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Assion ment Unit & 2) 

wlhich of the fblloinq is cot tsue cibout the Tntenal Reade of Rekirn( Tee) 
mehed of projecd appmisal
- TRR is the most veliable means of choosinc betuoeen mutuAally 

ex clusve projes 

Which of the fo lloing is ihe Cossect fosmula fr the pic e earoas dhio ? 
A:MaaKet Psice pes Shase 

Eonoinos erShase. 

S Whle caltalaing Tnventouy tusneves res ied, Inventoaies include 
DAll of the above 

AThe fquses ese talcenro rn a (om@nyS AcountS 
hak S he (onmpan's Cosh lou from opeaatine acthihie o #he jor 

endel 20192 

C9.00,000 

be prsiect genezat e 25Oo in Sales anc 1500 in costS (ezclucding 

dep veiaton) at date 4 
he an rate is 20 

The diScount rate is 20/ 

i:klhat (s he_cashflow fom the proiect at dede 1 

lhe cashilows on dede i age as olleus 

)'oShve Ca Shflo Sales of 25oo 

2 Neqative Cashflou Cogs ot 500 

NPy 

he ey Pspsent Nakue ot the 
NPV 2500 (l+0:2: 15 0o CI+0 2) ha 

E 33 3 3 
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ili N 2500 (Ito )-150 o (lto:2) 
1041 66 

We Ccn See thet as the CostS are paid at dede 2 he NPV A 

he saios that help to aralyse a buSinesss efficiency aBe as toleus 
hventoru Tutnoves Penod 

Loventosy Tusnoves Period InNenozie S x365, 

Cost of Sateg 

hs satfo helps us to undessiand how lo ne en an averoqe cloeg 
ihe business hold iis inventoy 

This ratio tie to asse ss ho u much StK (Lnven) does he 
basine ss hold in_selation t the scaJe of the bmpans operation 
) his soio halps us b (omge he ehciencu f he biusiness in 
holdina optimu Soc anc) o Sell_t wih 4he tndugm 

tina cestain hmetrame Shcundard 

yade ecevabeS tumoves pe riod 

xade seceivables rade seceivable 365 
lurooves pes iod Cvedit Scues 

his 3a ho me aSuses the ave gaap inoe in whdh the es dlebkorr 
ie ne trades eceivableS ase beina seitH e d. 

i)n Smde \OsdS, thig ahio helps us ko assess heu mucba 
fkedi pe siod is g ven on an aveaR ohe bugine HS deh or 
This satio hel ps us o dhed ineasiness Eceiv in houo ma nu_ 

duus thexade seceivay e are seH\e d A Shos ter pesod is 
uSucallu_degitcuble 
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Todepayables turneuer peniod 

Trade payable 

tusnove r peniod 
Trade payables x 365 
Csedtt puschasesS 

ThS Ytio helps u o assess ho much Cved it period doe thee 
ThiS atio 
Lompa pany naS on á0 avesace. e hou main daus 
he paunen S csediko 
Hioh NO indicaHeS a lona Coedt peiac (hich is favsu rable ) and 

the company maKeg 

viCe-vesSe 

Limitahions o atio Analusis 

1 dNesHS attention trorn ihe fqubes and sicdernedS themse] vee -Ratios dont aloays eflect the_enti re picuse RaHos dont eflect the notes mentioned in he financal Staternenis S 
om posiSionS Can be affecded b cifeseni acounhnq policies os by theo ez te anal fachors. 

These Could be peculaziies o the trade ahich maket difhcut fo 
Otpt Cestoaun vahos 

4) The State metS Could have been dekberutely cis toaied by so Cq lle 
a(toun hnc 

he_possible seaSoos hr he socks to traole at diferent beias in 
he Shock marke are as tolloS 
Beta is the meaSure of suStemotic aiSkAIL Co mpaunie face Sustema 

TKho we ver Some comgane ase exposed mane o he masik et cnd the re 

SK than otheY Due o this the bee olhe shoceg imauGry 
Here Companieg have dileren Capifad ShructuseS the compa.ny 
Sun-geaed then iHS betc s ditferert toun he bee afageas ed 

fompan 
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S) Tode payables turnaer eviod 

Trade payable Trade Payables x 365 

tusnover pe riod (Tedt pusdhasees 

Ihis Yatio helps ug o assess how much Ckedi period doe the 
(omparna on an avea qeie hou mean daus he comean nakeg 
the paucem to S caedio 
rato indicales a lona Cvedt pevcc (which is faau rable) arnd 
viCe-eTso 

1 Limitations of Rahio Analus's 

dvesS atlention from he fquses and siadermerdS f@mse] ve 
KahoS dont always oeflect the entire oictuse Rotos dont eflect 
the notes me nioned in he financad Statenents. 

