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E 1. Optimal Capital Structure :

* Formal: .
4. Income Atraterpent: Options
_Partreoors v 3 '
EBTT
- Intere st
EST
~7Q)(
EAT
~ Preference Divrdend
NP Ror BSH
< No Of E5
EP§ (2nd Preference)
x PE Rotio
P4 (15+ Preference)

Decrsron : Ophron  shoutd be sefected a5 EPsS[ MP5 13
hrgQher under +hrs Qpton .

WN-D: Caprtad struckure: ( Rs._ )
Par+rcuigrs I Q 3
ESC
v.PsC

/s Debt

NEW:
0) Equrty shares
(E4C + Lssue priee)
b) Preference Dividend
(PsC X %)
¢ Interest.
(Debt x )
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Ir 2. Financial Break Even Point

1.meom'n9: EB2IT of whreh EPS wfn be NIL.

. Formula:  Frnona@ . Interest + PO
BEP -t

! 3. Indifference Point

1.Mmeaning: EBIT o4 whrch EPS under 2 optrons 15 same

. FormulQ : EPs (option1) =  EPS (option2) |
| (EBTT-Interest) (1-¢)-~PD  (EBIT-Inderest) (1-¢)-PD |
| No of Equty 5hares No of Equsty 5hares |

EBIT wril be Q3sumed Q5 R

Tndrifference Pornt (1p)
&

P b
| Berow Ip Rbove 1P

! opHon wrth lower option wrth Ihigher i
Inferest 3 PD Interest a 0D
rs berter 5 better

4. Value of Firm

| PartIcurors Am+
5 EBIT ( vaiue of &rrmo x Ko ) v 5
. -Inferess (Vaiue ok Deb+ x Kq ) v 5
| EAE Cvatue of BqQwty X Ke) v |
i 5. Arbitrage Process ( MM Approach) :
s s : L s
| Levered unleyered untevered Levered |
5 sk ‘ R . Vo

Incregse 10 Incregse 16 | Incregse 10 Incregse 10 |

. Surpius Eorning | $urpius Earning
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Arbitrage (MM approach)

From Levered firm to unlevered firm

1. Value of Arm:

From Unlevered firm to Levered firm

1. Value of Arm:

Partrcuiars L u Partreanars L u
EBIT 450 4so EBIT 450 yso
~Interesy (R000x10:8%) (210) - ~Interesy  (R000x10:8%) (210D _
ERE 40 450 ERE %o 450
= (o5t OF EQUItY (Ke) LA 8% + (o5t OF EQUItY R YA =12.8%
vaiue of Equity 1000 BN vaie of Equity 1000 3600
vaiue of Debt 2000 - vaiue of Debt 2000 -
Value OF FITm 34600 2S00 Value OF FITm 3000 3600
e OF HoldINg (assumed) 0% ~— e OF HoldIng (assumed) " oz
[ \ \ ‘ |
Partial Investment Full Investment Partial Investment Full Investment
Increase in Surplus Increase in Earning Increase in Surplus Increase in Earning
} | |
2. 50le & Buy (With 1000 fakKen) 2. 50le & Buy (With 1000 faKen) 2. Sale & Buy (With lion taken) 2. 5ale & Buy (With 1000 faKen)
0) Seh 4hares OF Levered (0.  (ke=R4y)  rco 6)Sate shares OF Levered (0.  (Ke=4y) 100 0) sell shares OF Unlevered (0 (Kezpasyy 360 0) 5ell §hares OF Unleyered (0 (Kezppgyy 360
(1000 X10%) (160,000 X16%) (3600 x10%) (3600 x16%)
b) LOON +aken Ckg=ro$2) 290 i &) (00N +aken Ckg=rosx) 200 | ) 1000 Given Ckq=1os%) (200) | b) LOON Given (kg=r0s%) (290)
(Qo00x107) (100,000 X 167) (2000 K [6Y) (360 x 2°®/3600)
CASH Avaslable 300 CASH Avaslable 300 CASH Avaslable 60 CASH Avaslable 126
¢) Buy shares of Unleyered Co. (Ko=1gr) «{S0 ©) Buy shares of Onleyered (o (Ka=1gr) 300 ¢) Buy shares of Levered (6 Lkd=3y) (os) ) Buy shares oF Levered (6 Lkd=3y) IR0
(VSOGKRIOYD [§CIINED) (360 x'%°%3000)
Surplus cash so Surplus cash - Surplus cash 6o Surplus cash -
3. Incregse I E0rnr'09: 3. Tocregse 1D egrm'nc); 3. Incregse In Eorm'ngz 3. Increase I Eomv'ng:
0) Return on levered (ompany (RY) 0) Return on levered company (Ry)y 0) Return on unlevered company (45) 0) Return on unlevered company (%5)
Cloox 24 7.) Cloox 47.) (360 x13-57) (360 x13.57)
b) Intereston loan +aken (o b) Intereston loan +aken (an b) Iniereston Loan given A b) Interestan loan given AR
(00K10-5%) (200X10-57) (60 KR10:5Y) (Yo x 10.5%)
c) Return on bnlevered Compony 4s ¢) Returnon unievered Compony 59 c) Return on levered Compony 2y ) Reburnon levered Compony 288
(soXx!8x%) (300 %137 (166 kY% (120 % 4%)
- q e ]




