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QUESTION NO.1 Rahim Enterprises is a manufacturer and exporter of woolen garments to European countries.
Their business is expanding day by day and in the previous financial year the company has registered a 25%
growth in export business. The company is in the process of considering a new investment project. It is an all
equity financed company with 10,00,000 equity shares of face value of ` 50 per share. The current issue price of
this share is ` 125 ex-divided. Annual earning are ` 25 per share and in the absence of new investments will
remain constant in perpetuity. All earnings are distributed at present. A new investment is available which will
cost ` 1,75,00,000 in one year’s time and will produce annual cash inflows thereafter of ` 50,00,000. Analyse the
effect of the new project on dividend payments and the share price.

QUESTION NO.2 A company has an EPS of ` 2.5 for the last year and the DPS of `  1. The  earnings is expected to
grow at 2% a year in long run. Currently it is trading at 7 times its earnings. If the required rate of return is 14%,
compute the following:(i) An estimate of the P/E ratio using Gordon growth model.(ii) The Long-term growth
rate implied by the current P/E ratio.

QUESTION NO.3  Pet feed plc has outstanding, a high yield Bond with following features:
Face Value £ 10,000
Coupon 10%
Maturity Period 6 years
Special Feature Company can extend the life of Bond to 12 years
Presently the interest rate on equivalent Bond is 8%.
(a)If an investor expects that interest will be 8%, six years from now then how much he should pay for this bond
now.(b)Now suppose, on the basis of that expectation, he invests in the Bond, but interest rate turns out to be
12%, six years from now, then what will be his potential loss/ gain if the company extents the life of Bond for
another 6 years.

QUESTION NO.4 A hypothetical company ABC Ltd. issued a 10% Debenture (Face Value of ̀  1000) of the duration
of 10 years is currently trading at ` 850 per debenture. The bond is convertible into 50 equity shares being
currently quoted at ` 17 per share.Calculate the spread of yield of the above bond from this comparable bond, if
equivalent yield of the same is 11.80%.

QUESTION NO.5 ABC Ltd has the following outstanding bonds.
Bond                              Coupon Maturity
Series X                              8%  10 years
Series Y                              Variable changes annually
                                           comparable to prevailing rate  10 years
Initially these bonds were issued at face value of `  10000 with yield to maturity of 8%.Assuming that:
(i) After 2 years from the date of issue, interest on comparable bonds is 10%, then what should be the price of
each bond.(ii) If after 2 additional years, the interest rate on comparable bond is 7%, then what should be the
price of each bond?(iii) What conclusions you can draw from prices of bonds, computed above.

QUESTION NO.6 The following data are available for three bonds A, B and C. These bonds are used by a bond
portfolio manager to fund an outflow scheduled in 6 years  Current yield is 9%. All bonds have face value of `100
each and will be redeemed at par. Interest is payable annually.
Bond Maturity (Years) Coupon rate
A 10 10%
B 8 11%
C 5 9%
(i)Calculate the duration of each bond.
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(ii)The bond portfolio manager has been asked to keep 45% of the portfolio money in Bond A. Calculate the
percentage amount to be invested in bonds B and C that need to be purchased to immunise the portfolio.
(iii)After the portfolio has been formulated, an interest rate change occurs, increasing the yield to 11%. The new
duration of these bonds are: Bond A = 7.15 years, Bond B = 6.03 years and Bond C = 4.27 years the portfolio still
immunized? Why or why not?
(iv) Determine the new percentage of B and C bonds that are needed to immunize the portfolio. Bond A remaining
at 45% of the portfolio.Present values be used as follows :
Present Values t1 t2 t3 t4 t5

t,09.0PVIF 0.917 0.842 0.772 0.708 0.650
Present Values t6 t7 t8 T9 t10

t,09.0PVIF 0.596 0.547 0.502 0.460 0.4224

QUESTION NO.7 XYZ Ltd.’s bond (Face Value of ` 1000) with 4 years maturity is currently trading at ` 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.

QUESTION NO.8 A bond is held for a period of 45 days. The current discount yield is 6 percent per annum. It is
expected that current yield will increase by 200 basis points and current market price will come down by `2.50.
Calculate: (i) Face value of the Bond and (ii) Bond Equivalent Yield.Assume 360 days in a year.

QUESTION  NO.9 Based on the following data estimate the Net asset value (NAV) 1st july 2016 on per unit
basis of a Debt fund:
Name of Face Purchase Maturity No. of Coupon Duration
Security Value Price Date Securities Date of Bonds
10.71% 100 104.78 31st Mar 100000 31st March 7.3494
GOI 2028 2028
10% GOI 100 100.00 31st Mar 50000 31st March and 5.086
2023 2023 30th September
9.5% GOI 100 97.93 31st Dec 40000 30th June and 4.3949
2021 2021 31st December
8.5% SGL 100 91.36 30th June 20000 30th June 6.5205
2025 2025
Number of Units (` 10 face value each): 100000 ; All securities were purchased at a time when applicable Yield
to Maturity (YTM) was 10%. On NAV date, the required yield increased by 75 basis point and Cash in hand and
accrued expenses were ` 6,72,800 and ` 2,37,400 respectively.

QUESTION NO.10 The following Particulars relating to Vishnu Fund Schemes:
Particulars Value  in Crores
1. Investment in Shares (at cost)
a. Pharmaceuticals companies 79
b. Construction Industries 31
c. Service Sector Companies 56
d. IT Companies 34
e. Real Estate Companies 10
2. Investment in Bonds (Fixed Income)
a. Listed Bonds (8000, 14% Bonds of `15,000 each) 12
b. Unlisted Bonds 7
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3. No. of Units outstanding (crores) 4.2
4. Expenses Payable 3.5
5. Cash and Cash equivalents 1.5
6. Market expectations on listed bonds 8.842%
Particulars relating to each sector are as follows:
Sector Index on Purchase date Index on Valuation date
Pharmaceutical companies 260 465
Construction Industries 210 450
Service Sector Companies 275 480
IT Companies 240 495
Real Estate Companies 255 410
The fund has incurred the following expenses***:
Consultancy and Management fees ` 480 Lakhs
Office Expenses ` 150 Lakhs
Advertisement Expenses ` 38 Lakhs
You are required to calculate the following: (i) Net Asset Value of the fund (ii) Net Asset Value per unit (iii) If
the period of consideration is 2 Years, and the fund has distributed ̀ 3 per unit per Year as cash dividend, ascertain
the Net return (Annualized)(iv) Ascertain the Expenses ratio.

QUESTION NO.11 Mr. Y has invested in the three mutual funds (MF) as per the following details:
Particulars MF X MF Y MF Z
Amount of Investment (`) 2,00,000 4,00,000 2,00,000
Net Assets Value (NAV) at the time of purchase (`) 10.30 10.10 10
Dividend Received up to 31.03.2018 (`) 6,000 0 5,000
NAV as on 31.03.2018 (`) 10.25 10 10.20
Effective Yield per annum as on 31.03.2018 (percent) 9.66 -11.66 24.15
Assume 1 Year =365 days
Mr. Y has misplaced the documents of his investment. Help him in finding the date of his original investment
after ascertaining the following: (i) Number of units in each scheme;(ii)Total NPV or Value of Fund(NAV as on 31-
3-18);(iii)  Total Yield; and (iv) Number of days investment held.

QUESTION NO.12 The closing price of LX Ltd. is ` 24 per share as on 31st March, 2019 on NSE Ltd. The Price
Earnings Ratio was 6. It was found that an amount of ` 24 Lakhs as income and an extra ordinary loss of ` 9 lakhs
were included in the books of accounts. The existing operations except for the extraordinary items are expected
to continue in future. Further the company has launched a new product during the year with the following
expectations: (  in Lakhs)
Sales 150
Material Cost 40
Labour Cost 34
Fixed Cost 24
The company has 500,000 equity shares of ` 10 each and 100,000 9% Preference Shares of ` 100 each. Post tax
cost of capital is 10 per cent per annum. Tax rate is 34 per cent.
You are required to determine:(i) Existing Profit from old operations (ii)The value of business

QUESTION NO.13A Compute Economic Value Added (EVA) of Good luck Ltd. from the following information:
Profit & Loss Statement

Particulars (  in Lakh)



6Target 100% Marks & Career in Finance
With Crore Plus Salary ditya Jain

With Sunrise,You Rise

FOR NOV 2020 EXAM

MUST JOIN AADITYA JAIN SIR TELEGRAM AMENDMENT GROUP.For Link Telegram Updates at 9911442626

(a) Income -
 Revenue from Operations 2000
(b) Expenses -
 Direct Expenses 800
 Indirect Expenses 400
(c) Profit before interest & tax(a-b) 800
(d) Interest 30_
(e) Profit before tax (c - d) 770
(f) Tax 231
(g) Profit after tax (e - f) 539

Balance Sheet
Particulars  (  in Lakh)
Equity and Liabilities :
(a) Shareholder’s Fund -
Equity Share Capital 1000
Reserve and Surplus 600
(b) Non- Current Liabilities -
Long Term Borrowings 200
(c) Current Liabilities 800_
Total 2600
Assets:
(a) Non - Current Assets 2000
(b) Current Assets 600_
Total 2600
Other Information:(1) Cost of Debts (Hint:Assume Interest Rate) is 15%.(2) Cost of Equity (i.e. shareholder’s
expected return) is 12%.(3) Tax Rate is 30%.(4)  Bad Debts Provision of ` 40 lakhs is included in indirect expenses
and ` 40 lakhs reduced from receivables in current assets.

QUESTION NO.13B Compute EVA of A Ltd. with the following information:
Profit and Loss Statement Balance Sheet
Revenue 1000 PPE 1000
Direct Costs -400 Current Assets 300_
SGA -200 1300
EBIT 400 Equity 700
Interest -100 Reserves 100
EBT 300 Non Current Borrowings 100
Tax Expense -100 Current Liab. & Provisions 400
EAT 200 1300
Assume bad debts provision of 20 is included in the SGA, and 20 reduced from the trade receivables in current
assets.Also assume the Cost of debt(Assumed:Before Tax) is 12% and tax rate of 33.33%, and Cost of equity (i.e.
the expected shareholder’s return) is 8%.(b) Let the current MV of the firm be 1000.Calculate MVA ?
Hint:Calculate MVA using Total Approach

QUESTION NO.14 Constant Engineering Ltd. has developed a high tech product which has reduced the Carbon
emission from the burning of the fossil fuel. The product is in high demand. The product has been patented and
has a market value of ̀ 100 Crore, which is not recorded in the books. The Net Worth (NW) of Constant Engineering
Ltd. is ` 200 Crore. Long term debt is ̀  400 Crore. The product generates a revenue of ̀  84 Crore. The rate on 365
days Government bond is 10 percent per annum. Bond portfolio generates a return of 12 percent per annum. The
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stock of the company moves in tandem with the market. Calculate: EVA of the company.

QUESTION NO.15 MS Stones divisions of home interiors products. Recently, due to economic slowdown, the
Managing Director of the Company expressed it desire to divest its ceramic tile business. The relevant financial
details of this business are as follows:
Estimated Pre Tax Cash Flow Next Year = ` 200 Crore
Book Value of Liabilities = ` 780 Crore
In an order to increase its share in the ceramic tile market, the Tripati Tiles Ltd.[A Ltd.] showed its interest in the
acquisition of this unit and offered a proceed of ` 950 Crore for the same to MS Stones.
The other data pertaining to the business are as follows:
Tax Rate 30%
Growth Rate 4%
Applicable Discount Rate for Tile Business 12%
If market value of liabilities are ` 40 Crore more than book value, you are required to advice MD whether she
should go for divestiture of the tile business or not.

QUESTION NO.16 The Stock Research Division of Bharati Investment Services Ltd. has developed ex-ante prob-
ability distribution for the likely economic scenarios over the next one year and estimates the corresponding one
period rates of return on Stock A, B and Market Index as follows:
Economic scenarios Probability Stock A Stock B Market
Recession 0.15 -15 -3 -10
Low growth 0.25 10 7 13
Medium growth 0.45 25 15 18
High growth 0.15 40 25 32
The expected risk free real rate of return and the premium for inflation are 3.0% and 6.5% p.a. respectively.As a
financial analyst in the Research Division you are required to calculate the following for stock A and stock
B:(i)Expected return (ii)Covariance of returns with the market returns(iii)Beta [Hint:using Covariance and CAPM
Equation]

QUESTION NO.17 Ms. Kiran had a surplus fund of ` 2,00,000 on 31.03.2016. She is interested in constructing a
portfolio of shares of the core sectors  to be weighted equally in rupee value terms. Her friend Shaila based on
her research advised her to purchase following shares:
Company No. of Shares Price Per Share
O Ltd. 100 400
H Ltd. 1000 40
A Ltd. 320 125
R Ltd. 400 100
T Ltd. 200 200
[Hint:Student must check it that Individual Investment in each case is ` 40000.]
:
Company Price Per Share
O Ltd. 300
H Ltd. 60
A Ltd. 120
R Ltd. 150
T Ltd. 125
You are required to exhibit how Kiran can rebalance her portfolio on 1.4.2016 so that her exposure to individual
stock is maintained at original level in terms of rupee value.
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QUESTION NO.18 The following data is available for the yearly returns for both Fund A and the S&P 500:
Fund A S&P 500

2017 16.56 % 21.83 %
2016 14.24 % 11.96 %
2015 4.50 % 1.38 %
2014 11.00 % 13.69 %
2013 35.59 % 32.39 %
Calculate the tracking error ?

QUESTION NO.19 With the relaxation of investment norms in India in international market upto $2,50,000 ,  Mr.
X wants to hedge himself against the risk of declining Indian economy and weakening of Indian Rupee during last
few year decided to diversify into International Market.
Accordingly, Mr. X invested a sum of ` 1.58 crore on 1.1.20x1 in Standard & Poor Index. On 1.1.20x2 Mr. X sold his
investment. The other relevant data is given below:

1.1.20x1 1.1.20x2
Index of Stock Market in India 7395 ?
Standard & Poor Index 2028 1919
Exchange Rate 62.00 / 62.25 67.25 / 67.50
(i)Determine the return for a US investor.
(ii)Determine return of Mr. X of holding period.
(iii)Determine the value of Index of Stock Market in India as on 1.1.20x2 at whichMr. X would be indifferent
between investment in Standard & Poor Index and Indian Stock Market.

QUESTION NO.20 The following table shows interest rates for the United States Dollar and French Franc. The
spot exchange rate is 7.05 Franc per Dollar. Complete the missing entries:

3 Months 6 Months 1 Year
Dollar interest rate

(annually compounded) %2
111 %4

112 ?

