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Ili!]llli!lllis of this Book
@ Easy Format and structure for better understanding.
® Explanztion and Presentation of concepts for easy remembrance.

@ Chapter Overview to aid effective learning.

@ Around 425+ Solved illustrations.
@ Use of Diagrams and Tables for quick learning.

@ Fast Track Referencer for Quick Revision ofall topics.
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4 Structure: Al principles / procedures (& Fopics / sub Topics, 5o that the
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Student .n“d neatly in casy- o read format, and numbered mnto
Yo anderstand the subject casily.

. l?\p!:llu\ﬁlnl and Presentation: The presentation in cach Topic has been explained better, to help
llj\~ Student remember the ideas / cnnccpls' / points more casily. 1 helm the student
>« h“l“‘\‘r Overview: The Chapter overview at the beginning of cvery ('h:lpl'crj .\Vl -“,‘:c[r) !
o navigate through cach Chapter-Topic-Sub-Topic, in an organized and nlmhtT mi T » .
*  Solved Mlustrations: Around 405+ Fully Solved Hustrations have been pr()v'l(lc.d, w‘lhlf()s:tlp )\:l‘lw;
l‘l‘cscmm'iun_ organized into .\'Cp:(f:\lc headings, in order to cover cvery possible quest Yi
cach topic.
*  Chapter—-wise MCQs: Around 1,000+ MCQs for exam preparation L i .
*  Diagrams and Tables: Diagrams, Charts, Graphs and Comparative Analysis Tables have peen
added to enable the Student to assimilate the subject better.
L J

e - i svision of the
K ast Track Referencer: Fast Track Formula Referencer has been given for quick rc
various formulac and procedures in the Topics.

At the Intermediate level, the Student is expected to be conversant with the cqnccpts flor ;l)]rc;')tar(zlltlotn
and the presentation in Exams. The Book has been drafted with the primary motive to help the students
recapitulate the concepts and principles in an easy manner.
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Sckar, FCA, and also the timely and quality—oriented assistance provided by an excellent team o
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and in quickly getting this Book in the current form.

Constructive Suggestions and Feedback from Users would be highly appreciated, gratefully
acknowledged and suitably incorporated.

“Shri Guru Padhuka”

With Best Wish
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Dear Students!

Padhuka’s Books for CA Inter New Syllabyg

Highlights of the Books
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Complete Coverage of Syllabus as prescribed by the Institute of ¢y,
Accountants of India.

Fast Track Referencer as appropriate, for each Chapter, for Quick Revig;
of Topics. >on

Important Theory Questions given at the end of cach Chaptcer for "C'b"cllcc

Solved Illustrations with step—wise solution, in possible question type |,
topic — for subjects like Accounting, Advanced Accounting, Fj, '
Management, Taxation, Cost and Mgmt A/cing.

List of Standard Question Areas from cach Topic.

Past Exam Questions and Questions from RTPs included.

Effective Tool for Students® Practice to aid Exam and Practical chn'ning,
Powerful Material to face Professional Exams with confidence.

Very Useful Practice Tool for Students — whether they attend Classeg
whether they are on self-study mode — to gain hands—on exam experience
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or

For full details, visit www.cchindia.co.in or
www.shrigurukripa.com

Gu}ukripé’s Guideline Answers to
Recent CA Inter Exam
Question Paper can be downloaded from

www.shrigurukripa.com
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— Subject Index

Strategy Implementation and Control

— Description Page 0.
Part A: Financial Management
Basics of Financial Management 1.1-1.16
Financial Ratio Analysis 24 —2:22
Working Capital Management 3.1-3.110
Risk & Leverage Analysis 4.1 —4.44
Cost of Capital & Capital Structure 5.1 -5.80
Soutces of Finance 6.1 -6.28
Time Value of Money 7.1 -7.16
Capital Budgeting 8.1 —8.72
Risk and Uncertainty in Capital Budgeting 9.1 -9.30
Dividend Policy and Share Valuation 10.1 - 10.54
Part B: Strategic Management
Basics of Strategic Management 11.1-11.14
Competitive Strategy Analysis 12.1 - 12.36
Strategic Management Process 13.1 -13.16
Strategies at Various Levels 14.1 - 14.36
Organisation and Stratcgic Leadership 15.1 - 15.18

16.1 — 16.26
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ASt Track Referencer

a
—— 2Nt Formula & Hints to Remember
Chapter §

*»Ea.‘sﬁ_ifs of Financial Management

- CDEQ{-W‘_L_"“'"
— . LOncept —_— —— e =
- = —— ——
i‘-‘s\\ts Of Finvan !{l — -
Manacens 3 At e e, ipti
— T vwTment L Prk\:uren‘ent of e Des,c,ﬂptlon

T ———

— 2 _Effective

-

t_llligt_l@ of Funds

1. Prj = et
,‘“‘*-*J'—'ll?‘_':vﬁgyj;___i__m___‘ 2. Other Objectives
: (2) Customer Satisfaction, i.e. value for money, quality goods, etc.
(@) Profit (b) Employee Welfare, i.e. good standard of living, giving fair wages, etc.
Ma\imi:\ﬁtion. { (© Maintaining and improving Market Share.

