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A

Answer all the questions.

Missing data may be suitably assumed.
Interest factor table is provided for others use formula.
Formula book and Interest factor table are included in reference material section.

Suppose you have borrowed ₹50,000 at an interest rate of 8% per year compounded semi-annually and
desire to repay the money with five equal end-of-year payments, with the first payment made two years
after receiving the ₹50,000.
a) Estimate the size of the annual payment.
b) At the time of the fourth payment, suppose you decide to pay off the loan with one lump sum
payment. How much should be paid?
(Use interest formula for calculations)

(4)

The cash flow diagram below shows the expected withdrawals during the five years' period along with
the expected interest rates during this period. Determine the present value using this information. (use
interest formula for calculations)

(3)

A donor wishes to endow a scholarship to a University in the name of his mother. The scholarship is to
provide ₹40,000 per year for the first five years and ₹1,00,000 per year thereafter forever. If University
expects to be able to earn 10% per year on the endowment, then estimate the amount that the donor
must give now if the first scholarship is to be given one year from now. (use formula for calculations)

(3)

An asset was bought by a company at an initial cost $1,750 with an expected salvage value of $250 at
the end of its five-year depreciable life. Calculate and show the complete depreciation schedules for:
a) If company adopts straight-line (SL) method of depreciation.
b) If company adopts double declining balance (DDB) method of depreciation.

(4)

An electric utility company is looking at the following alternatives for tree- trimming equipment. Sub-contractor bid
calls for $98,000 the first year with the additional increase of $8000 every year, for the next 5 years.
The utility company is also considering buying equipment with the first cost of $220,000 and annual operating and
maintenance expenses of $65,000 per year. The equipment is expected to have a salvage value of $25,000 at the
end of its useful life of 5 years.

Evaluate the two alternatives on annual worth method using 10% interest rate and decide on whether to sub-
contract or buy the equipment.

(3)
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2C)

3A)

3B)

3C)

contract or buy the equipment.

State the significance of solvency ratios. Define the two main solvency ratios. (3)

Providing restrooms at parks, zoos, and other city owned recreation facilities is a considerable expense for municipal
governments. City councils usually opt for permanent restrooms in larger parks and portable restrooms in smaller ones.
The cost of renting and servicing a portable restroom is $7500 per year. In one northeastern municipality, the parks
director informed the city council that the cost of constructing a permanent restroom is $218,000 and the annual cost of
maintaining it is $12,000. He remarked that the rather high cost is due to the necessity to use expensive materials and
construction techniques that are tailored to minimize damage from vandalism that often occurs in unattended public
facilities. If the useful life of a permanent restroom is assumed to be 20 years, how many portable restrooms could the
city afford to rent each year and break even with the cost of one permanent facility? Let the interest rate be 6% per year.

(4)

Two mutually exclusive alternatives are being studied the cash flows of the same are given below. If the
risk adjusted MARR is 12%, determine which alternative should be selected based on internal rate of
return method.

(3)

A company is currently paying its employees Rs. 30 per kilometer to drive their own cars on company business. The
company is considering providing employees with cars, which would involve in purchasing at Rs. 9,00,000 with the
estimated three-year life and a net salvage value of Rs. 2,00,000. Insurance is payable in the beginning of each
year at a cost of Rs. 35,000 per year and operating and maintenance expenses of Rs. 1.50 per kilometre. If the
interest rate is 10% and the company anticipates that employees' annual travel to be 30,000 kilometres, what is the
equivalent cost per mile? Should the company continue/ not continue with its current policy? Justify.

(3)
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4C)

A boring machine is to be purchased at a cost of Rs. 1,00,000.00. The following table shows the market
value and the expected annual operating and maintenance cost for each year of the machine's service:

If the rate of return is 10%, what is the economic service life for this machine?

(5)

A large university that is currently facing severe parking problems on its campus is considering
constructing parking decks off-campus. The shuttle service could pick up the students at the off-campus
parking deck and transport them to various locations on campus. The university would charge a small
fee for each shuttle ride, and the student could be quickly and economically transported to their classes.
The funds raised by the shuttle service would be used to pay for the shuttle trolleys which would cost
$170,000 each. Each trolley has a 12-year service life within estimated salvage value of $12,000. To
operate each trolley, additional expenses will be incurred. First, drivers' annual expenses of at $70,000,
secondly, maintenance at $15,000 and insurance costs $5000 annually. If the student pays 10 cents
(One $ = 100 cents) for each ride, determine the annual ridership per trolley (number of shuttle rides per
year) required to justify the shuttle project assuming that interest rate is 10%.

(3)

Mr. Kapur is planning to invest an amount of ₹10,00,000. He can invest in bank and earn a return of
20% or he can invest in a land now and give this for rent. The annual rental income from land is ₹25,000
after paying tax. He is planning to sell this land after 6 years at an amount of ₹15,00,000? Is it worth
investing on this land?

(2)
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5B)

A company with a risk adjusted MARR of 15% must install one of two production machines that provide
equivalent service (same benefits).
Machine X has an initial cost of $40,000 with an annual operating and maintenance (O&M) cost of $30,000
and a salvage value of $5,000 after its 5-year life.
Machine Y has an initial cost of $60,000 with an annual O&M cost of $20,000 and a salvage value of $12,000
after its 10-year life.
Which alternative must be selected using a present worth method with a study period of 13 years for the
analysis?
Assume the market value of the machines is equal to the book value and the company adopts a straight line
method of depreciation.

(4)

You have been hired as an analyst for Mellon Bank and your team is working on an independent
assessment of Daffy Duck Food Inc. (DDF Inc.) DDF Inc. is a firm that specializes in the production of
freshly imported farm products from France. Your assistant has provided you with the following data for
Flipper Inc. and their industry.

(3)
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5C)

In the annual report to the shareholders, the CEO of Flipper Inc. wrote, "1997 was a good year for the
firm with respect to our ability to meet our short-term obligations. We had higher liquidity largely due to
an increase in highly liquid current assets (cash, account receivables and short-term marketable
securities)." Is the CEO correct? Explain and use only relevant information in your analysis.

The financial statements of a company contain the following information for the year ending 31st March,

2014:

You are required to calculate:
i) Quick Ratio
ii) Debt-equity Ratio
iii) Average collection period (Assuming 360 days in a year).

(3)

-----End-----
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