
 

1. Cash Inflows for Capital Budgeting decisions mean 

Accounting profit - Depreciation+ Tax 

Accounting profit + Tax - Depreciation 

Accounting profit - Tax + Depreciation 

Accounting profit - Depreciation - Tax 

 

2. Initial Cash Outflows 

Cost of Asset + Installation Expenses - Salvage - Working Capital 

 

Cost of Asset + Installation Expenses + Salvage + Working Capital 

Cost of Asset + Installation Expenses + Working Capital 

Cost of Asset + Installation Expenses + Capital Reserve 

 

 

3. The payback period is the period 

a project takes to pay back the loan taken to purchase the capital assets. 

equal to the useful life of the machines 

a project takes to recover its initial cash outflow. 

over which the project will be getting operating cash inflows. 

 

4. In case of a project having equal annual inflows, the payback period 

can be calculated as 

Cost of investment ÷ Total Cash inflows 

Cost of investment ÷ No. of years of useful life of machinery 

Cost of investment ÷Annual Cash inflows 

Total Cash Inflows less Cost of Investment 

 

5. Pay-Back Profitability 

Total Cash Inflows ÷ Cost of Investment 

Cost of investment ÷ Annual Cash inflows 

Cost of investment less Annual Cash inflows 

Total Cash Inflows less Cost of Investment 



 

6. The average profits for computing the average rate of returns from a 

new machine 

Cumulative Cash Inflows 4÷ No. of years of useful life of machine 

Cumulative Net profit after tax ÷ Cost of investment 

Cumulative Net profit after tax ÷ No. of years of useful life of machine 

Cumulative Net profit after tax ÷ pay-back period 

 

7. The average capital for computing the average rate of returns from a 

new machine 

Net cost of machine + Salvage value of machine + Initial working capital 

(Net cost of machine ÷ 2) + Salvage value of machine + Initial working capital 

(Net cost of machine ÷ 2) - Salvage value of machine + Initial working capital 

(Net cost of machine ÷ 2) + Salvage value of machine - Initial working capital 

 

8. Net Present Value of a machine 

PV of Cash Inflows Less Cost of Investment 

 

PV of Cash Inflows ÷ Cost of Investment 

PV of Net profit after tax Less Cost of Investment 

PV of Cash Inflows Less Average Cost of Investment 

 

9. Profitability Index 

PV of Cash Inflows Less Cost of Investment 

PV of Cash Inflows = PV of Cash Outflows 

(Net cost of machine ÷ 2) + Salvage value of machine + Initial working capital 

Total Cash Inflows less Cost of Investment 

 

10. Equity shareholders are eligible for dividend 

after preference shareholders 

before preference shareholders 

along with preference shareholders 

along with preference shareholders and other employees 



 

11. Capital budgeting is the process of making investment decisions for 

capital expenditure 

revenue expenditure 

deferred revenue expenditure 

direct expenses 

 

12. According to capital budgeting means "a long-term planning for making 

and financingproposed capital outlays." 

C.T. Horngren 

John J. Hampton 

Eric Helfert 

Adam Smith 

 

13. Net salvage value of fixed assets is equal to 

Excess of salvage value over book value 

Excess of book value over salvage value 

Working capital requirement in the first year 

Salvage value of fixed assets less any income tax payable on the excess of 

salvage value over book value 

 

14.An engineering project involves an initial investment of ₹ 2, 00,000 and will 

give an annual cash inflow of ₹ 40,000 for 8 years. Find out payback period 

5 years 

6 years 

8 years 

4 years 

 

15 The term average annual profit refers to 

average profit before depreciation and tax 

average profit after depreciation but before tax 

average profit after depreciation and tax till payback period 

average profit after depreciation and tax over the life of the project 



 

16. Under accounting rate of return method is taken into ………account. 

profit after depreciation and tax 

profit after tax but before depreciation 

profit before tax but after depreciation 

cash inflows 

 

17. In ………………the project which yields the highest rate of return is selected 

net present value method 

pay-back period 

accounting rate of return method 

IRR 

 