] ’ -
:» (b) \\alu‘e or \Wealth l (d) Market Leadership in terms of products, services, technology,
l Maximisation. management techniques, etc.

ecological balance, etc.

e } (e) Good Corporate Citizenship in terms of tax remittance, maintaining
—

1. Fung i 3 .
| 2. Cap:ta?gmr.eme”‘t Estimation S. Financial Analysis / Performance Evaluation
| 3. Cash n "ucture / Financing Decisions 6. Dividend Decisions
: pital o 2Jement Decisions 7. Financial Negotiations / Liaison with Lenders

3. Cani R .
3pPital Budgeting / Investment Decisions 8. Market Impact Analysis

OVERVI
EW OF FINANCIAL MANAGEMENT — ASPECTS, OBJECTIVES AND FUNCTIONS

v
PROCUREMENT OF FUNDS

(i.e. Sources of Fund
- - S)
Objective: To Minimise Cost e
= O

L v
ong Term Sources

FINANCE FUNCTION

—

Profit & Wealth
Maximisation

UTILISATION OF FUNDS
(i.e. Application of Funds)
Objective: To Maximise Returns

Short Term Sources Short Term Investments Long Term Investments
|
Own b4 .
e pntlsg Loan Current Liabilities, Current Assets, e.g. Fixed Assets &
(Equity) I:S:bdg e.g. Creditors, Stock, Debtors, Cash, etc. P"Oiec's
; kPayables, etc. /
Cal;lil::_ll Structure Decisions v Investment Decisions /
Inancing Decisions Working Capital Management Decisions Capital Budgeting
Inter—Relationship between Investment, Financing and Dividend Decisions
) _Investment Decisions Maximum Return Dividend Decisions
(i.e. investing funds for maximizing i.e. Distribution of Profits
returns)

Funds Invested

Business Operations resulting in
Surplus i.e. Profit

Financing Decisions

(i.e. procuring funds from various Minimum Cost
sources at minimum cost)

= Returns Less Cost
y

Retention in Business
i.e. Internal Fund Generation




) fconomics for Finance — foL(_?A Inter

Con Fmancia! Managemaent ane
~

Chapter 2 Fina ncial Ratio A‘,‘,?‘,IYSIS
Page 2.4 to 2.8 for all Ratios Formh

Refer Chapter 2,
Chapter 3 Working Capital Management
AREAS e .  —— ——— Ll
1. CLASSIFICATION OF WORKING CAPITAL s
Based on Time Factor

-
v o v

Based on Concept
v v i
Gross Working Capital Net Working Capital (i.e. Current Permanen-tt:\llorkmg W(;rriri':'Pora
Current Assets only) Assets Less Current Liabilities) Capi 9 Capity,
ed in days) = RM Storage Period + WIp holding

(e
Cycle [or] Working Capital Cycle (expresst
i period (—) Creditors Pay

. OPERATING CYCLE [or] Cash C
Pariod + Debtors Collection
ous items —

riod + Finished Goods Storage
Cash Cost Approach
purchase Price net of discounts.
0% of [Direct Labour + Direct Expenses n
OH excluding Depreciation]

ment Period.

~
-
D,

tes of Valuation of vari

3. WORKING CAPITAL ESTIMATION APPROACHES: Ra
Total Approach

_ Component
i Purchase Price net of discounts.

Raw Materials + 5

Raw Materials + 5096 of [Direct Labour -+ .
Direct Expenseas + All Production OH] Production : it
s Cost of Production. Cost of Production Less Depreciation.
ors Selling Price. Selling Price Less Profit Margin Less Depreciation,
itors Purchase Price net of discounts. I Pyrchgse Price net of d(r)slf,:oyn;%.o/
tion, it is assumed that Materials are fully issued and Conversion (i.e. Labour and POH) is o complete,

valua

AT A = Annual Cash Requirement. .
4. BAUMOL MODEL: Optimum Investment Size = /—'—— T = Transaction Cost per purchase / sale of investment
VI I = Interest Rate per rupee per annum.

Note: Average Cash Balance = V2 of Optimum Investment Size (as computed above).
Associated Costs of Optimum Investment Size = Transaction Costs p.a. + Interest Costs p.a.
= [(No. of Transaction x Cost per Transaction) + (Average Cash balance x Interest Rate p.a.)]
= 14 of Associated Costs p.a.

At the Optimum Investment Size level, Transaction Costs p.a. = Interest Costs p.a.

5. FLOAT MANAGEMENT CONCEPTS:
Event l Float , Techniques of reducing Float
Despatch of Finished Goods to Customer ] (a) Preparation of Invoice, on the date of despatch of goods,
(b) Faster communication of despatch and billing information
/ _____ »  Billing Float within the Firm,
v (c) No—despatch—without-bill policy.
Preparation of Bill or Invoice J
- (a) Use of faster modes of mailing, like e-mail
J, ————— g Mallingiioa (b; Sending the invoice by fax ﬁsst, followed lljy normal mail.
Receipt of invoice by customer J
ey e = - - Period Policy Decision (see Debtors Management)
Payment of amount due under the Invoice |
e —— —— » Mailing Float
Receipt of Cheque (by the Seller) ! (a) graclj(i.tiona! d‘,l:ecﬂngquess [tCon]centration
i — : anking and Lock—Box System
Em— Chezzin_t‘; B:;k_ j Cheque Pracessing Float (b) I'T—epabled Ban_king Tecl_'miques, Virtual
Banking or Anytime Banking, etc.
¢=—— — —— — — p Banking Processing Float

Credit of Cheque by Bank J

FTR.2



G
6. DEBTORS p

ECIsion
MA A

ross BeneﬁtK:NG' The following Cost—Benefit Analysis Procedure
i on (or) Profit. [Compute Profit if Total
Bad Debts + Discount Allowed + Specific Costs.

