


                                                                            PPSAS105
Business Finance
                                                                                                               		  Time: 2 hours 
Total Marks: 60  
Note: 
1. The candidate has option to either attempt question 4A or question 4B. Rest all questions are mandatory.
2. Numbers to the right indicate full marks.
3. The candidates will be provided with the formula sheet and graph papers (if required) for the examination.
4. The candidates should only write the option alphabet for answers in case of the MCQ based questions.
5. Use of approved scientific calculator is allowed.

Q1. Multiple choice Questions (1.5 marks each)                                                  15 Marks
1. Goodwill is classified as _________
A. Intangible asset
B. Tangible asset
C. Intangible or tangible asset depends on nature of entity
D. None of the above

2. Cost of capital may be defined as:
A. Weighted Average cost of all debts
B. Rate of Return expected by Equity Shareholders
C. Average IRR of the Projects of the firm
D. Minimum Rate of Return that the firm should earn

3. On 01-Apr-2021, a company has issued 5% debenture of Rs. 100 each, with specific secured assets mentioned in the legal documentation. The debenture will be redeemed after 5 years. Select the type of debenture issued by company:
A. Floating charge debenture	
B. Convertible debenture
C. Mortgage debenture (fixed charge)
D. None of the above

4. Initial Investment in a project is Rs. 300 lakhs and Net Present Value is Rs. 75 lakhs considering 15% p.a. IRR. Amount of onetime inflow at end of year 1 will be:
A. Rs. 225.00 lakhs
B. Rs. 326.09 lakhs
C. Rs. 431.25 lakhs
D. Rs. 375.00 lakhs
5. Which of the following is the component of Statement of Profit & Loss account?
A. Asset
B. Equity
C. Liabilities
D. Income

6.  Number of years forecasted to recover an original investment is classified as:
A. forecasted period
B. payback period
C. original period
D. investment period


7. A businessman purchased goods for Rs. 25,00,000 and sold 80% of such goods during the accounting year ended 31st March 2022. The market value of the remaining goods was Rs. 4,00,000. He valued the closing Inventory at cost. Which of the following concept he violated?
A. Materiality concept  
B. Cost concept
C. Prudence concept
D. Realization concept


8. Share premium account reflects the difference between
A. the market price and the issue price of the share
B. the nominal value and the issue price of the share
C. the market price and purchase price of the share
D. the market price and the nominal value of the share 

	
9. A Zero-Coupon bond
A. Does not earn interest on the money invested
B. Is issued at a discount and redeemed at par
C. Earns interest at regular intervals
D. None of the above 





10. Obsolescence of a depreciable asset may be caused by___
I Technological changes
II Improvement in production method
III Change in market demand for the product or service output
IV Legal or other restrictions
	
A. Only (I) above
B. Both (I) and (II) above
C. Only (I) (II) (III)
D. All (I), (II), (III) and (IV) above

Q2. 
A. A newly formed country is debating whether it should mandate compliance with the International Accounting Standards i.e. IFRS. As a reputed member of the accounting profession in a neighbouring country, you have been asked for your advice to explain key accounting concepts of. Going Concern, Accrual, Prudence, Matching Concept with examples   									       5 Marks
                                                                                                                             
B. Jain Bros. acquired a machine on 1st July 2020 at a cost of Rs. 14,00,000 and spent Rs. 1,00,000 on its installation.
The books are closed on 31st December every year. 
 i) You are required to show the depreciation chart as per reducing balance
     method for the year 2020 and 2021. The firm writes off depreciation at 
     10% p.a. every year.                                                                                                         3 Marks

 ii) You are required to show the depreciation chart as per Straight line method for the year 2020 and 2021, considering this Asset have useful life of 10 years.     		      2 Marks                                                              
C. 
i) Who are they key stakeholders of the financial statements.                                  2 Marks

ii) Calculate the missing amount for the following:      				      3 Marks

	S.N.
	Assets
	Liabilities
	Capital

	A
	15,00,000
	2,50,000
	?

