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INVESTMENT ANALYSIS 

Time Allotted : 3 Hours Full Marks : 70 
 

The figures in the margin indicate full marks. 

Candidates are required to give their answers in their own words 

as far as practicable. 

GROUP – A 

( Multiple Choice Type Questions ) 

1. Choose the correct alternatives for any ten of the following :  
    10 × 1 = 10 

i) The intrinsic value is 

 a) future values of the cash flows 

   b) present values of the cash flows expected form it    

 c) future value of the annuity 

 d) present values of cash inflows-cash outflows. 

ii)  Liberal Credit Standards push the sales up. That is 

why  

a) higher incidence of bad debt loss happens   

b) lower incidence of bad debt happens  

c) bad debt has got no effect 

d) none of these. 
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iii) A rigorous collection program tends to 

 a) Decrease sales, shorten average collection period    

 b) Increase sales, shorten average collection period 

 c) Decrease sales, keeping constant average collection 
period 

 d) None of these. 

iv) Organisation inventories are maintained to 

 a) Shorten the latitude in planning 

 b) Overall planning     

 c) Widen the latitude in planning 

 d) None of these. 

v) Which of the following is not Motive for holding cash ?  

 a) Adjusted income motive 

 b) Transaction motive 

 c) Precautionary motive 

  d) Speculative motive. 

vi) The principal method of short term cash forecasting is    

 a) Stochastic generating process     

 b) Net income approach   

 c) Receipts and payment method 

 d) None of these.      

vii) Operating leases are capitalized 

 a) in the books of the lessor 

 b) in the books of the lessee 

 c) in the books of the lessor and lessee 

 d) none of these. 



  CS/MMA/SEM-3/MMAFNE-301/2010-11 

40751 3 [ Turn over 

viii) A stock split is similar to 

 a) Bonus issue b) Right issue    

 c) Both of these d) None of these.  

ix) Book value per share and liquidation value per share 

are     

 a) valuation of securities 

 b) intrinsic value of the bond 

 c) valuation of a per value preference share 

 d) none of these. 

x) ABC company is considering two investments both of 

which cost Rs. 10,000. The cash flows are as follows :    

Year Project A Project B 

1 Rs. 6,000 Rs. 5,000 

2 Rs. 4,000 Rs. 3,000 

3 Rs. 3,000 Rs. 8,000 

 Based on the payback method, which of the two projects 

should be chosen ? 

 a) Project A which has a payback period of 2·0 years 

 b) Project A which has a payback period of 2·25 years 

 c) Project B which has a payback period of 2·0 years 

 d) Project B which has a payback period of              

2·25 years.  
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xi) There are several disadvantages to the payback method, 

among them  

 a) Payback emphasizes receiving money back as fast 

as possible for reinvestment 

 b) Payback is easy to use and to understand 

 c) Payback ignores the time value of money 

 d) Payback can be used in conjunction with time 

adjusted methods of evaluation.  

xii) Which of the following statements is most correct ?   

 a) All else equal, if a bond’s yield to maturity 

increases, its price with fall 

 b) All else equal, if a bond’s yield to maturity 

increases, its current yield will fall 

 c) If a bond’s yield to maturity exceeds the coupon 

rate, the bond will sell at a premium over par 

 d) All of the statements above are correct.  
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GROUP – B 

( Short Answer Type Questions ) 

 Answer any three of the following.  3 × 5 = 15 
2. A company can make either of the two investments at the 

beginning of 2010. Assuming a required rate of return of 
10%, evaluate the investment proposals under 

 i) Payback profitability 

 ii) Discounted payback period 

 iii) Profitability Index. 

 The particulars relating to the projects are given below :   

Particulars Project E Project F 

Initial Outlay (Rs)  20,000  28,000 

Estimated Life (years) 5 5 

Scrap Value (Rs) Nil Nil 

Net Cash Flow (Rs) End of 2010  4,000  7,500 

2011  5,000  8,750 

2012  6,000  7,500 

2013  9,000  7,500 

2014  5,000  7,500 

  It is estimated that each of the alternative proposals will 
require an additional working capital of Rs. 2,000 which 
will be received back in full after the expiry of each 
project life. The cost of capital is 10%. 