18. Under……………if the present value of future cash flow is higher than the 

initial cash outlay, theproject is selected otherwise rejected 

net present value method 

accounting rate of return method 

payback period method 

IRR 

 

19. In payback period method, the annual cash inflow means 

net income after tax 

net income before tax 

net income before depreciation but after tax 

net income after tax and depreciation 

 

20. The capital expenditure decisionsare 

reversible 

irreversible 

reversible or irreversible 

neutral  

 

21. A sound capital expenditure decision will…………..of a company. 



decrease the profit 

increase sales 

increase overall growth 

overall growth remain constant 

 

22. Which factor is given utmost importance under payback period method? 

liquidity 

flexibility 

time value of money 

mortality  

 

23. In payback period method, the project which……….is recommended for 

investment. 

takes short payback period 

takes very long payback period 

yields highest rate of return 

is having longer life 

 

24. If the annual cash inflows are not constant, the payback period is calculated 

by taking 

average cash flows 

total cash flows 

cumulative cash inflows 

average profits 

Module Two 

25. The expenditures incurred on fixed assets are expected to give return over 

one year 

two years 

a number of years 

five years 

 

.26................ is a smallest unit in the total share capital of the company 

Debenture 



Bonds 

Share 

Future and option 

 

27. The…………..concerns can acquire funds from various sources. 

well established 

newly established 

small trading 

amateur firm 

 

28. The investors who are ready to take risk, prefer…shares for investment 

preference 

equity 

bonus 

right 

 

29. Business finance deals with ………activities of business 

manufacturing 

selling 

financial 

purchasing 

 

30. Normally ……..gives advice to the Board of Directors in respect of financial matters. 

 

Auditor 

Secretary 

Finance Manager 

Foremen  

 

31. Financial management is also called  

risk management 

profit management 



resource management 

personal management 

 

32. A large proportion of initial funds is invested in………….  

fixed assets 

investments 

current assets 

current liabilities 

 

33. Wealth maximization is also known as  

value maximization  

increased dividend 

increased wealth 

use maximization 

 

34. The…………is considered as tax deductible expenditure.  

dividend 

bonus 

direct wages 

interest 

 

35. The difference between current assets and current liabilities is…..capital  

working 

fixed 

debt 

private 

 

36. Certificate of Deposit (CD) is a _____ instrument.  

Short term 

Long term 

Negotiable money market 

Unsecured money market 

 



37. What is the minimum deposit under Certificate of Deposit (CD)?  

Rs 25,000 

Rs 50,000 

Rs 1,00,000 

Rs 2,00,000 

 

38. What is the minimum maturity period of a CD issued by a bank?  

7 days 

14 days 

30 days 

1 year 

 

39. Deposits are……….. Capital. (owned ,borrowed, fictitious)  

owned 

borrowed 

fictitious 

intangible 

 

40. The person purchasing debenture of the company is known as ………………..  

creditor 

debtor 

owner 

creditor and owner both 

 

41. The shares which are redeemed after a particular period are called………………. . 

ordinary shares 

redeemable preference shares 

cumulative preference shares 

risky shares 

 

42. Public deposit cannot exceed ……. of paid-up share capital & free reserve 

35% 

15% 



25% 

45% 

 

43.  Accumulated dividend is paid to................. preference shares 

redeemable 

cumulative 

convertible 

non-cumulative 

 

44. First industrial policy was declared in ……. for rapid industrial development in the country. 

1948 

1949 

1950 

1951 

 

45. A company having current account with bank is allowed ……….facility 

accumulated 

overdraft 

amalgamated 

flexible  

 

46. The process of accumulating corporate profits and their utilization in business is called 

Retain earning 

Accumulated earning 

Personal earning  

Quick earning 

 

47. Company converts its reserves into ‘bonus share capital’ and capitalize it’s profit. This 

capitalization of profit by issue of bonus shares is known as  

financing 

retained earning 

ploughing back of profit 

spending profit 



 

48 ……..is the credit extended to you by suppliers who let you buy now and pay later? 

Quick Credit 

Trade credit  

Bank Credit 

Owner Credit 

 

49……….is an unsecured, short period debt tool issued by a company, usually for the finance 

and inventories and temporary liabilities. 