Arbitrage (MM approach)

Arbitrage (MM approach)

Lxered unlevered
(Hrgh) Clow)
d sale 0 Putr
f b 10an

Portra) Tnvestment taken

b o durpius
Illustration 6

ILLUSTRATION 6

(When value of levered firm is more than the value of unlevered firm)
There are two companies N Ltd. and M Ltd., having same earnings before interest
and taxes (EBIT) of & 20,000. M Ltd. is a levered company having a debt of

¥1,00,000 @ 7% rate of interest. The cost of equity of N Ltd. is 10% and of M Ltd. is
11.50%.

1
Entrre Inyestment
tin Earning
Illustration 7

ILLUSTRATION 7

unlevered
(Hrgh)
®sale

Lxered
(low)

QO Pur AN

T

Portras Tnvestment
Y rn Surprus
Illustration 8

Following data is available in respect of two companies having same business risk:

Capital employed = ¥2,00,000, EBIT = ¥30,000 and K. = 12.5%

Sources Levered Comp @ d Comp (/)
Debt (@10%) 1,00,000 Nil
Equity 1,00,000 2,00,000

f
b1can .
. Entrre 05 4
Biven Enhre_lovestment
T in Earning
'
{some Debh 1 €quuty
Raho
Illustration 9
ILLUSTRATION 8
(When value of unlevered firm is more than the value of levered firm.)

There are two companies U Ltd. and L Ltd., having same NOI of ¥ 20,000 except
that L Ltd. is a levered company having a debt of ¥ 1,00,000 @ 7% and cost of
equity of U Ltd. & L Ltd. are 10% and 18% respectively.

ILLUSTRATION 9

Following data is available in respect of two companies having same business risk:

Capital employed = ¥2,00,000, EBIT = ¥30,000

Sources Levered Company (?) d Company (?)
Debt (@10%) 1,00,000 Nil
Equity 1,00,000 2,00,000
Ke 20% 12.5%

An investor is holding 15% shares in Unlevered company. CALCULATE the increase in
annual earnings of investor if he switches his holding from Unlevered to Levered Company.

{. Vaiue of Frrm:

COMPUTE how arbitrage process will be carried on? ot somings of oo 1 e swiches s mtdg o tevared to uiovaed | COMPUTE how arbirage roces will ork. Parireciaes - v
company. EBIT 30,000 30000
1. Vaiue of Frrm: ) D 1. Vaiue of Frrm: 1. Vaiue of Frrm: ~Intefest (10,000) -
Partreanars L u Pardrcuiars L u Partreanars L u (100,000 x16%%)
EBIT 20,000 20,000 EBIT 30,000 30,000 EBIT 20,000 20,000 ERE 10,000 30,000
~Interest (Y000) - ~ Interess (10,000) - ~Interest (7000) - = (o8t OF EQUItY (Ke) 307 1S
(100,000 X 7+) (106,000 10%) (100,000 X 7+) Vawe of equity 100,000 40,000
ERE 13000 20,000 ERE 20,000 30,000 ERE 13000 20,000 vaiue of Debt 100,000 -
+ (05t OF EQUItY (Ke) 1.5, <107 + (st OF EQUItY (Ke) N5, +12.8% +(os+ OF EQUItY + 187 <107 Value OF FITm 200,000 260,000
Vaiue of €qurty 113043 206,000 Vaiuve of Equrty 166,000 40,000 Vaiue of €qurty 2,222 206,000 e OF HoldIng ( arven) x 157.
value ok Debt 100,000 ~ vaiue of Debt 100,000 - vaiue ok Debt 1006000 ~ . 36000
Value OF Frrm 23043 200,000 Value OF Frrm 260,000 140,000 Value OF Frrm 172313 200,000 R ) )
. OF Holding (assumed) 10% e GF HoIdINg ( grven) 157, ‘ls OF RoldING (as3umed) 10% E“JTWO(;L %
2. 5ale & Buy (With 1000 taKen) 2. 50le & Buy (With 1000 fakKen) 2. 5ale & Buy (With 1000 taken) 2. 5ale & Buy (With 1000 faKen)
o) 5are shares OF Levered Co. (Kez'57) 11304.30|0) $ate shares of Levered Co. (ke:1367) 20000 | 0)5Qte $hores OF Unievered Co. (Ne:fox) 20,000 | 0)5Qre shares OF Unlevered CO. (Re: IRS%) 36000
(113043 x 107) (160,000 X16%) (200,000 X 10%) (340,000 x16% )
b) Loon +aKen (Kd="71) 10:000  |b) Loon +aKen (ka:10%) 15000 | &) Loon Given (kg:7%) (10,000) | ) Loon Given (kg:107) (18000
(100,000 % 15%) (160,000 X 15°7) (100,000 X 10%)
CASH Avaslable 304,30 | cpSH Avarlable 38000 CASH Avaslable 10,000 CASH Avaslable 18000
©) Buy shares of Unleyered (0. (kelo) (20,000 | Bug shares of Unlevered Co. (ke §%)  (39000)| ¢ Buy shares of Levered Co. eilgy (1233 | o Buy shares of Levered Co. (ke:20%)  (18000)
(200,000 X 167 (73,233 % 10%)
5urplus cash 130430 | Syrplus cash - 5urplus Ccash 2778 5urplus Cosh .
3. Tncregse In Eorm'ng: 3. Tncregse I Eorm'ng: 3. T0cregse I Eorm'ngz 3. Tncregse I Eomv'ng:
) Return on leyvered company (1300) | o) Return on levered company (3000) | @) Rerurn on tnlevered (ompany (2000) 0) Return on unlevered company (6s00)
(1136 6.30 X I1-5 %) (RUOOOX 13: S7+) (20,000 * 107.) ( 36000 x1.Sx)
b) Iniereston Loan +ouen (Y00) | b) Intereston Loan +ouen (1500) | b) Intereston Loan given 700 b) Intereston loan given 1900
(10,000 » 7°%) (15000 x 10%) (10,000 * 1%) ( 18000 x 107)
) Return on unievered Company 2000 c¢) Returnon untevered Compony 4875 c) Return on levered Compony 1300 c) Returnon levered Compony 3600
CA0,000 X 1 (%) (39000% 1 S% ) (7222 x 18%) (1goo0x 20%)
NTL 375 - 900
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The details about two companies R Ltd. and S Ltd. having same operating risk are given

below:
Particulars R Ltd. S Ltd.
Profit before interest and tax ¢ 10/akhs < 10/akhs
Equity share capital ¥10each ¢ 17 lakhs ¢ 50 lakhs
Long term borrowings @ 10% ¢ 33 lakhs -
Cost of Equity (Ke) 18% 15%

You are required to:
(1) Calculate the value of equity of both the companies on the basis of M.M. Approach

without tax.
(2) Calculate the Total Value of both the companies on the basis of M.M. Approach
without tax. (5 Marks)
1. vawe of Frem: ¥ _lavered* " Unlevered *
R 14d z 8 14d \S
EBR1T Y = 10,00,000 EBR1T 10,000,005
-TIn+ 33L x 10%, = 3,30,000 -Tn+ -
> £70,000 ERE 10,00,0006
-+ Ke | &% = Ke <1S%
Vaiue oF Equuty 3722,242 vatue of Equuty 6 6,66,663
varue of Deb+ 3300,000 vatue of Debt -
vaiue of Ffm 70,22,222 value oF frem 66,66,66%
"over®
o\er Uucts