Franc interest rate

(annually compounded) %2
119 ? 20%

Forward Franc per Dollar ? ? 7.5200
Forward discount per Franc
percent per year ? 6.3%

QUESTION NO.21 An MNC company in USA has surplus funds to the tune of $ 10 million for six months.The
Finance Director of the company is interested in investing in DM for higher returns.There is a Double Tax Avoidance
Agreement (DTAA) in force between USA and Germany.
The company received the these information:€/$ Spot 0.4040 / 41 ;6 months forward swap points 67 / 65;
Rate of interest for 6 months (p.a.) 5.95% – 6.15%.Withholding tax applicable for interest income 22% ;Tax as
per DTAA 10%;If the company invests in € , what is the gain for the company ?[Hint :5.95% is the deposit rate and
6.15 is the lending rate from the point of view of bank]

QUESTION NO.22 K Ltd. currently operates from 4 different buildings and wants to consolidate its operations
into one building which is expected to cost ` 90 crores. The Board of K Ltd. had approved the above plan and to
fund the above cost, agreed to avail an External Commercial
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Borrowing (ECB) of GBP 10 m from G Bank Ltd. on the following conditions:
The Loan will be availed on 1st April, 2019 with interest payable on half yearly rest.
Average Loan Maturity life will be 3.4 years with an overall tenure of 5 years.
Upfront Fee of 1.20%.
Interest Cost is GBP 6 months LIBOR + Margin of 2.50%.
The 6 month LIBOR is expected to be 1.05%.

K Ltd. also entered into a GBP-INR hedge at 1 GBP = INR 90 to cover the exposure on account of the above ECB
Loan and the cost of the hedge is coming to 4.00% p.a.
As a Finance Manager, given the above information and taking the 1 GBP = INR 90:
(i)Calculate the overall cost both in percentage and rupee terms on an annual basis.
(ii)What is the cost of hedging in rupee terms?
(iii)If K Ltd. wants to pursue an aggressive approach, what would be the net gain/loss for K Ltd. if the INR
depreciates/appreciates against GBP by 10% at the end of the 5 years assuming that the loan is repaid in GBP at
the end of 5 years.Ignore time value and taxes and calculate to two decimals.

QUESTION NO.23 The Treasury desk of a global bank incorporated in UK wants to invest GBP 200 million on 1st
January, 2019 for a period of 6 months and has the following options:
(1) The Equity Trading desk in Japan wants to invest the entire GBP 200 million in high dividend yielding Japanese
securities that would earn a dividend income of JPY1,182 million. The dividends are declared and paid on 29th
June. Post dividend, the securities are expected to quote at a 2% discount. The desk also plans to earn JPY 10
million on a stock borrow lending activity because of this investment. The securities are to be sold on June 29
with a T+1 settlement and the amount remitted back to the Treasury in London.[Hint:This line is not relevant for
solution]
(2) The Fixed Income desk of US proposed to invest the amount in 6 month G-Secs that provides a return of 5%
p.a.
The exchange rates are as follows:
Currency Pair 1-Jan-2019 (Spot) 30-Jun-2019 (Forward)
GBP-JPY 148.0002 150.0000
GBP- USD 1.28000 1.30331
As a treasurer, advise the bank on the best investment option. What would be your decision from a risk perspective.
You may ignore taxation.

QUESTION NO.24 OJ Ltd.Of UK is supplier of leather goods to retailers in the UK and other Western European
countries. The company is considering entering into a joint venture with a manufacturer in South America. The
two companies will each own 50% of the limited liability company JV(SA) & will share profits equally. £ 450,000
of the initial capital is being provided by OJ Ltd. and the equivalent in South American dollars (SA$) is being
provided by the foreign partner. The managers of the joint venture expect following cash flows :

SA$ 000 Forward rates of exchange to the £ Sterling [  SA$ / £]
Year 1 4,250 10
Year 2 6,500 15
Year 3 8,350 21
For tax reasons JV (SA) the company to be formed for the joint venture, will be registered in South America. Ignore
taxation in your calculations. Requirements:
(a) Assume you are financial adviser retained by OJ Limited to advise on the proposed joint venture.
(i) Calculate NPV of the project under the two assumptions explained below. Use a discount rate of 16% for both
assumptions.
Assumption 1 : The South American country has exchange controls which prohibit the payment of cash flows
above 50% of the annual cash flows for the first three years of the project. The accumulated balance can be
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repatriated at the end of the third year.
Assumption 2 : The government of the South American country is considering removing exchange controls and
restriction on repatriation  of profits. If this happens all cash flows will be distributed to the partner companies at
the end of each year.
(ii)Comment briefly on whether or not the joint venture should proceed based on these calculations.

QUESTION NO.25 Equity of KGF Ltd. (KGFL) is ` 410 Crores, its debt, is worth `  170 Crores. Printer Division
segments value is attributable to 74%, which has an Asset Beta ( Asset ) of 1.45, balance value is applied on

Spares and Consumables Division, which has an Asset Beta ( Asset ) of 1.20. KGFL Debt beta ( Debt ) is 0.24.You
are required to calculate:

(i)Equity Beta ( Equity  ) (ii)Ascertain Equity Beta ( Equity ), if KGF Ltd. decides to change its Debt Equity position
by raising further debt and buying back of equity to have its Debt Equity Ratio at 1.90. Assume that the present
Debt Beta ( Debt ) is 0.35 and any further funds raised by way of Debt will have a Beta ( Debt )  of 0.40.

(iii)Whether the new Equity Beta ( Equity ) justifies increase in the value of equity (beta) on account of leverage?

QUESTION NO.26 ABC Ltd. manufactures Car Air Conditioners (ACs), Window ACs and Split ACs constituting
60%, 25% and 15% of total market value. The standalone Standard Deviation and Coefficient of Correlation with
market return of Car AC and Window AC is as follows:

S.D. Coefficient of Correlation S.D.           Coefficient of Correlation
Car AC 0.30 0.6 Window AC 0.35            0.7
No data for stand-alone SD and Coefficient of Correlation of Split AC is not available. However, a company who
derives its half value from Split AC and half from Window AC has a SD of 0.50 and Coefficient of correlation with
market return is 0.85. Index has a return of 10% and has SD of 0.20. Further, the risk-free rate of return is 4%.
You are required to determine:(i)Beta of ABC Ltd.(ii)Cost of Equity of ABC Ltd.(iii)Assuming that ABC Ltd. wants
to raise debt of an amount by replacing equal to half of its Market Value then determine equity beta, if yield of
debt is 5%.
[Tutorial Note:The new weights of  Equity & Debt is now 50% each]

QUESTION NO.27 On 1 April 2015, Sunidhi was holding a portfolio of 10 securities whose value was ` 9,94,450,
the weighted average of beta of 9 securities was 1.10.Since she was expecting a fall in the prices of the shares
in near future to hedge her portfolio she sold 5 contracts of NIFTY Futures (Multiplier of 25) expiring in May 2015,
which was trading at 8767.07 on 1 April.
(a) Calculate the beta of the 10th security.(b) Reconcile the reasons in spite of 2% fall in the market as per
Sunidhi’s apprehension if she would have earned some profit on her cash position.

QUESTION NO.28 On Nov. 15, when the spot or cash market price for Telco is ` 473/share, Mr. X buys 15 con-
tracts of July Telco futures at 491. Assume that the initial margin for Telco futures is ` 800 per contract, and the
maintenance margin is ` 600 per contract. Given that each contract is for 50 shares. Daily settlement prices for
the next few days are as follows :

Nov 15 Nov 16 Nov 17 Nov 18 Nov 19
496 503 488 485 491

Assume that Mr. X withdraws profits from his margin account only once, on Nov 16th, when he withdraws half of
the maximum amount allowed. Compute the Balance in the account at the end of each of these 5 days.

QUESTION NO.29 Mr. X, is a Senior Portfolio Manager at ABC Asset Management Company. He expects to purchase
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a portfolio of shares in 90 days. However he is worried about the expected price increase in shares in coming
days and to hedge against this potential price increase, he decides to take a position on a 90-day forward
contract on the Index. The index is currently trading at 2290 in cash market. Assuming that the continuously
compounded dividend yield is 1.75% and risk free rate of interest is 4.16%, you are required to determine:
(a) Calculate the justified forward price on this contract i.e Calculate Fair Future Price.
(b) Suppose after 28 days of the purchase of the contract the index value stands at 2450 then determine gain/
loss on the above long position.
(c) If at expiration of 90 days the Index Value is 2470 then what will be gain on long position.

Note: Take 365 days in a year and value of  e0.005942 = 1.005960, e0.001849 = 1.001851

QUESTION NO.30 From the following data for given stock,find the value of a call option using BSM:
Price of stock now = ` 80
Exercise price = ` 75
Standard deviation of continuously compounded annual return = 0.40
Maturity  period = 6 months
Annual interest rate = 12%

QUESTION NO.31 Ram holding shares of Reliance Industries Ltd. which is currently selling at ` 1000. He is
expecting that this price will further fall due to lower than expected level of profits to be announced after one
month. Following option contract are available in Reliance Share.
Strike Price ( ) Option Premium ( )
1030 Call 40
1010 Call 35
1000 Call 30
990 Put 35
970 Put 20
950 Put 8
930 Put 5
Ram is interested in selling his stock holding as he cannot afford to lose more than 5% of its value.Advise
Mr.Ram.

QUESTION NO.32 Consider a two years call option with a strike price of ` 50 on a stock the current price of which
is also ` 50. Assume that there are two time periods of one year and in each year the stock price can move up or
down by equal percentage of 20%. The risk free interest rate is 6%. Using binomial option model(Risk Neutral
Approach),calculate the probability of price moving up and down.Also draw a two step binomial tree indicating
prices and payoffs(option premium) at each node.

QUESTION NO.33A The following quotes are available for 3-months options in respect of a share of P Ltd. which
is currently traded at ` 310.:Strike Price ` 300; Call option ` 30;Put option ` 20
An investor devises a strategy of buying a call and selling the share and a put option.
Risk free interest rate is 10% per annum.Using Put-call parity theory
(i) Find out profit/loss of the investor.(ii) What would be the position if the strategy adopted is selling a call and
buying the put and the share? (e0.025 =1. 0253; e0.25= 1. 2840)

QUESTION NO.33B The following table provides the prices of options on equity shares of X Ltd.  and Y Ltd.The
risk  free  interest  is  9%.  You  as  a  financial  planner  are  required to  spot  any mispricing in the quotations
of option premium and stock prices? Suppose, if you find any such mispricing then how you can take advantage of
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this pricing position.Use PCPT Arbitrage
Share  Time EP( ) Share price( ) Call OP( ) Put OP( )
X Ltd. 6 months 100 160 56 4
Y Ltd.  6 months 80 100 26 2

QUESTION NO.34
(i) The shares of TIC Ltd. are currently priced at ` 415 and call option exercisable in three month's time has an
exercise rate of ̀  400. Risk free interest rate is 5% p.a. (continuous compounded) and Standard Deviation (Volatility)
of share price is 22%. Based on the assumption that TIC Ltd. is not going to declare any dividend over the next
three months, is the option worth buying for ` 25?
(ii)  Calculate value/premium of aforesaid call option based on Black Scholes valuation model if the current price
is considered as ` 380.
(iii)What would be the worth of put option premium if current prices is considered ` 380?
(iv) If TIC Ltd. share price at present is taken as ` 408 and a dividend of ` 10 is expected to be paid in the two
months time, then, calculate value of the call option.

QUESTION NO.35 A Rice Trader has planned to sell 22000 kg of Rice after 3 months from now. The spot price  of
the Rice is ` 60 per kg and 3 months future on the same is trading at `59 per kg. Size of the contract is 1000 kg.
The price is expected to fall as low as ` 56 per kg, 3 months hence. What the trader can do to mitigate its risk of
reduced profit? If he decides to make use of future market, what would be the effective realized price for its sale
when after 3 months, spot price is ` 57 per kg and future contract price for 3 months is ` 58 per kg?

Question No.36 A textile manufacturer has taken floating interest rate loan of ` 40,00,000 on 1st April, 2012.
The rate of interest at the inception of loan is 8.5% p.a. interest is to be paid every year on 31st March, and the
duration of loan is four years. In the month of October 2012, the Central bank of the country releases following
projections about the interest rates likely to prevail in future.
(i) On 31st March, 2013, at 8.75%; on 31st March, 2014 at 10% on 31st March, 2015 at 10.5% and on 31st March,
2016 at 7.75%. Show how this borrowing can hedge the risk arising out of expected rise in the rate of interest
when he wants to peg his interest cost at 8.50% p.a.
(ii) Assume that the premium negotiated by both the parties is 0.75% to be paid on 1st October, 2012 and the
actual rate of interest on the respective due dates happens to be as: on 31st March, 2013 at 10.2%; on 31st
March, 2014 at 11.5%; on 31st March, 2015 at 9.25%; on 31st March, 2016 at 9.0% and 8.25%. Show how the
settlement will be executed on the perspective interest due dates.

QUESTION NO.37 M/s. Parker & Co. is contemplating to borrow an amount of ̀ 60 crores for a period of 3 months
in the coming 6 month’s  time from now.  The current rate of interest is 9% p.a., but it may go up in 6 month’s  time.
The company wants to hedge itself against the likely increase in interest rate.
The Company’s Bankers quoted an FRA (Forward Rate Agreement) at 9.30% p.a.
What will be the effect of FRA and actual rate of interest cost to the company, if the actual rate of interest after
6 months happens to be (i) 9.60% p.a. and (ii) 8.80% p.a.?

QUESTION NO.38A XYZ Inc. issues a £ 10 million floating rate loan on July 1, 2013 with resetting of coupon rate
every 6 months equal to LIBOR + 50 bp. XYZ is interested in a collar strategy by selling a Floor and buying a Cap.
XYZ buys the 3 years Cap and sell 3 years Floor as per the following details on July 1, 2013:
Notional Principal Amount $ 10 million
Reference Rate 6 months LIBOR
Strike Rate 4% for Floor and 7% for Cap
Premium 0*
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Since premium paid for Cap= Premium received for floor
Using the following data you are required to determine:
(i)Effective interest paid out at each reset date,(ii) The average overall effective rate of interest p.a.
Reset Date LIBOR (%)
31-12-2013 6.00
30-06-2014 7.50
31-12-2014 5.00
30-06-2015 4.00
31-12-2015 3.75
30-06-2016 4.25

QUESTION NO.38B XYZ Inc. issues a £ 10 million floating rate loan on July 1, 2013 with resetting of coupon rate
every 6 months equal to LIBOR + 50 bp. XYZ is interested in a collar strategy by selling a Floor and buying a Cap.
XYZ buys the 3 years Cap and sell 3 years Floor as per the following details on July 1, 2013:
Notional Principal Amount $10 million
Reference Rate 6 months LIBOR
Strike Rate 4% for Floor and 7% for Cap
Premium 0*
*Since Premium paid for Cap = Premium received for Floor
Using the following data you are required to determine:
(i) Effective interest paid out at each reset date, (ii)The average overall effective rate of interest p.a.
Reset Date LIBOR (%)
31-12-2013 6.00
30-06-2014 7.00
31-12-2014 5.00
30-06-2015 3.75
31-12-2015 3.25
30-06-2016 4.25

QUESTION NO.39 Drilldip Inc. a US based company has a won a contract in India for drilling oil filed. The project
will require an initial investment of ` 500 crore. The oil field along with equipments will be sold to Indian
Government for ̀  740 crore in one year time. Since the Indian Government will pay for the amount in Indian Rupee
(`) the company is worried about exposure due exchange rate volatility.You are required to:
(a)Construct a swap that will help the Drilldip to reduce the exchange rate risk.
(b)Assuming that Indian Government offers a swap at spot rate which is 1US$ = ? 50 in one year* , then should
the company should opt for this option or should it just do nothing. The spot rate after one year is expected to be
1US$ = ` 54. Further you may also assume that the Drilldip can also take a US$ loan at 8% p.a.
*Assume: On amount of investment.

