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1. Attempt any 3 questions. Do not write anything on the question paper. 
EXCEPT the initials mentioned above. 
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Q1 The Company has a target capital structure of 40% debt and 60% common equity, with 

no preferred stock. It’s before tax cost of debt is 12% and its marginal tax rate is 40%. 
The current stock price is Rs.22.50. The last dividend was Rs.2.00 and it is expected to 
grow at 7% constant rate. What is its cost of common equity and it’s WACC? 

 
Q2 a) Primrose corporation has Rs.15 million of sales, Rs.2 million of inventories, Rs.3 million of 

receivables and Rs.1 million of payables. Its cost of goods sold is 80% of sales and it 
finances working capital with bank loan at interest rate of 8%. What is the cash conversion 
cycle? 

Q2 b) From the given information, calculate the value of sales. Current ratio 2, Quick ratio 1.4, 
Current liabilities Rs.100, 000, Inventory turnover 6x and Gross profit margin 0.2 

 
Q3 Find the Expected return, standard deviation and coefficient of variation from the following 
 data. 
 

Probability 20% 30% 30% 20% 

Rate of return –24% 0% 5% 25% 

 
Q.4 The Company is considering purchase of machinery and its after–tax cash flows are given 

below: 
 

Year 0 1 2 3 4 

Cash flows $ (15,800) 6000 5000 4000 2000 

 
Required: 

 If the cost of capital is 10% what is the payback period, discounted payback period, NPV, 
IRR and MIRR. 

 
END OF SUBJECTIVE PAPER 


