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MASTER MINDS

PROBLEM NO:1

Calculation of K4

From the given information

Face value =100
NSP =97.75
Redemption value =105
Rate of Int =15%
No of yrs (N) =7yrs
Tax Rate = 55%
We Know That
Ky _ Int (1- Tax )+(RV‘NNSPJ
(RV + NSP j
2
15(1-0.55) + [1 05~ 97'75}
= x100

105+ 97.75
2

_ 6.75 +1.0357 %100
101.375 \
=7.68% %
PROR
Calculation of K4 %‘
Face value =100 @
NSP =90
Redemption value =105
Rate of Int =12%
No of yrs (N) = 5yrs
Tax Rate =35%
We Know That
RV - NSP
_Int (1-Tax )+ (J
K - N x100
RV + NSP
()
12(1-0.35) + [105‘90}
= x100
105 +90
2
_ 78+3 %100
97.5
=11.07%
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Calculation of K4

Face value = 1000

Flotation Cost =100

NSP =900 (1,000 - 100)

Interest Rate =15%

Tax Rate = 50%

Step: 1 Calculation of CFS

Year Instaliment Int (1-Tax) CFS

1 200 75 275
2 200 60 260
3 200 45 245
4 200 30 230
5 200 15 215

Step: 2 Calculation of K4 in IRR method.
IRR Calculation in company’s point of vice because there is involvement of flotation co
NPV at 1% guess rate NPV at 2" guess rate

Year CFS P.V.F @ 11% P Values PVF @12% p. Values
0 900 1 900 1 900
1 275 0.901 (248) 0.893 (245)
2 260 0.812 (211) 0.97 (207)
3 245 0.731 (179 0.712 (174
4 230 0.659 (1 0.635 (146)
5 215 0.593 &) 0.567 (122)
W) 6
%\)
IRR =L+ NP VatL, ( )
NPVatL, -NPVatL, &<§

17

= 1% + (12% - 11% %
—17-6 7 @
=11%+£(1%)
23

= 11.74%(App.)
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PROBLEM NO:7
L Grven  indermaleon =
Jate Yates = s W_ Ly — %umphtém
/}f}ffaa_;. re’te = oY AP = FV — [
Tloalien Clo3t = 27 =ole )
1?0 deeenable  pesiod = toty = 9
A L B\ s P
ko = Pop+ (Py-npln = Lot GQ»\~‘T§)/LQ = lo3s
Ry £R0p , ootk
PROBLEM NO: 8

Calculation of K, Q@@
From the given information @
Face value =100 %
Flotationcost @ 4% =4 @
NSP =96 (100 - 4) %&

Copyrights Reserved
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Rate of P.D = 15% %
We Know That %

P.D
NSP

Ex’IOO
96

Kp =

= 15.625%
PROBLEM NO: 9

Calculation of K,

i) Ifissued at 5% Discount from the given information.

Fv =100
Discount =5
Issue price =100-5=95
Flotation cost =0
NSP =95
Rate of P.D =10%

We Know That

o = PD x100
NSP
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= Ex’IOO
95
=10.5%
ii) Ifissued at 5% premium.
NSP =105 (100 + 5(Premium))
Ko = ﬂx’IOO
105
=9.5%

From the given information

Face value =100
DPS, (100x15%) =15
Growth Rate (g) =12%
DPS; = (15)(1.12) =16.8
MPq =168
We Know That
K. _ DPS, ‘g
MP,

= % +0.12

=0.1+0.12

=022 =22%

PROBLEM NO: 10

Sk
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&@%&M NO:11
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f}’n“ﬁr% rali = 13

fe = BpL n f- Y
!!7& "‘f?“*“ f’?‘S”
= 17137
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PROBLEM NO: 12
| Gieen dnflionalies . .
W = AlP = F5 5
mp = Ty s = 9n
T ol Ly i b
Le = DEG Cit g o
AP v
= g5 (r+0n7 oG-
Do
= (235 /.
PROBLEM NO: 13
‘My&;y" £ /{»"' m@}u} >
Dps X lo :
PPS, T mp. o DPS (9
7 7=
Aep /oA = AnfiHC-ceed]
Ty oaw 2 C15 +0.0p
= 2 40
PROBLEM NO: 14
Calculation of cost of equity (IRR method) NPV at 1% guess rate 11% NPV at 2" guess rate 12%
Year CFS PVF@11% P Values PVF@12% P Values
0 (318) 1 (318) 1 (318)
1 20 0.901 18.02 0.893 17.86
2 20 0.812 16.24 0.797 15.94
3 22 0.731 16.08 0.712 15.664
4 22.5 0.659 14.82 0.635 14.29
4" 400 0.659 263.6 0.635 254
NPV 10.76 (0.25)
NPV atL
IRR =L1+ ! +(L, -L,)
NPV atL, -NPVatL,
1%+ —10-70 (1505 _119)
10.76 + 0.25
=11.98%
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PROBLEM NO: 15
T iven }mléarmﬁé;arﬂ »
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PROBLEM NO: 16
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PROBLEM NO: 17