QUESTION NO.40 TMC Holding Ltd. has a portfolio of shares of diversified companies valued at ` 400 crore
enters into a swap arrangement with None Bank on the terms that it will get 1.15% quarterly on notional principal
of ` 400 crore in exchange of return on portfolio which is exactly tracking the Sensex which is presently 21,600.
You are required to determine the net payment to be received/ paid if Sensex turns out to be 21,860, 21,780,
22,080 and 21,960 at the end of each quarter.

QUESTION NO.41 No Bank offers a variety of services to both individuals as well as corporate customers. No
Bank generates funds for lending by accepting deposits from customers who are paid interest at PLR which keeps
on changing.
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No Bank is also in the business of acting as intermediary for interest rate swaps. Since it is difficult to identify
matching client, No Bank acts counterparty to any party of swap.
Sleepless approaches No Bank who have already have ` 50 crore outstanding and paying interest @PLR+80bp
p.a. The duration of loan left is 4 years.Since Sleepless is expecting increase in PLR in coming year, he asked
NoBank for arrangement of interest rate swap that will give a fixed rate of interest.
As per the terms of agreement of swap NoBank will borrow  `50 crore from Sleepless at PLR+80bp per annuam
and will lend ̀  50 crore to Sleepless at fixed rate of 10% p.a. The settlement shall be made at the net amount due
from each other. For this services NoBank will charge commission @0.2% p.a. of the loan amount. The present
PLR is 8.2%.
You as a financial consultant of NoBank have been asked to carry out scenario analysis of this arrangement.
Three possible scenarios of interest rates (PLR) expected to remain in coming 4 years are as follows:

                   Year 1        Year 2        Year 3 Year 4
Scenario 1 10.25 10.50 10.75 11.00
Scenario 2 8.75 8.85 8.85 8.85
Scenario 3 7.20 7.40 7.60 7.70
Assuming that cost of capital is 10% whether this arrangement should be accepted or not.

QUESTION NO.42 An Indian company obtains the following quotes (`/$)
Spot: 35.90 / 36.10
3 - Months forward rate: 36.00 / 36.25
6 - Months forward rate: 36.10 / 36.40
The company needs $ funds for six months. Determine whether the company should borrow in $ or `
Interest rates are :
3 - Months interest rate : `: 12%, $: 6%
6 - Months interest rate : `: 11.50%, $: 5.5%
Also determine what should be the rate of interest after 3-months to make the company indifferent between 3-
months borrowing and 6-months borrowing in the case of:(i) Rupee borrowing(ii)  Dollar borrowing
Note: For the purpose of calculation you can take the units of dollar and rupee as 100 each.

QUESTION NO.43 Consider two bonds, one with 5 years to maturity and the other with 20 years to maturity. Both
the bonds have a face value of  `1,000 and coupon rate of 8% (with annual interest payments) and both are
selling at par. Assume that the yields of both the bonds fall to 6%, whether the price of bond will increase or
decrease? What percentage of this increase/decrease comes from a change in the present value of bond’s
principal amount and what percentage of this increase/decrease comes from a change in the present value of
bond’s interest payments?

QUESTION NO.44 Eager Ltd. has a market capitalization of ` 1,500 crores and the current market price of its
share is ` 1,500. It made a PAT of 200 crores and the Board is considering a proposal to buy back 20% of the
shares at a premium of 10% to the current market price. It plans to fund this through a 16% bank loan. You are
required to calculate the post buy back Earnings Per Share (EPS). The company’s corporate tax rate is 30%.

QUESTION NO.45
(a) Consider a bond selling at par value of ` 1,000, with 6 years to maturity and a 7% coupon rate  (with annual
interest payment), what is bond's duration ?
(b) If the YTM of the bond in (a) above increases to 10%, how it affects the bonds's duration ? And why ?
(c) Why should the duration of a coupon carrying bond always be less than the time to its maturity?
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QUESTION NO.46 Suppose Mr. A is offered a 10% Convertible Bond (par value ` 1,000) which either can be
redeemed after 4 years at a premium of 5% or get converted into 25 equity shares.CMP is ` 33.50 and expected
to grow by 5% each year. You are required to determine the minimum price Mr. A shall be ready to pay for bond
if his expected rate of return is 11% i.e his Kd is 11%

QUESTION NO.47 A Ltd. has issued convertible bonds, which carries a coupon rate of 14%. Each bond is convertible
into 20 equity shares of the company A Ltd. The prevailing interest rate for similar credit rating b ond is
8%[Opportunity Cost,Kd]. The convertible bond has 5 years maturity. It is redeemable at par at ` 100.
The relevant present value table is as follows.
Present values t1 t2 t3 t4 t5
PVF(14%*) 0.877 0.769 0.675 0.592 0.519
PVF(8%) 0.926 0.857 0.794 0.735 0.681
[*No Use..Given Just To Confuse] . You are required to estimate: (Calculations be made upto 3 decimal places)
(i)Current Market Price of the bond, assuming it being equal to its fundamental value i.e we are required to
calculate Fair Market Price using Present Value Concept.
(ii)Minimum Market Price of Equity Share at which bond holder should exercise conversion option; and
(iii)Duration of the bond.

QUESTION NO.48 Blue Tooth Mutual Fund is planning to float a fixed income fund of `100 crore on 1 January
2015 with a term of 7 years. If the target duration of fund is 5½ years and has expected rate ofreturn of 8.00%,
then determine the amount of interest it has to earn annually on it investment after defraying management
expenses of 10% of amount income earned.

QUESTION NO.49  On 31st March, 2013, the following information about Bonds is available:
Name of Security Face Value Maturity Date Coupon Rate Coupon Date
Zero coupon 10,000 31st March, 2023 N.A. N.A.
T-Bill 1,00,000 20th June,    2013 N.A. N.A.
10.71% GOI 2023 100 31st March, 2023 10.71 31st March
10 % GOI 2018 100 31st March,2018 10.00 31stMarch

& 30th Sept
Calculate:
(i) If 10 years yield is 7.5% p.a. what price (Bo) the Zero Coupon Bond would fetch on 31st March, 2013?
(ii)What will be the annualized yield if the T-Bill is traded @ 98500?
(iii)If 10.71% GOI 2023 Bond having yield to maturity is 8%, what price (Bo) would it fetch on April 1, 2013 (after
coupon payment on 31st March)?
(iv)If 10% GOI 2018 Bond having yield to maturity is 8%, what price (Bo) would it fetch

QUESTION NO.50 Mr. A will need ` 1,00,000 after two years for which he wants to make one time necessary
investment now. He has a choice of two types of bonds. Their details are as below:

      Bond A Bond B
Face value ` 1,000 ` 1,000
Coupon 7% payable annually 8% payable annually
Years to maturity 1 4
Current price ` 972.73 ` 936.52
Current yield 10% 10%
Advice Mr. A whether he should buy both the bonds and  in which quantity so that he is fully immunized?  OR
Advice Mr. A whether he should invest all his money in one type of bond or he should buy both the bonds and, if
so, in which quantity? Assume that there will not be any call risk or default risk.
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QUESTION NO.51 Mr. A is planning for making investment in bonds of one of the two companies X Ltd. and Y Ltd.
The detail of these bonds is as follows:
Company Face Value Coupon Rate Maturity Period
X Ltd. 10,000 6% 5 Years
Y Ltd. 10,000 4% 5 Years
The current market price of X Ltd.’s bond is 10,796.80 and both bonds have same Yield To Maturity (YTM). Since
Mr. A considers duration of bonds as the basis of decision making, you are required to calculate the duration of
each bond and take your decision.

QUESTION NO.52 MP Ltd. issued a new series of bonds on January 1, 2000. The bonds were sold at par (Rs.1,000),
having a coupon rate 10% p.a. and mature on 31st December, 2015. Coupon payments are made semiannually on
June 30th and December 31st each year. Assume that you purchased an outstanding MP Ltd. Bond on 1st March,
2008 when the going interest rate was 12%.Required :
(i) What was the YTM of MP Ltd. Bonds as on January 1, 2000?
(ii) What amount you should pay to complete the transaction? Of that amount how much should be accrued
interest and how much would represent bonds basic value.

QUESTION NO.53 TXL Ispat Ltd. has made an issue of 14 per cent non-convertible debentures on January 1,2007.
These debentures have a face value of ` 100 and is currently traded in the market at a price of ` 90.Interest on
these NCDs will be paid through post-dated cheques dated June 30 and December 31. Interest payments for the
first 3 years will be issued in advance through post-dated cheques while for the last 2 years post-dated cheques
will be issued at the third year. The bond is redeemable at par on December 31, 2011 at the end of 5 year.
Required :
(i) Estimate the current yield and YTM of the bond.
(ii) Calculate the duration of the NCD.
(iii) Assuming that intermediate coupon payments are not available for reinvestment ,calculate the realised yield
on the NCD.

QUESTION NO.54 Given a two-years, 8% annual coupon bond with a face value of ` 1,000 and with annual
coupon payments that is fully taxable and selling at par, and an identical bond that is tax free, what would the
yield and price on the tax-free bond have to be for an investor in a 35% tax bracket to be indifferent between the
two bonds?

QUESTION NO.55 Bright Limited is planning to issue a debenture series with a face value of ` 1,000 each for a
term of 10 years with the following coupon rates:
Years/Rates : 1-4 8%   ; 5-8 9% ; 9-10 13%
The current market rate on similar debenture is 15% *p. a. The company proposes to price the issue in such a way
that a yield of 16% compounded rate of return is received by investors. The redeemable price of the debenture
will be at the 10% premium on maturity.What should be the issue price of debenture?
PVF@ 16% for 1 to 10 years are: .862, .743, .641, .552, .476,.410, .354, .305, .263, .227 respectively.
[*No Use..Given Just To Confuse]

QUESTION NO.56 The following is the Yield structure of AAA rated debenture:
Period Yield (%)
3 months 8.5%
6 months 9.25
1 year 10.50
2 years 11.25
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3 years and above 12.00
(i)If the interest rate increases by 50 basis points, what will be the percentage change in the price of the bond
having a maturity of 5 years? Assume that the bond is fairly priced at the moment at ` 1,000.
(ii) Based on the expectation theory calculate the implicit one-year forward rates in year 2 and year 3.

QUESTION NO.57 The unit price of Equity Linked  Savings Scheme (ELSS) of  a mutual fund is `10/-. The public
offer price (POP) of the unit is ` 10.204 and the redemption price is ` 9.80.
Calculate:(i)Front-end Load (ii)Back end Load

QUESTION NO.58 A Mutual Fund Co. has the following assets under it on the close of business as on:
Company No. of Shares 1st February 2012 2nd February 2012

Market price per share Market price per share
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
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 ` 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.

QUESTION NO.59 Calculate : the NAV of a mutual fund from the following information:
On 1-4-2009
Outstanding units 1 crore of `10 each = `10 crores (Market Value ` 16 crores);Outstanding liabilities ` 5 crores.
Other information:
(i) 20 lakhs units were sold during the year at `24 per unit.
(ii) No additional investments were made during the year and as at the year end 50% of the  investments held at
the beginning of the year were quoted at 80% of book value.
(iii) 10% of the investments have declined permanently 10% below cost.
(iv) At the Year end 31-3-10 outstanding liabilities were ` 1 crore.
(v) Remaining investments (assets) were quoted at `13 crores.

QUESTIONNO.60During the year 2017 an investor invested in a mutual fund. The capital gain and dividend for
the year  was `3.00 per unit, which were re-invested at the year end NAV of ` 23.75. The investor had total units
of 26,750 as at the end of the year. The NAV had appreciated by 18.75% during the year and there was an entry
load of ` 0.05 at the time when the investment was made.The investor lost his records and wants to find out the
amount of investment made and the entry load in the mutual fund.
Solution No.60:
NAV in the Beginning of Year : NAVo + 18.75% of NAVo=` 23.75 or NAVo = ` 20
No. of Units at the end of the Year = 26,750
Let x be the beginning no. of Units then,26,750 = x + (x X 3) / 23.75 or x = 23,750 units
Investment Amount = 23,750 units x (` 20 + ` 0.05) = ` 4,76,187.50
Entry load = ` 1,187.50 i.e. (23750 x ` 0.05)

QUESTION  NO.61 Sparrow Holdings is a SEBI Registered Mutual Fund which made its maiden N.F.O (New Fund
Offer) on 10th April, 2010  ` 10 face value per unit. Subscription was received for 90 lakhs units. An underwriting



18Target 100% Marks & Career in Finance
With Crore Plus Salary ditya Jain

With Sunrise,You Rise

FOR NOV 2020 EXAM

MUST JOIN AADITYA JAIN SIR TELEGRAM AMENDMENT GROUP.For Link Telegram Updates at 9911442626

arrangement was also entered into with Affinity Capital Markets Ltd., that agreed to underwrite the entire NFO of
100 lakh units on a commission of 1.5%.Out of the monies received ̀  892.50 lakhs was invested in various capital
market instruments. The marketing expenses for the N.F.O amounted to ` 11.25 lakhs. During the financial year
ended March 2011 the Fund sold securities having cost of `127.25 lakh (FV ` 54.36 lakhs) for ` 141.25 lakhs. The
fund in turn purchased securities for ` 130 lakhs. The management expenses of the fund are regulated by SEBI
stipulations which state that the same shall not exceed 0.25% of the average funds invested during the year. The
actual amount spent towards management expenses was ` 2.47 lakhs of which ` 47,000 was in Arrears. The
dividends earned on the investments held amounted to ` 2.51 lakhs of which a sum of ` 25,000 is yet to be
collected. The fund distributed 80% of realized earnings. The closing market value of the portfolio was ` 1120.23
lakhs You are required to: determine the closing per unit NAV of the fund.

QUESTION NO.62 An investor is considering purchasing the equity shares of LX Ltd., whose current market price
(CMP) is 150. The company is proposing a dividend of ` 6 for the next year. LX is expected to grow @ 18 per cent
per annum for the next four years [Hint:18% growth rate is upto 4 years end].The growth will decline linearly to 14
percent per annum after first four years[Hint:It means every year it will fall by 1% till the growth rate becomes
14%]. Thereafter, it will stabilize at 14 percent per annum infinitely. The required rate of return is 18 percent per
annum.You are required to determine:
(i)The intrinsic value of one share (ii)  Whether it is worth to purchase the share at this price
t 1 2 3 4 5 6 7 8
PVIF (18, t) 0.847 0.718 0.609 0.516 0.437 0.370 0.314 0.266

QUESTION NO.63 ABC (India) Ltd., a market leader in printing industry, is planning to diversify into defense
equipment businesses that have recently been opened up by the GOI for private sector. In the meanwhile, the
CEO of the company wants to get his company valued by a leading consultants, as he is not satisfied with the
current market price of his scrip(shares).He approached a consultant with a request to take up valuation of
his company with the following data for the year ended 2009:
Share Price ` 66 per share
Outstanding debt 1934 lakh
Number of outstanding shares 75 lakh
Net income 17.2 lakh
EBIT 245 lakh
Interest expenses 218.125 lakh
Capital expenditure 234.4 lakh
Depreciation 234.4 lakh
Working capital 44 lakh
Growth rate 8% (from 2010 to 2014) ;Growth rate 6% (beyond 2014) ;Free cash flow 240.336 lakh (year 2014
onwards).Working Capital will be increased accordingly.
The capital expenditure is expected to be equally offset by depreciation in future and the debt is expected to
decline by 30% by 2014.
Required:Estimate the value of the company and ascertain whether the ruling market price is undervalued as felt
by the CEO based on the foregoing data. Assume that the cost of equity is 16%, and 30% of debt repayment is
made in the year 2014.

