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Test Series : September, 2015 
MOCK TEST PAPER – 1 

FINAL COURSE: GROUP – I  
PAPER – 2: STRATEGIC FINANCIAL MANAGEMENT 

SUGGESTED ANSWERS/HINTS 

1.  (a)  Price of each unit on 1.1.2014 = Rs. 28 x 0.95 = Rs. 26.60 
 Price of each unit on 31.12.2014 = Rs. 28.80 x 1.03 = Rs. 29.66 
 The price of fund increase by = Rs. 3.06 (29.66 – 26.60) 

 Rate of Return = 
26.60

3.062.80+ x100 = 22.03% 

(b)  Calculation of yield to Maturity (YTM) 
Coupon  Pr o - rated discount

TM  
(Re demption  price  Purchase Pr ice)/2

Y +
=

+
 

After tax coupon = 9 × (1 – .30) = 6.3% 
After tax redemption price = 105 – (15 × .10) or Rs. 103.5 
After tax capital gain = 103.50 – 90 = Rs. 13.50 

( )6.3 + 13.5/5 9.00YTM =  or  = 9.30%
(103.5 + 90)/2 96.75

 

(c)  PNB Bank sells 13.50% GOI Securities of face value of Rs. 400 crore at current 
market price of Rs. 410 crore. 
Cash Outflow to CB Bank on 30.04.2015 (Amount of Borrowing) 

Value of Security Rs.410.00 crore 

Interest for the period 30.4.15 to 29.6.15  
 
 

61
× 0.135 × 400

360
 

Rs. 9.15 crore 

 Rs. 419.15  

   Buyback Price of Securities 

Amount of Loan Rs. 419.15 crore 

Add: Interest for 14 days @ 12%  
 
 

14
× 0.12 × 419.15

360
 

Rs. 1.9560 crore 

 Rs. 421.106 crore 
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Less: Interest for the period 30.4.15 to 13.7.15 







 ×× 400135.0

360
75  

Rs. 11.250 crore 

 Rs. 409.856 crore 

(d)  CALCULATION OF NPV  
PV of cash inflows (Rs. 45,000 x 3.169 )                                             1,42,605 
Initial Project Cost                                                                             1,20,000 
NPV                                                                                                     22,605 

 If initial project cost is varied adversely by 15% 
 NPV (Revised)  (Rs. 1,42,605  - Rs. 1,38,000 )                             Rs. 4,605  
 Change in NPV  (Rs. 22,605 – Rs. 4,605)/ Rs. 22,605 i.e  79.63 % 
 If annual cash inflow is varied adversely by 15%  
 Revised annual inflow                                                                      Rs. 40,500 
 NPV (Revised)     (Rs. 38,250 x 3.169) – (Rs. 1,20,000)           (+) Rs. 1,214 
 Change in NPV (Rs. 22,605 – Rs. 1,214) / Rs. 22,605        94.63 %  
 If cost of capital is varied adversely by 15% i.e. new cost of capital 11.5% 
 NPV (Revised) (Rs. 45,000 x 3.072 ) – Rs. 1,20,000  (+) Rs. 18,240 
 Change in NPV (Rs. 22,605 – Rs. 18,240) / Rs. 22,605  19.31 % 

Conclusion:  Project is most sensitive to ‘annual cash inflow’. 
2. (a) Presently 10 units apartments shall yield a profit of Rs. 200 lakh (Rs. 800 lakhs – 

Rs. 600 lakhs) and 15 un it apartment will yield a profit of Rs. 175 lakh (Rs. 1200 
lakhs – Rs. 1025 lakhs). Thus 10 units apartment is the best alternative if Ramesh 
has to construct now. 

 However, Ramesh waits for 1 year his pay-off will be as follows: 

 Market Conditions 
 Buoyant Market Sluggish Market 
10 units apartments Rs. 91 lakhs X 10 – Rs. 