:Pps?D
0 02| |

. ERE 7 x I3%

________________________________________________________________________________________________________



# TRP Siv
CA Rahul Panchal

Concept question

Portreutors L v Eyample i
10:S% Debenture Q000
i Costof Equrty 2uy., 18% N 1 Surprus: |
EBIT= 4SO Inv+  Rgurn |
. Soltabron: old 166,000 7006
L. Vatye of Frero: CDHE) cg) New 99000 7(:00 |
Portrealors L U ggﬂ@ some |
. -Int  (2000% 10-S%) (210) - P 10 Reborn
. ERE 40 ¢ s0 Inve  Retuen
-+ (05t OF Equty + 34 182 o 100,000 7000 |
. Varue of Equwty 1000 XS00  New 100,000 9000 |
' ¢ |
| Noatue oF Debt 000 ~ same Qﬁoo |
 vatue ofF AT 3000 1500 Inv+ 5
: . o - \_/\ ‘/\ :
- . helding (assume=o%) 10% | ;
5 M ro o i
| I Nach |
- 2.5041 & Buy (1000 $oucen) surpus Corhing |
. a)set] shares oF (ewvered Fifm (Ke=2Yz) 100 § 106 |
(1000 x10%)
D) loan taken (Kd = 10S7) R00 i 00 |
| (20060 X 107) |
. Cash Avariable 300 300
- © Buy shares oF Untevered Frm (ke -184(350) g (300) |
| (SO0 X 10%) ' |
 durpig So — - |
' 3. Incregse fn EQrning: i
I \J h
. 0 Return on tevered co- Q%) Cay) |
| (100X 87) |
b) Inferest on (oon taken an (1) |
(00 X 10:8%)
 c)RetUrD ON Unievered (o bs Sy |
(4S0OX18%) (300 X1 8&/,)
Increase 10 Eormrg - —— g |
| (Sox18%) 5

l ( ®=Srleq+) Q= T Eqrnv}l_?



ILLUSTRATION 6
(When value of levered firm is more than the value of unlevered firm)

There are two companies N Ltd. and M Ltd., having same earnings before interest
and taxes (EBIT) of ¥ 20,000. M Ltd. is a levered company having a debt of
¢1,00,000 @ 7% rate of interest. The cost of equity of N Ltd. is 10% and of M Ltd. is
11.50%.

COMPUTE how arbitrage process will be carried on?

1. vatye of frem: (M 14d) (N 1+a)

porreulars L q]
ERIT 20,000 20,000
-Int (100000 X *7s) (7000) -

ERE 13000 20,000
< Ke < I1.SOx +10%
Lalye 0F Equrty 113033 200,000
vaiye o6 F Dbt 100,0 00 =
Yalue of frrm 13043 Q00,000

% 6F Holding cassuwme) (D 0%
v Assamptign: T rn sorplus. Cporha fnv+)
@)

. dear 2 Buy ((o0n taken) surptys

0) $Q1 shores of (evered o .(Ke=11:S%) 1130¢.3
C"30’~P3X'§/o)

B l6an taken (kd= 7%) 10,000
(100,000 X 10%) x
cosh Ayasioble 1304.3 21304,3
&) Buy shares of Unleyered CQ(.k'gaIO?Q( 0,000) [213043)
(200000 X tOY:)
surprus 1304.9 —— -
3. Incregse 1 Rerorn:
o ReHoen ON leyered o . (1300) (1300)
(11309.30 X I'S%)
b Tnt 60 Loan taken (700) (700)
(10,000 X 3% )
® Return 00 Unfeyered {000 2130-43
( 26,000 R 10%) (1304,3 x102)
- 3 13043

fO'/a

________________________________________________________________________________________________________



ILLUSTRATION 7
Following data is available in respect of two companies having same business risk: '

Capital employed = ¥2,00,000, EBIT = €30,000 and K. = 12.5%

Sources Levered Company (<) Unlevered Company (<)
Debt (@10%) 1,00,000 Nil
X Equity 1,00,000 2,00,000

