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END TERM EXAMINATION
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Paper Code: BBA-204 Subject: Financial Management

(Batch 2017)
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2

Note: Attempt any five questions. J

Q1

Q2

Q3

Which of the following statements are correct and which are incorrect?

Give reasons, to justify your answer: (3x5=15)

(a) Money has no time value.

(b) Capital investment decisions are irreversible in character.

(c) Under Net Operating Income Approach the overall capitalisation rate
and the cost of debt does not remain constant.

(d) Under Walter’s Model, the payment ratio for a normal firm (r=k) is
irrelevant.

(e) The objective of financial management is wealth maximisation and not
profit maximisation.

{a) A company is expected to pay a dividend of Rs. 4 per share after a
year. Its dividends are then expected to grow at 15% for next five
years and then at the rate of 8% indefinitely. Find out the present
value of its shares, if the capitalisation rate is 12%. (3)

(b) Exactly ten year from now Shyam will start receiving a pension of Rs.
3,000 a year. The payment will continue for sixteen years. How much
is the pension worth now, if Shyam's time preference rate is 10 per
cent? (3)

{c) A Ltd. has issued bonds of the par value of Rs. 1000. The present
value of the bond is Rs. 900. The bond carries an interest rate is 14%.
The maturity period is 6 years. You are required to calculate the yield
to maturity. (3)

(d) Between equity share and debentures which is preferable for raising
additional long-term capital for a manufacturing company and why? (6)

{a) The certainty equivalent approach is theoretically superior to the risk
adjusted discount rate. Do you agree? Give reasons. (5)

(b) A company is considering to purchase a machine. Two machines A
and B are available each costing Rs. 5,00,000. In comparing the
profitability of machine, a discount rate of 10% is to be used.

Cash Flows after taxation are expected to be as follows: (10)
Cash Flow (Rupees)
year Machine A Machine B

1 1,50,000 50,000

2 2,00,000 1,50,000
3 2,50,000 2,00,000
L 1,50,000 3,00,000
5 1,00,000 2,00,000

Discount Factor at 10% is:

Year 1 2 3 4 5

PVRe.1 |.9091 [.8264 |.7513 |.6830 |.6209

You are required to indicated which of the machines would be
profitable using the following methods of ranking investment proposals:
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