Collection Period . ynterest Rate.
360

(@ Compute g
(b)

IntereSt po-

Specifi
Compute N
maximum N

(©)

- ___Approach
Long Term F
used in Hivds

Short Term g
used in p

Discount gy

€ Collectio
et B&neﬁt -
€t Benefit shoul

LR et

, onomics
urukripa’s Fast Track Referencer for CA Inter Financial Management and EC

Contribyt;

Cost

Sales x Bad
Debts
owed = Sales x p,

ercentage
N Costs sho -

! = Interest on Average Debtors +
of D .
ebtors p.a. (either based on Sales Value or Costs) %

percentage, if any.
uld be considered only if given in the Question,

Gross Benefit Less Cost of Debtors =
d be selected by the Firm.

of Debtors availing discount %

Step 1 Less

7. WORKING CAPITAL FUNDING APPROACHES

Matching Approach

Fixed Assets g
! Per
Working Capital. manent

Fixed Assets, Permanent Working
Capital & part of Temporary Working

Temporary Working Capital.

Capital.

Balance part of Temporary Working
Capital.

should be adopted . '
Fixed Costs are specifically giv

Conservative Aggroach

for Finance

en in the

percentage of Discount if any.
e.g. Collection Costs, etc. 4
Step 2. The Credit Policy with the

Aggressive Approach

Fixed Assets and part of
permanent Working Capital.

Balance part of Permanent
working Capital and entire
Temporary Working Capital.

— |
Effect on Liquid;
E

ffect on Well-balanced,

Profitabili Comparatively well-balanced.

| Low Liquidity.
High return on assets but risky.

High Liquidity.
Low Profitability & Return on assets.

Key to transactions / events
Places Purchase Order.

Fixes customer limit.

Supplies goeds and invoice, invoice
carries instruction to send payment
to Factor directly.

Sends Invoice Copy.

Gives advance.

Follows up for Debt Collection.

Pays amount due.
Pays / settles
realization of dues.

. 8. FACTORING ARRANGEMENT
Client /

Seller

Customer
/ Buyer

W N =

@

Factor

Financing Institutiy_

Chapter 4 Risk and Leverage Analysis

®
@ .

CoFslgvn &

balance upon

1. LEVERAGE SUMMARY
Financial Leverage

Leverage _‘ CZ:;nb;l{cd I:e§/erage
Measures impact of Fixed Costs and Interest.

Operating Leverage
Fixed Operating Costs

Interest Expenses

Formula polL = Sentribution pFL = EBIT pcL = Sentribution 1, 1 oL = DFL
EBIT EBT
Links / relates Sales and EBIT. EBIT and EPS. Sales and EPS.
Relationship % Change in EBIT = % Chanqge in EPS = % Change i EPS =
% Change in Salesx DOL % Change in £EBIT » DFL % Change in Salesx DCL

i

i

| ocL ===
| EBT
|

i

|

|

{

| A combination of Low DOL and High |
~ DFL is preferable.

High DFL is preferable only when
ROCE > Rate of Interest on Debt.

Preferable Nature Low DOL is preferable.

2. RETURN ON CAPITAL EMPLOYED (ROCE) USING DUPONT MODEL

Under Dupont Model, Return on Capital Employed (ROCE) = Net Profit Margin x Capital Turnover, where

Net Profit Margin= et Profit - EBIT
Turnover

TJurnover

Capital Turnover= —— Turnover

and il ) bl
Capital Employed

FTR.3
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Nis czn be presented in a Chart form as under - ROCE v
1]
v L
Turnover (or) Activi .
Profitability Ratio = ty‘ﬂ‘m(l_
v v . y
. ccots ovel Warking ¢
T - . Fixed Assets Turn 9 Capitg
Income - ire LT
> ___Expendth i Ir Moy,
v v -
- . - —
Sales Cther Income  Cperating Non—Operating i
Expensas Xpenses - ThaMC 4 A
SRpene =P Current Assets Ttems Current Lialjfgje,
(with break-up of RM, (Creditors 7/ g
|

= WIP, FG, Debtors T/0) Other Current j,, ;
! o Frrp/)

OE) USING DUPONT MODEL

gin x Capital Turnover X Equity Multipyjq,
__(Z‘IE'_I’.‘-” Employoq

3. RETURN ON EQUITY (R

cel, Return on Equity (ROE) = Net Profit Mar o
! Turnover Equity Multiplier=

Cepital Tumover= - ermnloyed

Assets Turnover, where Assets = Total Funds = Fixed Assets + Nel Wkg Cap= (i.e. Equj
rred s B/s based Financial Leverage, |.€ =
FINANCIAL LEVERAGE ON SHAREHOLDERS WEALTH BY us;holggn?i%; I—QOE ANALYSIS
z=rms ROCE, ROI and ROA are used inter—changeably. So, here CE = = ROA]
ROCE ond ROE. in terms of Financial Leverage (i.e. use of Debt Funds) is given as under
4 Debt (ROCE — Interest Rate)