QUESTION NO.64 Personal Computer  Division of Distress Ltd., a  computer hardware manufacturing company
has started facing financial difficulties for  the last 2  to  3  year.The management  of the division headed by Mr.
Smith is interested in a buyout on 1 April 2013. However,  to make this buy-out successful  there is an urgent need
to attract substantial funds from venture capitalists.
Ven Cap, a European  venture  capitalist firm has shown its interest to finance the proposed buy-out. Distress Ltd.
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is interested to sell the division for 180 crore and Mr. Smith is of opinion that an additional amount of 85 crore
shall be required to make this division viable. The expected financing pattern shall be as follows:
Source                Mode                               Amount(Crore)
Management      Equity Shares of10 each 60.00
VenCap VC         Equity Shares of10 each 22.50
                            9% Debentures with attached warrant of 100 each 22.50
                           8% Loan 160.00
Total 265.00
The warrants can be exercised any time after 4 year from now for 10 equity shares @120 per share.
The loan is repayable in one go at the end of 8th year. The debentures are repayable in equal annual installment
consisting of both principal and interest amount over a period of 6 year
Mr. Smith is of view that the proposed dividend shall not be kept more than 12.5% of distributable profit for the
first 4 years The forecasted EBIT after the proposed buyout is as follows:
Year 2013-14 2014-15 2015-16 2016-17
EBIT (crore) 48 57 68 82
Applicable tax rate is 35% and it is expected that it shall remain unchanged at least for 5-6 years. In order to
attract VenCap, Mr. Smith stated that book value of equity shall increase by 20% during above 4 year Although,
VenCap has shown their interest in investment  but are doubtful about the projections  of growth in  the value as
per projections  of Mr. Smith. Further VenCap  also demanded  that warrants  should be convertible in 18 shares
instead of 10 as proposed by Mr. Smith.
You are required to determine whether or not the book value of equity is expected to grow by 20% per year.
Further if you have been appointed by Mr. Smith as advisor then whether you would suggest to accept the demand
of VenCap of 18 shares instead of 10 or not.

QUESTION NO.65 B Ltd deals in computer and IT hardwares and peripherals. The expected revenue for the
next 8 years is as follows:
Year Sales Revenue ($ Million)
1 8
2 10
3 15
4 22
5 30
6 26
7 23
8 20
Summarized financial position as on 31 March 2012 was as follows: $ Million
Liabilities Amount Assets Amount
Equity Stocks 12 Fixed Assets (Net) 17
12% Bonds 8_ Current Assets 3_

20 20
Additional Information:
(a) Its variable expenses is 40% of sales revenue and fixed operating expenses(cash) are estimated to be as
follows:
Period Amount ($ Million)
1- 4 year 1 .6
5-8 year 2
(b) An additional advertisement and sales promotion campaign shall be launched requiring expenditure as
per following details:
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Period Amount ($ Million)
1 year 0.50
2-3 year 1.50
4-6 year 3.00
7-8 year 1.00
(c) Fixed assets are subject to depreciation at 15% as per WDV method.
(d)The company has planned capital expenditures for the coming 8 year as follows:
Period Amount($ Million)
1 0.50
2 0.80
3 2.00
4 2.50
5 3.50
6 2.50
7 1.50
8 1.00
(e) Investment in Current Asset (Working Capital) is estimated to be 20% of Revenue.
(f) Applicable tax rate for the company is 30%.
(g) Cost of Equity is estimated to be 16%.
(h) The Free Cash Flow of the firm is expected to grow at 5% per annuam after 8 year With above information you
are require to determine the: (i)Value of Firm (ii)Value of Equity

QUESTION NO.66 T Ltd. recently made a profit of `50 crore and paid out `40 crore (slightly higher than the
average paid in the industry to which it pertains). The average PE ratio of this industry is 9. As per Balance Sheet
of T Ltd., the shareholder’s fund is `225 crore and number of shares is 10 crore. In case company is liquidated,
building would fetch `100 crore more than book value and stock would realize `25 crore less.
The other data for the industry is as follows:
Projected Dividend Growth 4%
Risk Free Rate of Return 6%
Market Rate of Return 11%
Average Dividend Yield 6%
The estimated beta of T Ltd. is 1.2. You are required to calculate valuation of T Ltd. using (i) P/E Ratio (ii)
Dividend Yield (iii) Valuation as per:(a) Dividend Growth Model(b) Book Value(c) Net Realizable Value

QUESTION NO.67A Capital structure of A Ltd., as at 31.3.2003 was as under:
(  in lakhs)

Equity share capital 80
8% Preference share capital 40
12% Debentures 64
Reserves 32
A Ltd., earns a profit of ` 32 lakhs annually on an average before deduction of income-tax, which works out to
35%, and interest on debentures.
Normal return(Yield) on equity shares of companies similarly placed in the industry is 9.6% provided:
(a)Profit after tax + Interest covers fixed interest and fixed dividends at least 3 times  or
Profit after tax covers fixed interest and fixed dividends at least 3 times.
(b)Capital gearing ratio is 0.75.
Yield on share is calculated at 50% of profits distributed and at 5% on undistributed profits. A Ltd., has been
regularly paying equity dividend of 8%
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Compute the value per equity share of the company assuming:
1 % for every one time of difference for Interest and Fixed Dividend Coverage.
2% for every one time of difference for  Capital Gearing Ratio.
Compute the value per equity share of the company.Students may assume approriate risk adjusted factor.

QUESTION NO.67B The Capital Structure of XYZ Ltd., on 31st March, 2017 was as follows:
Equity Capital - 18,000 Shares of `100 each 18,00,000
12% Preference Capital - 5,000 Shares of `100 each 5,00,000
12% Secured Debentures 5,00,000
Reserves 5,00,000
Profit earned before Interest and Taxes during the year 7,20,000
Tax Rate 40%
Generally the return on equity shares of this type of Industry is 15%. Subject to:
(a) The profit after tax covers Fixed interest and Fixed Dividends at least 4 times.
(b) The Debt Equity ratio shall be at least 2;
(c) Yield on shares is calculated at 60% of distributed profits and 10% of undistributed profits;
(d) The Company has been paying regularly an Equity dividend of 15%.
(e) The risk premium for Dividends is generally assumed at 1%.
Find out:  the value of Equity shares of the Company.

QUESTION NO.67C Capital structure of Lot Ltd. as at 31.3.2017 as under:
(  in lakhs)

Equity share capital 10
10% preference share capital   5
15% debentures   8
Reserves   4
Lot Ltd. earns profits of ` 5 lakhs annually on an average before deduction of interest on debentures and income
tax which works out to 40%.
Normal return on equity shares of companies similarly placed is 12% provided:
(a) Profit after tax covers fixed interest and fixed dividends at least 3 times.
(b) Capital gearing ratio is . 75.
(c) Yield on share is calculated at 50% of profits distributed and at 5% on undistributed profits.
L Ltd. has been regularly paying equity dividend of 10%.
Compute: the value per equity share of the company considering the paid up value of ` 100 per share.

QUESTION NO.67D The capital structure of company as on 31st March, 2009 was as under:
Equity Share Capital 5,00,000
11% Preference Share Capital 3,00,000
12% Secured Debentures 4,00,000
Reserves 3,00,000
The company on an average earns a profit of ̀  4,00,000 annually before deduction of interest on Debentures and
Income Tax, which works out to 45%. The normal return on equity shares on companies similarly placed is
15% provided:
(a) The profit after tax covered the fixed interest and fixed dividends at least four times.
(b) Equity capital and reserves are 150% of debentures and preference capital.
(c) Yield on shares is calculated at 60% of profits distributed and 5% on undistributed profits.
The company is regularly paying an equity dividend of 18%. Ascertain the value of equity share of the company.
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QUESTION NO.67E The capital structure of Manu Ltd. on 31st March, 2018 was as follows:
                                       (  in lakhs)

Equity Share Capital (200000 shares of ` 10 each) 20,00,000
12% Preference Share Capital (10,000 shares of ` 100 each) 10,00,000
10% Secured Debentures 12,00,000
Reserves & Surplus 4,50,000
Profit earned before interest and taxes during the year 11,80,000
Tax rate was 30%
Additional information:
(1)The company has been paying regularly equity dividend @ 20%.
(2)The rate of return on equity shares of similar industry is 18%.
(3)The profit after tax covers fixed interest and fixed dividend at least 4 times.
(4)The Debt Equity ratio is at least 2.
(5)Yield on shares is calculated at 50% of distributed profit and 20% of undistributed profit.
(6)The risk premium for dividend is generally assumed at 2%.
You are required to find out value of an equity share of the company.

QUESTION NO.67F The capital structure of VWX Ltd. is as follows as on 31st March, 2012:
Particulars
45,000, Equity shares of ` 100 each fully paid up 4,50,000
12,500, 12% Preference shares of ` 100 each fully paid up 12,50,000
12% Secured debentures 12,50,000
Reserves 12,50,000
Profit before interest and tax during the year 18,0,000
Tax rate 40%
Normally the return on equity shares in this type of industry is 15%.
Find out the value of the equity shares subject to the following:
(i)Profit after tax covers fixed interest and fixed dividend,atleast 4 times.
(ii)Debt equity ratio is atleast 2.
(iii)Yield on shares is calculated at 60% of distributed profits and10% on undistributed profits.
(iv)The company has been paying regularly an equity dividend of 15%.
(v)Risk premium for dividends is generally assumed at 1%.

QUESTION NO.68 Calculate the value of share from the following information:
Profit after Tax (PAT) of the company € 2900 million
Equity capital of company € 13,000 million
Par value of share € 40 each
Debt to Equity ratio of the company 1 : 3
Debt to Equity ratio of the proxy company 1 : 2
Beta of proxy company 0.20
Long run growth rate of the company 8%
Risk free interest rate 8.7%
Market returns 10.3%
Capital expenditure € 47 per basis
Depreciation € 39 per basis
Change in Working capital € 3.45 per basis
Assume corporate tax rate to be 30% and Beta of Debt as zero.
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QUESTION NO.69 Constant Engineering Ltd. has developed a high tech product which has reduced the Carbon
emission from the burning of the fossil fuel. The product is in high demand. The product has been patented and
has a market value of ̀ 100 Crore, which is not recorded in the books. The Net Worth (NW) of Constant Engineering
Ltd. is ` 200 Crore. Long term debt is ̀  400 Crore. The product generates a revenue of ̀  84 Crore. The rate on 365
days Government bond is 10 percent per annum. Bond portfolio generates a return of 12 percent per annum. The
stock of the company moves in tandem(similar) with the market. Calculate: EVA of the company.

QUESTION NO.70 Prosperous Bank has a criterion that it will give loans to companies that have an “Economic
Value Added” greater than zero for the past three years  on an average. The bank is considering lending money to
a small company that has the economic value characteristics shown below. The data relating to the company
is as follows:
(i) Average operating income after tax equals ` 25,00,000 per year for the last three years
(ii) Average total assets over the last three years equals ` 75,00,000.
(iii) Weighted average cost of capital appropriate for the company is 10% which is applicable for all three years
(iv) The company’s average current liabilities over the last three years are ` 15,00,000.
Does the company meet the bank’s criterion for a positive economic value added?

QUESTION NO.71 Life Industries Ltd (LIL) furnishes the following information from which you are required to
calculate the prevailing Economic Value Added of the company and also explain the reason for the difference, if
any, between the EVA as calculated by you and the MVA (Market Value Added) of LIL amounting to ̀  14005 crores.
Common shares of ` 1,000 face value 1,58,200 units
12% Debentures ` 10 face value 50,00,000 units
Current tax rate 30%
Financial Leverage 1.1 times
Securities Premium Account (Rupees in lakhs) 155
Free Reserves (Rupees in lakhs) 154
Capital Reserve (Rupees in lakhs) 109
It is a prevailing practice for companies in the industry to which LIL belongs to pay at least a dividend of 15% p.a.
to its common shareholders

QUESTION NO.72 The following information (as of 31-03-2017) is supplied to you by M/s Fox Ltd.:
(  in crores)

(i) Profit after tax (PAT) 205.90
(ii) Interest 4.85
(iii) Equity Share Capital 40.00
Accumulated surplus 700.00
Shareholders fund 740.00
Loans (Long term) 37.00
Total long term funds 777.00
(iv) Market capitalization of overall company 2,892.00
Additional information:
(a) Risk free rate 12.00 percent
(b) Long Term Market Rate (Based on BSE Sensex) 15.50 percent
(c) Effective tax rate for the company 25.00 percent
(d) Beta  for last few years

Year
1 0.48
2 0.52
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3 0.60
4 1.10
5 0.99

Using the above data you are requested to calculate : (i)Economic Value Added of Fox Ltd. as on 31st March,
2017.(ii) Market Value Added

QUESTION NO.73 DISA & Co. has provided the following information: (  in lacs)
Equity Share Capital (` 10 each) 400
15% Preference Share Capital (` 10 each) 200
Reserves and Surplus 220
15% Debentures 1600
10% Non-trade Investments (Nominal Value `100 lacs) 140
Land and Building held as Investment 20
Advance given for Purchase of Plant 10
Capital Work in Progress 30
Underwriting Commission (not written off) 20
Earnings per share 16
Tax rate 30%
Beta factor 1.65
Market rate of return 16.25%
Risk free rate 9.85%
Calculate : Economic Value Added by the company.

QUESTION NO.74 The capital structure of W Ltd. whose shares are quoted on the NSE is as under:
Equity Shares of ` 100 each fully paid ` 505 lakhs
9% Convertible Pref. Shares of ` 10 each ` 150 lakhs
12% Secured Debentures of ` 10 each 5,00,000
Reserves ` 101 lakhs
Statutory Fund ` 50,50,000
The Statutory Fund is compulsorily required to be invested in Government Securities. The ordinary shares are
quoted at a premium of 500%; Preference Shares at ` 30 per share and debentures at par value.
You are required to ascertain the Market Value added of the company and also give your assessment on the
market value added as calculated by you.

