
END TERM EXAMINATION 

Papcr Code: BBA-204 

Timc: 3 Hours 

FouRTH SEMESrER [BBA| JULy 2023 Subject: Financlal Munagencnt 

(Bateh 2021 Onwards) 

Q Answr any threc:-

Maximun Murks: 75 

Note: Attempt any f+e questions, Presont vatuc tables are allo twed. 

{a) What do you understand by EVA? How it can be cnhanced? 

{b) Features of capital budgeing decisions. 
Dlerence betwecn busincss risk and financial risk of a firn. 

1Basic and Spcciic assumpions of Ncl incomc approach. 

(15) 

{e} \hy Is the marginal cost of capilal referred to as the weighted average 

COst of new capital? 

PSK Ltd. is considering to repl:ace one of its CXisting machine at a cost of 

KS.,0U,000 the existing machine can be sold at its book value that is 

Rs.90,000. However il has a remaining useful life. of ve_ycars wilhn 

salvage valuc zero. It is being deprcciated at the rate of 20% under 

WTitten down value method. The new nachine can be sold tor 

Rs.2,50,000 aftcr five years when it will be no longer required. It will be 

depreciated _annually at the rate of 30% under written down. valuc 

method. "The ncw machine is expccted to bring savings of Rs.l,00,000 in 

hanufacturing cost per annum. Should the machine be replaced if the 

(15) COnpany is in 30% tax bracket and the required rate of return is 10% 

ignorc tax on gain or loss on sale of assets. 

X. Comnpany opcrates in an industry which carry risk at the rate of l2%. 

The company currently has sharc capital of Rs.5,00,000 ( 5000 sbares of. 

Rs. iO0.cach). The company wants to declare a dividend of Rs, 10 per 

share. The company xpccteç to have a net income of Rs.6,00.000 and 

has proposal for making a new invest1nent of Rs. 10,00,000. 

You are requircd to interpret the results in the light of MM- approach 

and also explain the assumptions nade and limitations of MM modcl. (15) 

asscts of 32,00,000 that have becn financed by 

ABC Lid. has 

iRs. 18,00,000 of cquity sharclof Rs.100 cach), general reserves of 

Rs3,60,000 and dcbt of Rs. i0,40,000 over the years cnded 31st Miarch 

2020. The conpany's total prolit before interest and tax were Rs. 

6,23,000. Company pays 8% interest on borrowed capital and is in thc 

tax bracket of 40%, The market value of cquily as on 31st Marchh 2020 

was Rs. 150 per share. What was the WCightcd average cost of capital:? 

Use market value has weiglh1ts. 
(15) 

(15) 
05 Critically cxaninc the Nel Operating Incone and MM iypothesis to 

capital siructure. 

P.T.0. 



Q6 

Q7 

(a) Assume that Rs 20 1akh plant cxiension is to be fnanced as loiott s 
Ihc hrm makea 15% down pavment and borrows the re1anng at 
3?0 nterCst rate. The loan is to be ropaid in 8 cqual insallments 
beginning at the 4th year from now. What is the size of the requited 
annual loan payment? (10) 

(b) How docs discounting and conpounding helps in determining tle 
sinking funds and capital recoverv? 

Q8 

(a) Expiain Risk Adjusted Discount Rate( RADR) method n detail. (10) 
(D) ABC td is considering taking a new projcct the management ot thr 

company wise usc certainty cquivalent approach to evaluate such 
type of projects. Following information is available for the projcet: 

Year 

|:2-] 

2 

CFAT 

1,15,000 
1,15,000 

1,15,000 
1,15,000 
1,15,000 

0.00 

(a) Mr. X and investors purc# 

0.85 

(i) The growth rate of d:vided and 

0.75 

(5} 

(0 70 

Projcct rcquires ptoject tequtes nsta! tyestmcat of s. 3,00,0O0, The 

COmpany cost of cap1tal is 12 isk fice bur rowili ite s, Adv1NC 
(5) Lhe company Whether it should take the pojet ut 

CqUly shat! ! W cDPny 

for Rs.210. He exrted the cutnpars u pa diviernd of Rv. J0,3, 
Rs.J 1.025, nd Rs.i!.573 n te t# !, 2 and ! Cpclively. 

(10) Deterninc: 

(i) What is requircd ratie of returh of M X t his equitv nvestunent? 

(b) Conrast thc interal rate of retur: mrtho of proret evalaton and 
sclection with the et present value method. Why he Iwo 

(5) 
discounted cast1 Mow techniques Irads to conficts in he projrct 

rankings? 
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