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Note : No additional answer sheets will be provided.

Answer ANY FIVE QUESTIONS.  ALL QUESTIONS CARRY EQUAL MARKS.
1. Discuss the common financial evaluation methods used as criteria in selection of projects?

2. Explain bailout Pay Back Period and in which way is this different from Pay Back Period?

3. What are the indicators / criterion which can be used for measuring Social Cost and Benefits associated with a project?

4. What are the reasons for mergers and acquisitions?

5. Define the term management of risk and specify the characteristics of high risk firms.

6. The Suman Company is considering to make investment in a proposal which requires an outlay of Rs. 1,20,000. The project has a life of three years over which the following cash inflows are likely to be generated.

	Year1
	Year 2
	Year 3

	Cash Flow
	Probability
	Cash Flow
	Probability
	Cash Flow
	Probability

	30,000
	0.2
	30,000
	0.1
	40,000
	0.3

	40,000
	0.4
	50,000
	0.4
	60,000
	0.3

	50,000
	0.3
	80,000
	0.4
	80,000
	0.2

	60,000
	0.1
	90,000
	0.1
	1,00,000
	0.2





The management feels that the expected cash flows in the various periods may 
be considered to base its decision about acceptance or rejection of the project. If 
the discount rate is 10%, should the proposal be accepted?


Note: The present value factor table at 10% discounting rate shows the following 
values for 1 rupee:

	Year
	1
	2
	3

	P.V.F.
	0.909
	0.826
	0.751


7.
Firm A is planning to acquire Firm B. The relevant financial details of the two 
firms prior to the merger announcement are as follows:

	
	Firm A
	Firm B

	Market price per share
	Rs. 75
	Rs. 30

	Number of shares
	10,00,000
	5,00,000

	Market value of the firm
	Rs. 7,50,00,000
	1,50,00,000


The merger is expected to bring gains which have present value of Rs. 1.5 crore. Firm A offers 2,50,000 shares in exchange for 5 lakh shares to the shareholders of Firm B.

You are required to determine:

a) 
Total value of Firm AB (PVAB) after merger,

b) 
Gains to the shareholders of Firm A and

c) 
True cost of acquiring Firm B and net present value of the merger to               
Firm B.

-- 00 -- 00 --
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