END TERM EXAMINATION

v FOURTH Srmrs’
| ~ Semesrer [BRRAL JuLy 20720
Paper Code: BBA-204 [BBA] Juiy ) |
i Subfect: Financilal Mmm_qcmcnt l

(Bateh 2021 Onwards) 1

™me: 3 Hours -
‘ Maximum Murk:s: 75

Note: Attempt a '
pt any five questions. 'resent va lue tables are allowed.

Qi Answer any three:
11 \"i’hm do you undersiand by EVA? How
m ‘.:;1}\\;1:& of capital bndgvl_ihg decisions.
<~ ;,\_\jt\‘?a'\‘xmx'c between business risk and financial risk of a firm.
4 Basie and Speailic assumplions of Nel Income :,!pm'o-’t“l'h-
(¢} Why 1s the marginal cost of capilal referred to as the weiphted @ verape
cost of new capital?

il can be (:nh:nufr'([?

A8

5 eXISUNE machine at a cost of

&5 PSK Lid. is considering to replace one of 1t
Qe 4. 00,000 the exasting machine can be sold al its book value that 15
24.00.000. However_it_has 2 remaining, useful life_of five yeas 5 with
salvage valuc zero. It is being dc[}rcciatéd' at the rat¢ of 20% under
written down \%}Kxc method. The new machine <an be sold for
Rs.2,50,000 Aflér five years when it will be no longer requ ired. It will be
depreciated annually at ‘he rate of 30% under written down_value
method. The new machine 1s expeeted to bring savings of Rs.1,00,000 in
~anufacturing cost per annuii. ) aced if the

hould the machine be repl
company 1S m 30% tax bracket and the required rate of return 1s 10%
le of assets. (15}

ignore tax on gain or loss on sa
) industry which carry risk at the rate of 12%.
4 The company currently has sharc capital of Rs.5,00,000 5000 shares of
E{s.LD_D..cach). The company wants to declare a dividend of Rs. 10 per
share. The company expected 10 have a net income of Rs.6,00.000 and
ias proposal for making a new investment of Rs. 10,00,000.

of MM- approach

You are required to interpret the results in the light
and also explain the limitations of MM model. {13)

,4 ¥ Company opcrates in an

assumptions made and

43¢ Ltd. has asscls of 32,00,000 thalt have been financed by
i*’*;_lfb%y_gﬂ ol equily share(of Rs. 100 cach}, general Teserves of
20,4 60,000 and debt of Rs.10,40,000 vver the years ended 31st March
2020, The comnpany's {otal prafit hefore intercst and tax were Rs.
f,,23,000. Company pays 8% interesl on barrowed capital and is in the
Lax hracket of 40%, The market value of cquity as on 31st March 2020

was Rs. 150 per ohare. What was the weighled average cost of capital?
o1 value has welghls. (15)

4

Lise mar
put,hx::sis to

15)

Critically pxamine {he Nel Operating, lncote and MM hy

c:apitﬁ! glructure.
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{a) Assume
Ssume thy M 1 —_
L Rs 20 lakh plant extension s o be financed as {ollow s

T]](‘ ﬁ{']‘n .
- Mme: . “h :

O il\tn\w“ ke a 15% down payment and borrows the remanung at
bct{inni-l%t rate. The loan is to be repaid 1 8 cqual mstailments
b I » " o i . —t 9 N

g at the 4th year from now. What is the size of the required

- :;;mual loan pavment? (10)
0w s di T : |

%im\(‘ duc_s dxscuum.mg; and compounding helps in determining the

SINKINE funds and capital recovery? (31

07 1-"‘: *hxplnm Risk Adjusted Discount Rate(RADR) method i deiadl. (10)
(L} ABC 1ad 15 considering taking a new project the management of the
company wise usc certainty equivalent approach to evaluate such

type of projects. Following information is available fivr the project:

\Year — [CFAT _ — _ &E
& J— 115,000 009
|‘_2 ) T 15.000 T
B lusew  on
L ~ 115,000 S
15 | 1,15.000 S

Project requiires project regiires bl rrvestment af Ry 3,00,000. the
company cost of capiial s 1200 Hisiciree borrowing, pate s A, Advine
the company Whether ot ahould take the proest of out? (5)
Q8 [a) Mr. X and investors purchane i at ooty aiugie ol Prawing company
for Rs.210. He expected the company o pay dividend of Ra 100,
Rs.} 1.025, and Rs B1570 am the weor 12 and 1 orespectively
Determing: (10)
(iy The growth rate of deadend s
(i1} What is required rate of return of Mr oon s equity vestnent
(b) Contrast the internal riste of retisrn smethod of prowet evaluation and
sclection with the net present value method. Why these 1wo
discounted cash flow technigues leads to confiicts an the project
rankings? (5)
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