An investor is holding 15% shares in levered company. CALCULATE the increase in
annual earnings of investor if he switches his holding from Levered to Unlevered

company.
i. Yatue OF €rrm: (D+E) (€)
Par4t'cesl Qs L u
E8IT 30,000 30,000
-0+ CIOOOBOXRIOY) (106,000) -
CRAE {0,000 30,000
< Ke LIS £1:S,
Value of Equty 160,000 40,000
vatye of Debt+ 100,000 -
Valye ofF Fem L 66,000 {40,008
9. 0f Hold1ng 1s% (i Borning = Fun rovi)

. 5e1 & Buy Ctpan token)

Q) se)1 shares of levered Co.  (Ke=14.5%) 4000 T+
(160,000 XI$%)
b) Loon +Gkon (kd= 102) 1S000
(100006 XIS%) A 1 Jurplue
CASH AYasioble 39000 39606
9 Buy shares of noleverd i@ C(Kee 13.5%) (3q000) 36000
(Qyoryrsx)
S0rp g — 3000
3. Increase in Egrning: (3600) (3000) |
o) Ret0rn on leyvered (o . |
(RYoOO X14-S7%)
b) 10+ 00 lean taken (1500) (rscxs)i
(18000 K10%) |
) Rerurn on Unleyered (o . 49 406
(39066 x14,3%) (36000 RH.9)

________________________________________________________________________________________________________
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Concept question

! Portreutars L u

10:S% Debenture 2000
CostoF Equuty Quy. 12.8%
! ERIT= 4SO
No Resk
| 4.Yarue of Firm: Q
Par L U
eBTY 4so 480
| - 1IN} (R000X10-S%) (210) - |
EAE 40 4so
i = Ke £330 <12.S% ;
Vatue of Equurty ({E:,} (000 3600 1000 v\
! Value of Debt Di2’ 9000 - D000 146
| Yalue oFf Firm 3000 3600 3000 | 360
4. Of Holding (assume) e 0% |
N1 Sorplus 10 Rerurn |
Q& %01 2 Buy Cloan given)  ~cporkay) CFain |
. O)%e1 shares of O (Ke - 1.Sy) 360 360 ;
5 (36006 x10%) |
. b)loan Grven (Ka =[0S7) - — - . (zu0)
! (000 X (0% ) (360 x 2°°V3000) |
. cosh Avafioele 160 120 5
0 Buy shores of L (le=37) 120 ;
| CI0C0X [0%%) (360 X'9%%3000)
SOHIS | 60 — ~
. 0) Returg ™ 0 (4s) (ys) |
. (360X12S%) S 5
b) Int 60 lsan given at -7 T RS2
| (200 X10:S%) ot (240X 10:S%) 5
O Refurnon L W - 7T . X8
| (100 x267) (120 R2U%) 5
| _ 9
5 Eir 20 xyrn 7 Y.3 |

D:2 406 X |6y Y2 |
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ILLUSTRATION 8
(When value of unlevered firm is more than the value of levered firm.)

There are two companies U Ltd. and L Ltd., having same NOI of ¥ 20,000 except
that L Ltd. is a levered company having a debt of ¥ 1,00,000 @ 7% and cost of

equity of U Ltd. & L Ltd. are 10% and 18% respectively.
U L
COMPUTE how arbitrage process will work.

NOI: Net operahng 10(ome)

1 Yarwe of HrM:
Por L u

eRI & 20,000 20,000
- 10t (100000 X 7%) 7000 -

ERE 13000 206,000
+ Ke < 18, = 10%
Varue of Equity E 72,223 206,000
Vaiue of Debt o 100,000 -
Varue O F Frem 172,223 200,000
Yo OF HoldINg (assumea) 107

Asdamptron: Nra surplus (Same egm‘rnq)

Q) 5! shores of O (Ke < 10%) 0,000
(206,000 Kt10%)

b Loan grven (kg -3 ) (16,000)
100,000 XIO%)

Cash AYariobre 10,000

Q) Buy 3horesof L (e :18%) (723)
(72,222 X16%)

Surplus 778
8. Incregse tn Eoroan:

Q) Return 00 0O < Q000)
(26,000 X10 %)

& Inton foon grven »00
(16,000 X %)

& Retuen 00 ( 1300

(7222 x 18%)

Q. 401 & Buy (1600 grven)

________________________________________________________________________________________________________



ILLUSTRATION 9

Following data is available in respect of two companies having same business risk:

R Capital employed = ¥2,00,000, EBIT = ¢30,000
Sources Levered Company (<) Unlevered Company (%)
Debt (@10%) 1,00,000 Nil
Equity 1,00,000 2,00,000
Ke 20% 12.5%

An investor is holding 15% shares in Unlevered company. CALCULATE the increase in
annual earnings of investor if he switches his holding from Unlevered to Levered Company.