600 lakhs = Rs. 310 lakhs 
Rs. 75 lakhs X 10 – Rs. 600 
lakhs = Rs. 150 lakhs 

15 units apartments Rs. 91 lakhs X 15 – Rs. 
1025 lakhs = Rs. 340 lakhs 

Rs. 75 lakhs X 15 – Rs. 
1025 lakhs = Rs. 100 lakhs 

 Thus if market conditions turnout to be b uoyant the best alternative is 15 units 
apartments and net pay-off will be Rs. 340 lakhs and if market turnout to be  
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sluggish the best alternative is the 10 units apartments and net pay-off shall be  
Rs. 150 lakhs. 
To determine the value of vacant plot we shall use Binomial Model (Risk Neutral 
Method) of option valuation as follows: 

 
 
 
 
 
 
 
Alternatively student can calculate these values as follows (Sale Value + Rent): 

 If market is buoyant then possible outcome = Rs. 91 lakh + Rs. 7 lakh = Rs. 98 lakhs 
 If market is sluggish then possible outcome = Rs. 75 lakh + Rs. 7 lakh = Rs. 82 lakhs 
 Let p be the probability of buoyant condition then with the given risk-free rate of 

interest of 10% the following condition should be satisfied: 

 Rs. 80 lakhs = [(p  98lakhs)  (1-p)  82lakhs]
1.10

× + ×` `       

 p= 3
8

 i.e. 0.375   

Thus 1-p = 0.625           
Expected cash flow next year  

 0.375 × Rs. 340 lakhs + 0.625 X Rs. 150 lakhs = Rs. 221.25 lakhs 
Present Value of expected cash flow: 

 Rs. 221.25 lakhs (0.909) = Rs. 201.12 lakhs 
Thus the value of vacant plot is Rs. 201.12 lakhs      
Since the current value of vacant land is more than profit from 10 units apartments now the 
land should be kept vacant.        

(b)  (i)  

Probability ABC (%) XYZ (%) 1X2 (%) 1X3 (%) 
(1) (2) (3) (4) (5) 

0.20 12 16 2.40 3.2 

Rs. 80 Lakhs 

p 

1 – p 

Rs. 91 lakhs + Rs. 7 lakhs = Rs. 98 lakhs 

Rs. 75 lakhs + Rs. 7 lakhs = Rs. 82 lakhs 
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0.25 14 10 3.50 2.5 
0.25 -7 28 -1.75 7.0 
0.30 28 -2 8.40 -0.6 

Average return 12.55 12.1 

  Hence the expected return from ABC = 12.55% and XYZ is 12.1% 

Probability (ABC- ABC ) (ABC-
ABC )2 

1X3 (XYZ- XYZ ) (XYZ-
XYZ )2 

(1)X(6) 

(1) (2) (3) (4) (5) (6)  
0.20 -0.55 0.3025 0.06 3.9 15.21 3.04 
0.25 1.45 2.1025 0.53 -2.1 4.41 1.10 
0.25 -19.55 382.2025 95.55 15.9 252.81 63.20 
0.30 15.45 238.7025 71.61 -14.1 198.81 59.64 

   167.75   126.98 

 σ 2 ABC = 167.75(%)2; σ ABC = 12.95% 
 σ 2 XYZ = 126.98(%)2; σ  XYZ = 11.27% 
(ii) In order to find risk of portfolio of two shares, the covariance between the two 

is necessary here. 

Probability (ABC- ABC ) (XYZ- XYZ ) 2X3 1X4 

(1) (2) (3) (4) (5) 
0.20 -0.55 3.9 -2.145 -0.429 
0.25 1.45 -2.1 -3.045 -0.761 
0.25 -19.55 15.9 -310.845 -77.71 
0.30 15.45 -14.1 -217.845 -65.35 

    -144.25 

σ 2P = (0.52 x 167.75) + (0.52 x 126.98) + 2 x (-144.25) x 0.5 x 0.5 
σ 2P = 41.9375 + 31.745 – 72.125 
σ 2P = 1.5575 or 1.56(%) 

σ P = 1.56  = 1.25% 

E (Rp) = (0.5 x 12.55) + (0.5 x 12.1) = 12.325% 
Hence, the return is 12.325% with the risk of 1.25% for the portfolio.  Thus the 
portfolio results in the reduction of risk by the combination of two shares. 
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(iii) For constructing the minimum risk portfolio the condition to be satisfied is 

XABC =
XAAX

2
X

2
A

XAAX
2
X

r2
r

σσσ+σ

σσσ

-
-  or = 

AX
2
X

2
A

AX
2
X

ov.C2-σ+σ

ov.C-σ
 

σX = Std. Deviation of XYZ 

σA = Std. Deviation of ABC 

rAX= Coefficient of Correlation between  XYZ and ABC 

Cov.AX  = Covariance between XYZ and ABC. 