Working paper 

Commercial paper 

Finance paper 

Deposits paper 

 

50 An …….. is an unsecured borrowing by corporates and FIs from other corporate entities 

registered under the Companies Act 1956 

Commercial paper 

Public deposits 

Inter-Corporate Deposit (ICD) 

Bills Receivable 

1. Which of the following is the liability of a bank ? 

a) Treasury Bills 

b) Commercial Papers 

c) Certificate of Deposits 

d) Junk Bonds 

2. Commercial Paper is a type of  

a) Fixed Coupon Bond 

b) Unsecured Short Term Debt 

c) Equity Share Capital 

d) Government Bond 

3. Commercial Paper are generally issued at a prices 

a) Equal to Face Value 

b) More than Face Value 

c) Less than Face Value 

d) Equal to Redemption Value 



4. In which of the following arrangements with the bank, the company does not directly 

assume the risk of default by the customers ? 

a) Cash Credit  

b) Overdraft 

c) Letter of Credit 

d) Pledge 

5. Long Term Decisions are called as  

a) Capital Budgeting Decisions 

b) Working Capital Decisions 

c) Future Decisions 

d) Present Decisions 

6. Cost of New Machine is treated as  

a) Cash Inflow 

b) Cash Outflow 

c) Scrap Value 

d) Realisable Value 

7. Equity Shareholders are ________ 

a) Creditors 

b) Owners 

c) Debtors 

d) None of the Above 

8. The security on which the rate of dividend is not fixed is  

a) Equity Shares 

b) Preference Shares 

c) Debentures 

d) Public Deposits 

9. The rate of Dividend on Preference Share Capital is  

a) Fixed 

b) Fluctuating 

c) Both a and b 

d) None of the Above 

10. The security which has controlling right is  

a) Preference Shares 

b) Debentures 

c) Equity Shares 

d) Public Deposits 

11. Preference Share Capital may be  

a) Cumulative 

b) Fixed 

c) Fluctuating  



d) Saleable 

12. CCI stands for 

a) Cash and Credit 

b) Company Corporation 

c) Cumulative Cash Inflows 

d) Cumulative Credit Inflows 

13. The type of collateral Security used for short term loans is  

a) Inventory 

b) Property 

c) Plant and Machinery 

d) DebentureS 

14. Capital Budgeting is a part of 

a) Investment Decisions 

b) Working Capital Management 

c) Marketing Management 

d) Capital Structure 

15. Capital Budgeting deal with 

a) Long Term Decisions 

b) Short Term Decisions 

c) Medium Term Decisions 

d) Very Short Term Decisions 

16. Which of the following is not used in capital budgeting 

a) Time Value of Money 

b) Sensitivity Analysis 

c) Net Assets Method 

d) Cash Flows 

17. Capital Budgeting Decisions are 

a) Reversible 

b) Irreversible 

c) Unimportant 

d) All of the Above 

18. Which of the following is not a capital budgeting decision? 

a) Expansion Programme 

b) Merger 

c) Replacement of an Asset 

d) Inventory Level 

19. Capital Budgeting Decisions are based on  

a) Incremental Profit 

b) Incremental Cash Flows 

c) Incremental Assets 



d) Incremental Capital 

20. Depreciation is incorporated in cash flows because it 

a) Is unavoidable cost 

b) Is a cash flow 

c) Reduces tax liability 

d) Involves an outflow 

21. A Proposal is not a capital budgeting proposal if it 

a) Is related to Fixed Assets 

b) Brings Long Term Benefits 

c) Brings Short Term Benefits 

d) Has very large investments 

22. In Capital Budgeting, Sunk Cost is excluded because it is 

a) Of small amount 

b) Not Incremental 

c) Not Reversible 

d) All of the Above 

23. In Payback Period, the project which __________ is recommended for investment 

a) Takes short Pay Back Period 

b) Takes very long Pay Back Period 

c) Yield Highest Rate of Return 

d) Is having longer life 

24. In  ___________ the project which yields the highest rate of return is selected. 

a) Net Present Value Method 

b) Pay Back Period 

c) Internal Rate of Return Method 

d) None of these 

25. Under ___________ if the present value of future cash flow is higher than the initial cash 

outlay, the project is selected otherwise rejected. 