Equity

. % of Equity Funds to Total Capita| Empig

n

ROE (pre—tax) (i.s. without tax) = ROCE

= o —uony, DEDE ' %-Tax%) — Interest
(5) ROE (post—tax) (i.. with tax)=ROCE (100%>-Tax%)+ =TT x [ROCE x (100%-T¢ Vo) X (100%,

\~J

Chapter 5 Cost of Capital & Cap. Structure\

1. Cost of Debt (Kq) ——

Cost of Irredeemable Debt | Cost of Redeemable Debt

is of Issue | Ka= Average Liability

e=ds (adjusting for Premium / Discount, if any) less Flotation Costs. '
Redemption Value - Net Proceeds Avg Liability = Re demption_i\@l_ug_._rNet P"Bﬁ‘?@q‘g‘_
umber of years 2

£on is also assumed as Tax—Deductible Expense, (100% — Tax Rate) is applicable for that afso,

Note: If Pramium cn Redemp

2. Cost of Preference Share Capital (Kp)

I V‘I’Dtl,l)k
q

Interest x (100% — Tax Rate) -+ Average | Pf_‘”‘llim_fznj@gﬁ%ﬁﬁ@n

n
|

Equity Shfeﬁ(ﬁa‘;ﬁj..
Mg

“Taxyy,

—

|

—_—

Cost of Irredeemable PSC | Cost of Redeemable PSC I

= Preference Dividend j _ Preference Dividend + Average Premium on Redemption
p = ST B Ay Average Liability ]
£12 Bramum on Recemption= RECEMPToN Value —Net Proceeds Avg Liability = Redemption Value + Net Proceeds

Number of years 2
3. Cost of Equity Share Capital (Ke)

Approach ' Formula K. = |
., _ DPS — - a1
:. Dividend Price Approach Ke = Mps + Where DPS = DPS; (Next Year Dividend) & MPS = MPSg (Current MPS) g
I
| _HEPS:, . ‘
2. Earnings Price Approach | Ke = 5o, where EPS = EPS; (Next Year EPS) & MPS = MPS, (Current MPS) !

FTR.4
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" Note 1: In ltems 1 to 4, in case of Floatation Costs, the Denominator will be [MPSg (=) Fioatation Cost per Share]. B
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Férmula Ke= = R

Approach

Dividend  Price + Growth K, DPS | g, where g = expected future growth rate in Dividends.

Approach MRS B SO

Eamings Price + Growth | - EPS | 4. where g = expected future growth rate in EPS,
Approach | MPS T = I——— _

Tl _DPS [+ (MPS | -MPS g)
Realised Yield Approach Ke =—""rs 1 o

——— — \\_:

Capital Asset Pricing Model | Ko = Ry + B(Rm— Ry) where Re= Risk Free Return, Rm= Overall Market Return, @
(CAPM) Approach Beta Co-efficient, I.e, a measure of non—diversifiable risk

1

S l
-

|

-

. = sapeces = L)
Note 2: g = Growth Rate = Retention Ratio (b) x Return on Invt (r), i.e. g = br(or) g = 'iD -1

D
4. Overall Cost of Capital = WACC = Ko = (Ka X Wa) + (Ko X W) + (Ko X W,)

EBIT—EPS Indifference Point =Level of EBIT that results in equal EPS for two different financing options.
Indifference Point is computed by solving the following equation for EB_IT.
Alternative 1, say, with Debt EPS of 2 options Alternative 2, say, No Debt
__ (EBIT — Interest) x U‘OE___T_B_}L@_ =Equal EPS under both options= EBIT x (100 - Tax Rate)
Number of Equity Shares Number of Equity Shares

R Interpretation based on EBIT—EPS Indifference Point
| _Firm's EBIT | Preferable Financing | Reason

| -5 .+ | Option with lower Debt and | 1f ROCE and EBIT are low, a high DOL should be proper, mana
P = ARy lower Interest burden. with low DFL, lower borrowings and interest burden. & ged !

5 Indiff.Point | Any method of financing. Same EPS under both alternatives.
| e o, | Option with higher Debt and
l iRl | higher Interest burden.

v

If ROCE & EBIT are high, use of Debt funds is justified (Leverage)

Financial BEP = Level of EBIT sufficient to cover Interest, Tax and Preference Dividend. (No Residual Earnings)

Formula: Financial Break Even Point is given by the formula: EBIT = Interest Charges + ©~ Efer‘ence Dividend
(100% - Tax Rate)

Value of Debt, Equity and Firm under Capital Structure Theories
(a) Value of Debt = D = —merest Int’erest (b) Value of Equity = E = Mﬁ: EBT
Cost of Debt Kd Cost of Equity Ke

Total Net Operating Income EBIT
= or] Value of Debt + Val ity =
Overall Cost of Capital, i.e. WACC Ko or] alue of Equity =D + E

8. Net Income Approach

(c) Value of Firm =V =

| Step | Procedure

1

Determine EBIT (Net Operating Income) and EBT (Net Income). EBT = EBIT less Interest on Debt Funds.

2,3 | 2.Market Value of Equity (E)= = g TBE 3.Market Value of Debt (D)= — I0terest  _ Interest

Cost of Equity Ke Cost of Debt  Kg

4

Il

Compute Market Value of Firm (V) E + D = Market Value of Equity + Market Value of Debt.

