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Advanced capital Budgeting :
* List of unique questions with points
to be remembered . (7ᵗʰ & 8ᵗʰ Edition books)
Question No . Topics points to be remembered.
°"" """ """

[
""""" " "" ""
Assume 0 -1. Or any other -1.

Q -Le Inflation Adjustment of inflation ,

adjustment as different Year inflation
is different

Q -LD Inflation
adjustment working capital adjustment

in cash flows and
Tax treatment as it is

paid in arrear.

Q -2A c.E. factor . . NPV in c. E approach

RADR analysis (point- iD

Q -2C RADM • Risk index is
"

Beta "

Return affirm is
"

Rm "

•,, / a.e. a.⇔ . useagp.raaa.in
4ᵗʰ and 5ᵗʰ Year as
Discount rate is differentf.⇔, .ua, , way .• tf time permit provide
two alternative solution .
otherwise correct solution

.

Q - 3A statistical • computation of SD

4
technique • computation of PE

Pr of inflow = Npv + outflow .
•→ pg , , § . yes, & waggy gyp,

• prob in case of dependent
and independent
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Q -3D statistical • AS life is not given
technique calculate SD of

cash flows .

d-31 ii
• SD in case of
independent cash flows .

◦ Hitler formula
Q -5A utilities

.

• Expected utilities
= E@titities✗ prob]m.i.mg

,

Decision • Expected NPV

Q - 613 Decision see solution once
Tree

Q - 7-B sensitivity Annuity factor of 10%

Analysis and 12% given .
Hence assume 20%
adverse change in each
factor to analyse Sens .

Q - 7C Sensitivity • silent regarding method .
• Better to calculate
i. change in each factor
where NPV becomes zero

• For lifetime = Discounted

Paybackperiod
d-7- D Sensitivity • change in change in

cash flow
=

fixed cost
• Given sensitivity . / .=
is change in that factor
where Npr becomes zero .



 

 
// CA NAGENDRA SAH // WWW.NAGENDRASAH.COM 

 
 

AFM Class Notes 

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

 

d- 8A scenario

Analysis .

d- 813 scenario → select that project which

•
Minimax Regret have minimum Regret

out of maximum value .

Q - 9 A simulation • cumulative probability
• Range of Random No .

• calculate NPV run wise

then .

first 2 Random no . for
1st trial .
It means :

R.NO- 2 ⇒ for cash flows
R .No -2 ⇒ for life

Q -10A Real option • Both question and solution
are ambiguous .

◦ calculate probability using
7- lakh rent income .

◦ However
, ignore 7- lakh

for calculation of call
Value _

⇐CAI solution)
Q - 1013 Real option simple put option

value under binomial
model

.

d-20C Real option • patent ⇒ Right of producing
•Value of Right ⇒ value of

call

◦Variance is given = 26.8%
• Hence use Black Scholes model
• In black Scholes we have to
use SD in decimal .
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"

• correct Value is = 26¥
200×10-0

• But ICAI used = 261
200

Recommendation: prefer

wrong solution of ICAI
ice 2%-1 in calculation
of da .

Q - to D Real option Nature of abandonment
means value of put

Q - 22A Adjusted Adjusted NPV = Base NPV

Npv + pvaftaxs .
on interest

Discount rate :

⇒for Base NPV= Ke

⇒For Prof Tass . on interest
① Kd pretax if Debt Amt

is fixed
?⃝ ko if Debt amount
vary -

d-LIB Adjusted NPV • Nothing unique
• ICAI first alternative
solution is different but
no issue . our solution
is second alternative

solutromwhichisim-linewit.tn
our

concept .
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d-12A Replacement • Have a look on Replacement
decision decision treatment .

◦ All cash flows should be
Incremental / change .

d- 127 Replacement o calculate Dep on total
decision value including installationand consultation .

d-12 F- Replacement ◦ In fact it is uneauef
life project where
decision depends upon

⇒ Annual equal cashflow /
NPV

=P;*¥'
d-13 A Replacement ◦ calculate Annual canal

at optimal cost of new machine
point • calculate annual runningcost of old machine

and take decision .
⇒ This solution is little

different from current

study mat solution but
i reéomment old solution
of ICAI which we did
in class -

d- 13ps Replacement calculate Npv for different
cycle . Cycle

① Replace every year
④ Replace in every ly
ete -
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calculate equivalent
annual canal Npr
to compare .

Q -13C Investment at ° life is not given .

optimum point Hence assume

perpetual life .

• current MPV is not

comparable with
NPV at trend /

I 24 end .

◦ Hence do PV to

take decision -

F-