4. vatue of Frem:

Partreurars L U

ERIr 30,000 30,000
-+ (100000 KI0O*%) (10-000) -

ERE 26,000 30,000
< Ke + Q0% ALy,

Varue of Equwty 100,000 Q0,000

value of Deb+ 100,000 >/4\
Varue of Frrm 200,000 240,000 }3\6'000
7. OF Hatdng (gfven) 1S,

R. $041 & Buy C(loan grven)

0) 51! shares of U (K&{[Q.Sy,) 36000 36000
(1Y0,000 X IS%)

b) Loa® given (ka:1ox) (18002) ( 19000)
(36000 x '“4L) C1O8000 XISy,

Cash RvaIable 18000 Q1000

®) Buy shares of L (ke:don) (I%000) (1S000)
(36060 X 1t/a1) (100,000 XIS7%)

- \ 6000 &

3. Tocrease 1 Faroimg:

@ RUrnon U (4500 ) Iy ( 4¢00)
(36000 X -5%)
b) Tnt o0 loon gren (€00 300 1S60
(12000 x 167,) Booo x107,) (15000 X107,
9 Refurn on L 3600 Goo 3000
(180c2 x 0V, (3000 XRov) ( ISOOOX20Y,)

( M1y Borning « Fu1! Inv+> (pin Surplus?)

________________________________________________________________________________________________________
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MAY 22 PYQ
1. Income Skatement :
Portre!ors ! 2 3
ERIT 190,000 1950,000 1950,00a
- 10+ (0 +Neew) S0, 000 14 2000 {05000
E8T 900,000 1835000 f74so0co
- Tox ®40% (760,000) (7130000)  (698000)
ERT 140,000 I 69s000 104000
~-PD - - =
ERE 114 0,000 1098000 104000
£ g5 (00000 +new) * 107500 < 109000 + 163000
EePs 16.60 [0.4% 10,17

Deusron: - 4rnce EPS rs hrgher under 13+ ophon
© (ompony should sedect 13 0phon

(@n~) : Caprtay 3trucrure: ( RS.20,00,000)

Por ! 2 2
Deb+ SeQ.00a 16,00,000 YO0, O0G
20,000,000 20,000,000 20,00,000
New : E5 (ESC+R00) 7900 (Nele)e) 3000
Tnieres+ <S0,000 ¢ SO00 L0S000

(S00,000%107%)  (SOOO0KIO%)  (SO0003 krox)
+ (SO0, X 1S%) + (S0O,000 X15Y,)
+ (400,000 x¥0%)

on-ay. ERTT- (Affer Expansfon) Presest  Change Revised

sP 4o NO A 4o
- Ve (0) -15% ()
(ontrib uhon pu 0 3
x QUAnhtyY XI00000  +90%  X186,000
Tota) Clontrrbuhon 20,00,000 346,000
- Fe (16,00,000) +50000 (1900,000)

. __Eesc 1S00,000 10,006,000 600,000
EBIT 16,00,000 1980,000

________________________________________________________________________________________________________
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" PYQ DEC 21 10m