QUESTION NO.75 Yes Ltd. wants to acquire No Ltd. and the cash flows of Yes Ltd. and the merged entity are given
(In  lakhs)
Year                             1                           2                             3                            4                           5
Yes Ltd.                    175                       200                         320                       340                        350
Merged Entity        400                       450                         525                       590                        620
Earning would have witnessed 5% constant growth rate without merger and 6% with merger on account of
economies of operations after 5 years in each case. The cost of capital is 15%.
The number of shares outstanding in both the companies before the merger is the same and the companies agree
to an exchange ratio of 0.5 shares of Yes Ltd. for each share of No Ltd.
PV factor  at 15% for years 1-5 are 0.870, 0.756, 0.658, 0.572, 0.497 respectively.
(i) Compute the Value of Yes Ltd. before and after merger.
(ii) Value of acquisition and
(iii) Gain to shareholders of Yes Ltd.
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QUESTION NO.76 R Ltd. and S Ltd. operating in same industry are not experiencing any rapid growth but providing
a steady stream of earnings. R Ltd.’s management is interested in acquisition of S. Ltd. due to its excess plant
capacity. Share of S Ltd. is trading in market at ` 3.20 each. Other data relating to S Ltd. is as follows:
Balance Sheet of S Ltd.
Liabilities Amount ( ) Assets Amount ( )
Current Liabilities 1.59.80.000 Current Assets 2,48,75,000
Long Term Liabilities 1,28,00,000 Other Assets 94,00,000
Reserve & Surplus 2,79,95,000 Property Plants & Equipment 3,45,00,000
Share Capital(80Lakhs shares 1,20,00,000
 of `1.5 each) _________ _________
Total 6,87,75,000 Total 6,87,75,000
Particulars R Ltd. ( ) S Ltd. ( ) Combined Entity ( )
Profit after Tax 86,50,000 49,72,000 1,21,85,000
Residual Net Cash Flows per year 90,10,000 54,87,000 1,85,00,000
 Required return on equity  13.75% 13.05% 12.5%
You are required to compute the following:
(i) Minimum price per share S Ltd. should accept from R Ltd.
(ii) Maximum price per share R Ltd. shall be willing to offer to S Ltd.
(iii)  Floor Value per share of S Ltd., and whether it shall play any role in decision for its acquisition by R Ltd.

QUESTION NO.77 TK Ltd. and SK Ltd. are both in the same industry. The former is in negotiation for acquisition
of the latter. Information about the two companies as per their latest financial statements are given below:

TK Ltd. SK Ltd.
` 10 Equity shares outstanding 24 Lakh 12 lakah
Debt:
10% Debentures (` Lakhs) 1160 -
12.5% Institutional Loan ( ` Lakhs) - 480
Earnings before interest, depreciation and tax
(EBIDAT) (` Lakhs) 800.00 230.00
Market Price/Share (`) 220 110
TK Ltd. plans to offer a price for SK Ltd. business, as a whole, which will be 7 times of EBIDAT as reduced by
outstanding debt and to be discharged by own shares at market price.
SK Ltd. is planning to seek one share in TK Ltd. for every 2 shares in SK Ltd. based on the market price. Tax rate for
the two companies may be assumed as 30%.
Calculate and show the following under both alternatives -TK Ltd.’s offer and SK Ltd. s plan :
(i) Net consideration payable. (ii) No. of shares to be issued by TK Ltd. (iii)  EPS of TK Ltd. after acquisition. (iv)
Expected market price per share of TK Ltd. after acquisition. (v) State briefly the advantages to TK Ltd. from the
acquisition.Calculations may be rounded off to two decimals points.

QUESTION NO.78 Fat Ltd. wants to acquire Lean Ltd., the balance sheet of Lean Ltd. as on 31.03.2016 is as
follows:
Liabilities ` Assets `
(1) Shareholders Fund: (1) Non-current Assets:
(a) Share Capital (a) Fixed Assets
(i) 60,000 Equity Shares of ` 10 each 6,00,000 (i) Tangible Assets:
(b) Reserve & Surplus — Plant and Equipment 11,00,000
(i) Retained Earnings 2,00,000 (2) Current Assets:
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(2) Non-Current Liabilities: (a) Inventories 1,70,000
Long Term Borrowings - 12% Debenture 2,00,000 (b) Trade Receivables
(3) Current Liabilities: — Sundry Debtors 30,000
(a) Trade Payables - Sundry Creditors 3,20,000__ (c) Cash and Cash Equivalents 20,000___
Total 13,20,000 Total 13,20,000
Additional information:
(i)Shareholders of Lean Ltd. will get one share in Fat Ltd. for every two shares. External liabilities are expected to
be settled at ̀  3,00,000. Shares of Fat Ltd. would be issued at its current price of ’15 per share. Debenture holders
will get 13% convertible debentures in the purchasing companies for the same amount. Debtors and inventories
are expected to release ` 1,80,000.
(ii)Fat Ltd. has decided to operate the business of Lean Ltd. as a separate division. The division is likely to give
cash flow (after tax) to the extent of ` 3,00,000 per year for 6 years. Fat Ltd. has planned that after 6 year this
division would be damaged and disposed off for ` 1,00,000.
(iii)Company’s cost of capital is 14%
Make a report to the managing director advising him about the financial feasibility of the acquisition.
Note: Present value of ‘1 for six years @ 14% interest : 0.8772, 0.7695, 0.6750, 0.5921 and 0.4556.

QUESTION NO.79 Elrond Limited plans to acquire Doom Limited. The relevant financial details of the two
firms prior to the merger announcement are:

Elrond Limited Doom Limited
Market price per share ` 50 ` 25
Number of outstanding shares 20 lakhs 10 Lakhs
The merger is expected to generate gains, which have a present value of ` 200 lakhs.The exchange ratio agreed
to is 0.5.What is the true cost of the merger from the point of view of Elrond Limited?

QUESTION NO.80 Given is the following information:
Day Ltd. Night Ltd.

Net Earnings `5 crores `3.5 crores
No. of Equity Shares 10,00,000 7,00,000
The shares of Day Ltd. and Night Ltd. trade at 20 and 15 times their respective P/E ratios. Day Ltd. consider  taking
over Night Ltd. by paying `55 crores considering that the market price of Night Ltd. reflects its true value. It is
considering both the following options:
I. Takeover is funded entirely in cash. II. Takeover is funded entirely in stock.
You are required to calculate the cost of the takeover and advise Day Ltd. on the best alternative.

QUESTION NO.81 A Ltd. and B Ltd. are companies that operate in the same industry. The financial statements of
both the companies for the current financial year are as follows:
Balance Sheet
Particulars A Ltd. B Ltd.
Equity & Liabilities
Shareholders Fund
Equity Capital (` 10 each) 20,00,000 16,00,000
Retained earnings 4,00,000 -
Non-current Liabilities
16% Long term Debt 10,00,000 6,00,000
Current Liabilities 14 00 000 8 00 000
Total 48 00 000 30 00 000
Assets
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Non-current Assets 20,00,000 10,00,000
Current Assets 28 00 000 20 00 000
Total 48 00 000 30 00 000
Income Statement
Particulars  A Ltd.       B Ltd.
A.Net Sales 69,00,000 34,00,000
B.Cost of Goods sold 55 20 000 27 20 000
C.Gross Profit (A-B) 13,80,000 6,80,00
D.Operating Expenses 4,00,000 2,00,000
E.Interest 1 60 000 96,000
F.Earnings before taxes 8,20,000 3,84,000
G.Taxes @ 35% 2,87,000 1,34,400
H.Earnings After Tax (EAT) 5,33,000 2,49,600
Additional Information:
No. of equity shares 2,00,000 1,60,000
Dividend payment Ratio (D/P) 20% 30%
Market price per share ` 50 `20
Assume that both companies are in the process of negotiating a merger through exchange of Equity shares:
You are required to:
(i) Decompose the share price of both the companies into EPS & P/E components.Also segregate their EPS figures
into Return  On Equity (ROE)  and Book Value per share components.
(ii)  Estimate future EPS growth rates for both the companies.
(iii) (a)Based on expected operating synergies, A Ltd. estimated that the intrinsic value of B Ltd. Equity share
would be ̀ 25 per share on its acquisition. You are required to develop a range of justifiable Equity Share Exchange
ratios that can be offered by A Ltd. to the shareholders of B Ltd  or
Evaluate the justifiable equity share exchange ratios that can be offered by A Ltd. to the shareholders of B Ltd.
Hint:Assume Intrinsic Value of A Ltd to be equal to its MPS.
Hint:Use MPS and Intrinsic Value as base.
(b)Based on your analysis on parts (i) and (ii), would you expect the negotiated terms to be closer to the upper or
the lower exchange ratio limits and why?

QUESTION NO.82
Probability Market Return A Ltd Shares B Ltd Shares
.5 7% 4%     9%
.5 25% 40%     18%.
You are required to calculate :(a) The beta of the two stocks.(b) Expected Return of each stock(c) The Security
Market Line (SML) Equation, if the risk free rate is 7.5%(d) The  Alpha of the two stocks

QUESTION NO.83 Following is the data regarding six securities:
A B C D E F

Return (%) 8 8 12 4 9 8
Risk (%) (Standard deviation) 4 5 12 4 5 6
(i) Assuming three will have to be selected, state which ones will be picked.
(ii) Assuming returns from securities are independent, show whether it is preferable to invest 75% in A and 25%
in C or to invest 100% in E.

QUESTION NO.84 The following information are available with respect of Krishna Ltd.:
Year Krishna Ltd. Market Index
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MPS DPS Price Dividend Yield Rf
2012 245 20 2013 4% 7%
2013 253 22 2130 5% 6%
2014 310 25 2350 6% 6%
2015 330 30 2580 7% 6%
Compute Beta Value of the Krishna Ltd. at the end of 2015 and state your observation.

QUESTION NO.85 The risk free rate of return Rf is 9 percent. The expected rate of return on the market portfolio
Rm is 13 percent. The expected rate of growth for the dividend of Platinum Ltd. is 7 percent. The last dividend
paid on the equity stock of firm A was ` 2.00. The beta of Platinum Ltd. equity stock is 1.2.
(i)What is the equilibrium price of the equity stock of Platinum Ltd.?
(ii)How would the equilibrium price change when (a)The inflation premium increases by 2 percent? (b)The expected
growth rate increases by 3 percent? (c)The beta of Platinum Ltd. equity rises to 1.3?

QUESTION NO.86 XYZ Ltd. has substantial cash flow and until the surplus funds are utilised to meet the future

investments, details for which are given below:
Company No.of Shares Beta MPS Expected dividend yield
D Ltd. 60,000 1.16 `4.29  19.5%
E Ltd. 80,000 2.28 `2.92 24.0%
F Ltd. 1,00,000 0.90 `2.17 17.5%
G Ltd. 1,25,000 1.50 `3.14 26.0%
The current market return is 19% per year and the risk free rate is 11% per year.
(a) Calculate Portfolio Beta or Calculate the risk of XYZs short-term investment portfolio relative to that of the
market.Comment.(b) Whether XYZ should change the composition of its portfolio.

QUESTION NO.87 Mr. Kapoor owns a portfolio with the following characteristics:
SecurityX Security Y Risk Free Security

Factor 1 sensitivity 0.75 1.50 0
Factor 2 sensitivity 0.60 1.10 0
Expected Return 15% 20% 10%
It is assumed that security returns are generated by a two factor model.
(i) If Mr. Kapoor has ` 1,00,000 to invest and sells short ` 50,000 of security Y and purchases ` 1,50,000 of
security X, what is the sensitivity of Mr. Kapoor’s portfolio to the two factors ?
(ii)  If Mr. Kapoor borrows ` 1,00,000 at the risk free rate and invests the amount he borrows along with the
original amount of ` 1,00,000 in security X and Y in the same proportion as described in part (i), what is the
sensitivity of the portfolio to the two factors ?
(iii) What is the expected return premium of factor 2?

QUESTION NO. 88 Place the following strategies by different persons in the Exposure Management Strategies
Matrix.
Strategy 1: Kuljeet a wholesaler of imported items imports toys from China to sell them in the domestic market
to retailers. Being a sole trader, he is always so much involved in the promotion of his trade in domestic market
and negotiation with foreign supplier that he never pays attention to hedge his payable in foreign currency and
leaves his position unhedged.
Strategy 2: Moni, is in the business of exporting and importing brasswares to USA and European countries. In
order to capture the market he invoices the customers in their home currency.Moni enters into forward contracts
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to sell the foreign exchange only if he expects some profit out of it other-wise he leaves his position open.
Strategy 3: TSC Ltd. is in the business of software development. The company has both receivables and payables
in foreign currency. The Treasury Manager of TSC Ltd. not only enters into forward contracts to hedge the exposure
but carries out cancellation and extension of forward contracts on regular basis to earn profit out of the same. As
a result management has started looking Treasury Department as Profit Centre.
Strategy 4: DNB Publishers Ltd. in addition to publishing books are also in the business of importing and exporting
of books. As a matter of policy the moment company invoices the customer or receives invoice from the supplier
immediately covers its position in the Forward or Future markets and hence never leave the exposure open even
for a single day.

QUESTION NO.89  An importer customer of your bank wishes to book  a forward contract with your bank on 3rd
September for sale to him of SGD 5,00,000 to be delivered on 30th October.
The spot rates on 3rd September are USD  49.3700/3800 and USD/SGD 1.7058/68. The swap points are:

USD / USD/SGD
Spot/September 0300/0400 1st month forward 48/49
Spot/October 1100/1300 2nd month forward 96/97
Spot/November 1900/2200 3rd month forward 138/140
Spot/December 2700/3100
Spot/January 3500/4000
Calculate: the rate to be quoted to the importer by assuming an exchange margin of 5 paisa.

QUESTION NO.90
Spot Rate   1US $ = ` 48.0123 ;180 days Forward Rate for 1 US $ = ` 48.8190
Interest Rate for 6 months -Rupee = 12% p.a ;Interest Rate for 6 months - US $  = 8% p.a
Is there any arbitrage possibility ? If yes how an arbitrageur can take advantage of the situation, if he is willing to
borrow ` 40,00,000 or US $ 83,312.Assume no transaction cost or taxes.

QUESTION NO.91 Mr. Dayal is interested in purchasing equity shares of ABC Ltd. which are currently selling at `
600 each. He expects that price of share may go upto ` 780 or may go down to ` 480 in three months. The
chances of occurring such variations are 60% and 40% respectively. A call option on the shares of ABC Ltd. can be
exercised at the end of three months with a strike price of ` 630.
(i) Recommend the combination of share and the option which Mr. Dayal should select if he wants a perfect
hedge.
(ii)Analyze & calculate the value of option today,(Rf  is 10% pa)
(iii)Calculate the expected rate of return on the option.

QUESTION NO.92 Bharat Oil Corporation (BOC) imports crude oil for its requirements on a regular basis. Its
requirements are estimated at 100 tonnes per month. Of late, there has been a surge in the prices of oil. The
current price (month of June) of crude oil is ` 5,500 per barrel. The firm expects the price to rise in the coming
months to ̀  5,800 by August. It wants to hedge against the rising prices for some of its requirements of the month
of August.
Multi Commodity Exchange (MCX) in India offers futures contracts in crude oil. The contract size is 100 barrels
and August contract is currently traded at ` 5,668 per barrel.
BOC would like to hedge half its exposure in futures and leave the other half to market conditions. While hedging,
the number of futures contracts dealt with should be rounded off to the next higher integer. Then, how many
contracts should it book?
Compare the hedged and exposed parts regarding the effective price per barrel and also compute the effective
price per barrel for the whole requirement of August, if in August,
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(i)The spot price is ` 5,570 and futures price is ` 5,788? (ii)The spot price is ` 5,417 and futures price is ` 5,455?
Ignore marking-to-market and initial margin on futures contracts.Given that 1 tonne = 7.33 barrels.

