[image: image1.jpg]Sreenidhi Institute of Science and Tm:hnnlngy

AUTONOMOUS





Sreenidhi Institute of Science and Technology

(An Autonomous Institution)

Code No: 5Z439  





                                         Date: 21.04.2017
MBA II-Year II-Semester End Examination, April/May- 2017 (Regular/Supplementary)

STRATEGIC INVESTMENT AND FINANCING DECISIONS 
Time:
3 Hours







                    Max.Marks:75

         Note:    a) No additional answer sheets will be provided.

          

b)  All sub-parts of a question must be answered at one place only, otherwise it will not       

                           Be valued.

          

c)  Assume any missing data.








Part - A 



Max.Marks:25
Answer all QUESTIONS.
1. Explain the concept of Project Specific Risk.






[3M]
2. Differentiate between Standalone Risk, Firm Risk and Market Risk with examples.
[3M]
3. What is meant by Portfolio Risk?








[3M]
4. Explain the disadvantages of diversified projects. 





[3M]
5. Distinguish between Pure and Mixed Investments





[3M]
6. Explain the concept of Investment Timing Options in Projects. 



[2M]
7. What is meant by Bailout Pay Back? 







[2M]
8. Write a note on Equivalent Annual Cost. 






[2M]
9. What are the plausible reasons as well as the dubious reasons for leasing. 

[2M]
10.  What are types of mergers?







           [2M]






Part – B




Max.Marks:50
ANSWER ANY FIVE QUESTIONS. EACH QUESTION CARRIES 10 MARKS.
1. a.  M/S Johan is considering an investment which requires a current outlay of Rs.25,000. The expected value and standard deviation of cash flows are:

	Year
	Expected Value (Rs.)
	Standard Deviation (Rs.)

	1
	12,000
	5,000

	2
	10,000
	6,000

	3
	9,000
	5,000

	4
	8,000
	6,000


The cash flows are perfectly correlated. Calculate the expected net present value and standard deviation of net present value of the investment, if the risk -free interest rate is 8 per cent. 


b. Discuss the steps involved in Decision Tree Analysis with examples. 

    2. a. A firm is considering purchase of 100 sewing machines. Each of the machine cost Rs 18,000 
           and would yield a cash flow of Rs 5,300 for next five years. If the cost of capital for the firm is 14% find the :
i. NPV of the project,  
ii. IRR of the project and 
iii. Modified IRR of the project.

        b. What is meant by Capital Rationing? Explain the Single and Multi PeriodCapital Constraints 
            with suitable examples and how this issue can be addressed with capital rationing? 

    3.  a. Discuss Lorie Savage Paradox in Investment Decisions with suitable examples.

         b. Explain the different situations in which a project can be abandon and discuss the approach    

            of real options in project abandonment decisions. 

    4.  a. Write a detailed note on Post Pay Back and Surplus Pay Back with suitable examples.

         b. Explain Mean Variance Analysis application in Investment Decisions of Complex Projects.

    5.  a. What are the typical contents of a lease agreement? How would you choose between leasing      

             and hire -purchase.

         b. When is a financial lease mutually beneficial to the lesser and the lessee? Discuss the 
            Procedure for comparing leasing with borrowing and buying option.

    6.   a. Explain Pooling of Interest Method and the Purchase Method of accounting for mergers.

          b. What are the salient features of SEBI ‘s regulations relating to takeovers? 

    7.  a. Explain the terms Risk and Uncertainty. Discuss the application of probability approach to risk 
             analysis in capital budgeting.

         b. Discuss the Concept of Multiple IRR in Investment Decisions. 
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