs. in Lakhs

	
	15,750

7,000

1,575


Required: Calculate percentage change in earnings per share, if sales increase by 5%.

 ANKIT Ltd. has the following balance sheet and income statement information:

Balance Sheet as on March 31st
	Liabilities
	(Rs.)
	Assets
	(Rs.)

	Equity capital (Rs. 10 per share)

10% Debt

Retained earnings

Current liabilities
	8, 00,000

6, 00,000

3, 50,000

1, 50,000
	Net fixed assets

Current assets
	10, 00,000

9, 00,000



	
	19, 00,000
	
	19, 00,000


Income Statement for the year ending March 31

	
	(Rs.)

	Sales

Operating expenses (including Rs. 60,000 depreciation)

EBIT

Less; Interest

Earnings before tax

Less: Taxes

Net Earnings (EAT)
	3, 40,000

(1, 20,000)

	
	2, 20,000

(60,000)

	
	1, 60,000

(56,000)

	
	1, 04,000


Determine the degree of operating, financial and combined leverages at the current sales level, if all operating expenses, other than depreciation, are variable costs.

If total assets remain at the same level, but sales (i) increase by 20% and (ii) decrease by 20%, what will be the earnings per share at the new sales level?

NEHA Ltd. has the following balance sheet and income statement information:

Balance Sheet as on March 31st
	Liabilities
	(Rs.)
	Assets
	(Rs.)

	Equity capital (Rs. 10 per share)

10% Deb

Retained earnings

Current liabilities
	8, 00,000

6, 00,000

3, 50,000

1, 50,000
	Net fixed assets

Current asset
	10, 00,000

9, 00,000



	
	19, 00,000
	
	19, 00,000


Income Statement for the year ending March 31

	Sales

Operating expenses (including Rs. 60,000 depreciation)

EBIT

Less: Interest

Earnings before tax

Less: Taxes

Net Earnings (EAT)
	(Rs)

3, 40,000

1, 20,000

	
	2, 20,000

60,000

	
	1, 60,000

56,000

	
	1, 04,000


Determine the degree of operating, financial and combined leverages at the current sales level, if all operating expenses, other than depreciation, are variable costs.

If total assets remain at the same level, but sales (i) increase by 20% and (ii) decrease by 20%, what will be the earnings per share at the new sales level?

The capital structure of the Progressive Corporation consists of an ordinary share capital of Rs. 10, 000,000 (shares of Rs. 100 par value) and Rs. 10, 00,000 of 10% debentures. Sales increased by 20% from 1, 00,000 units to 1, 20,000 units, the selling price is Rs. 10 per unit; variable cost amount to Rs. 6 per unit and fixed expenses amount to Rs. 2, 00,000. The income tax rate is assumed to be 50%.

You are required to calculate the following:

The percentage increase in earnings per share;

The degree of financial leverage at 1, 00,000 units to 1, 20,000 units.

The degree of operating leverage at 1, 00,000 units and 1, 20,000 units.

Comment on the behavior of operating and financial leverages in relation to increase in production from 1, 00,000 units to 1, 20,000 units.

The following details of IB Limited for the year ended 31st March, 2006 are given below:

	Operating leverage

Combined leverage

Fixed Cost (Excluding interest)

Sales

12% Debentures of Rs. 100 each

Equity Share Capital of Rs.10 each

Income tax rate
	1.4

2.8

Rs. 2.04 lakhs

Rs. 30.00 lakhs

Rs. 21.25 lakhs

Rs. 17.00 lakhs

30%


Required:

Calculate Financial leverage

Calculate P/V ratio and Earning per Share (EPS)

If the company belongs to an industry, whose assets turnover is 1.5; does it have high or low assets leverages?

At what level of sales the Earning before Tax (EBT) of the company will be equal to zero?

The following summarizes the percentage changes in operating income, percentage changes in revenues, and betas for four pharmaceutical firms.

	Firm
	Change in revenue
	Change in operating income
	Beta

	PQR Ltd.

RST Ltd.

TUV Ltd.