	B
	?
	1,50,000
	75,000

	C
	14,50,000
	?
	13,75,000





Q3.
A. 
	 Following information are available for Navya Ltd. For the financial year 2021-22: 

	 Navya Ltd.
Balance Sheet as at 31.3.2022 

	Liabilities
	 Amount 
	 Assets 
	 Amount 

	Equity Share Capital
	48,00,000
	Fixed Assets
	24,20,000

	10% Debentures
	9,20,000
	Cash
	8,80,000

	Sundry Creditors
	6,60,000
	Sundry debtors
	11,00,000

	Bills Payable
	8,80,000
	Stock
	33,00,000

	Other current Liabilities
	4,40,000
	 
	-

	Total
	77,00,000
	 Total 
	77,00,000

	

	
	
	

	 Statement of Profitability
For the year ending 31.3.2022 

	 Particulars 
	Amount
	Amount

	 Sales 
	
	     1,10,00,000 

	 Less: Cost of goods sold: 
	
	 

	 Material 
	41,80,000
	 

	 Wages 
	26,40,000
	 

	 Factory Overhead 
	12,98,000
	         81,18,000 

	 Gross Profit 
	
	         28,82,000 

	 Less: Selling and Distribution Cost 
	11,00,000
	 

	 Administrative Cost 
	12,28,000
	         23,28,000 

	 Earnings before Interest and Taxes 
	 
	           5,54,000 

	 Less: Interest Charges 
	 
	               92,000 

	 Earning before Tax 
	 
	           4,62,000 

	 Less: Taxes @ 50% 
	 
	           2,31,000 

	 Net Profit (PAT) 
	 
	           2,31,000 



You are required to calculate:		
 (i) Current Ratio 			                                                                                      1 Marks
 (ii) Quick ratio 			                                                                                      1 Marks
 (iii) Return on capital employed 			                                                           1 Marks 
 (iv) Profit margin Ratio (or return on sales ratio) 			                                1 Marks
 (v) Asset utilisation ratio 			                                                                        1 Marks








    
B. As an Financial Analyst of the company you are asked to compute following:                                                                                                                

a) If the risk-free rate of return is 7% and the equity risk premium is 5% what is the cost of equity for a company with Beta (ungeared) of 1.5?     			     2 Marks
b) The total market capitalisation of a company is 120m whose debt has a market value of 60m. The tax rate is 25%. Determine the geared beta of the company. 	    2 Marks
c) Determine the cost of equity of the company. 				    1 Marks

C. What type of long-term financial instrument would you recommend to the following investors:                           							                 5 Marks
i) Madhuri Sharma who is her early 40s has a huge sum of money given to her by her millionaire husband Ashneer and no financial obligations. She is an optimist who enjoys playing Teen Patti and Fantasy Cricket league with other society ladies even though she sometime loses.
ii) Namita who is in her mid-30s who has inherited a decent fortune from a distant relative. She is a school teacher and currently paying off a debt. She would like to use this money to build a college fund for her five-year-old son.

[bookmark: _GoBack]Give reasons in support of your suggestions and also mention the main features of the investments suggested





















Q4. A                                                                                                                                          15 Marks
The following information has been extracted from the Financial Books of Gupta & Associates:
Trial Balance as at 31st March 2022-                                                                                                                    
	
	RUPEES(‘000)
	RUPEES(‘000)

	Salaries
	112
	

	Rent & Rates
	100
	

	Share Premium
	
	180

	Share capital
	
	700

	Sales
	
	1175

	Administrative Expenses
	45
	

	Raw Material Purchased
	502
	

	Opening Stock
	6
	

	Bank
	12
	

	Creditors
	
	187

	Debtors
	245
	

	Land & Building
	1300
	

	Land & Building- Depreciation
	
	195

	Interest
	65
	

	Loan
	
	450

	Plant & Machinery -Net
	660
	

	Profit & Loss as at 31st March 2021
	
	160

	Total
	3,047
	3,047


Notes :-
1) Depreciation is to be charged on the following basis:
    Building-on a straight-line basis, assuming a residual value of INR 1,00,000 on 31st March
    2026. The Book value of the Building on 31st March 2021 was INR 5,55,000 .
    Plant & Machinery – 20% of Reducing Balance. The cost of Plant & Machinery is INR 
    8,00,000 
2) The Directors have decided to pay a interim Dividend of INR 17,000 for the year.
3) The corporation tax charged has been estimated at 20 % of the net profit for the year.
4) Closing stock was INR 8,000.
5) In the opening Balance Sheet, creditors were 1,31,000, Debtors 1,99,000, cash at Bank
    6,000 and Loans were 7,50,000.
Prepare Profit & Loss Account for the year ended 31st March 2022 and its Balance Sheet as at that date. These should be in vertical form for publication purpose.    
                                                                               OR  
Q4. B.                                                                                                                         
A friend has heard something about financial instruments whose value depends on the value of the underlying asset. He is confused and would like to know about such financial instruments.
a) Identify and briefly describe four such instruments                                                6 Marks
b) Explain the two primary uses of such instruments, giving examples                   5 Marks
c) Your friend asks you to explain why people buy these financial instruments 
when they could directly buy the underlying assets. Briefly explain the reason. 
                                                                                                                                           4 Marks                                                                       