5

Compute Overall Cost of Capital (Ko) m%%n_

9. Net Operating Income Approach

’ Step Procedure

Determine EBIT (Net Operating Income) and EBT (Net Income). EBT = EBIT less Interest on Debt Funds.

2,3 | 2.Market Value of Firm (V)= At o B 3.Market Value of Debt (D) = Intevest - Interest

WACC Ko Cost of Debt  Kd

Compute Market Value of Equity (E) = V — D = Market Value of Firm (Less) Market Value of Debt.

Compute Cost of Equity Capital (Ke) = ERY = BT

Value of Equity E
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Kot Risk Premiom. 50, K = K Lauity

nine . R
(@) Fiem Value will inerease, and (1) 1, wil Uncrang,

10, M&M Approach: (D AWWACC s constant, (M) K
bl o« Tax Hate),

Effect of Tax Saving: Whea Corporate Tavation is included ‘
he eftect of Tax Saving can be identified from the following relationships "
4 ey (

Total Earnings in Untevered Fiom -+ (Interest on

() Totel Eaminags in Levered Firm Fax Rate)
(1) Market Value of Levered Firm = Market Value of Unlevered Firm 4 (Debt x Tax itate).
= portion of Debt in Capital Stigeyy o

)
(C) K¢ =Ko + :? {1 = Tc) (Ko = Ka), where -

Ke = Required Rate of Return to Equity Sharcholders [? - Portion of Equity In Capltal St ™

Ko = Required Rate of Return for an all-Equily Firm t = (_(‘j”w "'(‘ rax Role e

, = DA . ) . > P 3 S C = R ' .

Ky = Required Rate of Retuin to Lender D = Portion of Debt in Capital Sy ture
D )] where E = Portion of Equity in Copital Strac iy

E o Te = Corporale Tax Rale

(d) K, of Levered Firm=Ke of Unlevered Firmx[100%- (Te X 0

pter 6 Sources of Finance

Cha
[ _Concept ] __PointstoRemember _________ '
' 1. Features: (a) Risk is least from Company view, since repqymerll@ is only on winding up, (b) Cosy |,
/ highest, (c) Control over the management of the Company l_:; available. 4 ) 5 spwn
Equity 2. Merits: (a) security (Equity Base) to other suppliers of funds, (I)) ‘pcvnm‘l.nvcnl‘ d‘uu:u,l ol finance,
Capital (c) no committed payments as to Dividends, (d) Rights Issue entails no lu‘.? 0 mn‘ 1o L
3. Demerits: (a) High Cost of Dividends & Floatation, (b) Dividends nol [i]X.—'("‘L‘dl‘l(‘l”_)ll..‘, () lm«.(":‘lnmt.y ol
[ dividends and capital gains, (d) low EPS due to additional issue, (¢) loss of control due Lo H(‘?v\/\‘lrlf-';lll!,
[ 1. Features: (a) issuable with Cumulative Option, (b) Redeemabilily & Convertibility, (¢) Dividend Rate |,
/ Pref lower that of Equity Capital, (d) Hybrid Form of ﬁnaf.1cing. . 4 emable
| C;eﬁf;fnce 2. Merits: (a) no dilution of EPS, (b) leveraging / gearing, (c) no risk of takeover, (d) redeemable, (¢) not
/ entitled to surplus profits. ' N |
| 3. Demerits: (a) not tax-deductible, (b) Arrears of Fixed Cumulative Dividend creales Burden.
/ . 1. Concept: (a) Accumulated Profits, (b) belong to the Equity Shareholders, (c) increase the Net Worth,
?:rt:ir':rge: 2. Purpose: (a) expansion plans, and (b) legal requirements. )
L 3. Constitutes Internal Fund Generation of the Company. [called Ploughigg_ff_!z_lgk.Qf~lir9flts:r
, 1. Forms: (a) Subscription to Equity or Preference Share Capital, (b) Rights Issue, (¢) FCDs issucd as
to existing Shareholders, (d) Unsecured Loans, (e) Seed Capital Assistance, () Venture
granted by Banks.,

f
| Promoters’ “rights”
Capital Assistance, or (g) Internal Cash Accruals.

Features: (a) Compulsory for any project, (b) Margin Contribution bef_‘p_rg Debt is
elopment, (b) energy conservation, elc,

Contribution
| 2
I Subsidy / 1. Purposes: (a) to promote balanced regional & economic dev.
Capitaly 2. Forms: (a) lumpsum subsidy, or (b) deferment of taxes, etc.
Incentives 3. Conditions: Requirements may be- (a) Initial Effective Steps, and (b) Final Effective Steps.
4. Bridge Finance may be availed against the Capital Incentives.
1. Features: (a) Borrowings under a Debenture Trust Deed, (b) governed by Compaflies '/\c.t, SEBI
Regulations, etc. (c) secured, (d) Rate of Interest is lower than Dividend, (e) issued with new
lity, etc.
eemable,

inventive schemes like warrants, options, convertibi
Partly Convertible, Non-Convertible, (b) Redeemable, Irrede

Types: (a) Fully Convertible,
(c) Secured, Unsecured, etc.
3. _Terms: Face Value, (b) Coupon/Interest Rate, (c) Maturity, (d) Redemption Value, (e) Market Value,
Meaning: Bond is a Fixed Income Security created to raise funds, [See?yﬁésofBond; below]
A Callable Bond has a.CaH thion which gives the Issuer the right to redeem the Bond before
pnce; knowlr: as the Call Price (i.e. generally at a Premium).
stor a i i i
Company before maturity at a pre—determ‘ijrfeg';ta:?enafll(':le;argtr:]:. rat to sell the o R, the
Indi?n Bonds: (a) Government Bonds or Treasury Bonds, (b) Municipal Bonds, (c) Masala Bond.
gorg:gn Bonds:(a) Plain VaniHa4Bond, (b) Foreign Currency Convertible Bond (FCCB), (c) Convertible
oating Rate Notes (FRN), (d) Drop Lock Bond, (e) Variable Rate Demand Obligation (VRDO) Bonds or
) Euro Bonds (Yankee Bond, Samurai Bonds, Bulldogs, etc.)