WXY Ltd.
	27%

25%

23%

21%
	25%

32%

36%

40%
	1.00

1.15

1.30

1.40


Required:

(i) Calculate the degree of operating leverage foe each of these firms. Comments also.

(ii) Use the operating leverage to explain why these firms have different beta.

The following information is available in respect of two firms, KANYA Ltd. and VISHKANYA Ltd.: (Figures in Rs. lacs)

	
	KANYA Ltd.
	VISHKANYA Ltd.

	Sales

- variable cost

  Contribution

- Fixed Cost

EBIT

- interest 

Profit before tax
	500

200

300

150

150

  50

100
	1000

300

700

400

300

100

200


You are required to calculate different leverages for both the firms and also comment on their relative risk position.

Majnu Ltd. sells its product @ Rs. 1,000 per unit. The variable cost of production is Rs. 600 per unit. The firm has a fixed cost of Rs. 50, 00,000.

Compute the operating BEP.

Compute DOL, assuming that the sales of Majnu Ltd. is

12,500 units15,000 units20,000 units25,000 units40,000 units

Romeo Ltd. sells its product @ Rs. 10 per unit. The variable cost of production is Rs. 4 per unit. The firm has a fixed cost of Rs. 4, 00,000. The Company has 10% Bonds of Rs. 20, 00,000.

Compute the Financial BEP.

Compute DFL, assuming that the sales of Romeo Ltd. is

1, 00,000 units1,50,000 units2,00,000 units2,50,000 units4,00,000 units

SUDHIR LTD. has estimated that for a new product, its operating break – even point is 2,000 units, if the item is sold for Rs. 14 per unit. The cost accounting department has currently identified variable cost odd Rs. 9 per unit. Calculate the operating leverage for sales volume of Rs. 2, 500 units and 3, 000 units. What do you infer from the operating leverage of the sales volumes of 2, 500 units and 3, 000 units and their difference, if any?

The balance sheet of Alpha Numeric Company is given below:

	Liabilities
	Rs.
	Assets
	Rs.

	Equity capital (Rs. 10 per share)

10% long term debt

Retained earnings

Current Liabilities
	90,000

1, 20,000

30,000

60,000
	Net fixed assets

Current assets
	2, 25,000

75,000



	
	3, 00,000
	
	3, 00,000


The company’s total assets turnover ratio is 3, its fixed operating cost is Rs. 1, 50,000 and its variable operating cost ratio is 50%. The income – tax is 50%.

You are required to:

Calculate the different type of leverages for the company.

Determine the likely of EBIT if EPS is:

Re. 1.Re. 2.Re. 0.

Calculate the Degree of Operating Leverage, Degree of Financial Leverage FOR SUDHIR LTD. from the following data:

	Sales

Debt/Equity

P/V ratio

Interest rate

Operating profit

Capital Turnover ratio
	Rs. 1, 00,00,000

3/1

50%

12%

Rs. 20,00,000

0.8 times


From the following, prepare Income Statements of Firms A, B and C.

	
	Firm A
	Firm B
	Firm C

	Financial Leverage

Interest

Operating Leverage

Variable cost as a % of sales

Income tax rate
	3:1

Rs. 200

4:1

66.67%

45%
	4:1

Rs. 300

5:1

75%

45%
	2:1

Rs. 1, 000

3:1

50%

45%


XYZ and Co. has three financial plans before it, Plan I, Plan II, Plan III, Calculate operating and financial leverage for the firm on the basis of the following information and also find out the highest and lowest value of combined leverage.