Therefore,  

% ABC = [ ])25.144-(×2-75.167+98.126
)25.144-(-98.126

= 271.23
583.23

= 0.46 or 46% 

% ABC = 46%, XYZ = 54% 

(1 – 0.46) =0.54 
3. (a)  Alternative I:  Acquiring the asset by taking bank loan:  

Years 1 2 3 4 5 
(a) Interest (@15% p.a. on 

opening balance) 
150,000 120,000 90,000 60,000 30,000 

 Depreciation (@15%WDV)  150,000 127,500 108,375 92,119 78,301 
  300,000 247,500 198,375 152,119 108,301 
(b) Tax shield (@35%) 105,000 86,625 69,431 53,242 37,905 
 Interest less Tax shield (a)-(b) 45,000 33,375 20,569 6,758 (-)7,905 
 Principal Repayment 2,00,000 2,00,000 2,00,000 2,00,000 2,00,000 
 Total cash outflow 2,45,000 2,33,375 2,20,569 2,06,758 1,92,095 
 Discounting Factor @ 16%      0.862      0.743      0.641      0.552    0.476 
 Present Value 2,11,190 1,73,398 1,41,385 1,14,130 91,437 

Total P.V of cash outflow = Rs.731,540 
Alternative II: Acquire the asset on lease basis 

Year Lease Rentals  
Rs. 

Tax Shield 
@35% 

Net Cash 
Outflow 

Discount 
Factor 

Present 
Value 

1 3,34,000 1,16,900 2,17,100 0.862 1,87,140 
2 3,34,000 1,16,900 2,17,100 0.743 1,61,305 
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3 3,34,000 1,16,900 2,17,100 0.641 1,39,161 
4 3,34,000 1,16,900 2,17,100 0.552 1,19,839 
5 3,34,000 1,16,900 2,17,100 0.476 1,03,340 

Present value of Total Cash out flow 7,10,785 

 Advice -By making Analysis of both the alternatives, it is observed that the present 
value of the cash outflow is lower in alternative II by Rs.20,755 (i.e.Rs.731,540 – 
Rs.7,10,785) Hence, it is suggested to acquire the asset on lease basis.  

(b)  On the basis of existing and revised factors, rate of return and price of share is to 
be calculated. 

 Existing rate of return 
= Rf + Beta (Rm – Rf) 
= 12% + 1.4 (6%) = 20.4% 

 Revised rate of return 
= 10% + 1.25 (4%) = 15% 

 Price of share (original) 

13.63 Rs.  
.154

10.2   
.05 - .204

(1.05) 2  
g - K
g)  (1 D  P 

e
o ===

+
=  

 Price of share (Revised) 

36.33 Rs.  
.06

18.2   
.09 - .15

(1.09) 2   P o ===  

 In case of existing market price of Rs. 25 per share, rate of return (20.4%) and 
possible equilibrium price of share at Rs. 13.63, this share needs to be sold 
because the share is overpriced (Rs. 25 – 13.63) by Rs. 11.37. However, under the 
changed scenario where growth of dividend has been revised at 9% and the return 
though decreased at 15% but the possible price of share is to be at Rs. 36.33 and 
therefore, in order to expect price appreciation to Rs. 36.33 the investor should hold 
the shares, if other things remain the same. 

4. (a) (i)  If investment is made at London 
Amount of investment = £ 5,00,000 
Add: £ Interest for 3 months on £ 5,00,000 @ 5% = £     6,250 
  = £ 5,06,250 
Less: Amount Invested  £ 5,00,000 
         Cost of Funds         £      5,000 
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       = £ 5,05,000 
Arbitrage Profit = £     1,250 

(ii)  If investment is made at New York 
Convert £5,00,000 at Spot Rate (£5,00,000 x 1.5350) = $ 7,67,500 
Add: $ Interest for 3 months on $ 7,67,500 @ 8% = $    15,350 
  = $ 7,82,850 
Amount realized in £ ($ 7,82,850/1.5475)                           = £ 5,05,880 
Less: Amount Invested  £ 5,00,000 
         Cost of Funds         £      5,000 
          = £ 5,05,000 
Arbitrage Profit   = £     880 

(iii)  If investment is made at Frankfurt 
Convert £ 5,00,000 at Spot Rate (£ 5,00,000 x 1.8260)= EUR 9,13,000 
Add: EUR Interest for 3 months on $ 7,67,500 @ 3%    = EUR      6,847 
     = EUR 9,19,847 
Amount realized in £ (EUR 9,19,847/1.8150)                = £ 5,06,803 
Less: Amount Invested  £ 5,00,000 
         Cost of Funds         £      5,000 
       = £ 5,05,000 
Arbitrage Profit = £     1,803 
Since out of three options the maximum profit is in case investment is made in 
Frankfurt. Hence it should be opted. 

