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Question No.1is compulsory. 
 

Attempt any four out of the remaining five questions. 
 

Wherever appropriate, suitable assumptions should be made and indicated in 

the answer by the candidate. 

Working notes should form part of the answer. 

 

 

Question 1  

(a) 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. 

The PVIF @ 15 % for the three years are as below: 
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                   (8 Marks) 

       

(b) Details about portfolio of shares of an investor is as below: 

Shares No. of shares (lakh) Price Per Share (₹) Beta 

A Ltd. 3.00 500 1.40 

B Ltd. 4.00 750  1.20 

C Ltd. 2.00 250 1.60 

The investor thinks that the risk of portfolio is very high and wants to reduce the portfolio 

beta to 0.91. He is considering two below mentioned alternative strategies: 

a) Dispose off a part of his existing portfolio to acquire risk free securities, or 

b) Take appropriate position on Nifty Futures which are currently traded at ₹ 8125 and 

each Nifty points is worth ₹ 200. You are required to determine: 

(i)   portfolio beta, 

(ii)   the value of risk free securities to be acquired, 

(iii) the number of shares of each company to be disposed off, 

(iv)   the number of Nifty contracts to be bought/sold; and 

                    the value of portfolio beta for 2%  rise in Nifty.                                                     (8 Marks) 

 

 

(c)  What are the assumptions of Black-Scholes Model .                                                  (4 Marks) 

 

 

Question 2 

(a) On 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, adjusted for dividend equalization. At the end of May, 3 Lakh units 

were repurchased at opening NAV less 2% exit load 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 425.470 

Income of April 22.950 

Income of May 34.425 

Income of June 45.450 

 

You are required to calculate: 

1.   Income available for distribution; 

2.    Issue price at the end of April, 

3.    Repurchase price at the end of May, and 

4.    Net asset value (NAV) as on 30th June.                                   (10 Marks) 

 
 

Year t1 t2 t3 

PVIF 0.8696 0.7561 0.6575 
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(b) MP Ltd. issued a new series of bonds on January 1,2000. The bonds were sold at par (₹ 

1,000), having a coupon rate 10% p.a. and mature on 31st December, 2015. Coupon 

payments are made semi-annually 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: 

a) What was the YTM of MP Ltd. Bonds as on January 1, 2000?  

b) What amount you should pay to complete the transaction for purchasing the bond on 

1st March 2008? Of that amount how much should be accrued interest and how much 

would represent bonds basic value.                                                                                      (6 Marks) 

 
 

(c)        What is Takeover by Reverse Bid or Reverse Merger?                                                           (4 Marks) 
 

 

 

Question 3 

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

Share Portfolio Weight Beta Expected return in % Total variance 

A 0.20 0.40 14 0.015 

B 0.50 0.50 15 0.025 

C 0.30 1.10 21 0.100 

 

Standard Deviation of Market Portfolio Returns  = 10% 

You are given the following additional data: 

Covariance (A, B) =  0.030 

Covariance (A, C) =  0.020 

Covariance (B, C) =  0.040 

Calculate the following: 

a) The Portfolio Beta 

b) Residual variance of each of the three shares 

c) Portfolio variance using Sharpe Index Model 

d) Portfolio variance (on the basis of modern portfolio theory given by Markowitz)   

                                                                                                                                                           (10 Marks) 

    

 

(b)   XYZ, a large business house is planning to acquire ABC another business entity in similar 

lineof business. XYZ has expressed its interest in making a bid for ABC. XYZ expects that 

after acquisition the annual earning of ABC will increase by 10%. 

Following information, ignoring any potential synergistic benefits arising out of possible 

acquisitions, are available: 
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 XYZ ABC Proxy entity for XYZ &  ABC  in  

the  same line of business 

Paid up Capital (₹ Crore) 1025 106 -- 

Face Value of Share is ₹ 10    

Current share price ₹ 129.60 ₹ 55 -- 

Debt : Equity (at market values) 1 : 2 1 : 3 1 : 4 

Equity Beta -- -- 1.1 

Assume Beta of debt to be zero and corporate tax rate as 30%, determine the Beta of 

combined entity.                                                                                                                                    (6 Marks) 

 

 
(c)           Write a note on Distressed Securities.                                                                                        (4 Marks) 

 

 

Question 4 

(a)       Best of Luck Ltd. London will have to make a payment of $ 3,64,897 in six months’ 

time. The company is considering the various choices it has in order to hedge its 

transaction exposure. 

Exchange rates: 

Spot rate $1.5617-1.5673 

Six month forward rate $1.5455-1.5609 

Money Market rates: 
 

 Borrow (%) Invest (%) 

US 6 4.5 

UK 7 5.5 
 

 

Foreign currency option prices (1 unit is £12,500): 
 

   

Exercise price Call option (March) Put option (March) 

$ 1.70 $ 0.037 $ 0.096 
 

 

By making the appropriate calculations decide which of the following hedging 

alternatives is the most attractive to Best of Luck Ltd: 

a) Forward market 

b) Currency options.                                                                                                                                    (8 Marks) 

 

 

(b) NP and Co. has imported goods for US $ 7,00,000. The amount is payable after three 

months. The company has also exported goods for US $ 4,50,000 and this amount is 

receivable in two months. For receivables amount a forward contract is already 

taken at₹ 48.90.  