	Production 
	800 units

	Selling Price per unit
	Rs. 15

	Variable cost per unit
	Rs 10

	Fixed cost:
	Situation A
	Rs. 1, 000

	
	Situation B
	Rs. 2, 000

	
	Situation C
	Rs. 3, 000

	Capital Structure
	Plan II
	Plan II
	Plan III

	Equity capital 
	Rs. 5, 000
	Rs. 7, 500
	Rs. 2, 500

	12% Debt
	5, 000
	2, 500
	7, 500


MANJARI Ltd. had the following Balance Sheet for the year ended 31st December, 1997:

Balance Sheet

	Liabilities
	Rs. in Lakhs
	Assets
	Rs. in Lakhs

	Equity Capital

           (One lakh shares of Rs. 10 each) 

Reserve and Surplus

15% Debentures

Current Liabilities
	10

2

20

8

40
	Fixed Assets (net)

Current Assets
	25

15

40


Additional information given:

Fixed costs per annum (excluding interest)
Rs. 8 lakh    Variable Operating Cost Ratio 80%  Total Asset Turnover
3

Income – tax 50% 
Required:Earnings per share 
(ii) Operating Leverage
(iii) Financial Leverage
(iv) Combined Leverage
(v) Current Ratio.

The following figures are available for CHATURVEDI TUTORIALS LTD.
Net Sales


Rs. 15 crores

EBIT as percentage of Net Sales
          12%

Capital employed: (a) Equity Rs. 5 crores; (b) Preference Shares of Rs. 1 crore bearing 13% Rate of Dividend; (c) Debt @ 15% Rs. 3 crores.

Given that its Combined Leverage = 3

The application Income Tax is to be taken as 40%.

You are required to calculate: (i) The return on Equity of the company; and (ii) the financial Leverage of the company 

(iii) the Operating Leverage of the company.

The following data relate of Company MAHESH Ltd.:

Sales





Rs. 2, 00,000

Less: variable expenses (30%)


           60,000

Contribution




      1, 40,000

Fixed operating expenses



      1, 00,000

EBIT





           40,000

Less: Interest




             5,000

Taxable income




          35,000

Using the concept of combined leverage, by what percentage will taxable income & hence EPS increase if sales increase by 6%.

Using the concept of operating leverage, by what percentage will EBIT increase if there is a 10% increase in sale?

J Ltd., KLtd., and N Ltd. give the following information relating to the accounts year 1.1.2000 to 31.12.2000

(Rs. in lakhs)

	
	J  Ltd.
	K Ltd.
	N Ltd.

	Net Assets

Less; Short term loan, current liabilities and provisions

Long Term Capital Employed Consisting of:

Equity Share capital

10% Long Term Loan

Earnings Before Interest on Long & Tax
	12

(2)

10

4

6

1.5
	12

(2)

10

5

5

1.5
	12

(2)

10

7.5

2.5

1.5

	Tax rate is 50%. Find out leverage effect.


A firm has sales of Rs. 75, 00,000, variable cost of Rs. 42, 00,000 and fixed cost of Rs. 6, 00,000. It has a debt of Rs. 45, 00,000 at 9% and equity of Rs. 55, 00,000.

What is the firm’s R.O.I.?

Does it have favorable financial leverage?

What are the operating, financial, and combined leverage of the firm?

If the sales drop to Rs. 50, 00,000, what will be the new E.B.I.T?

The following is the income statement of LATIKA  Ltd. for the year 1998:

	Sales

- Variable

- Fixed cost

EBIT

- Interest

Profit before tax

- Tax at 40%

Profit after tax

- Preference dividend

Profit for equity share holder
	Rs. 50 lacs

      10 lacs

     20 lacs

     20 lacs

       5 lacs

     15 lacs

       6 lacs

       9 lacs

       1 lac

       8 lacs


The company has 4 lacs equity shares issued to the shareholder. Find out the degree of (i) Operating leverage, (ii) Financial leverage, and (iii) Combined leverage. (iv) What would be the EPS if the sales level increases by 10% and the EPS if the sales level decreases by 20%.

BHARAT  Industries Ltd. A well established firm in plastics is considering the purchase of one of the two manufacturing companies. The financial manager of the company has developed the following information about the two companies. Both companies have total assets of Rs. 15, 00,000.

	
	DIPIKA Ltd.
	SONICA Ltd.

