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QUIZ 
ON 

CAPITAL STRUCTURE



MCQ 1  
Blue Ltd. an all equity financed company is considering the repurchase of Rs 275 lakhs

equity shares and to replace it with 15% debentures of the same amount. Current

market value of the company is Rs. 1,750 lakhs with its cost of capital of 20%. The

company’s Earnings before Interest and Taxes (EBIT) are expected to remain constant in

future years. The company also has a policy of distributing its entire earnings as

dividend. Assuming the corporate tax rate as 40%, you are required to calculate Cost of

Equity.

A) 20.62 %

B) 20.52 %

C) 20.00 %

D) 18.75 %



MCQ 2  

The Above Data is data related to two companies belonging to the same risk
class:

Find Ke of A Ltd As Per MM Approach Assuming 50% Tax

A. 22.50%
B. 20.00%
C. 19.09%
D. 25.04%

Particular             A Ltd. B Ltd.

Expected Net Operating Income 18,00,000 18,00,000

12% debt 54,00,000 -

Equity capitalization Rate.  18



MCQ 3  

A. 666667
B. 833333
C. 866667
D. 333333

Indra Ltd. has an EBIT of RS. 1,00,000. The company makes use of both the

debt and equity capital. The firm has 10% debentures of RS. 5,00,000 and the

firm’s equity capitalization rate is 15%. You are required to compute Value Of

Equity.



MCQ 4  
Shahji Steel Limited requires Rs. 25,00,000 for a new plant. This plant is expected to
yield earnings before interest and taxes of Rs 5,00,000. It Has Decided to Finance its
Requirement Through Rs. 15,00,000 of Debt and the balance, by issuing equity shares.
The company’s share is currently selling at Rs 150 but is expected to decline to Rs 125 in
case the funds are borrowed in excess of Rs 10,00,000.
The funds can be borrowed at the rate of 10 per cent up to Rs 2,50,000, at 15 percent
over Rs 2,50,000 and upto RS. 10,00,000 and at 20 percent over Rs 10,00,000. The tax
rate applicable to the company is 25 percent. Find EPS

A. 15.83
B. 18.13
C. 16.41
D. 24.61



MCQ 5  
Indifference Point Refers to

A. EBIT At Which EPS Under 2 Financial Plans is Zero
B. EBIT At Which EPS is Maximum
C. EBIT At Which EPS Under 2 Financial Plans is Same
D.All of The Above



MCQ 6  

Find FBEP of Plan 2

A.0
B.900000
C.630000
D.None of the Above



MCQ 7  
RM Steels Limited require Rs 10,00,000 for construction of a new plant. The

company Plans To issue 50,000 ordinary shares at Rs 10 per share and 5000

preference shares at Rs 100 per share bearing a 8 percent rate of dividend. If

RM Steels Limited’s earnings before interest and taxes are Rs. 20,000 & tax

Rate is 50%. Compute EPS

A. 0.20

B. 0

C. (0.60)

D. (1.00)



MCQ 8  
Zordon Ltd. has net operating income of Rs 5,00,000 and total capitalization

of Rs 50,00,000 during the current year. The company is contemplating to

introduce debt financing of 2500000 in capital structure at the rate of 7.50%

Ke Being 13.50% . Find WACC As Per traditional Approach.

A. 13.50%

B. 10.00 %

C. 10.50 %

D. 9.09 %



MCQ 9  

The Above Data is data related to two companies belonging to the same risk
class:

Find WACC B Ltd As Per MM Approach Assuming 25% Tax

A. 13.23%
B. 19.09%
C. 18.00%
D. 25.04%

Particular             A Ltd. B Ltd.