(b)  (i) Computation of Expected Return from Portfolio 

Security Beta  
(β) 

Expected Return (r) 
as per CAPM 

Amount  
(Rs. 

Lakhs) 

Weights  
(w) 

wr 

Moderate 0.50 8%+0.50(10% - 8%) = 9% 60 0.115 1.035 
Better 1.00 8%+1.00(10% - 8%) = 10% 80 0.154 1.540 
Good 0.80 8%+0.80(10% - 8%) = 9.60% 100 0.192 1.843 
Very Good 1.20 8%+1.20(10% - 8%) = 10.40% 120 0.231 2.402 
Best 1.50 8%+1.50(10% - 8%) = 11% 160 0.308 3.388   
Total    520        1 10.208 

 Thus Expected Return from Portfolio 10.208% say 10.21%. 
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(ii) As computed above the expected return from Better is 10% same as from Nifty, 
hence there will be no difference even if the replacement of security is made. 
The main logic behind this neutrality is that the beta of security ‘Better’ is 1 which 
clearly indicates that this security shall yield same return as market return. 

5. (a)  Cost of Equity as per CAPM 
            ke  = Rf + β x Market Risk Premium 
          = 8.5% + 1.36 x 9%  
          = 8.5% + 12.24% = 20.74% 

Cost of Debt          kd = 11%(1 – 0.30) = 7.70%     

  WACC         (ko) = ke x 
E

E D+
+ kd x 

D
E D+

     

           = 20.74 x 
125
165

+ 7.70 x 
40

165
 

           = 15.71 + 1.87 = 17.58%                                  
  Taxable Income      = Rs. 25,00,000/(1 - 0.30) 
           = Rs. 35,71,429 or Rs. 35.71 lakhs     
  Operating Income      = Taxable Income + Interest 
           = Rs. 35,71,429 + Rs. 4,40,000 
           = Rs. 40,11,429    or    Rs. 40.11 lacs  
      EVA    = EBIT (1-Tax Rate) – WACC x Invested Capital 
                    = Rs. 40,11,429 (1 – 0.30) – 17.58% x Rs. 1,65,00,000  
                    = Rs. 28,08,000 – Rs. 29,00,700 = - Rs. 92,700 

(b)  Identify:  Foreign currency is an asset. Amount $ 3,50,000.  
Create:  $ Liability. 
Borrow:  In $. The borrowing rate is 9% per annum or 2.25% per quarter. 
Amount to be borrowed:  3,50,000 / 1.0225 = $ 3,42,298.29 
Convert:  Sell $ and buy £. The relevant rate is the Ask rate, namely, 1.5905 per £, 
(Note:  This is an indirect quote). Amount of £s received on conversion is 
2,15,214.27 (3,42,298.29/1.5905). 
Invest:  £ 2,15,214.27 will be invested at 5% for 3 months and get £ 2,17,904.45 
Settle:  The liability of $3,42,298.29 at interest of 2.25 per cent quarter matures to 
$3,50,000 receivable from customer. 
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Using forward rate, amount receivable is = 3,50,000 / 1.6140 =  £2,16,852.54 
Amount received through money market hedge = £2,17,904.45 
Gain = 2,17,904.45 – 2,16,852.54 = £1,051.91 
So, money market hedge is beneficial for the exporter 

6. (a)  Working Notes 
Calculation of Interest Payment on 9% Debentures 
PVAF (9%,5) = 4.486 

Annual Installment = Rs.22.50 crore
4.486

= Rs. 5.0156 crore 

Year Balance 
Outstanding 
(Rs. Crore) 

Interest  
(Rs. Crore) 

Installment 
(Rs. Crore) 

Principal 
Repayment  
(Rs. Crore) 

Balance 
(Rs. Crore) 

1 22.5000 2.025 5.0156 2.9906 19.5094 
2 19.5094 1.756 5.0156 3.260 16.2494 
3 16.2494 1.462 5.0156 3.554 12.6954 
4 12.6954 1.143 5.0156 3.8726 8.8228 

Statement showing Value of Equity 

Particulars 2013-14 
(Rs. Crore) 

2014-15 
(Rs. Crore) 

2015-16 
(Rs. Crore) 