3. A company required 2,000 units of a certain item per year. 
The purchase price per unit is Rs. 30, the carrying cost of 
inventory is 25% and the fixed cost per order is Rs. 1000. 

 a) Determine EOQ. 

 b) What will be the total cost of carrying and ordering 
inventories when four orders of equal size are placed ?   

4. The market price of a Rs. 1,000 par value bond carrying a 
coupon rate of 14% and maturing after 5 years is Rs. 1,050. 
What is the YTM of this bond ? 
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5. a) In an effective organization, explain how control and 

monitoring of inventories are done properly. Give 

examples. 

 b) What is the concept of Just-in-Time Inventory         

Control ? 2 + 3 

6. a) State the typical contents of lease agreement. 

 b) How is credit granting decision made ? 3 + 2 

GROUP – C 

( Long Answer Type Questions ) 

 Answer any three of the following.  3 × 15 = 45 

7. Enumerate the different types of venture capital financing. 

What are the different stages at which financing may be 

required by a venture capital undertaking. 15 

8. ABC Machine Tools Company Ltd is considering the 

acquisition of a large equipment to set up its factory in a 

backward region for Rs. 12,00,000. The equipment is 

expected to have an economic useful life of 8 years. The 

equipment can be financed either with an 8 year term loan at 

14 per cent interest, repayable in equal instalments of            

Rs 2,58,676 per year, or by an equivalent amount of lease 

rent per year. In both cases, payments are due at the end of 

the year. The equipment is subject to the straight line 

method of depreciation for tax purpose. Assuming no salvage 

value after the 8-year useful life and 50 per cent tax rate, 

which of the financing alternative should be selected ? 15 
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9. a) What are the different approaches to financing of 
working capital requirements ? 

 b) Bright Company Ltd buys an item costing Rs. 125 each 
in lots of 500 boxes which is a 3 months’ supply and the 
ordering cost is Rs. 150. The inventory carrying cost is 
estimated as 20 per cent of the unit value. What is the 
total annual cost of the existing inventory policy ? How 
much money could be saved by employing the economic 
order quantity ? 8 + 7 

10. a) What are the distinct categories of investment decision ? 
Discuss the basic factors on which capital budgeting 
decisions depend. 

 b) How are cash flows different from profit ? How does 
depreciation affect the cash flows of a proposal ? 8 + 7 

11. A company is considering a proposal to replace one of its 
hammers. The following information is available. 

 a) The existing hammer was bought two years ago for        
Rs. 10 lakh. It has been depreciated at a rate of          
33·33 per cent per annum. It can be presently sold at its 
book value. It has a remaining life of 5 years after 
which, on disposal, it would fetch a value equal to its 
the then book value. 

 b) The new hammer costs Rs. 16 lakh. It will be subject to 
a depreciation rate of 33·33 per cent. After 5 years, it is 
expected to fetch a value equal to its the then book 
value. The replacement of the old hammer would 
increase revenues by Rs. 2 lakh per year and reduce 
operating cost (excluding depreciation) by Rs. 15 lakh 
per year. 

 Compute the incremental post-tax cash flows associated with 
the replacement proposal, assuming a tax rate of 50 per 
cent.  15 
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12. A multiproduct firm is considering the question of installing 

a plant for producing a new product having estimated 

product life of 6 years. It has two alternative models to 

choose from. Model A requires an initial outlay of                       

Rs. 34,000 and has economic life of three years with scrap 

value of Rs. 4000 at the end. Its operating costs are likely to 

be Rs. 30,000 per annum. Model B, on the other end, 

requires an initial outlay of Rs. 90,000 and has no realizable 

scrap value at the end of its 6 years life. Its operating costs 

are likely to be Rs. 20,000 p.a. Depreciation is allowed to be 

charged on Straight Line Basis and its cost of capital is        

10%. Marginal tax rate is 40%. Which of these two models 

should the firm choose ? 15  

    