VRDOs,(f) Yield Curve Note (YCN), (g

Debentures 5

give the Inve

Bonds
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| o Points to Remoen e toneds (poi s -\}.\ (©) prouble
| & ‘L‘Vh(-q of Bonds based on Features: (a) Deep O .‘;“;v, . Notes (MPN), '
ONVertite Bands > g 1) S Ui ; % spoects
[ Bongds, (1y o ‘;\ N AL “ ero Coupen tands \,‘ V1 joatineg Rate tond wopectn the a '}
S (N Option fangs WY Inilation pands . ity of tha
9\\\‘\Y1\ mt has to wa htution as et fons ‘II\.“"‘“'” o "l_‘! (SN AR
Long Te ! W O Natingy the Tendmg mstitubion « pat and () M hose et
Loar g i | 5 AW Technial, () commerciat (O) Evonomic, () Pt s vartons schemes
Qans from < The rates of intere , o chifter under A tered
Banks / Fre | TR 10 b s FPUSt charged by the institutions €000 L Jate ndustiyy ¢
1s . b © O be repand acvording to a qiven repayment s hedale 2 T Tostile and u l‘ it
o l"“‘“l"&‘: TUES (Technoloagy Uparadation Fund Schent wpansion modermise 1o i fall
throuah 1w, 1k SIDBL, the Loan baing aiven primarty [0 TR netion the poauinedd fands jered as
. p > ' 3 st N AR b
| Unsecured “ Unsecured Loans are used to nll the gap if the pank/FLdoes Im" Contribution norny, e e
#Q“"S (Long | = Unsecured Loans provided by promoters to meet the Promoters vayment cte.
o) i3 -l;;“t o Lom €quity for calculating debt-equity ratio ¢ repayment, rate of interest, | CLaterpreneds
I | J. . ) . P = - . q of re : B
1 s Loans are subordinate to Bank/Fl Loans in terms € the Equity O Debt .“' )”, lea, but does
1. Concept: Financior (called Venture Capitalist) invests u.\ .vk”’ o ccessful business idea,
(Promoter / venture Capital Undertaking) who has a potentialy > ation,  quality
' Venture L Nothave the desired track record or financial backing. coc ©.0. enerqy conservatioh
Capital <. Associated with — (@) heavy initial investment l\\rsnu\st»‘c.:s, ©.0. ahentures
Financing L UPgradation, or (b) sunrise sectors like information technoloay. e Note, () participating Debe tse In
3. . L : - s an. (@) Income ' xpertis
; Methods: (a) Equity Financing, (b) Conditional Loan, (© 1:\\\‘ SRS Management, (» LT!I‘W borne
i ¢ sypertise N k it sk
» Factors considered by Financier: (a) Expertise of Comp socts, (@) Competition, (HR
production, (¢) Nature of new product / service, (d) Future Prospess T
B — by En Entrepreneur, (g) Exit Route, (h) Board Membership. y is an aftluent / wealthy l“‘“\'i'(‘,“‘]
R S — rastor) is < vetitn B A
Angel 1. Angel Investor (Business Angel or Angel or Informal Inv L‘.bl_l:“ lt}b!“ Debt or Owne rship Equity 5
e . . - g3 = & . - 184 - o 3y
Financing > who provides capital for a business start-up, in exchange for ot ]Fgc manage the pooled money ¢
. 3 ~. st s [SLRIR S
2. Angels typically invest their own funds, whereas Venture Capitali
—————— | _ Othersina professionally—managed fund. = ot period, pending
1 - . = ——— srcial Banks, for a short |
+ Meaning: Loans taken by a Company usually from Commercic
Bridge " disbursement of loans sanctioned by Financial Institutions. | from the term lending FL.
Finance g Promoter starts his activities after receiving “in—principle” approva n disbursed, (€) secured by

T —
Securitisation
| Securitisation |

Terms: (a) higher rate of interest, (b) adjusted out of the tgrm [0;1|1.t<‘\~\'hb‘ -
hypothecating movable assets, personal guarantees & promissory notes.