Expected Net Operating Income 18,00,000 18,00,000

12% debt 54,00,000 -

Equity capitalization Rate.  18



MCQ 10  
If EPS is 10 & Ke is 12.50 % . Find P/E Ratio & MPS

A. 10 & 100

B. 8 & 80

C. 10 & 80

D. 8 & 100



MCQ 11  

Determine The Amount of Preference Dividend
A.  135000       B. 65000           C. 33600              D. 47500  

Aeron We Ltd. is considering two alternative financing plans as follows:

Particulars Plan -A (₹) Plan -B (₹)

Equity shares of ₹ 100 each 

Preference Shares of ₹ 100 each

9% Debenture 

90,00,000

-

20,00,000

90,00,000

20,00,000

-

1,10,00,000 1,10,00,000

The indifference point between the plans is ₹ 7,60,000. Corporate tax rate is 

25%. CALCULATE the Amount of dividend on preference shares.



MCQ 12  
Pecking order theory Suggests Following Order of Financing -

A. Equity , Debt , Retained Earning

B. Debt , Retained Earnings , Equity

C. Retained Earnings , Equity , Debt

D. Retained Earnings , Debt , Equity



MCQ 13  
A&R Ltd. is an all equity financed company with a market value of Rs 25,000 lakh and

cost of equity (𝒌𝒆) 18%. The company wants to buyback equity shares wroth RS 5,000

lakh by issuing and raising 10% debentures redeemable at 10% premium after 5 years.

Rate of tax may be take as 35%. Applying Modigliani- Miller (MM) (with taxes), you are

required to calculate after restructuring Weighted average cost of capital (using market

weights).

A. 15.00%

B. 17.81%

C. 16.95%

D. 16.82%



MCQ 14  

If EBIT is Above Indifference point , Choose Following
Financial Plan with

A. Lower Debt
B. No Debt
C. Higher Debt
D.Any Alternative Can Be Chosen



MCQ 15  
A Limited and B Limited are identical except for capital structure. A Ltd. has

60 percent debt and 40 percent equity, whereas B Ltd. has 20 percent debt

and 80 percent equity. (All percentages are in market value terms) the

borrowing rate for both companies is 8 percent in a no-tax world, and capital

markets are assumed to be perfect.

if the company has net operating income of RS 4,50,000 and the overall

capitalization rate of the company (𝒌𝒐) is 20 per cent. Calculate the implied

required rate of return on equity of A Ltd.

A. 38.00%

B. 33.00%

C. 20.00%

D. 25.00%



MCQ 16  

Zordon Ltd. has net operating income of Rs 5,00,000 and total capitalization

of Rs 50,00,000 during the current year. The company is contemplating to

introduce debt financing of 2500000 in capital structure at the rate of 7.50%

Ke Being 13.50% . Find Equity capitalization rate, if MM approach is followed.

A. 13.50%

B. 10.00 %

C. 10.50 %

D. 12.50 %



MCQ 17  

A. 10.00 %
B. 11.96 %
C. 12.90 %
D. 19.09 %

Amita Ltd.’s operating income (EBIT) is Rs 5,00,000. The

firm’s cost of debt is 10% and currently the firm employs Rs

15,00,000 of debt. The overall cost of capital of the firm is

15%. You are required to calculate Cost of Equity



MCQ 18  

Find Indifference Point between Plan i & ii

A.Cant Be Ascertained
B.950000
C.450000
D.1200000



MCQ 19  

The Above Data is data related to two companies belonging to the same risk
class:

Find Value of Equity of A Ltd As Per MM Approach Assuming 35% Tax

A. 2300000
B. 2760000
C. 2990000
D. 2500000

Particular             A Ltd. B Ltd.

Expected Net Operating Income 18,00,000 18,00,000

12% debt 54,00,000 -

Equity capitalization Rate.  18



MCQ 20  
Formula for FBEP =

A. Interest + Pref. Dividend
B. (Interest + Pref. Dividend)

(1-t)
C. (Interest) + Pref. Dividend

(1-t)
D. Interest + (Pref. Dividend)

(1-t)



ANSWER KEY

SR.NO ANSWER SR.NO ANSWER

1 B 11 A

2 D 12 D

3 D 13 D

4 D 14 C

5 C 15 A

6 B 16 D

7 C 17 D

8 C 18 D

9 C 19 C

10 B 20 D
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