2 lom poxiSions Can be affected bdifererh accountinq poliiei os b oHhes ezie anal tachors. 
3hese Could be peculauities of the trade ahich makeidiEhcalt fo OtespBe Cestain sqh os 
4The State mem S Could have been delberately cis to red by So Cqlle a Ctbun hnc 

he _possible seaSons tu the shcks to tradle at diferent betas in the Stoc markef Ore as tollois- 
DBeta is the meaßure ot Sustematic siSkAlL Co mpanie face sysfemat IsiSK ho e verSome comgcunieaKe eiposed more to ihe mastet and the reb hSk Hhan o theY ue fo thiS he beje o the stockg may Nary 2 Dferect Coropanieg nave diierG apial Stauuses f the ce is uo-4eat ed then itS beta iS diHteset thcunhe bete a asre e fompon 
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Geased beta= : 
Debt Equty rotio 2 

Con porote tox Tute s 3o7 

e Calculole Ceazel bea il the debt Cqutty ortio 1S 22 

ist e must calulade unaecel bela o the come y 

ug x1+ D (1-t) 

Bus x + (103) 
2 

35 

tox the delt equity retio of 22 bete (Qeared) is ag blloco s 

0R14 x+2 (1-o 3) 

1385 

lhich of the followitna stemant s true 
D Tn qene ral the mau Ke; oinvestmet uSt shiahey 

Value 

than the ner eregent alue, 

To Compani 3 zis mazimiSe sharehdder weclth 1e the 
oWnerS However ere are Cericc problemg 

emon Shsc hing he aSSou cAted id i coMpanre acuCI C os K 
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They areos follousS: 
to 

incafage Shareholder weaih. 

-The Ma Managrs may uocunt ho iOcs ea Sc shaveh old er wwoali B.d the 

D Business Practk es 

unde toke Pocach chicey thai lecac) ho gShost -1erm gaoS 
thes moty 

n cubout the (ugomer 
(orpor sOTGHi onS may oCug on ne iniSing Shocreholol e coea 1h ney (oSe Siqht of nt of Ahe ans of cushome y 

uet Marke Pnice = Rs 10 

The uTrent dliudend per sha re =Rs 1o 
ee vade G/: MarKet isk pseraiu 

RSK-fve 

m-87 

Shove holdes tace bio pes ot aiSE te Syslemalic ik and Speciic sisK he SStena-tic iSK CaO be mininoiSec bu divessi hication by he ghaxehold esS but he SuStemahC iSK Cannot be hedaec by diveaSication. 3 felaB IS the measure_ of Sustemodic, iSK aSSo ciau e h G poti Cu ler Sto tK 

Shareholders Tequise a Tetuso fDy dakine_en Stemodhi aSk aod ihe of the Shock helps o undeasteund the sustemaic SK gSocicte uih 4h (ompan 

fo7malaa 
B 6 im 6 

m-vabince of the masket index_ 
imiS *he (ovamaunce behoeen he 

indi ndud Shoc S veura and hcd of the 
Mare 
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B Pin6 
6 

Tim iSAhe elathon (oef fcient betoeen the indiiducd Compcunu 

Shocr tehurn And thd of the mcret 

ancl axe the stcundlovd odeiatios cof he compcer s s nd 

acKe nde 

Belo Con be d elexomine as llo os 

TES metha he beta is a Tatio betwten the (oUGI ANce ot he shock rehng 

And he se luznS of he orevall marKet and he Variounce of he 

mariC nde z. 6im 

Sttord mehoHeve beta is colcalaled b dividinq he slendard devioti on ot he 

Snek S 6e luro by the Standard deviation of he getut on he 

marke indey and mulielyinq t 4ih he (oTel etion Coetde0+ 

beuoeen he (ompan and he mogket 

B Pm 
6 

) AS an actve shock iovestor,L wauld_pessonally_prefer to iOvegt 

io a Shod n With bea 1 
A beta of 1 indiateQthat the Stock has qiven an ampls hed euro 
as CorapGred fo the market This can be io he po Sih ve al copl_ 

O neaCtive dise ctonToeves1S beHer than a CoMpouns 

INith bea af = the Company hat per ton ina 
Counier-(uch Ceu manney(dfe rently fhau he ove gal 

fmarket epenence 

iv M arket ndex linlMed bond 
he above tinancia iOstrumeot S kely to have a beta dose fo O 



Page No 
Date 

o1DeHtEquai etio1 
Ris-vee Tate cf zeturo T/ 

Equaiby 3isK Premium5 
GroSS Cost of debt 9/ 

Beta 5 

Toaae = 257 

WACC is qven by 

ACCMarket valuc dept Net Cost 
Maxt eh vcue d debt teguib of debt 

Marke ual ue of ecuity Cost ol Equity 
Maride value of eauity +debt 

Cost ot tauity SKfree zate besa x (eaui iS premium 
7/t5x 5) 

45/. 