Caleulation of Weldhted Average L ost of Capital (WAL

Source Amount {1 Weight | Cost of Capital| WALC

Siied o
Equity Capital 5,000,000 0619 0.1009
129 Prefterence ( ap;{al 1200000 0134 0120 { 37

¥

s
i

TE et o e
o AR IR T

5 ey
IBRE BiE G RO
Johk |

e

ebeniures
10% Convertible a0.000

Tyt rirec
1AL (B AT T

e

fotal 10500000 @ 1.0000
flostof Derentures aiter an S e s ae i
S Lost ol Jebeniures ater A e e
Micinnied averane Cost ol Capital = U 1599 = 1= 950

Ihote 0 the above solution the Lot of Debentures has been computen in the
hove mannerwithout consicenina the impact of specia features L e recoormability
andeonvertibiiy i absence o teauEile Iniorimalion )
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PROBLEM NO: 18

Part — | Calculation of WACC
Step - 1 Calculation of Specific COC
i) Calculation of K4

Ki=10% (1-0.5)=5%
if) Calculation of K,

Ko = 9%
iii) Calculation of K,

_ DPs,
Ke = wp, 79
= % +5%

=13.82%
Step-2
3L

WACC=5% | — [+ 9% A +13.82% i =10.21%
10L 10L 10L

Part — Il Calculation of WACC
Step1 : Calculation of Specific COC

i) Calculation of Ky @G/@
Kd = 10% (1-0.5) = 5% @
Kds = 12% (1-0.5) = 6% %
ii) Calculation of K, @
Kp = 9% S

iii) Calculation of K, %:?

DPS,

Ko = MP,

+9

i+5%
96

14.375%

‘ Copyrights Reserved

MP, : New market Price i.e. Rs.96 per share To MASTER MINDS, Guntur

Step2: Calculation of WACC

WACC (Ko) = (ij(s%) + (ij(e%) + (Aj(g%) + (%j@ 4.375%)

15L 15L 15L
= 9%
PROBLEM NO: 19
Part-A
Step-1: Calculation of Specific Cost of Capital
0,
Cost of equity capital (K.) =DPSi g = 2x105% 505 = 21, 005 = 7.625%
MP, 80 80

Cost of reserves (K;) = Cost of equity =7.625%
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Cost of debentures (Ky) =K (1-t) = 14% (1-50%) = 7%

Step-2: Calculation of WACC

WACC =7625% |10 ) + 700 (25 4 7625% (25| = 7.5%
150 151 150

Therefore K, = 7.5%

Part-B
Step-1: Calculation of Specific Cost of Capital
0, 0,
Cost of equity capital (K = %4—9 = (10 x 20%) x 105% +0.05 =9.2%
MP, 50
Cost of reserves (K) = 9.2%

Cost of 14% debentures (Ky)

K (1-) = 14% (1-0.5) = 7% (After tax)

Cost of 16% long term loan 16% (1-0.5) =8%

Step-2: Calculation of Weighted Average Cost of Capital (WACC)

wace =9.2% (1) 4900 (22 ) 470 [ 3K % [ 2k =8.57%
201 201

20L

Therefore, K, = 8.57%

EMNO: 20
Step: 1 Calculation of Specific COC @

i) Calculation of Ky

K, = Int(1 - t)
MP,
_ 12%(100) _ 12 _ g,
80 80
ii) Calculation of K,
Ko =NA
iii) Calculation of K,
_ DPS,
e +8
MP,

Where DPS; = DPSq (1 + @)
=2(1+0.1)
=22
_ 220 +10%

27.50
=18%

Copyrights Reserved
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iv) Calculation of K;
Ki=Ke=18%
CA Inter_39e_F.M_ Assignment Solutions 3.9




www.mastermindsindia.com

Ph: 9885125025/26

Step: 2 calculation of WACC

Source Amount Spec. CoC Cost

Equity 2200000 18% 396000

(80,000 x 27.5)
Debt 320000 15% 48000

(4,00,000 x 80%)
2520000 444000

~WACC = 44000
2520000
=17.62%

PROBLEM NO: 21

{i} Calculation of Cost of Capital for each source of capital

{ay Cost of Equily share capital
_ Dy (1+g)
Market Price per share (Fy}
$26.25
" 200
(b} Cost of Preference share capital (K,) = 9%
{c} Costof Debentures (Kg) =r{t -1
=% (1 -03)=77%
{dy Costof Retained Eamings Ks = Ke (1 1) = 18125 (1 - 0.2} = 14 5%.