a) Net Present Value Method 

b) Internal Rate of Return Method 

c) Pay Back Period Method 

d) None of the Above 

26. Long Term Decisions are called as  

a) Capital Budgeting Decisions 

b) Working Capital Decisions 

c) Future Decisions 

d) Past Decisions 

27. Capital Budgeting Decisions involve huge amount of risk due to  

a) Time Factor 

b) Money Factor 



c) Human Factor 

d) Non-Monetary Factoro 

28. Pay Back Period is  

a) The time required to recover the original investment 

b) The time required to depreciate asset 

c) The time required to pay to creditor 

d) None of the Above 

29. ARR Method  

a) Takes into account time value of money 

b) Does not take into account time value of money 

c) Most modern method of capital expenditure decisions 

d) None of the above 

30. The Following affects PV of an Investment 

a) Rate of Interest 

b) Length of Investment 

c) Type of Investment 

d) All of the Above 

31. In India, Commercial Papers are issued as per the guidelines issued by 

a) SEBI 

b) RBI 

c) Forward Market Commission 

d) Stock Exchange 

32. The type of collateral security used for short term loan is 

a) Real Estate 

b) Plant and Machinery 

c) Stock of Goods 

d) Equity Share Capital 

33. Commercial Paper is a type of 

a) Fixed Coupon Bond 

b) Unsecured Short Term Debt 

c) Equity Share Capital 

d) Government Bond 

34. A sound capital budgeting is based on 

a) Cash Flows 

b) Accounting Profit 

c) Interest Rate on Borrowings 

d) Last Dividend Paid 

35. The number of years taken by a product to recover the initial investment is called ______ 

a) Payback Period 

b) Investment Period 

c) Profit Period 



d) Working Period 

36. Basic characteristic of short term marketable securities 

a) High Risk 

b) High Return 

c) High Marketability 

d) High Safety 

37. Marketable Securities are primarily 

a) Equity Shares 

b) Preference Shares 

c) Fixed Deposit with companies 

d) Short Term Debt Instruments 

38. Dividend on share capital has 

a) Tax Benefit 

b) No Tax Benefit 

c) tax liability 

d) fixed Liability 

39. The most reliable method for financing capital budget decisions 

a) NPV 

b) ARR 

c) PayBack  

d) Post Audit Method 

40. ARR stands for 

a) Accounting Rate of Return 

b) Absolute Rate of Return 

c) Accounting Risk Receivable 

d) Amicable Reasonable Return 

41. Dividend on equity shares are ___________ 

a) Regular 

b) Very High 

c) Fixed 

d) Fluctuating 

42. Debentures are _____________ Securities 

a) Ownership 

b) Creditorship 

c) Debtors 

d) Flexible 

43. ___________ is a temporary advance from the bank 

a) Reserves 

b) Capital 

c) Overdraft 

d) Fixed Assets 

44. The Project with higher ___________ should be selected under capital budgeting decisions. 



a) Gross Profit 

b) Net Profit 

c) NPV 

d) GPV 

45. Scrap value will be ___________ to Cash Inflows 

a) Added 

b) Deducted 

c) Transferred 

d) Segregated 

46. IRR stands for 

a) Internal Risk Return 

b) Internal Rate of Return 

c) Inflow Risk Return 

d) Integrated Rate of Return 

47. _________ should be added back to arrive at Cash Inflows 

a) Fixed Asset 

b) Liability 

c) Depreciation 

d) Appreciation 

48. _________ are the last claimant in case of winding up of the company. 

a) Equity Shareholders 

b) Preference Shareholders 

c) Debenture Holders 

d) Creditors 

49. In payback period method, the annual cash inflow means ______ 

a) Net Income After Tax 

b) Net Income Before Tax 

c) Net Income Before Depreciation but after Tax 

d) Net Income After Tax and Depreciation 

50. _________ are unsecured loans 

a) Public Deposits 

b) Debentures 

c) Equity Share capital 

d) Preference Share Capital 

 