Nel (ost ol Debt GoSS cost of xLE 
debt 

a xC1-25 7 
75/ 

WACC IxG 15/. x 1457. lo 625. 
2 

fhe Companu wfe to sepay allof its debt hen he t 
TPG uired ae uro fo eaUi Chaunges 

To Calcalale ihe veyiSed co St of Cauib grtern e 
need to (alulate the ung ea Tel beta 
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Ba Bua x+D t-t) 

15 Bos x (1-25 

Sus 5 08571 

(75 

est of Equiby Risk free xcde t X tquity iSKpremlu m 

7+D 57 X 57. 

112? 5 

)BN Cost of Project 
At IRR, Pses ent value_ot Cash out floas re3 ent Vauue 

of Zn Pow 

CoSt of Proifct 40,000 t05 t46,00 o (Io 15)** 

+40,000 (Ito15)+ 40, ooo (I to1 
4000o115)(t5)(15) (I15) 

40,o00 x 2 55 

,14 20 o 

i)NPV 

Proidcbilh Ind e- P. V_ ot Cashin flouos at Coc 
Py of Ceah out hoy 

PV o Cashtouo O%4 X1,1 206 

1, 2 50 
.NP - 2t, 50 114,200 

30 , 
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a) Cuxxent Podio 

(unxecRelio Cusseot Asses 
Ucpt LiabtiteS 

(ute 
a buSiness 

This rabo is asecd bo cssess hd 

aicundib mutio Tt helps to assess the lkurcd iby of 

helher he CorOpany ilbe able bo poy its bils ovex the n aet fe months 

DebhDDS u nOVe peniod 

DebtosS turnoNer Tade ecevcbl es x39 peatod 
Credit Saleg 

his atio is alSo Knowo ag bade oec eivable tinoreT peiod This qtio 
mea SuTeS the ave sci qe ti me in ubich the clebiDS SeHe thes balance 

he Omponu has high inventory fuanoes peaiod In osder to chneck h ethes the Conpapary N Oud be able o meet its Shos+ term cabiliies, the nance maneqe Should Keep an eye on the Quick Ratio 

Quick Ratio =_ Cudten Assets nventoay 
(uSsect Liabilitte 

Th's zoatio is cumed at lookins at Shot -tesnM licudl t 
ne Quickcio Considers ishat unuld hcupp en allcxedihnT oncd Cetos aCCountS were seH im.nedicdely 
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15 Debt tquity sato = t 
GRY of debt 7 

Dividendeld 47 

Appvowi meut 87.x t4 

w ACC 

An inveshr may iaveyt iO this Rrm bécauSe aS d eb istalKen 

The seutn ACC falIS and he (ompany ha ca hicnervalucehon 

gen e rcied bu the (ompuuny uil cau So be hiche 

n he teaditiongl Schos) the emphasis was on dejesmin ing ihe 
amount ot debt a CompanY could Safely eooT Aithout SKino 

bankruptcu in a severe TeceSs ion. 

Debtis cheaper thon equit hoance TSSberause cebt Debt 
also has a taz Saina abilt Fy So As aearing incseasea the 
ACC Should fal 

Howeier #he incaeaSine debt propastion incsecges the 
inao cal S of sherehdder S. Thesebe hey demond a 

Qseaher Tetuyn for the incsec sed si SK 

Theretoe beyond a cericin level ot Georane the clouonuoa rd 
ettet on ihe WACC bu incseasinq the deht H nance n the 
busineSS il be nore than oPPset bu the lacgeaSe 1n 
eturO Tequ Irec bySnareholders_ 

n thiS Case he grg ph o WACC a inst geam 
oould be 0-shaped 
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WACCC 

CCeosina 

Miler and Modialicuni who held hat qeasina ugas Cach insea Sein debt uas 15bele vant Cund thaat 
iedcCampenSehi0 ioc reaSe in the_cost O the egutty 

MM'S rs+ Be le Yance_popoSiho O 1 nas Ke value any Gm is independent ot iis copitCd StEuctnR. 

Modtaieum aund Miller asCued hatt, undes cextai aSSumptho OS aeasinqhus no eftect n the value af the Com pany he assumphions madeb them Nre cS tolloss. There ate no taress 
2 0alimted person g dnd (o mpary borovaincispossible at he Same Yate ot nteregt 

3 Debt 1S TiSK-ree 
4) There are no creenecoSts 5) There ase no ino mation asymmetn e 

CoS ot Cquiby Rat 

/PekY 

W ACC 

Cost of debt 

Creaxin 



Date 

Ri SK-Yee xate of retrrn 67 

quity SK pr emium5 

B(UG) l4 

CoSt of Eguity 
RisK-fee t|8 *Equiby zisie 

Tate 

premium 

7 + (14x5/. ) 

13 

bThe 
ungeaaed beta 4 

As debt has a book value_o o 

Sraeased)= BCUngeared z + D C1-t) 

I4 +4 (I- 307) 

2 53 

C Cost of Equi ee rcu (3GecreX Equi y RSk 

Premiu m 

. +(2-o 53 x 5/:) 

8 65/ 
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