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TOPICS: - EBIT-EPS, COST OF CAPITAL AND FISCAL POLICY 
Q.1. Explain Business Risk and Financial Risk.              (4 Marks)  

Q.2. The following data relates to two companies A Limited and B Limited. 

Particulars  A Limited (`̀̀̀) B Limited (`̀̀̀) 

Equity Share Capital of ` 10 each 5,00,000 2,50,000 

9% Debentures --- 2,50,000 

EBIT 1,00,000 1,00,000 

Return on Capital employed 20% 20% 

The equity shareholders of A Limited find to their dismay that inspite of same return earned by their company on 

total capital employed, their EPS is very much less as compared to B Limited. You are required to state the reasons 

for such lower EPS. Assume that the rate of tax is 50%.                                  (5 Marks) 

Q.3 The latest Balance sheet of D Limited is given below: 

Particulars (`̀̀̀ ’000) 

Ordinary shares (50000 shares) 500 

Share Premium 100 

Retained Profits 600 

1,200 

8% preference shares (` 25 per share) 400 

13% Perpetual debt (Face value ` 100 each) 600 

Total 2,200 

The ordinary shares are currently priced at ` 39 ex-dividend each and ` 25 preference share is priced at ` 18 cum-

dividend. The debentures are selling at 110% ex-interest and tax is paid by D Limited at 40%. D Limited’s cost of 

equity has been estimated at 19%. Calculate the weighted average cost of capital (based on market value) WACC 

of D Limited.                  (5 Marks) 

Q.4. XYZ Ltd. has the following book value capital structure: -  

Equity Capital - ` 15 crores 

(in shares of ` 10 each fully paid up - at par) 
Retained Earnings - ` 20 crores 

11% Preference Capital - ` 1 crore 

(in shares of ` 100 each, fully paid up at par) 

13.5% Debentures (of ` 100 each) - ` 10 crores 

15% term Loans - ` 12.5 crores 

The next expected dividend on equity share per share is ` 3.60; the dividend per share is expected to grow at the 

rate of 7%. The market price per share is ` 40. Preference stock, redeemable after ten years, is currently selling at 

` 75 per share. Debentures, redeemable after six years, are selling at ` 80 per debenture. The Income tax rate for 

the company is 40%.     

Required: -  

(i)  Calculate the WACC using: - (a) Book value proportions and (b) market value proportions 

(ii) Compute the weighted marginal cost of capital of the company, if it raises ` 10 crores next year, given the 

following information: -  

(a) The amount will be raised by equity and debt in equal proportions. 

(b) The company expects to retain ` 1.5 crores earnings next year which is to be utilized for financing the new 

project. 

(c) The additional issue of equity shares will result in the net price per share being fixed at ` 32. 

(d) The debt capital raised by way of term loans will cost 15% for the first ` 2.5 crores and 16% for the next ` 2.5 

crores.                                                                                                                 (10 Marks) 

Q.5.Explain Fiscal Policy along with its Objectives.          (2 Marks) 

Q.6. Explain free Rider’s Problem in Context of Public Goods.                        (2 Marks) 

Q.7. How Can Government Intervene to Correct Externalities?       (3 Marks) 

Q.8. Explain “Crowding Out”.                        (3 Marks) 

Test - 2 

Time Allowed: 1 hour  2-FEB-2020 Total Marks :34 Marks 