See Separate Chart below for Debt Securitisation. ____ R OTBT

(E)'k\a\r/énccs from Customers,
r

1. Trade Finance: (a) Trade Credit, (b) Accrued Exps & Deferred Income R N ces against
2. Bank Credit: (a) Loans, (b) Overdraft, (c) Clean Overdraft, (d) Cash Cre;c_ig,j E;)ggg:ig' hy St
Goods, (f) Bills Purchased / Discounted, (g) Advance against Documents of Title ’
3. Export Credit: "
Eil:’c;r‘:: Term i pPre—Shipment Credit: (a) Clean Packing Credit (PC), (b) PC against hypothecation of goods,
ce (c) PC against pledge of goods. i =
e Post—Shipment Credit?: (a) Purchase/ Discounting of Documentary el B".!;S’b(fg Ag;/;n(:t
against Export Bills sent for collection, (c) Advance against Duty Drawback, Cash Su % y(; Cr:edit
e Other Support: (a) Letters of Credit (LCs), (b) Guarantees, (c) Deferred payment, (d)
Reports, (e) General Information. e
1. Inter Corporate Deposits (ICD’s): Deposits made by one Company in another are called Inter—
ICD/ PD Corporate Deposits (ICD’s). These are subject to the provisions of the Companies Act. _
2. A Company can accept Public Deposits from Public and Shareholders, subject to RBI Regumtl?f‘ls-
1. CD is a negotiable money market instrument and issued in demat form or as a Usance Promissory
Note, for funds deposited at a Bank or other eligible Financial Institution for a specified time period.
2. CDs can be issued by — (a) Scheduled Commercial Banks excluding RRBs and LABs, and (b) seles:t
All-India Financial Institutions that have been permitted by RBI to raise short—term resources within
Certificate of the umbrella limit fixed by RBI. ) o
Deposit (CD) 32 CDs_ can be issued to Individuals, Corporations, Companies, Trusts, !:unds, A;socxatlons, etc. Non—
Resident Indians (NRIs) may subscribe to CDs, but only on non—repatriable basis.
4.  Minimum Amount: ¥ 1 Lakh or multiples thereof.
5. Maturity: CD'sissued by Banks: = 15 days, and =< 1 year from the date of issue.
CD’s issued by FI's: > 1 year and < 3 years from the date of issue.
6.

CDs may be issued at a discount on Face Value. Banks/FIs can issue CDs on floating rate basis.
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AT CAN I made ovay A peviodd of time
Nomalimes an mibal down payiment ivomade and the balance paid in suitable instalments. 1n S0Ne
e onte cost of the machmery s financed and the Company is nol required (o

AT A amcnnt infally fowands acquisition of the machinery,

TN RGBS,
QOO Ranky, g, EXIM Rank,
IRImatonal Aconces, g Intemational Finance Corpn (11C), Tntermnational Bank for Reconstruction &
Aavalbpmant (IBRDY, Awan Development Rank (ADEB), Tnternational Monetary Fund (IMF), ele,
Intomational Capital Market in Tolwa, London, Luxembourg, New York, etc.,

m e Intermational Macket, the avatdability of foreiagn cutrency is ensured through — (a)  Furo-
‘ Market, (b) txport Qedit Facilities, (¢) Bonds Tssues and () Financial Instruments, ]
Inlmmend (@0, Hoating Rate Notos o Fived Rate Bonds), availed from Non—Residont Lenders,
WD unimum average matunty of 3 Ve,
BOTOWDIN Can tame ECRY thirough mteimationally recognised sources like () Intemational Banks,
(M) Intomational Capital Markets, () Multilateral Financial Tnstitutions .. ADE, (d) Export Credit
AGANCKR, (©) Supplices of t Quipiment, () Foreign Collahorators, and (g) Toreign | quity Holders,
EOBS can e accessad throuah () Automatic Route (for Companies registered  under the
Qampanies A, and NGOS engaaged i micro finance activities), ar (b) Approval Route (t.e. after
Sblaiing REL/ Govemnment Approval).

B0 Bonds 5. Floating Rate Notes
Roreign s 6. Euro Commercial Papers
Ry Hadaad Ronds 7. Foreign Currency Options
Madiom Torm Notes (MTN) 8. Foreign Currency Futures

A Depasitory Receipt (DR) is a Negotiable Certificate, denominated in US Dollars that represents g
NonUS Company's publicly traded local suntency (say, Indian Rupee) Equity Shares,
OR's are amvated when the tocat currency shares of an Indian Company are delivered to the
Dopasitony s Local Qustodian Bank, against which the Depository Bank issues DR in US Dollars,
Thexe DR's may be freely traded in the overseas markets like any other dollar denominated e urity
hiough aithar a forcign Stock Exchanage or through Over The Counter (OTC) market or among a
restictod Qroup "ﬁc_Qf_’:_‘[’:‘N lj)}":ltl._l(ik)fldl Buyers (QIB's),
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l Concept , = Points to Remember = P
| \ : A are Known as ADRs. SS2 are Securites
| 1. "“.‘T't')‘--'";r/ Recopts issued by a Company in the UJ.' iy g E < )
l offercd by non-us Companiss who want to list on any ¢
ADRS | 2 ADRs have to be mwued as per the conditions st
| (f[() of [!",‘,_‘.‘, wh h'__‘,“; ~’»‘, Ty tr
| 3. ADRSs aliow US Investors to buy Shares of Hon-US G
- 1 v esting iy g ¢ xewgn Stock Exchange .
- | 1. Forewgn Euco Bonds
Iypm of | 2. Eura Convertible Bonds
Intcrnntlonal 13 Plain Euro Bond
ssue : st
ues | V. Euro Convertible Zero Bonds
! | 5 Euro Bonds with Equ ty Warrants 7 S £
. : B TP 5 ism, which is used to raise funds in foreign curtency has
Indian k I. The toncept of Depository Receipt ,--',:_-':h.a“. St b ot OF IDR's.
Depository | been applied in the Indian Capital Market s E:‘ Q::: :-’-'a" Capital Market, in the same way as
‘ Rcccip[s ! 3 !i‘:‘r,:_gn Companies can issue IDRs, to raise funds from UL;'L“- n sie 2 = 2 5 = Wy 35
{ - reie aprtal.
i (IDRs) [ Indian Companies uses ADRs / GDRs to raise foreign ¢ s other Indian Securizias
S _..__3,; _IDR’s are hsted and traded in India, in the same manner as other Incian >ecuntes.
Debt Securitisation Flow: The parties involved and the Securitisation Procsss is descrised as undsr —
3 i > i
‘ S toin 1o Obligor({s)
'y
. — =
Credit Enhancement facility provided either =
by Originator or any Third Party ~ = R
- == Repaymenticf Loan
S SIS » o
= v L e Y
5 2 %S i
= [ Servicer
] < < <o
5 =
S 2= Asset Pool = Colleccns
=9
y = &
Consideration | Special Purpose Entity |
i (SPE) |