The market rates for ₹ and Dollar are as under:  



 CA FINAL SFM TEST SERIES (NEW)                                                                                   Prepared By CA Gaurav Jainn 

 

 

 

Spot ₹ 48.50/70 

Two months 25/30 points 

Three months 40/45 points 

The company wants to cover the risk and it has two options as under:  

a) To cover payables in the forward market and  

b) To lag the receivables by one month and cover the risk only for the net amount. No 

interest for delaying the receivables is earned. Evaluate both the options if the cost 

of Rupee Funds is 12%. Which option is preferable?                                            (4 Marks) 

 

 
(c)      Explain the concept of side pocketing in mutual funds?                                                          (4 Marks) 

 

(d)      Explain the interface of Strategic Management & Financial Policy.                                   (4 Marks) 

 

 

 

Question 5 

(a) The following market data is available:  

Spot USD/JPY 116.00  

Deposit rates p.a. USD JPY 

3 months 4.50% 0.25% 

6 months 5.00% 0.25% 

Forward Rate Agreement (FRA) for Yen is Nil. 

a) What should be 3 months FRA rate at 3 months forward? 

b) The 6 & 12 months LIBORS are 5% & 6.5% respectively.  

A bank is quoting 6/12 USD FRA at 6.50 - 6.75%. Is any arbitrage opportunity 

available? Calculate profit in such case.                                                                               (6 Marks) 

 

 

(b) Bank 'R' was established in 2005 and doing banking in India. The bank is facing DO OR DIE 

situation. There are problems of Gross NPA (Non-Performing Assets) at 40% & CAR/CRAR 

(Capital Adequacy Ratio/ Capital Risk Weight Asset Ratio) at 4%. The net worth of the bank 

is not good. Shares are not traded regularly. Last week, it was traded @` 8 per share. 

RBI Audit suggested that bank has either to liquidate or to merge with other bank. 

Bank 'P' is professionally managed bank with low gross NPA of 5%.It has Net NPA as 0% 

and CAR at 16%. Its share is quoted in the market @ ₹ 128 per share. The board of 

directors of bank 'P' has submitted a proposal to RBI for takeover of bank 'R' on the basis of 

share exchange ratio. 

The Balance Sheet details of both the banks are as follows: 
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 Bank ‘R’ 

Amt. in ₹ lakhs 

Bank ‘P’ 

Amt. in ₹ lakhs 

Paid up share capital(₹ 10) 140 500 

Reserves & Surplus 70 5,500 

Deposits 4,000 40,000 

Other liabilities 890 2,500 

Total Liabilities 5,100 48,500 

Cash in hand & with RBI 400 2,500 

Balance with other banks — 2,000 

Investments 1,100 15,000 

Advances 3,500 27,000 

Other Assets 100 2,000 

Total Assets 5,100 48,500 

 

It was decided to issue shares at Book Value of Bank 'P' to the shareholders of Bank 'R'. 

All assets and liabilities are to be taken over at Book Value. 

For the swap ratio, weights assigned to different parameters are as follows: 

 

Gross NPA 30% 

CAR 20% 

Market price 40% 

Book value 10% 

a) What is the swap ratio based on above weights? 

b) How many shares are to be issued? 

c) Prepare Balance Sheet after merger. 

d) Calculate CAR & Gross NPA % of Bank 'P' after merger.                                            (10 Marks) 

 

 

(c) What do you mean by Pitch Presentation in context of Start-up Business?                  (4 Marks) 

 

 

 

Question 6 

(a) A Ltd. Operating a garment store in US has imported garments from Indian exporter of 

invoice amount of  ₹ 1,38,00,000 (equivalent to US$ 3,00,000). The amount is payable in 3 

months. It is expected that the exchange rate will decline by 5% over 3 months period. A 

Ltd. is interested to take appropriate action in foreign exchange market. The three month 

forward rate is quoted at ₹ 44.50. You are required to calculate expected loss which A Ltd. 

would suffer due to this decline if risk is not hedged. If there is loss, then how he can hedge 

this risk?                                                                                                                                                         (6 Marks) 
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(b)  Seawell Corporation, a manufacturer of do-it-yourself hardware and housewares, reported 

earnings per share of € 2.10 in 2003, on which it paid dividends per share of €0.69. Earnings 

are expected to grow 15% a year from 2004 to 2008, during this period the dividend payout 

ratio is expected to remain unchanged. After 2008, the earnings growth rate is expected to 

drop to a stable rate of 6%, and the payout ratio is expected to increase to 65% of earnings.  

 

The firm has a beta of 1.40 currently, and is expected to have a beta of 1.10 after 2008. The 

market risk premium is 5.5%. The Treasury bond rate is 6.25%. 

(a)        What is the expected price of the stock at the end of 2008? 

(b)        What is the value of the stock, using the two-stage dividend discount model?  

                 (6 Marks) 

 

 

(c)      Differentiate between PTS and PTC. 

OR 

How the Pricing of the Securitized instruments are done?                                                     (4 Marks) 

 

 

(d) Consider a portfolio consisting of a ₹ 200,00,000 investment in share XYZ and a ₹ 

200,00,000 investment in share ABC. The daily standard deviation of both shares is 1% and 

that the coefficient of correlation between them is 0.3. You are required to determine the 

10- day 99% value at risk for the portfolio?                                                                                  (4 Marks) 

                                