QUESTION NO.93 Electraspace  is consumer electronics  wholesaler.  The business  of the firm is highly seasonal
in nature. In 6 months of a year, firm has a huge cash deposits and near Christmas time and other 6 months firm
face cash crunch, leading to borrowing of money to cover up its exposures for running the business.It is expected
that firm shall borrow  a sum of Euro 50 million for the entire period of slack season in about 3 months.
FORWARD RATE AGREEMENT : A Bank has given the following quotations:
Spot 5.50%- 5.75%
3 X 6 FRA 5.59% - 5.82%     3 X 9 FRA 5.64%- 5.94%
INTEREST RATE FUTURES : 3 month €50,000 future contract maturing in a period of 3 months is quoted at 94.15
(5.85%).
You are required to determine:
(a) How a FRA, shall be useful if the actual interest rate after 3 months turnout  to be:(i) 4.5% (ii) 6.5%
(b) How 3 months Future contract shall be useful for company if interest rate turns out as mentioned in part (a)
above.

QUESTION NO.94 XYZ Limited borrows £ 15 Million of six months LIBOR + 10.00% for a period of 24 months. The
company anticipates a rise in LIBOR, hence it proposes to buy a Cap Option from its Bankers at the strike rate of
8.00%. The lump sum premium is 1.00% for the entire reset periods and the fixed rate of interest is 7.00% per
annum. The actual position of LIBOR duringthe forthcoming reset period is as under:
Reset Period LIBOR
1 9.00%
2 9.50%
3 10.00%
You are required to show how far interest rate risk is hedged through Cap Option.
For calculation, work out figures at each stage up to four decimal points and amount nearest to £. It should be
part of working notes.

Question No.95 ABC Bank is seeking fixed rate funding. It is able to finance at a cost of six months LIBOR + 1/4%
for ` 200 million for 5 years. The bank is able to swap into a fixed rate at 7.5% versus six month LIBOR treating six
months as exactly half a year.
(a) What will be the “all in cost” funds to ABC Bank?
(b) Another possibility being considered is the issue of a hybrid instrument which pays 7.5% for first three years
and LIBOR – ¼% for remaining two years.
Given a three years swap rate of 8%, suggest the method by which the bank should achieve fixed rate funding.

QUESTION NO.96 Mr. A is contemplating purchase of equity shares of a Company. His expectation of  return is
10% before tax by way of dividend with an annual growth of 5%. Company’s last dividend was Rs. 2 per share.
Even as he is contemplating, Mr. A suddenly finds, due to a budget announcement dividends have been exempted
from tax in hands of the shareholders(recipients).But the imposition of Dividend Distribution Tax(Corporate Dividend
Tax) on the Company is likely to lead to a fall in dividend of 20 paise per share. A’s marginal tax rate is 30%.
Calculate what should be Mr. A’s estimates of price per share before and after  Budget announcement?

QUESTION NO.97 X Ltd. is a Shoes manufacturing company. It is all equity financed and has a paid-up Capital of
Rs. 10,00,000 (Rs. 10 per share) X Ltd. has hired Swastika consultants to analyse the future earnings. The report
of Swastika consultants states as follows:
(i)The earnings and dividend will grow at 25% for the next two years.
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(ii) Earnings are likely to grow at the rate of 10% from 3rd year and onwards.
(iii) Further, if there is reduction in earnings growth, dividend payout ratio will increase to 50%.
The other data related to the company are as follows:
Year EPS Net Dividend per share Share Price
2010 6.30 2.52 63.00
2011 7.00 2.80 46.00
2012 7.70 3.08 63.75
2013 8.40 3.36 68.75
2014 9.60 3.84 93.00
You may assume that the tax rate is 30% (not expected to change in future) and post tax cost of capital is 15%.By
using the Dividend Valuation Model, Calculate (i)Expected Market Price per share (ii) P/E Ratio.

QUESTION NO.98 Using the chop-shop approach (or Break-up value approach), assign a value for Cornett GMBH.
whose stock is currently trading at a total market price of €4 million. For Cornett, the accounting data set forth in
three business segments: consumer wholesaling, specialty services, and assorted centers. Data for the firm’s
three segments are as follows:
Business segment Segment sales Segment assets Segment income
Consumer wholesaling €1,500,000 € 750,000 €100,000
Specialty services €800,000 €700,000 €150,000
Assorted centers €2,000,000 €3,000,000 €600,000
Industry data for “pure-play” firms have been compiled and are summarized as follows:
Business segment Capitalization/sales Capitalization/assets Capitalization/operating

income
Consumer wholesaling 0.75 0.60 10.00
Specialty services 1.10 0.90 7.00
Assorted centers 1.00 0.60 6.00

QUESTION NO.99 The directors of Implant Inc. wishes to make an equity issue to finance a $10 m (million)
expansion scheme which has an excepted Net Present Value of $2.2m and to re-finance an existing $6 m 15%
Bonds due for maturity in 5 years time. For early redemption of these bonds there is a $3,50,000 penalty charges.
The Co. has also obtained approval to suspend these pre-emptive rights and make a $15 m placement of shares
which will be at a price of $0.5 per share. The floatation cost of issue will be 4% of Gross proceeds. Any surplus
funds from issue will be invested in IDRs which is currently yielding 10% per year.
The Present capital structure of Co. is as under:

000
Ordinary Share ($1 per share) 7,000
Share Premium 10,500
Free Reserves 25,500

43,000
15% Term Bonds 6,000
11% Debenture (2012-2020) 8,000

57,000
Current share price is $2 per share and debenture price is $ 103 per debenture. Cost of capital of Co. is 10%. It
may be further presumed that stock market is semi-strong form efficient and no information about the proposed
use of funds from the issue has been made available to the public. You are required to calculate expected share
price of company once full details of the placement and to which the finance is to be put, are announced.
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QUESTION NO.100  Calculate Market Price of:
(i)10% Government of India security currently quoted at ?110, but yield is expected to go up by 1%.
(ii)A bond with 7.5% coupon interest, Face Value f 10,000 & term to maturity of 2 years, presently yielding 6%.
Interest payable half yearly.

QUESTION NO.101 An Indian exporting firm, Rohit and Bros., would be cover itself against a likely depreciation
of pound sterling. The following data is given :
Receivables of Rohit and Bros : £500,000 ;
Spot rate : Rs.56.00/£
Payment date : 3-months ;
3 months interest rate : India : 12 % p.a ; UK : 5% p.a
Hint:Use Money Market Operation

QUESTION NO.102 Fashion Ltd. manufactures cruiser bikes for export to Americana and Europe. It requires a
special type alloy called “Fecal”, made up of Iron, Aluminum and Copper. Fecal is sold at `230 per kg in the spot
market. If Fashion Ltd. has a requirement of 6 tonnes in 6 months time, and the 6-Months Future Contract rate is
`2.42 Lakhs per tonne. Carrying cost is 5% p.a. If the interest rate is 10%,
(i)What will be should Theoretical Future Price ?
(ii)If the Company does opt for Futures Contract for buying 6 Tonnes of Fecal, what will be the effect if
(a) Spot Rate at the end of 6 months is `2,55,000 per tonne?
(b) Spot Rate at the end of 6 months is `2,35,000 per tonne?

QUESTION NO.103 Considering the following quotes
Spot (Euro/Pound) = 1.6543/1.6557 ; Spot (Pound/NZ$) =0.27860/ 0.2800
(i)Calculate the % spread on the Euro/Pound Rate
(ii)Calculate the % spread on the Pound/NZ$ Rate
(iii)The maximum possible % spread on the cross rate between the Euro and the NZ$.

QUESTION NO.104 Assume that you are the calling bank. The following rates per $ is quoted against S.Fr.
Day Quotes
1 1.6962/1.6978
2 1.6990/1.7005
3 1.7027/1.7042
(i) On which day, is it cheaper to buy US $ with respect to S.Fr.?
(ii) How many US $ do you need to buy 1000 S.Fr. on Day 1?
(iii) What is the Spread on Day 2?
(iv) If you exchanged $ 2,500 for S.Fr. 4256.75, on which day did you exchange?

QUESTION NO.105 A put and a call option each have an expiration date 6 months hence and an exercise price of
`9. The interest rate for the 6 month period is 3 per cent.
(a) If the put has a market price of `2 and share is worth `10 per share, what is the value of the call?
(b) If the put has a market price of `1 and the call `4, what is the value of the share per share?
(c) If the call has a market value of `5 and market price of the share is `12 per share, what is the value of the put?

QUESTION NO.106 An Indian exporter has sold handicaraft items to an American business house. The exporter
will be receiving US dollar 1 lakh in 90 days. Premium for a dollar put option with a strike price of ` 71.00 and a 90
days settlement is ` 1. The exporter anticipates the spot rate after 90 days to be ` 69.50.
(i)Should the exporter hedge its account receivable in the options market ?
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(ii)If the exporter is anticipating a spot rate to be ` 70.50 or ` 71.50 after 90 days,how would it affect the
exporter’s decision ?

QUESTION NO.107 The strike price and the current stock price of a European put option are ` 1,000 and ` 925
respectively. Compute its theoretical minimum price after 6 months, if the risk-free rate of interest is 5% p.a.

QUESTION NO.108 investor buys a call option contract for a premium of ` 150. The exercise price is ` 15 and the
current market price of the share is ` 12. If the share price after three months reaches ` 20, what is the profit
made by the option holder on exercising the option? Contract is for 100 shares. Ignore the transaction charges.

QUESTION NO.109 The following two way quotes appear in the Foreign Exchange Market
`/US $ Spot ` 66 / 66.25 Three Months’ Forward ` 67 / 67.50
(i)By what % has the Dollar currency changed? Indicate the nature of change.
(ii)By what % has the Rupee changed? Indicate the nature of change.
(iii)How many US Dollars should a firm sell to get ` 45 lakhs after three months?
(iv)How many rupees is the firm required to pay so as to obtain US $ 2,20,000 in the spot market?
(v)Assume that the firm has US $ 90,000 in current account earning interest. Return on rupee investment is 10%
per annum. Should the firm encash the US $ now or 3months later?

QUESTION NO.110 CNX Nifty is currently quoting at 9100. Each lot is 75. An investor purchases a May Futures
contract at 9200. He has been asked to pay 5% margin. What amount of initial margin is he required to deposit?
To what level NIFTY futures should in increase to get a gain of 4%?

QUESTION NO.111 The Nominal value of 10% Bonds issued at par by M/s. SK Ltd. is ̀ 100. The bonds are redeemable
at `110 at the end of year 5.
(a)Determine the value of the bond if required yield is :(i)8% (ii)9% (iii)10% (iv)11%
(b)When will the value of the bond be highest ?
Given below are Present Value Factors :
Year 1 2 3 4 5
PV Factor @ 8% 0.926 0.857 0.794 0.735 0.681
PV Factor @ 9% 0.917 0.842 0.772 0.708 0.650
PV Factor @ 10% 0.909 0.826 0.751 0.683 0.621
PV Factor @ 11% 0.901 0.812 0.731 0.659 0.593

QUESTION NO.112 The current EPS of M/s VEE Ltd. is ` 4. The company has shown an extraordinary growth of
40% in its earnings in the last few year This high growth rate is likely to continue for the next 5 years after which
growth rate in earnings will decline from 40% to 10% during the next 5 years and remain stable at 10% thereafter.
The decline in the growth rate during the five year transition period will be equal and linear. Currently, the
company’s pay-out ratio is 10%. It is likely to remain the same for the next five years and from the beginning of
the sixth year till the end of the 10th year, the pay-out will linearly increase and stabilize at 50% at the end of the
10th year. The post tax cost of capital is 17% and the PV factors are given below:
Years 1 2 3 4 5 6 7 8 9 10
PVIF@17% 0.855 0.731 0.625 0.534 0.456 0.390 0.333 0.285 0.244 0.209
You are required to calculate the intrinsic value of the company’s stock based on expected dividend. If the
current market price of the stock is ̀ 125, suggest if it is advisable for the investor to invest in the company’s stock
or not.
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QUESTION NO. 113 The NSE-50 Index futures are traded with rupee value being ` 100* per index point. On 15th
September, the index closed at 1195, and December futures (last trading day December 15) were trading at 1225.
The historical dividend yield on the index has been 3% per annum and the borrowing rate was 9.5% per annum.
(i)Determine whether on September 15, the December futures were underpriced or overpriced?
(ii) What arbitrage transaction is possible to gain out this mispricing?
(iii)Calculate the gains and losses if the index on 15th December closes at (a) 1260 (b) 1175.
Assume 365 days in a year for your calculations.

QUESTION NO.114 H Ltd. is an Indian firm exporting handicrafts to North America. All the exports are invoiced in
US$. The firm is considering the use of money market or forward market to cover the receivable of $50,000
expected to be realized in 3 months time and has the following information from its banker:

Exchange Rates
Spot `/$ 72.65/73
3-m forward `/$ 72.95/73.40
The borrowing rates in US and India are 6 % and 12% p.a. and the deposit rates are 4% and 9% p.a. respectively.
(i)Which option is better for H Ltd. ?
(ii)Assume that H Ltd. anticipates the spot exchange rate in 3-months time to be equal to the current 3-months
forward rate. After 3-months the spot exchange rate turned out to be ̀ /$: 73/73.42. What is the foreign exchange
exposure and risk of H Ltd. ?

QUESTION NO.115 ABC Ltd. is a company operating in the software industry. It is considering the acquisition of
XYZ Ltd. which is also into software industry. The following information are available for the companies:

ABC Ltd. XYZ Ltd.
Earnings after tax (`) 9,00,000 2,40,000
Number of equity shares 1,50,000 60,000
P/E ratio (no. of times) 14 10
ABC Ltd. is planning to offer a premium of 25% over the market price of XYZ Ltd. Required:
(i)What is the swap ratio based on current market price?
(ii)Find the number of shares to be issued by ABC Ltd. to the shareholders of XYZ Ltd.
(iii)Compute the new EPS of ABC Ltd. after merger and comment on the impact of merger.
(iv)Determine the market price of the share when P/E ratio remains unchanged.
(v)Compute the market price when P/E declines to 12 and comment on the results.
Figures are to be rounded off to 2 decimals.