2016-17 
(Rs. Crore) 

EBIT 48.0000 57.0000 68.0000 82.0000 
Less: Interest on 9% 
Debentures  

2.0250 1.7560 1.4620 1.1430 

Interest on 8% Loan 12.8000 12.8000 12.8000 12.8000 
EBT 33.1750 42.4440 53.7380 68.0570 
Tax @ 35% 11.6113 14.8554 18.8083 23.8200 
EAT 21.5637 27.5886 34.9297 44.2370 
Dividend @ 12.5% of 
EAT  

2.6955 3.4490 4.3660 5.5300 

 18.8682 24.1396 30.5637 38.7070 
Balance b/f Nil 18.8682 43.0078 73.5715 
Balance c/f 18.8682 43.0078 73.5715 112.2785 
No. of Shares (Crore)  82.5000 82.5000 82.5000 82.5000 
Value of Equity 101.3682 125.5078 156.0715 194.7785 
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 In the beginning of 2013-14 equity was Rs. 82.5000 crore which has been grown to 
Rs. 194.7785 over a period of 4 years. In such case the compounded growth rate 
shall be as follows: 

 (194.7785/82.5000)¼ - 1 = 23.96% 
 This growth rate is slightly higher than 20% as projected by Mr. Smith. 
 If the condition of VenCap for 18 shares is accepted the expected share holding 

after 4 years shall be as follows: 

No. of shares held by Management  6.00 crore 
No. of shares held by VenCap at the starting stage 2.25 crore 
No. of shares held by VenCap after 4 years 4.05 crore 
Total holding 6.30 crore 

 Thus, it is likely that Mr. Smith may not accept this condition of VenCap as this may 
result in losing their majority ownership and control to VenCap. Mr. Smith may 
accept their condition if management has further opportunity to increase share 
ownership through other forms. 

(b) When dividends are paid 
100 = (5 + P1)/(1 + 0.10) 
Therefore, P1 = Rs.105/-. 

Value of firm 

P0= k+1
P+D 11   

= 10.0+1
105×50000+5×50000

= 10.1
5250000+250000

= Rs. 50,00,000 

When dividend is not paid 
100 = 1/1.1 x P1 

Therefore, P1 = Rs.110/-. 
Value of firm 

= 10.0+1
110×50000+0×50000

= 10.1
5500000+0

= Rs. 50,00,000/- 

M.M. Approach indicates that the value of the firm in both the situations will be the 
same. 
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7. (a)  When there is a scarcity of funds, capital rationing is resorted to. Capital rationing 
means the utilization of existing funds in most profitable manner by selecting the 
acceptable projects in the descending order or ranking with limited available funds. 
The firm must be able to maximize the profits by combining the most profitable 
proposals. Capital rationing may arise due to (i) external factors such as high 
borrowing rate or non-availability of loan funds due to c onstraints of Debt-Equity 
Ratio; and (ii) Internal Constraints Imposed by management. Project should be 
accepted as a whole or rejected. It cannot be accepted and executed in piecemeal. 

 IRR or NPV are the best basis of evaluation even under Capital Rationing 
situations. The objective is to s elect those projects which have maximum and 
positive NPV. Preference should be given to interdependent projects. Projects are 
to be ranked in the order of NPV. Where there is multi-period Capital Rationing, 
Linear Programming Technique should be used to maximize NPV. In t imes of 
Capital Rationing, the investment policy of the company may not be the optimal one.  

 In nutshell Capital Rationing leads to: 
(i) Allocation of limited resources among ranked acceptable investments. 
(ii) This function enables management to select the most profitable investment first. 
(iii) It helps a company use limited resources to the best advantage by investing 

only in the projects that offer the highest return. 
(iv) Either the internal rate of return method or the net present value method may 

be used in ranking investments. 
(b) Treasury bills are short-term debt instruments of the Central Government, maturing 

in a period of less than one year. Treasury bills are issued by RBI on behalf of the 
Government of India for periods ranging from 14 days to 364 days through regular 
auctions. They are highly liquid instruments and issued to tide over short-term 
liquidity shortfalls. 

