
NRT/KS/19/5564
Bachelor of Business Administration (B.B.A.) Semester—VI Examination

FUNDAMENTAL  OF  BUSINESS  FINANCE
Paper—1

Elective—A (F.M.)
Time : Three Hours] [Maximum Marks : 80

N.B. :— (1) All questions are compulsory.
(2) All questions carry equal marks.

1. (a) What is meant by Time Value of Money ? Describe the importance of Discounting and Compounding
techniques in finance.

(b) Mr. X borrows Rs. 1,00,000 at 8% compounded annually. Equal installments are to made for
6 years for repayment of borrowed amount. How much is the installment amount ?
(Given PVAF @ 8% for 6 yrs = 4.623)

OR

(c) A 4 years annuity of Rs. 3,000 per year is deposited in a bank account that gives 9% interest
compounded annually. The annuity payment begins in year 12 from now. What is the future value
of annuity. (CVAF @ 9% for 4 years = 4.573)

(d) Ten years from now Mr. X 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 ? The rate of interest is 10%
compounded annually.

(Given PVAF of 10% for 16 years = 7.824 and PVF of 10% for 9th year = .424)

2. (a) What do you mean by Capital Budgeting ? Explain characteristics of Capital Budgeting.

(b) A Co. is planning to acquire a machine costing Rs. 1,40,000 and having economic life of 6 years
and salvage of Rs. 20,000 after full usage of economic life. The company is estimating following
profits before depreciation and taxes for next 6 years. Assuming the discounting rate of 10% and
tax rate is to be assumed at 50%; determine the (i) Pay Back Period and (ii) Net Present Value
(NPV).

1 2 3 4 5 6

PVF @ 10% 0.909 0.826 0.751 0.683 0.621 0.564

OR

(c) What are various techniques of Capital Budgeting using time value of money concept ? Discuss
the merits and demerits of those techniques.

(d) Machine A and Machine B cost Rs. 1,20,000 each; Cash Receipts expected are as follows :

Year (At the end) A B

1 20,000 –

2 60,000 60,000

3 40,000 60,000

4 40,000 80,000

5 40,000 –

If Cost of Capital is 7%, determine which of the two machines should be purchased.
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3. (a) Explain various factors determining the dividend decision.

(b) The earnings per share of ABC Ltd. is Rs. 10 and rate of Capitalisation applicable to it is 10%.
The company has before it the options of adopting a pay out ratio of 20% or 40% or 80%. Using
Walter’s model compute the current market price of company’s share if the productivity of
retained earnings is (i) 20%, (ii) 10% or (iii) 8%.

OR

(c) XYZ Ltd. has 50,000 Equity Shares outstanding at present and the current market value of Share
is Rs. 10. The company is planning to declare a dividend of Rs. 2 per share at the end of the
year. The company belongs to a risk class having capitalisation rate of 15%. Using Modigliani
Miller Approach (MM Approach), determine the price of the share as its is likely to prevail at
the end of year if (i) Dividend is declared and (ii) If dividend is not declared.

Also find out the number of new equity shares that the company must issue to meet requirement
of Rs. 2,00,000 as investment, assuming a net income available with the company is Rs. 1,10,000
and dividends are paid.

(d) Explain the concept of Stability of Dividend.

4. (a) Discuss in detail about the various methods of corporate restructuring.

(b) Explain in detail about various types of Mergers.

OR

(c) What is meant by Takeovers ? Explain the types of takeovers.

(d) Elaborate with recent examples about Split Up and Spin Off.

5. Write short notes on :

(a) Annuity

(b) Internal Rate of Return (IRR)

(c) Relevance Approach of Dividend Decision

(d) Demerger.
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