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MOCK TEST PAPER –2 

FINAL (OLD) COURSE: GROUP – I 

PAPER – 2 : STRATEGIC FINANCIAL MANAGEMENT 

Question No. 1 is compulsory. Attempt any five questions from the remaining six questions. 
Working notes should form part of the answer. 

Time Allowed – 3 Hours Maximum Marks – 100 

1. (a)  BSE        5000 

Value of portfolio Rs.10,10,000 
Risk free interest rate 9% p.a. 
Dividend yield on Index 6% p.a. 
Beta of portfolio 1.5 

 We assume that a future contract on the BSE index with four months maturity is 
used to hedge the value of portfolio over next three months. One future contract is 
for delivery of 50 times the index.  
Based on the above information calculate: 
(i)  Price of future contract. 
(ii)  The gain on short futures position if index turns out to be 4,500 in three 

months.  (5 Marks) 
(b) ABC Ltd. of UK has exported goods worth Can $ 5,00,000 receivable in 6 months. 

The exporter wants to hedge the receipt in the forward market. The following 
information is available: 

 Spot Exchange Rate       Can $ 2.5/£ 
 Interest Rate in UK        12% 
 Interest Rate In Canada        15% 

The forward rates truly reflect the interest rates differential. Find out the gain/loss to UK 
exporter if Can $ spot rates (i) declines 2%, (ii) gains 4% or (iii) remains unchanged over 
next 6 months.                   (5 Marks) 
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(c) A company is considering Projects X and Y with following information: 
Project Expected NPV 

(Rs.) 
Standard deviation 

 X  1,22,000 90,000 
Y 2,25,000 1,20,000 

(i) Which project will you recommend based on the above data? 
(ii) Explain whether your opinion will change, if you use coefficient of variation as 

a measure of risk. 
(iii) Which measure is more appropriate in this situation and why?  (5 Marks) 

(d)   M Ltd. has to make a payment on 30th January, 2010 of Rs. 80 lakhs. It has surplus 
cash today, i.e. 31st October, 2009; and has decided to invest sufficient cash in a 
bank's Certificate of Deposit scheme offering an yield of 8% p.a. on simple interest 
basis. What is the amount to be invested now?                (5 Marks) 

2.  (a) DEF Ltd has been regularly paying a dividend of Rs. 19,20,000 per annum for 
several years and it is expected that same dividend would continue at this level in 
near future. There are 12,00,000 equity shares of Rs.  10 each and the share is 
traded at par.  

 The company has an opportunity to invest Rs. 8,00,000 in one year's time as well 
as further Rs.  8,00,000 in two year's time in a project as it is estimated that the 
project will generate cash inflow of Rs. 3,00,000 per annum in three year's time and 
four year’s time and Rs. 3,60,000 in five year’s time which will continue forever. This 
investment is possible if dividend is reduced for next two years.  

 Whether the company should accept the project? Also analyze the effect on the 
market price of the share, if the company decides to accept the project.   (8 Marks) 

(b)  A Mutual Fund Co. has the following assets under it on the close of business as on:  

  1st February 2012 2nd February 2012 
Company No. of Shares Market price per 

share 
Market price per 

share 
  Rs. Rs. 

L Ltd 20,000 20.00 20.50 
M Ltd 30,000 312.40 360.00 
N Ltd 20,000 361.20 383.10 
P Ltd 60,000 505.10 503.90 

 
 

© The Institute of Chartered Accountants of India



3 

Total No. of Units 6,00,000 
(i)  Calculate Net Assets Value (NAV) of the Fund.  
(ii)  Following information is given:  
 Assuming one Mr. A, submits a cheque of Rs.  30,00,000 to the Mutual Fund 

and the Fund manager of this company purchases 8,000 shares of M Ltd; and 
the balance amount is held in Bank. In such a case, what would be the position 
of the Fund?  

(iii)  Find new NAV of the Fund as on 2nd February 2012.             (8 Marks) 
3. (a)  XY Limited is engaged in large retail business in India. It is contemplating for 

expansion into a country of Africa by acquiring a group of stores having the same 
line of operation as that of India. 
The exchange rate for the currency of the proposed African country is extremely 
volatile. Rate of inflation is presently 40% a year. Inflation in India is currently 10% 
a year.  Management of XY Limited expects these rates likely to continue for the 
foreseeable future.  
Estimated projected cash flows, in real terms, in India as well as African 
country for the first three years of the project are as follows: 

 Year – 0 Year – 1 Year – 2 Year - 3 
Cash flows in Indian -50,000 -1,500 -2,000 -2,500 
Rs. (000)     
Cash flows in African -2,00,000 +50,000 +70,000 +90,000 
Rands (000)     

XY Ltd. assumes the year 3 nominal cash flows will continue to be earned each 
year indefinitely. It evaluates all investments using nominal cash flows and a 
nominal discounting rate. The present exchange rate is African Rand 6 to Rs. 1. 
You are required to calculate the net present value of the proposed investment 
considering the following: 
(i) African Rand cash flows are converted into rupees and discounted at a risk 

adjusted rate. 
(ii) All cash flows for these projects will be discounted at a rate of 20% to reflect 

it’s high risk. 
(iii) Ignore taxation. 