	Sales Revenue

Less: cost of goods sold

          Selling expenses

          Administration expenses

          Depreciation 

EBIT

Cost break – ups

Cost of good sold : Variable costs 

                                  Fixed costs
	30, 00,000

22, 50,000

2, 40,000

90,000

1, 20,000

3, 00,000

9, 00,000

13, 50,000
	30, 00,000

22, 50,000

2, 40,000

1, 50,000

90,000

2, 70,000

18, 00,000

4, 50,000

	Total 
	22, 50,000
	22, 50,000


Prepare operating statements for both the companies, assuming that sales increase by 20%. The total fixed costs are likely to remain unchanged and the variable costs are a liner function of sales. Presume that 62.5% of selling expenses of both companies varies with sales and the remaining remains fixed.

Calculate the degree of operating leverage at current level of sales.

If BHARAT  Industries Ltd. wishes to buy a company which has a lower degree of business risk, which company would be purchased by it?

Use the following data and solve the problem:

	Total Sales

Selling Price

Fixed Cost

Variable Cost

Debt

Equity

Face value of each share

Tax rate
	150000 Units

Rs. 25

Rs. 280000

Rs. 20

Rs. 1000000 @ 11% interest rate

Rs. 2000000 

Rs. 10.

45%


How much the company’ s sale have to come down so that the earnings before taxes is equal to zero?

If EBIT doubles, what will be the new level of EBT?

What are the operating and combined leverages?

If the Assets turnover of the industry is 0.75, does the firm have a high or low degree of asset turnover?

The following data are available for the RITESHLtd. and NAVIN Ltd: -

	
	RITESH Ltd.
	NAVIN Ltd.

	Sales Volume

Selling price per unit of output

Variable cost per unit of output

Fixed operating cost per unit of output

Equity 

Preference Shares

Debt

Interest rate on debt

Dividend rate on Preference Share

Tax rate
	10, 000 units

Rs. 200

Rs. 120

Rs. 60

Rs. 3, 00,000

Rs. 1,00,000

Rs. 6, 00,000

16.25%

13%

60%
	10, 000 units

Rs. 200

Rs. 150

Rs. 30

Rs. 6, 00,000

-

Rs. 4, 00,000

15%

-

605


Required: - 

Calculate the ROE, DOL, DFL, DCL, Operating Break Even Point, Financial Break Even Point and Overall Break Even Point for each company.

As a financial analyst which of the two companies would you describes as more risky? Give reasons.

The following information is available for CHATURVEDI  Ltd.

	                 PBDIT

                 Depreciation

                 Effective tax rate

                 EPS

                 Book value

                 Number of outstanding shares

                 D/E ratio
Find: - Degree of financial leverage FinancialBreakeven point.
	Rs. 830 Cr.

Rs. 6 Cr.

30%

Rs. 4

Rs. 30 per share

33 Cr.

1.5 : 1




The share capital of ADITYA Ltd. is Rs. 16, 00, 00,00 with shares of face value of Rs. 10. It has a debt capital of RS. 500000 at 12% interest rate. The sales of the firm are 2, 50,000 units p.a. at a selling price of Rs. 6 p.u. and the variable cost p.u. is Rs. 3. The fixed cost amount to Rs. 1, 00,000 and the company pays tax @ 50%. If the sales increases by 20%. Calculate: -

Percentage increases in EPS. Degree of Operating Leverage at the two levels.Degree of Financial Leverage at the two levels.

The following summarizes the percentage change in E.P.S, percentage change in revenues, & betas for companies in automobiles business

	Name of companies
	Change in Revenue
	Change in EPS
	Beta

	SHYAM LTD.
MAHESH LTD.
	10%

20%


	50%

80%


	1.40

1.27


Calculate the Degree of Combined Leverage for each of these companies

If the Degree of operating leverage of these companies is 2.5, 2 resp. for SHYAM LTD., MAHESH LTD.. Compute Degree of financial Leverage.

CHATURVEDI TUTORIALS             DUSHYANT CHATURVEDI
XI/XII/B.COM/CS/ICWA/MBA/CPT(MATH/STATS)* 98315-34565 *B.COM/CS/ICWA/PCC/MBA(COST/FM)