1. Income jStodement:

! Portreaiars v 2

i EBTY 40,000 590,000

L ~1nt (120000 +new) 192000 126,000

EST 348000 420,000

. ~Tax ®Yov., 139200 168000

| ERT {08800 52000

L —PD ~ -

: EAE Q038800 Q652000

. _+es (80,000 +New) = 86,000 190,000
EPs 6! v8

DRCrsron: - ¢

| | dedect: ¢

(oN4): COpria) Struckure  ( R$.600,000)

| Par ! 2

| raznDebt 600,000 -

E B5C - 600,00 0

600,000 600,006

. New: E$ (E5C+10) - 60,000
InRrest 72000 =

N-2). EBTIT Ofter Expansron:
v

A J )]

| 1Copria) EMpIoyed 2. Return 00 Coprial 3. E81T

E5C (8OKkXIO) 800000 Employed CROCE) after Expan<ion
 Re 1300000 ES1T 166 01d CE  30400,000
" Debt 100,000 Caprtal Employed +NeWw CE 600,000
5 (120,000 +12%) 4 SO,.000 3606, 000
| —————¥100
: 30,00,000 30,006,000 X 16%

| 1S% 590,000
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QUESTION 11. (RTP MAY 23)

| Current Capital Structure of XYZ Ltd is as follows:

E Equity Share Capital of 7 lakh shares of face value ¥ 20 each

. | Reserves of $10,00,000

| 9% bonds of Z 3,00,00,000

i 11% preference capital: 3,00,000 shares of face value ¥ 50 each

E Additional Funds required for XYZ Ltd are ¥ 5,00,00,000.

+| XYZ Ltd is evaluating the following alternatives:

E l. Proposed alternative I: Raise the funds via 25% equity capital and 75% debt at 10%. PE

ratio in such scenario would be 12.
Il.  Proposed alternative Il: Raise the funds via 50% equity capital and rest from 12% Preference
capital .PE ratio in such scenario would be 11.
Any new equity capital would be issued at a face value of ¥ 20 each. Any new preferential capital
would be issued at a face value of ¥ 20 each. Tax rate is 34%
DETERMINE the indifference point under both the alternatives.
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Current Capital Structure of XYZ Ltd is as follows:

Equity Share Capital of 7 lakh shares of face value X 20 each

Reserves of %10,00,000

9% bonds of % 3,00,00,000

11% preference capital: 3,00,000 shares of face value ¥ 50 each

Additional Funds required for XYZ Ltd are ¥ 5,00,00,000.

XYZ Ltd is evaluating the following alternatives:

I Proposed alternative I: Raise the funds via 25% equity capital and 75% debt at 10%. PE
ratio in such scenario would be 12.

Il.  Proposed alternative ll: Raise the funds via 50% equity capital and rest from 12% Preference
capital .PE ratio in such scenario would be 11.

Any new equity capital would be issued at a face value of ¥ 20 each. Any new preferential capital

would be issued at a face value of % 20 each. Tax rate is 34% ' '

DETERMINE the indifference point under both the alternatives.

n~) * Current coprda) Employed:

Paortrrcotars Am ¢+ old
esc (100000 %20) 1yoL E5 : 700,000
Reserves loL
%7 Bonds 300L Int: RT00,000
cootL
(N~ capriod struckure: (5ooL)  (PE=1Q) (pe=11)
Par ! 2
ESC 957  ISL oon  YSoL
toz Debt 78y 3TSL
1% Psc So% qSoL
1007 S00L 1007, 500L
New : ES (E5C+20) 6¥S000 13 S0,000
TNt res+ 3786,000 ~
Pree. Dry = 30,065,000
Totad: E5 (00000 + New) 1395060 190,000
In+ (7c0,000 + New) 640,000 700,000
PO (1630000 + New) 16S0,000 4650,000

11y psC (300,000%S0)  1SOL PD : 1656,000
10x=34 % ;
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{. Indrecerence Porpt:

Epsa (EBIT-T)C-£)-PD

No OF ES
EBIt-
Eps (ophonl) = ePs (ophond)
138000 | 90,000

[ (2-6450,000)%x0.66) -1650,000 _[(%-2Y00,000)~0:68]- 4650,006
1339000 190,000

0.66% - U2ST000 ~-16SO000 = 0:.:66%-[T§2000~U6506,000

13Q S000 19 S0,0006
TS
0.66® -S907006 = (0.66%2-6432000) x 13230006
190,000
QS0 Csas

Al b
(0.66% —S90100cd ¥ 8= (0:66 -~ 6432000) XS3
SI\U8% - 60346000 = 34993 - 3Y0838000
16:S& = 119830,000

i 0.662-S903000 = (0.66%-6U32000 ) X SABLD
2 = 726363636
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