     Year - 1   Year - 2  Year - 3 

  PVIF @ 20% .833   .694  .579    (8 Marks) 
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(b)  Given the following information: 
Exchange rate – Canadian dollar 0.665 per DM (spot) 
Canadian dollar 0.670 per DM (3 months) 
Interest rates –  DM 7% p.a. 
Canadian Dollar – 9%  p.a. 
What operations would be carried out to take the possible arbitrage gains?  

(8 Marks) 
4.  (a)  XYZ Ltd.’s bond (Face Value of Rs. 1000) with 4 years maturity is currently trading 

at Rs. 900 carrying a coupon rate of 15%. Assuming that the reinvestment rate is 
16%, you are required to calculate Realized Yield to Maturity of the bond.  (8 Marks) 

(b)  Following are the details of a portfolio consisting of three shares: 

Share Portfolio weight Beta Expected return in 
% 

Total variance 

A 0.20 0.40 14 0.015 
B 0.50 0.50 15 0.025 
C 0.30 1.10 21 0.100 

Standard Deviation of Market Portfolio Returns = 10% 
You are given the following additional data: 
Covariance (A, B)  =  0.030 
Covariance (A, C)  =  0.020 
Covariance (B, C) =  0.040 
Calculate the following: 
(i) The Portfolio Beta 
(ii)  Residual variance of each of the three shares 
(iii)  Portfolio variance using Sharpe Index Model 
(iv) Portfolio variance (on the basis of modern portfolio theory given by Markowitz).   

(8 Marks) 
5. (a)  A Ltd. has an export sale of Rs. 50 crore of which 20% is paid by importer in 

advance of dispatch and for balance the average collection period is 60 days. 
However, it has been observed that these payments have been running late by 18 
days. The past experience indicates that bad debt losses are 0.6% on Sales. The 
expenditure incurred for efforts in receivable collection are Rs. 60,00,000 p.a. 
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So far A Ltd. had no specific arrangements to deal with export receivables, following 
two proposals are under consideration: 
(i) A non-recourse export factoring agency is ready to buy A Ltd.’s receivables by 

charging 2% commission. The factor will pay an advance to the firm at an 
interest rate of MIBOR + 2.00% after withholding 20% as reserve. 

(ii) Insu Ltd. an insurance company has offered a comprehensive insurance policy 
at a premium of 0.45% of the sum insured covering 85% of risk of non-
payment. A Ltd. can assign its right to a bank in return of an advance of 75% 
of the value insured at MIBOR+1.75%. 
Assuming that MIBOR is 6% and A Ltd. can borrow from its bank at 
MIBOR+2.25% by using existing overdraft facility determine the which of the 
two proposal should be accepted by A Ltd. (1 Year = 360 days).       (10 Marks) 

(b)  A company is long on 10 MT of copper @ Rs.  474 per kg (spot) and intends to 
remain so for the ensuing quarter. The standard deviation of changes of its spot and 
future prices are 4% and 6% respectively, having correlation coefficient of 0.75.  
What is its hedge ratio? What is the amount of the copper future it should short to 
achieve a perfect hedge?            (6 Marks) 

6. (a)  The following information is provided relating to the acquiring company Efficient Ltd. 
and the target Company Healthy Ltd. 

 Efficient Ltd. Healthy Ltd. 
No. of shares (F.V. Rs. 10 each) 10.00 lakhs 7.5 lakhs 
Market capitalization 500.00 lakhs 750.00 lakhs 
P/E ratio (times) 10.00  5.00  
Reserves and Surplus 300.00 lakhs 165.00 lakhs 
Promoter’s Holding (No. of shares) 4.75 lakhs 5.00 lakhs 

Board of Directors of both the Companies have decided to give a fair deal to the 
shareholders and accordingly for swap ratio the weights are decided as 40%, 25% 
and 35% respectively for Earning, Book Value and Market Price of share of each 
company: 
(i) Calculate the swap ratio and also calculate Promoter’s holding % after 

acquisition. 
(ii) What is the EPS of Efficient Ltd. after acquisition of Healthy Ltd.? 
(iii) What is the expected market price per share and market capitalization of 

Efficient Ltd. after acquisition, assuming P/E ratio of Firm Efficient Ltd. remains 
unchanged. 

(iv) Calculate free float market capitalization of the merged firm.  (8 Marks) 
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(b)  X Limited, just declared a dividend of Rs. 14.00 per share. Mr. B is planning to 
purchase the share of X Limited, anticipating increase in growth rate from 8% to 
9%, which will continue for three years. He also expects the market price of this 
share to be Rs. 360.00 after three years. 
You are required to determine: 
(i) the maximum amount Mr. B should pay for shares, if he requires a rate of 

return of 13% per annum.  
(ii) the maximum price Mr. B will be willing to pay for share, if he is of the opinion 

that the 9% growth can be maintained indefinitely and require 13% rate of 
return per annum.  

(iii) the price of share at the end of three years, if 9% growth rate is achieved and 
assuming other conditions remaining same as in (ii) above. 

Calculate rupee amount up to two decimal points. 

     Year-1  Year-2  Year-3 

FVIF @ 9%   1.090  1.188  1.295 

FVIF @ 13%   1.130  1.277  1.443 
PVIF @ 13%   0.885  0.783  0.693   

  (8 Marks) 
7. Write short notes on any of four of the following:  

(a) Cross Border Leasing 
(b) Buy-outs 
(c) CAMEL Model in Credit Rating 
(d) Random Walk Theory 
(e) Practical considerations in dividend policy with regard to desire of shareholders 
  (4 ×4 = 16 Marks) 
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