QUESTION NO.116 A future contract is available on R Ltd. that pays an annual dividend of ` 4 and whose stock
is currently priced at ` 125. Each future contract calls for delivery of 1,000 shares to stock in one year, daily
marking to market. The corporate treasury bill rate is 8%.Required:
(i)Given the above information, what should the price of one future contract be ?
(ii)If the company stock price decreases by 6%, what will be the price of one futures contract ?
(iii)As a result of the company stock price decrease, will an investor that has a long position in one futures
contract of R Ltd. realizes a gain or loss ? What will be the amount of his gain or loss ?
(Ignore margin and taxation, if any)

QUESTION NO.117 AB Ltd.’s equity shares are presently selling at a price of ` 500 each. An investor is interested
in purchasing AB Ltd. ‘s shares. The investor expects that there is a 70% chance that the price will go up to ` 650
or a 30% chance that it will go down to ` 450, three months from now. There is a call option on the shares of the
firm that can be exercised only at the end of three months at an exercise price of `550.Calculate the following:
(i)If the investor wants a perfect hedge, what combination of the share and option should he select ?
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(ii)Explain how the investor will be able to maintain identical position regardless of the share price.
(iii)If the risk-free rate of return is 5% for the three months period, what is the value of the option at the beginning
of the period ?
(iv)What is the expected return on the option?

QUESTION NO.118 Following are risk and return estimates for two stocks
Stock Expected returns (%) Beta Specific SD of expected return (%)
A 14 0.8 35
B 18 1.2 45
The market index has a Standard Deviation (SD) of 25% and risk free rate on Treasury Bills is 6%.
You are required to calculate:
(i)The standard deviation of expected returns on A and B.
(ii) Suppose a portfolio is to be constructed with the proportions of 25%, 40% and 35% in stock A, B and Treasury
Bills respectively, what would be the expected return, standard deviation of expected return of the portfolio?

QUESTION NO.119 Mr. X, a financial analyst, intends to value the business of PQR Ltd. in terms of the future cash
generating capacity. He has projected the following after tax cash flows :
Year: 1 2 3 4 5
Cash flows (  in lakh) 1,760 480 640 860 1,170
It is further estimated that beyond 5th year, cash flows will perpetuate at a constant growth rate of 8% per
annum, mainly on account of inflation. The perpetual cash flow is estimated to be ` 10,260 lakh at the end of the
5th year.Required:
(i)What is the value of the firm in terms of expected future cash flows, if the cost of capital of the firm is 20%.
(ii)The firm has outstanding debts of ̀  3,620 lakh and cash/bank balance of ̀ 2,710 lakh. Calculate the shareholder
value per share if the number of outstanding shares is 151.50 lakh.
(iii)The firm has received a takeover bid from XYZ ltd. of ` 225 per share. Is it a good offer?
[Given: PVIF at 20% for year 1 to Year 5: 0.833, 0.694, 0.579, 0.482, 0.402]

QUESTION NO.120 The following details are related to the borrowing requirements of two companies ABC Ltd.
and DEF Ltd.
Company Requirement Fixed Rates Offered Floating Rates Offered
ABC Ltd. Fixed Rupee Rate 4.5% PLR + 2%
DEF Ltd. Floating Rupee Rate 5.0% PLR + 3%
Both Companies are in need of Rs. 2,50,00,000 for a period of 5 years. The interest rates on the floating rate
loans are reset annually. The current PLR for various period maturities are as follows:
Maturity (Years) PLR (%)
1 2.75
2 3.00
3 3.20
4 3.30
5 3.375
DEF Ltd. has bought an interest rate Cap at 5.625% at an upfront premium payment of 0.25%.
(a) You are required to exhibit how these two companies can reduce their borrowing cost by adopting swap
assuming that gains resulting from swap shall be share equally among them.
(b) Further calculate cost of funding to these two companies assuming that expectation theory holds good for the
4 years.
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QUESTION NO.121 A German subsidiary of an US based MNC has to mobilize 100000 Euro’s working capital for
the next 12 months. It has the following options:
Loan from German Bank : @5% p.a.
Loan from US Parent Bank : @4% p.a.
Loan from Swiss Bank : @3% p.a.
Banks in Germany charge an additional 0.25% p.a. towards loan servicing. Loans from outside Germany attract
withholding tax of 8% on interest payments. If the interest rates given above are market determined, examine
which loan is the most attractive using interest rate differential.

QUESTION NO.122 XY Ltd., a Cement manufacturing Company has hired you as a financial consultant of the
company. The Cement Industry has been very stable for some time and the cement companies SK Ltd. & AS Ltd.
are similar in size and have similar product market mix characteristic. Use comparable method to value the equity
of XY Ltd. In performing analysis, use the following ratios:
(i)Market to book value (ii)Market to replacement cost
(iii)Market to sales (iv)Market to Net Income
The following data are available for your analysis:(Amount in )

SK Ltd. AS Ltd. XY Ltd.
Market Value 450 400
Book Value 400 300 250
Replacement Cost 600 550 500
Sales 550 450 500
Net Income 18 16 14

QUESTION NO.123 The returns of a portfolio A and market portfolio for the last 12 months are indicated as
follows:
Month Portfolio A Market Portfolio
January - 0.52 0.82
February 2.20 0.04
March 2.17 2.80
April 4.17 1.72
May 2.04 0.27
June 3.00 0.39
July 1.99 1.95
August 4.00 0.64
September -1.38 1.53
October 2.67 2.70
November 3.99 2.52
December 1.86 2.09
Standard Deviation 1.6223 0.9498
Assume that the risk-free rate of return is 12% per annum and the portfolio is fully diversified.
(i)You are required to find out the monthly returns attributable to the sheer skill of the Portfolio Manager.
(ii)What part of the monthly return is attributable to the higher risk assumed by the Portfolio Manager?
Tutorial Note:The above question is not framed correcly.However ICAI had used the same language.Hence to
understand this sentence ,students can use following hint.:
Hint:(i)You are required to calculate difference between Actual Return & CAPM Return i.e Jensen’s Alpha
Hint:(ii)You are required to calculate difference between CAPM Return and Market Return.
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QUESTION NO.124 You are interested in buying some equity stocks of RK Ltd. The company has 3 divisions
operating in different industries. Division A captures 10% of its industries sales which is forecasted to be ` 50
crore for the industry. Division B and C captures 30% and 2% of their respective industry’s sales, which are
expected to be ` 20 crore and ` 8.5 crore respectively. Division A traditionally had a 5% net income margin,
whereas divisions B and C had 8% and 10% net income margin respectively. RK Ltd. has 3,00,000 shares of equity
stock outstanding, which sell at ` 250.The company has not paid dividend since it started its business 10 years
ago. However from the market sources you come to know that RK Ltd. will start paying dividend in 3 years time
and the pay-out ratio is 30%. Expecting this dividend, you would like to hold the stock for 5 year. By analysing the
past financial statements, you have determined that RK Ltd. ‘s required rate of return is 18% and that P/E ratio of
10 for the next year and on ending P/E ratio of 20 at the end of the fifth year are appropriate.
Required:(i)Would you purchase RK Ltd. equity at this time based on your one year forecast?
(ii)If you expect earnings to grow @ 15% continuously, how much are you willing to pay for the stock of RK Ltd ?
Ignore taxation.
PV factors are given below:
Years 1 2 3 4 5
PVIF@ 18% 0.847 0.718 0.609 0.516 0.437

QUESTION NO.125
(a)Mr. Alex, a practicing Chartered Accountant, can earn a return of 15 percent by investing in equity shares on
his own. He is considering a recently announced equity based mutual fund scheme in which initial expenses are
6 percent and annual recurring expenses are 2 percent.
(i)How much should the mutual fund earn to provide Mr. Alex a return of 15 percent per annum?
(ii)Mr. Alex’s current Annual Professional Income is ` 40 Lakhs. His portfolio value is ` 50 Lakhs and now he is
spending 10% of his time to manage his portfolio. If he spends this time on profession, his professional income
will go up in same proportion. He is thinking to invest his entire portfolio into a Multicap Fund, assuming the
fund’s NAV will grow at 13% per annum (including dividend).
You are requested to advise Mr. Alex, whether he can invest the portfolio into Multicap Funds ? If so, what is the
net financial benefit?

QUESTION NO.126 Following information is available of M/s. TS Ltd.:
(  in crores)

PBIT 5.00
Less : Interest on Debt (10%) 1.00
PBT 4.00
Less: Tax @ 25% 1.00
PAT 3.00
No. of outstanding shares of ` 10 each 40 lakh
EPS (`) 7.5
Market price of share(`) 75
P/E ratio 10 Times
TS Ltd. has an undistributed reserves of ̀  8 crores. The company requires ̀  3 crores for the purpose of expansion
which is expected to earn the same rate of return on capital employed as present. However, if the debt to capital
employed ratio is higher than 35%, then P/E ratio is expected to decline to 8 Times and rise in the cost of
additional debt to 14%. Given this data which of the following options the company would prefer, and why?
Option (i): If the required amount is raised through debt, and
Option (ii): If the required amount is raised through equity and the new shares will be issued at a price of ` 25
each.
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QUESTION NO.127 XLtd. is studying the possible acquisition of YLtd. by way of merger. The following data are
available in respect of both the companies:
Particulars X Ltd. Y Ltd.
Market Capitalization (Rs.) 75,00,000 90,00,000
Gross Profit Ratio 20% 20%
Inventory Turnover Ratio  5 times 4 times
Debtor Turnover Ratio 3 times 5 times
12% Debenture (Rs.) 10,00,000 -
10% Debenture (Rs.) - 14,40,000
No. of Equity Shares 1,00,000 60,000
Operating Expenses 86% 78%
Corporate Tax Rate 30% 30%
Closing Stock (Rs.) 15,00,000 5,00,0000
Debtors (Rs.) 10,00,000 8,00,000
You are required to calculate:
(i) Swap ratio based on EPS & MPS respectively as weightage of 40% and 60%.
(ii) Post Merger EPS
(iii) Post Merger market price assuming same PE Ratio of X Ltd.
(iv) Post Merger gain or loss in EPS.

QUESTION NO.128 Ms. Sunidhi is working with an MNC at Mumbai. She is well versant with the portfolio
management techniques and wants to test one of the techniques on an equity fund she has constructed and
compare the gains and losses from the technique with those from a passive buy and hold strategy. The fund
consists of equities only and the ending NAVs of the fund he constructed for the last 10 months are given
below:
Month Ending NAV ( /unit) Month Ending NAV ( /unit)
December 2008 40.00 May 2009 37.00
January 2009 25.00 June 2009 42.00
February 2009 36.00 July 2009 43.00
March 2009 32.00 August 2009 50.00
April 2009 38.00 September 2009 52.00
Assume Sunidhi had invested a notional amount of ` 2 lakhs equally in the equity fund and a conservative
portfolio (of bonds) in the beginning of December 2008 and the total portfolio was being rebalanced each time
the NAV of the fund increased or decreased by 15%.You are required to determine the value of the portfolio for
each level of NAV following the Constant Ratio Plan.

QUESTION NO.129 Indira has a fund of  ` 3 lacs which she wants to invest in share market with rebalancing
target after every 10 days to start with for a period of one month from now. The present NIFTY is 5326. The
minimum NIFTY within a month can at most be 4793.4. She wants to  know as to how she should rebalance her
portfolio under the following situations, according to the theory of Constant Proportion Portfolio Insurance Policy,
using “2” as the multiplier:
(1) Immediately to start with.
(2) 10 days later-being the 1st day of rebalancing if NIFTY falls to 5122.96.
(3) 10 days further from the above date if the NIFTY touches 5539.04.
For the sake of simplicity, assume that the value of her equity component will change in tandem with that of the
NIFTY and the risk free securities in which she is going to invest will have no Beta.



39Target 100% Marks & Career in Finance
With Crore Plus Salary ditya Jain

With Sunrise,You Rise

FOR NOV 2020 EXAM

MUST JOIN AADITYA JAIN SIR TELEGRAM AMENDMENT GROUP.For Link Telegram Updates at 9911442626

QUESTIONS NO.130  Closing values of BSE Sensex from 6th to 17th day of the month of January of the year
200X were as follows:
Days Date Day Sensex
1 6 THU 29522
2 7 FRI 29925
3 8 SAT No Trading
4 9 SUN No Trading
5 10 MON 30222
6 11 TUE 31000
7 12 WED 31400
8 13 THU 32000
9 14 FRI No Trading
10 15 SAT No Trading
11 16 SUN No Trading
12 17 MON 33000
Compute Exponential Moving Average (EMA) of Sensex during the above period. The 30 days simple moving
average of Sensex can be assumed as 30,000. The value of exponent for 30 days EMA is 0.062.
Provide detailed analysis on the basis of your calculations.

QUESTION NO.131  M/s Omega Electronics Ltd. exports air conditioners to Germany by importing all the
components from Singapore. The company is exporting 2,400 units at a price of Euro 500 per unit. The cost of
imported components is S$ 800 per unit. The fixed cost and other variables cost per unit are ` 1,000 and ` 1,500
respectively. The cash flows in Foreign currencies are due in six months.
The current exchange rates are as follows: `/Euro :51.50/55 ; `/S$ :27.20/25
After six months the exchange rates turn out as follows: `/Euro :52.00/05 ;`/S$ 27.70/75
(1)You are required to calculate loss/gain due to transaction exposure.
(2)Based on the following additional information calculate the loss/gain due to transaction and operating exposure
if the contracted price of air conditione` is ` 25,000:
(i)the current exchange rate changes to   `/Euro 51.75/80 ; `/S$  27.10/15
(ii)Price elasticity of demand is estimated to be 1.5
Payments and receipts are to be settled at the end of six months.

QUESTION NO.132 Ramesh wants to invest in stock market. He has got the following information about
individual securities:

Security Expected Return(Ri) Beta(Bi) ei2 [Unsystematic Risk]

A 15 1.5 40
B 12 2 20
C 10 2.5 30
D 09 1 10
E 08 1.2 20
F 14 1.5 30
Market index variance is 10 percent and the risk free rate of return is 7%. What should be the optimum portfolio?
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QUESTION NO.133 The closing value of Sensex for the month of Oct,2007 is given below:
Date Closing Sensex Value
1.10.07                    2800
3.10.07 2780
4.10.07 2795
5.10.07 2830
8.10.07 2760
9.10.07 2790
10.10.07 2880
11.10.07 2960
12.10.07 2990
15.10.07 3200
16.10.07 3300
17.10.07 3450
19.10.07 3360
22.10.07 3290
23.10.07 3360
24.10.07 3340
25.10.07 3290
29.10.07 3240
30.10.07 3140
31.10.07 3260
You are required to test the weak form of efficient market hypothesis by applying the run test at 5% and 10%
level of significance. Following value can be used :
Value of t at 5% is 2.101 at 18 degrees of freedom ; Value of t at 10% is 1.734 at 18 degrees of freedom ;
Value of t at 5% is 2.086 at 20 degrees of freedom.; Value of t at 10% is 1.725 at 20 degrees of freedom.

QUESTION NO.134On 1st April, an open ended scheme of mutual fund had 300 lakh units outstanding with Net
Assets Value (NAV) of ` 18.75. At the end of April, it issued 6 lakh units at opening NAV plus 2% load, and also
adjusted for dividend equalization. At the end of May, 3 Lakh units were repurchased (buyback) at initial opening
NAV less 2% exit load and also adjusted for dividend equalization. At the end of June, 70% of its available income
was distributed.
In respect of April-June quarter, the following additional information are available:

 in lakh
Portfolio value appreciation 425.47
Income of April 22.950
Income for May 34.425
Income for June 45.450
You are required to calculate :
(i)Income available for distribution; (ii)Issue price at the end of April;
(iii)repurchase price at the end of May; and (iv)net asset value (NAV) as on 30th June.