 Treasury bills are sold through an auction process according to a fixed auction 
calendar announced by the RBI. Banks and primary dealers are the major bidders in 
the competitive auction process. Provident Funds and other investors can make 
non-competitive bids. RBI makes allocation to non-competitive bidders at a 
weighted average yield arrived at o n the basis of t he yields quoted by accepted 
competitive bids. These days the treasury bills are becoming very popular on 
account of fa lling interest rates. Treasury bills are issued at a di scount and 
redeemed at par. Hence, the implicit yield on a treasury bill is a function of the size 
of the discount and the period of maturity. Now, these bills are becoming part of 
debt market. In India, the largest holders of the treasury bills are commercial banks, 
trust, mutual funds and provident funds. Although the degree of liquidity of treasury 
bills are greater than trade bills, they are not self liquidating as the genuine trade 
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bills are. T-bills are claim against the government and do not require any grading or 
further endorsement or acceptance. 

(c)  Inspired by the Dow Theory and by observations found throughout nature, Ralph 
Elliot formulated Elliot Wave Theory in 1934. This theory was based on analysis of 
75 years stock price movements and charts. From his studies, he defined price 
movements in terms of waves. Accordingly, this theory was named Elliot Wave 
Theory. Elliot found that the markets exhibited certain repeated patterns or waves. 
As per this theory wave is a movement of the market price from one change in the 
direction to the next change in the same direction. These waves are resulted from 
buying and selling impulses emerging from the demand and supply pressures on 
the market. Depending on the demand and supply pressures, waves are generated 
in the prices. 

 As per this theory, waves can be classified into two parts:- 
• Impulsive patterns 
• Corrective patters 
Let us discuss each of these patterns. 
(i)  Impulsive Patterns-(Basic Waves) - In this pattern there will be 3 or 5 waves 

in a given direction (going upward or downward). These waves shall move in 
the direction of the basic movement. This movement can indicate bull phase or 
bear phase. 

(ii)  Corrective Patterns- (Reaction Waves) - These 3 w aves are against the 
basic direction of the basic movement. Correction involves correcting the 
earlier rise in case of bull market and fall in case of bear market. 

 As shown in the following diagram waves 1, 3 an d 5 a re directional 
movements, which are separated or corrected by wave 2 &  4, termed as 
corrective movements. 

 
Source: http://elliotwave.net/ 
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 Complete Cycle - As shown in following figure five-wave impulses is following 
by a three-wave correction (a,b & c) to form a complete cycle of eight waves. 

 
Source: http://elliotwave.net/ 

 One complete cycle consists of waves made up of two distinct phases, bullish 
and bearish. On completion of fu ll one cycle i.e. termination of 8 w aves 
movement, the fresh cycle starts with similar impulses arising out of market 
trading.  

(d)  The following are, briefly, a summary of investment banking functions: 
- Underwriting: The underwriting function within corporate finance involves 

shepherding the process of raising capital for a company. In the investment 
banking world, capital can be raised by selling either stocks or bonds to the 
investors. 

- Managing an IPO (Initial Public Offering): This includes hiring managers to 
the issue, due diligence and marketing the issue. 

- Issue of debt: When a company requires capital, it sometimes chooses to 
issue public debt instead of equity. 

- Follow-on hiring of stock: A company that is already publicly traded will 
sometimes sell stock to the public again. This type of offering is called a follow-
on offering, or a secondary offering. 

- Mergers and Acquisitions: Acting as intermediary between Acquirer and 
target company 

- Sales and Trading: This includes calling high networth individuals and 
institutions to suggest trading ideas (on a caveat emptor basis), taking orders 
and facilitating the buying and selling of stock, bonds or other securities such 
as currencies. 
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- Research Analysis: Research analysts study stocks and bonds and make 
recommendations on whether to buy, sell, or hold those securities. 

- Private Placement: A private placement differs little from a public offering 
aside from the fact that a private placement involves a firm selling stock or 
equity to private investors rather than to public investors. 

- Financial Restructuring: When a company cannot pay its cash obligations - it 
goes bankrupt. In this situation, a company can, of course, choose to simply 
shut down operations and walk away or, it can also restructure and remain in 
business. 

(e)  Equity Curve out can be defined as partial spin off in which a company creates its 
own new subsidiary and subsequently bring out its IPO. It should be however noted 
that parent company retains its control and only a part of new shares are issued to 
public. 

 On the other hand in Spin off parent company does not receive any cash as shares 
of subsidiary company are issued to existing shareholder in the form of dividend. 
Thus, shareholders in new company remain the same but not in case of Equity 
curve out. 

 

© The Institute of Chartered Accountants of India


	= Rf + Beta (Rm – Rf)
	= 12% + 1.4 (6%) = 20.4%
	= 10% + 1.25 (4%) = 15%