Investors
<t

Issue of Securitiss, e.g. PTC’s or Debt
Securities, and their redemption
Note: Special Purpose Entity (SPE) may also be called Special Purpose Vehicle (SPV).

Chapter 7 Time Value of Money

1. Compounding vs Discounting: r
Present Date Compounding ! Future Date
Present Cash Flows or Present Money Discounting | Future Cash Flows or Futurs Monsy
2. Simple Interest:
Simple Interest = P x N x R, where Amount = Principal + Interest
P = Principal Amount. Hence, A= P + (P x N x R)
N = Number of years. A=PI[1+ (N xR)] "
R = Interest Rate per annum.
3. Compound Interest:
Amount Where P = Principal Amount.
under N = Number of years.
Compound K = Number of times compounding is done per year, e.g. Monthly (12), Qua
Interest = = Interest Rate per payment period = Tt Hob o
P(1 + R)NK R = Inter ek eailah P Number of payment periods pa.

FTR.9



X

Finance — For CA Inter

ek i ics for
“_\%Q£$N§y_jg§,9_rj_‘ﬁinanc,‘al Management and ECOnO'nl
" EerGtEVQ7Bth—Of Interest: /‘m
L [whereTE ‘ ; ! id i an ‘
ik Where E = Effective RaFe of_ i paid in a yeF, |
; i es inte .
' k)~ ! k = Number of tim e |
; ‘ i = Rate of Interest per @
[Amount relates to Time 0] \

R n
) — 1] [aAmount relates to n years

5. Compoundj
Ing and Future Value Formulae:
(a) Futu i o
e Value of a Single Cash Flow = Amount (1 + [(1 +R)"
= Amount X the i
— rate of return on the '”VeStrnent_

(b) Future Value of an Annuity
L ted, R
Where n = number of years for which the money 1 mves
[Amount relates to n years)

R =
R on the investment,

= rate of return

6. Maturity Value of Annuity:
. bove, by calculatin
ula given @ i 9 the Annllity

Maturity Value of an Annuity = Annuity Amount X
Where n = number of years for which the money is invested, R

. o . rm
Note: Size of the Sinking Fund Deposit is also derived from the fo
the balancing figure.
Discounting and Present Value Formulae:

Am%.

nt relates to a future point of time)

7.
L __ (Amou
(1 +R)"

(a) Present Value of a Single Cash Flow = Amount X
[(1+R)"— 1] (Amount relates to n years)
= rate of return on the investmeﬁt

= Amount X R (1 +R)"

(b) Present Value of an Annuity
ic invested, R
Where n = number of years for which the money 15 nvest=ty
i.e. Interest, Dividend, etc. per Periog

te per payment period.

C = Cash Flow
R = Interest Ra
— Cash Flow i.e. Interest, Dividend, etc. for the e
: B Interest Rate per payment period. p‘-’fiod
o h Flows.

G = Rate of growth in Cas :
- is known as Growing Perpetuity,

Where

8. Perpetuity Formulae:
PV of a Constant Perpetuity =
Where

PV of a Growing Perpetuity R_G
Note: A stream of Cash Flows at a constant rate foreve

Chapter 8 Capital Budgeting

| concept | Formula / Description
_,_ Initial Investment
o In case of Uniform CFAT p.a.: Simple Payback Period = CFAT pa.
Simple e In case of Differential CFAT for various years:
Payback (a) Compute cumulative CFAT at the end of every year.
Bk (b) Determine the year in which Cumulative CFAT > Initial Investment. N
(c) Compute Simple Payback Period = Time at which Cumulative CFAT = Initial Investment (caleyy,,
on time proportion basis). o
e (a) Compute Cumulative DCFAT at the end of every year. e
Payback (b) Determine the year in which Cumulative DCFAT > Initial Investment.
Period (c) Compute Discounted Payback Period = Time at which Cumulative DCFAT = Initial Investme,
(calculated on time proportion basis). 3
Payback Average Annual Cash Inflows (ie. CFAT p.a.)
Reciprocal Initial Investment
A .a. i i i
verage PAT p.a Where: Average PAT p.as-= Total PAT during Project Life
No. of years of Project Life

Rate of

Average ARR =
Initial Investment ’
Return In the above formula, Denominator can either be — (a) Initial Investment (or) (b) Average Investment.
FTR.10