B

0
25% =« ¥100(1+0.05) 005
%200

+0.05 =0.18125 or 18.125%

{ily Weighted Average Cost of Capital on the basis of book value weights

Capital 170}
(a} (b} {c} = () = {b)
Equity share 80 00 000 0.40 18.125 7.25
8% Preference share 20,004,000 010 9 000 0.80
11% Debentures 60 00 000 0.30 7700 2.31
FRetained earnings 40 00,000 020 14 500 2.80
2,00 00 000 1.00 13.36

{ili}y Weighted Average Cost of Capital on the basis of market value weights

After tax Lozl of
Capital ()

WACC (%)

Amount 181 | Weights
(a) (b}

{c) = (a) x (B)

Equity share 1,60,00,000 0.640 18.125 11.80
8% Preference share 24 00 000 0098 g Do . 864
11% Debentures 66,00,000 0.264 7.700 2.033

2 50,060,000 1.000 14 497
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PROBLEM NO: 22

Working Notes:
Determination of Cost of capital:
(it Costof Debentures Ky )

f(1-t)+ 2 NP
= —avwp
P
Where|
| = Annual Interest Payment
NP = Nel proceeds of debentures net of flotation costs
RY = Redemption value of debentures
t = Income tax rate
n = Life of debenlures
05+ azi}fi;sz : 2420
Ke = F00 795" = %ég = 0.0429 or 4 26%
2
" NetProceeds = Par value per shares - 4% Holabion cost per share

= %100 ~ 4% of T100 = ¥96
(i} Cost of Preference Shares (Kg )
D+ RY —NP

- n
K RV £ NP

2

Where,
PD = Preference Dividend per share

NP = Net proceeds of share net of flolation costs

RV = Redemption value of shares

n = Life of preference shares
T+ 31350 e 710.33
Ko YA = 2 - 0,108 or 10.60%

T100+3T95° Fg7 5
2

* Net Proceeds = Par value per shares - 5% Flotation cost per share
= T100 - 5% of T100 =95
(i} Costof Equity (Ke )

. Expesteddividend(Dy) 0\ Q) = 2 o8 — 0.15 or 15%

Current market price (P, ) T22-32

CA Inter_39e_F.M_ Assignment Solutions 3.11
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()

Computation of Weighted Average Cost of Capital based on Book Value Weights

Source of Capital Book Value Weights to | After tax Cost | WACC (%)
(T Total Capital | of capital (%)

Debentures 8,00,000 0.40 429 1.716
Preference Shares 2,00,000 0.10 10.80 1.060
Equity Shares 10,000,000 .50 1500 7.500

20,00,000 1.00 10.276

{ii} Computation of Weighted Average Cost of Capital based on Market Value Weights

Source of Capital Market Weights After tax WACC
Value to Total Cost of (%)
T Capital | capital (%)
Debentures {8,000 units x T110) 880,000 | 02651 429 1137
Pref. Shares (2,000 shares x 3120} 240000 | 006723 10.60 0.766
Equity Shares (1,00,000 shares * ¥22) | 22,00,000 | 0.6626 15.00 9939
33,20,000 1.00 11.842
PROBLEM NO: 23
Calculation of WACC @w@
Particulars A AR B C
i) Cost of Equity 18% XY 20% 24%
[ﬂ x1 oo} @é [i x1 oo} [& x1 oo}
15 (\(%\ 20 12
ii) Cost of Debt N.A @ 4% 5%
ix1 00 ix1 00
125 80
iii) WACC 18% 16.8% 19.25%
O 18%0 oL (20%) + ﬂ@%) g(24%)+ ﬁ(s%)
6L 6.25L 6.25L 8L 8L
Workings
Market value of Eq Rs.600000 Rs.500000 Rs.600000
[400000 " 5} [250000 XZO} [500000 " 2}
Market value of N.A. Rs.125000 Rs.200000
debt
100000 %125 250000 %80
100 100
Total market value Rs.600000 Rs.625000 Rs.800000
THEEND
CA Inter_39e_F.M_ Assignment Solutions 3.12
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