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Test Series: August, 2018 

MOCK TEST PAPER –1 

FINAL (OLD) COURSE: GROUP – I 

PAPER – 2 : STRATEGIC FINANCIAL MANAGEMENT  

Question No. 1 is compulsory. Attempt any five questions from the remaining six questions. Working notes 

should form part of the answer. 

Time Allowed – 3 Hours Maximum Marks – 100 

1. (a)  From the following data for Government securities, calculate the forward rates:  

Face value (Rs.) Interest rate Maturity (Year) Current price (Rs.) 

1,00,000 0% 1 91,500 

1,00,000 10% 2 98,500 

1,00,000 10.5% 3 99,000 

       (5 Marks) 

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

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

available: 

Spot Exchange Rate       Can $ 2.5/£ 

Interest Rate in UK         12% 

Interest Rate In Canada        15% 

The forward rates truly reflect the interest rates differential. Find out the gain/loss to UK exporter 

if Can $ spot rates (i) declines 2%, (ii) gains 4% or (iii) remains unchanged over next  6 months. 

(5 Marks) 

(c)  P Ltd. has decided to acquire a machine costing Rs. 50 lakhs through leasing. Quotations from 2 

leasing companies have been obtained which are summarised below: 

 Quote A Quote B 

Lease term 3 years 4 years 

Initial lease rent (Rs. lakhs) 5.00 1.00 

Annual lease rent (payable in arrears) (Rs. lakhs) 21.06 19.66 

 P Ltd. evaluates investment proposals at 10% cost of capital and its effective tax rate is 30%. 

Terminal payment in both cases is negligible and may be ignored. 

Make calculations and show which quote is beneficial to P Ltd. Present value factors at 10% rate 

for years 1-4 are respectively 0.91, 0.83, 0.75 and 0.68.  Calculations may be rounded off to 2 

decimals in lakhs.          (5 Marks) 

(d)  Wonderland Limited has excess cash of Rs. 20 lakhs, which it wants to invest in short term 

marketable securities.  Expenses relating to investment will be Rs. 50,000. 

The securities invested will have an annual yield of 9%. 

The company seeks your advice  

(i) as to the period of investment so as to earn a pre-tax income of 5%. 

(ii) the minimum period for the company to breakeven its investment expenditure overtime 

value of money.   (5 Marks) 
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2.  (a) ABC Ltd. has 50,000 outstanding shares. The current market price per share is Rs. 100 each. It 

hopes to make a net income of Rs. 5,00,000 at the end of current year. The Company’s Board is 

considering a dividend of Rs. 5 per share at the end of current financial year. The company 

needs to raise Rs. 10,00,000 for an approved investment expenditure. The company belongs to a 

risk class for which the capitalization rate is 10%. Show, how the M-M approach affects the value 

of firm if the dividends are paid or not paid.  (8 Marks) 

(b)  Based on the following data, estimate the Net Asset Value (NAV) on per unit basis of a Regular 

Income Scheme of a Mutual Fund: 

 Rs. (in lakhs) 

Listed Equity shares at cost (ex-dividend) 40.00 

Cash in hand 2.76 

Bonds & Debentures at cost of these, Bonds not listed  

& not quoted 

8.96 

2.50 

Other fixed interest securities at cost 9.75 

Dividend accrued 1.95 

Amount payable on shares 13.54 

Expenditure accrued 1.76 

Current realizable value of fixed income securities of face value of Rs. 100 is Rs. 96.50. 

Number of Units (Rs. 10 face value each): 275000 

All the listed equity shares were purchased at a time when market portfolio index was 12,500. On 

NAV date, the market portfolio index is at 19,975. 

There has been a diminution of 15% in unlisted bonds and debentures valuation.  

Listed bonds and debentures carry a market value of Rs. 7.5 lakhs, on NAV date. 

Operating expenses paid during the year amounted to Rs. 2.24 lakhs. (8 Marks) 

3. (a)  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 (Rs.) 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 (Rs.) 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 (Rs.) 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 Rs. 1= NC 1.6  
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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.  

You may use following values with respect to discount factor for Rs. 1 @9%.   

 Present Value Future Value 

Year 1 0.917 1.188 

Year 2 0.842 1.090 

Year 3 0.772 1 

         (8 Marks) 

(b)  An importer requests his bank to extend the forward contract for US$ 20,000 which is due for 

maturity on 30th October, 2010, for a further period of 3 months. He agrees to pay the required 

margin money for such extension of the contract. 