QUESTION NO.135  Two companies ABC Ltd. and XYZ Ltd. approach the DEF Bank for FRA (Forward Rate Agreement).
They want to borrow a sum of  ` 100 crores after 2 years for a period of 1 year. Bank has calculated Yield Curve
of both companies as follows:
Year XYZ Ltd. ABC Ltd.*
1 3.86 4.12
2 4.20 5.48
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3 4.48 5.78
*The difference in yield curve is due to the lower credit rating of ABC Ltd. compared to XYZ Ltd.
(i) You are required to calculate the rate of interest DEF Bank would quote under 2x3 FRA, using the company’s
yield information as quoted above.
(ii) Suppose bank offers Interest Rate Guarantee [means Interest Rate Cap fixed by Bank at 5.04%]for a premium
of 0.1% of the amount of loan, you are required to calculate the interest payable by XYZ Ltd. if interest in 2years
turns out to be (a) 4.50% (b) 5.50%

QUESTION NO.136 Following information is given in respect of WXY Ltd., which is expected to grow at a rate of
20% p.a. for the next three years, after which the growth rate will stabilize at 8% p.a. normal level, in perpetuity.
For  the  year  ended

March 31, 2014
Revenues ` 7,500 Crores
Cost of Goods Sold (COGS) ` 3,000 Crores
Operating Expenses ` 2,250 Crores
Capital Expenditure ` 750 Crores
Depreciation (included in COGS & Operating Expenses) ` 600 Crores
During high growth period, revenues & Earnings before Interest & Tax (EBIT) will grow at 20% p.a. and capital
expenditure net of depreciation will grow at 15% p.a. From year 4 onwards,  i.e.  normal  growth  period  revenues
and  EBIT  will  grow  at  8%  p.a.  and incremental  capital  expenditure  will  be  offset  by  the  depreciation.
During  both  high growth & normal growth period, net working capital requirement will be 25% of revenues.
The Weighted Average Cost of Capital (WACC) of WXY Ltd. is 15%. Corporate Income Tax rate will be 30%.
Required:Estimate  the  value  of  WXY  Ltd.  using  Free  Cash  Flows  to  Firm  (FCFF)  &  WACC  methodology(means
using Ko).The PVIF @ 15 % for the three years are as  below:
Year t1 t2 t3
PVIF 0.8696 0.7561 0.6575

QUESTION NO.137 Following are the details of a portfolio consisting of 3 shares:
Shares PortfolioWeight Beta Expected Return (%) TotalVariance
X Ltd. 0.3 0.50 15 0.020
Y Ltd. 0.5 0.60 16 0.010
Z Ltd. 0.2 1.20 20 0.120
Standard Deviation of Market Portfolio Return = 12%
You are required to calculate the following:(i) The Portfolio Beta.(ii)  Residual Variance of each of the three
shares.(iii)  Portfolio Variance using Sharpe Index Model.

QUESTION NO.138 Mr. Nirmal Kumar has categorized all the available stock in the market into the following
types:
(i) Small cap growth stocks (ii) Small cap value stocks (iii) Large cap growth stocks (iv) Large cap value stocks
Mr. Nirmal Kumar also estimated the weights of the above categories of stocks in the market index. Further more,
the sensitivity of returns on these categories of stocks to the three important factor are estimated to be:
Category Weight Factor I Factor II Factor III

in the Market (Market's Beta) (Price Book's Beta) (Inflation's
Index Beta)

Small cap growth 25% 0.80 1.39 1.35
Small cap value 10% 0.90 0.75 1.25
Large cap growth 50% 1.165 2.75 8.65
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Large cap value 15% 0.85 2.05 6.75
Risk Premium 6.85% -3.5% 0.65%
The rate of return on treasury bonds i.e risk free rate is 4.5%. Required:
(a) Using Arbitrage Pricing Theory, determine the expected return on the market index.
(b) Using Capital Asset Pricing Model (CAPM), determine the expected return on the market index.
(c) Mr. Nirmal Kumar wants to construct a portfolio constituting only the ‘small cap value’ and ‘large cap growth’
stocks. If the target beta for the desired portfolio is 1, determine the composition of his portfolio.

QUESTION NO.139 There are two Mutual Funds viz. D Mutual Fund Ltd. and K Mutual Fund Ltd. Each having close
ended equity schemes.NAV as on 31-12-2014 of equity schemes of D Mutual Fund Ltd. is `70.71 (consisting 99%
equity and remaining cash balance) and that of K Mutual Fund Ltd. is ` 62.50 (consisting 96% equity and balance
in cash).Following is the other information:

Equity Schemes
Particular D Mutual Fund Ltd. K Mutual Fund Ltd.
Sharpe Ratio 2 3.3
Treynor Ratio 15 15
Standard deviation 11.25 5
There is no change in portfolios during the next month and annual average cost is .25 per unit for the schemes of
both the Mutual Funds.
If Share Market goes down by 5% within a month, calculate expected NAV after a month for the schemes of both
the Mutual Funds.For calculation, consider 12 months in a year and ignore number of days for particular month.

QUESTION NO.140 Two companies Bull Ltd. and Bear Ltd. recently have been merged. The merger initiative has
been taken by Bull Ltd. to achieve a lower risk profile for the combined firm in spite of fact that both companies

likely to earning synergy benefits to the tune of  ` 7 crore from proposed merger. Further both companies are
equity financed and other details are as follows:

Market Capitalization Beta
Bull Ltd. `1000 crore 1.50
Bear Ltd. `500   crore 0.60
Expected Market Return and Risk Free Rate of Return are 13% and 8% respectively. Shares of merged entity have
been distributed in the ratio of 2:1 i.e. market capitalization just before merger. You are required to:
(a) Calculate cost of equity (return on shares )of both companies before merger and after merger.
(b) Calculate the impact(gain or loss) of merger on Mr. X, a shareholder holding 4% shares in Bull Ltd. and 2%
share of Bear Ltd.Use Earning Yield Capitalization Method.

QUESTION NO.141ABC,  a  large  business  house  is  planning  to  sell  its  wholly  owned  subsidiary  B Ltd.
Another large business entity A Ltd. has expressed its interest in making a bid for  B Ltd.. A Ltd expects that after
acquisition the annual earning synergy of  B Ltd. will increase by 10%.
Following information, ignoring any potential synergistic benefits arising out of possible acquisitions, are
available:
(i)Profit after tax for  B Ltd. for the year which has just ended is estimated to be ` 10 crore.
(ii) B Ltd.’s after tax profit has an increasing growth rate of 7% each year and the same is expected to continue.
(iii)Estimated post tax market return is 10% and risk free rate is 4%. These rates are expected to continue.
(iv) Corporate tax rate is 30%.

A Ltd ABC Proxy entity for  B Ltd.
                             in the same line of business
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No. of shares 100 lakhs 80 lakhs --
Current share price ` 287 ` 375 --
Dividend pay out 40% 50% 50%
Debt : Equity at market values 1 : 2 1 : 3 1 : 4
P/E ratio 10 13 12
Equity beta 1 1. 1 1.1
Assume gearing level of  B Ltd. to be the same as for ABC and a debt beta of zero. You are required to calculate:
(a)Appropriate cost of equity for  B Ltd. based on the data available for the proxy entity.
(b) A range of values for KLM both before and after any potential synergistic benefits to XYZ of the acquisition.

QUESTION NO.142 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
Cash flows in African Rands 2,00,000 +50,000 +70,000 +90,000
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 ` 1.
You  are  required  to  calculate  the   net  present  value  of  the  proposed  investment of both Indian & African
Operation 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

QUESTION NO.143 XYZ Ltd., a company based in India, manufactures very high quality modem furniture and
sells to a small number of retail outlets in India and Nepal. It is facing tough competition. Recent studies on
marketability of products have clearly indicated that the customer is now more interested in variety and choice
rather than exclusivity and exceptional quality. Since the cost of quality wood in India is very high, the company
is reviewing the proposal for import of woods in bulk from Nepalese supplier.
The estimate of net Indian (  and Nepalese Currency (NC) cash flows for this proposal is shown below:

                                          Net Cash Flow (in millions)
Year 0 1 2 3
NC -25.000 2.600 3.800 4.100
Indian (`) 0 2.869 4.200 4.600
The following information is relevant:
(i) XYZ Ltd. evaluates all investments by using a discount rate of 9% p.a. All Nepalese customers are invoiced in
NC. NC cash flows are converted to Indian (`) at the forward rate and discounted at the Indian rate.
(ii) Inflation rates in Nepal and India are expected to be 9% and 8% p.a. respectively. The current exchange rate
is ` 1= NC 1.6
Assuming that you are the finance manager of XYZ Ltd., calculate the net present value (NPV) and modified
internal rate of return (MIRR) of the proposal.
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You may use following values with respect to discount factor for  1 @9%.
PV         FV                 PV      FV PV FV

Year 1 0.917    1.188 Year 2 0.842          1.090 Year 3 0.772  1

QUESTION NO.144 An American firm is under obligation to pay  interests of Can$ 1010000 and Can$ 705000 on
31st July and 30th September respectively. The Firm is risk averse and its policy is to hedge the risks involved in
all foreign currency transactions. The Finance Manager of the firm is thinking of hedging the risk considering two
methods i.e. fixed forward or option contracts.
Spot :0.9284 – 0.9288;1 Month Forward : 0.9301 ;3 Months Forward :0.9356;Contract size : Can$ 50000
Strike Price Calls OP Puts OP
(US $ / Can $) July Sept. July Sept.
93 cent 1.56 2.56 0.88 1.75
94 cent 1.02 NA NA NA
95 cent 0.65 1.64 1.92 2.34
According to the suggestion of finance manager if options are to be used, one month option should be bought at
a strike price of 94 cents and three months option at a strike price of 95 cents and for the remainder uncovered by
the options the firm would bear the risk itself. For this, it would use forward rate. Transaction costs are
ignored.Recommend, which of the above two methods would be appropriate for the American firm to hedge its
foreign exchange risk on the two interest payments.

QUESTION NO.145 The following market data are available:
Deposit rates p.a. USD JYP
3 months 4.50% 0.25%
6 months  5.00%   0.25%
Forward Rate Agreement for YEN is NIL.
1. What should be 3 months FRA at 3 months forward?
2. the 6 and 12 months LIBORs are 5% & 6.50% respectively. A bank is quoting 6/12 or 6x12 USD FRA at 6.50%-
6.75%. Is any arbitrage opportunity available? Calculate profit in such cases.

Question NO.146 A Inc. and B Inc. intend to borrow $200,000 and $200,000 in ¥ respectively for a time horizon of
one year. The prevalent interest rates are as follows:
Company ¥ Loan $ Loan
A Inc 5% 9%
B Inc 8% 10%
The prevalent exchange rate is $1 = ¥120.
They entered in a currency swap under which it is agreed that B Inc will pay A Inc @ 1% over the ¥ Loan interest
rate which the later will have to pay as a result of the agreed currency swap whereas A Inc will reimburse interest
to B Inc only to the extent of 9%. Keeping the exchange rate invariant, quantify the opportunity gain or loss
component of the ultimate outcome, resulting from the designed currency swap.

QUESTION NO.147 On 10th July, an importer entered into a forward contract with bank for US $ 50,000 due on 10th

September at an exchange rate of  ̀ 66.8400. The bank covered its position in the interbank market at ̀  66.6800.How
the bank would react if the customer requests on 20th September :(i)to cancel the contract?(ii)to execute the
contract?(iii)to extend the contract with due date to fall on 10th November?
The exchange rates for US$ in the interbank market were as below:

10th September 20th September
Spot US$1 = 66.1500/1700 65.9600/9900
Forward Rates
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Spot/September 66.2800/3200 66.1200/1800
Spot/October 66.4100/4300 66.2500/3300
Spot/November 66.5600/6100 66.4000/4900
Exchange margin was 0.1% on buying and selling. Interest on outlay of funds was 12% p. a.
You are required to show the calculations to:(i)cancel the Contract,(ii)execute the Contract, and  (iii)extend
the Contract as above.Rates rounded to 4 decimal in multiples of 0.0025

QUESTION NO.148 Citadel Ltd. has imported goods for US$ 5,00,000 which is payable after 3 months. The
company also has a receivable for US$ 3,00,000 in 2 months for which a forward contract is already taken at `
36.60. The market rates are as under:
Spot ` 36.20 / 40 ;1m 20 / 25 points ;2m 30 / 35 points ;3m   45 / 50 points
In order to cover the risk, the company is having two options:
(i) To cover payables in the forward market; and
(ii)To lag the receivables by 1m and cover the exposure only for the net amount.
Evaluate both options if cost of Rupee funds is 16% & no interest is to be considered on delaying the receivable.

QUESTION NO.149  Followings are the spot exchange rates quoted at three different forex markets:
USD/INR 59.25 / 59.35 in Mumbai ;GBP/INR 102.50/ 103.00 in London ;GBP/USD 1.70/ 1.72 in New York
The arbitrageur has USD1,00,00,000. Assuming that bank wishes to retain an exchange margin of 0.125%, explain
whether there is any arbitrage gain possible from the quoted spot exchange rates.

QUESTION NO.150 On April 3, 2016, a Bank quotes the following:
Spot exchange Rate (US$1) INR 66.2525 INR 67.5945
2 months’swap points 70 90
3 months’swap points 160 186
In a spot transaction, delivery is made after two days.
Assume spot date as April 5, 2016. Assume 1 swap point = 0.0001,You are required to:
(i)Ascertain swap points for 2 months and 15 days. (For June 20, 2016),
(ii)Determine foreign exchange rate for June 20, 2016, and
(iii)Compute the annual rate of premium/discount of US$ on INR, on an average rate.

QUESTION NO.151 Suppose you are a treasurer of XYZ Ltd in the UK. XYZ have two overseas subsidiaries, one
based in Amsterdam(Dutch) and one in Switzerland. The Dutch subsidiary has surplus Euros in the amount of
725,000 which it does not need for the next three months but which will be needed at the end of that period (91
days). The Swiss subsidiary has a surplus of Swiss Francs in the amount of  998,077 that, again, it will need on day
91. The XYZ Ltd in UK has a net balance of £75,000 that is not needed for the foreseeable future.
Given the rates below, what is the advantage of swapping Euros and Swiss Francs into Sterling. Take 360 days in
a year.[Note:Sterling means Pound]
Spot Rate (€) £ 0.6858- 0.6869 ; 91 day Pts 0.0037 0.0040
Spot Rate(£) CHF 2.3295- 2.3326; 91 day Pts 0.0242 0.0228
Interest rates for the Deposits:
Amount of Currency 91 day Interest Rate % pa

£ € CHF
0- 100,000 1 1/4 0
100,001 -500,000 2 1.5 1/4
500,001 - 1,000,000 4 2 1/2
Over 1,000,000 5.375 3 1
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