Contracted Rate – US$ 1= Rs.  42.32 

The US Dollar quoted on 30-10-2010:- 

Spot – 41.5000/41.5200  

3 months’ Premium -0.87% /0.93% 

Margin money for buying and selling rate is 0.075% and 0.20% respectively.  

Compute: 

(i)  The cost to the importer in respect of the extension of the forward contract, and 

(ii)  The rate of new forward contract.  (8 Marks) 

4.  (a) The following data is related to 8.5% Fully Convertible (into Equity shares) Debentures issued by 

JAC Ltd. at Rs. 1000.  

Market Price of Debenture Rs. 900 

Conversion Ratio 30  

Straight Value of Debenture  Rs. 700 

Market Price of Equity share on the date of Conversion Rs.   25 

Expected Dividend Per Share Rs.    1 

You are required to calculate: 

(a) Conversion Value of Debenture 

(b) Market Conversion Price 

(c) Conversion Premium per share 

(d) Ratio of Conversion Premium 

(e) Premium over Straight Value of Debenture 

(f) Favourable income differential per share 

(g) Premium pay back period  

 (8 Marks) 

(b) Expected returns on two stocks for particular market returns are given in the following table:  

Market Return Aggressive Defensive 

7% 4% 9% 

25% 40% 18% 
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You are required to calculate: 

(i) The Betas of the two stocks. 

(ii) Expected return of each stock, if the market return is equally likely to be 7% or 25%. 

(iii) The Security Market Line (SML), if the risk free rate is 7.5% and market return is equally 

likely to be 7% or 25%. 

(iv) The Alphas of the two stocks. (8 Marks) 

5. (a)  A company is considering engaging a factor, the following information is available: 

(i) The current average collection period for the Company’s debtors is 80 days and ½% of 

debtors default.  The factor has agreed to pay money due after 60 days and will take the 

responsibility of any loss on account of bad debts. 

(ii) The annual charge for the factoring is 2% of turnover payable annually in arrears.  

Administration cost saving is likely to be Rs. 1,00,000 per annum.  

(iii) Annual sales, all on credit, are Rs. 1,00,00,000.  Variable cost is 80% of sales price.  The 

Company’s cost of borrowing is 15% per annum.  Assume the year is consisting of 365 

days. 

 Should the Company enter into a factoring agreement? (8 Marks) 

(b)  Mr. Dayal is interested in purchasing equity shares of ABC Ltd. which are currently selling at  

Rs. 600 each. He expects that price of share may go upto Rs. 780 or may go down to Rs. 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 Rs. 630. 

(i)  What combination of share and option should Mr. Dayal select if he wants a perfect hedge?  

(ii)  What should be the value of option today (the risk free rate is 10% p.a.)?  

(iii)  What is the expected rate of return on the option? (8 Marks) 

6.  (a)  Personal Computer Division of Distress Ltd., a computer hardware manufacturing company has 

started facing financial difficulties for the last 2 to 3 years. 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. is interested to sell the division for Rs. 180 crore and Mr. Smith is of opinion 

that an additional amount of Rs. 85 crore shall be required to make this division viable. The 

expected financing pattern shall be as follows: 

Source Mode Amount  
(Rs. Crore) 

Management Equity Shares of Rs. 10 each 60.00 

VenCap VC Equity Shares of Rs. 10 each 22.50 

9% Debentures with attached warrant of Rs. 100 each 22.50 

8% Loan 160.00 

Total  265.00 

The warrants can be exercised any time after 4 years from now for 10 equity  shares @ Rs. 120 

per share. 

The loan is repayable in one go at the end of 8 th year. The debentures are repayable in equal 

annual installment consisting of both principal and interest amount over a period of 6 years.  
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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 (Rs. 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 years. 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.  (10 Marks) 

(b)  ABC Ltd. has been maintaining a growth rate of 10 percent in dividends. The company has paid 

dividend @ Rs.3 per share. The rate of return on market portfolio is 12 percent and the risk free 

rate of return in the market has been observed as 8 percent. The Beta co -efficient of company’s 

share is 1.5. 

You are required to calculate the expected rate of return on company’s shares as per CAPM 

model and equilibrium price per share by dividend growth model.  (6 Marks) 

7.  Write a short note on the following: 

(a)  Features of Financial Lease 

(b)  Financial restructuring 

(c)  Limitations of Credit Rating 

(d)  Techniques used in economic analysis 

(e)  Linkage between financial policy and strategic management (4 Marks each) 
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