
Test Series: February, 2015 

MOCK TEST PAPER –1 

FINAL 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)  A Mutual Fund is holding the following assets in Rs. Crores : 
 Investments in diversified equity shares   90.00 
 Cash and Bank Balances    10.00 
                   100.00 

The Beta of the portfolio is 1.1. The index future is selling at 4300 level. The Fund 
Manager apprehends that the index will fall at the most by 10%. How many index 
futures he should short for perfect hedging? One index future consists of 50 units.  

 Substantiate your answer assuming the Fund Manager's apprehension will 
materialize.  (5 Marks) 

(b)  XYZ Bank, Amsterdam, wants to purchase Rs. 25 million against £ for funding their 
Nostro account and they have credited LORO account with Bank of London, 
London. 
Calculate the amount of £’s credited. Ongoing inter-bank rates are per $,  
Rs. 61.3625/3700 & per £, $ 1.5260/70.       (5 Marks) 

(c)  You as an investor had purchased a 4 month call option on the equity shares of X 
Ltd. of Rs. 10, of which the current market price is Rs. 132 and the exercise price 
Rs.150. You expect the price to range between Rs. 120 to Rs. 190. The expected 
share price of X Ltd. and related probability is given below: 

Expected Price (Rs.) 120 140 160 180 190 
Probability .05 .20 .50 .10 .15 

Compute the following: 
(1) Expected Share price at the end of 4 months. 
(2)  Value of Call Option at the end of 4 months, if the exercise price prevails. 
(3) In case the option is held to its maturity, what will be the expected value of the 

call option?  (5 Marks) 
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(d)  Mr. X purchases a 5 year 8.5% Coupon Bond for a price of Rs. 907.60 (Face Value 
Rs. 1000) that has a YTM of 11%. You are required to compute reinvested interest 
amount on this bond.             (5 Marks) 

2.  (a) Fair finance, a leasing company, has been approached by a prospective customer 
intending to acquire a machine whose Cash Down price is Rs. 3 crores. The 
customer, in order to leverage his tax position, has requested a quote for a three 
year lease with rentals payable at the end of each year but in a increasing manner 
such that they are in the ratio of 1 : 2 : 3. 
Depreciation can be assumed to be on straight line basis and Fair Finance’s 
marginal tax rate is 35%. The target rate of return for Fair Finance on the 
transaction is 10%. 

 Required: 
Calculate the lease rents to be quoted for the lease for three years.   (8 Marks) 

(b)  A mutual fund made an issue of 10,00,000 units of Rs. 10 each on January 01, 
2008. No entry load was charged. It made the following investments:   

Particulars Rs. 
50,000 Equity shares of Rs. 100 each @ Rs. 160 80,00,000 
7% Government Securities  8,00,000 
9% Debentures (Unlisted)  5,00,000 
10% Debentures (Listed)   5,00,000 
 98,00,000 

 During the year, dividends of Rs. 12,00,000 were received on equity shares. Interest 
on all types of debt securities was received as and when due. At the end of the year 
equity shares and 10% debentures are quoted at 175% and 90% respectively. Other 
investments are at par.  
Find out the Net Asset Value (NAV) per unit given that operating expenses paid 
during the year amounted to Rs. 5,00,000. Also find out the NAV, if the Mutual fund 
had distributed a dividend of Rs.  0.80 per unit during the year to the unit holders.  

(8 Marks) 
3. (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. 
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1.  What should be 3 months FRA rate at 3 months forward? 
2. 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)  XYZ Ltd. a US firm will need £ 3,00,000 in 180 days. In this connection, the 

following information is available: 
 Spot rate 1 £ = $ 2.00 
 180 days forward rate of £ as of today = $1.96 
 Interest rates are as follows: 

 U.K. US 
180 days deposit rate 4.5% 5% 
180 days borrowing rate 5% 5.5% 

 A call option on £ that expires in 180 days has an exercise price of $ 1.97 and a 
premium of $ 0.04. 

 XYZ Ltd. has forecasted the spot rates 180 days hence as below: 
Future rate Probability 
$ 1.91 25% 
$ 1.95 60% 
$ 2.05 15% 

 Which of the following strategies would be most preferable to XYZ Ltd.? 
(i) A forward contract; 
(ii) A money market hedge; 
(iii) An option contract; 
(iv) No hedging. 
Show calculations in each case          (10 Marks) 

4.  (a)   GKL Ltd. is considering installment sale of LCD TV as a sales promotion strategy. 
In a deal of LCD TV, with selling price of Rs. 50,000, a customer can purchase it for 
cash down payment of Rs. 10,000 and balance amount by adopting any of the 
following options: 

Tenure of Monthly installments Equated Monthly installment 
12 Rs. 3800 
24 Rs. 2140 
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Required: 
Estimate the flat and effective rate of interest for each alternative. 
PVIFA 2.05%, 12 =10.5429  PVIFA2.10%, 12 =10.5107 
PVIFA2.10%, 24 =18.7014        PVIFA2.12%, 24 =18.6593  (6 Marks) 

(b)  A holds the following portfolio: 

Share/Bond Beta Initial Price Dividends  Market Price at end of year 
  Rs. Rs. Rs. 
Epsilon Ltd. 0.8 25 2 50 
Sigma Ltd. 0.7 35 2 60 
Omega Ltd. 0.5 45 2 135 
GOI Bonds 0.01 1,000 140 1,005 

Calculate: 
(i)  The expected rate of return on his portfolio using Capital Asset Pricing Method 

(CAPM) 
(ii)  The average return of his portfolio. 
 Risk-free return is 14%.          (10 Marks) 

5.  (a)  Calculate the value of share from the following information:   
Profit of the company Rs. 290 crores 
Equity capital of company Rs. 1,300 crores 
Par value of share Rs. 40 each 
Debt ratio of company 27 
Long run growth rate of the company 8% 
Beta 0.1; risk free interest rate 8.7% 
Market returns 10.3% 
Capital expenditure per share Rs. 47 
Depreciation per share Rs. 39 
Change in Working capital Rs. 3.45 per share 

        (6 Marks) 
(b)  A USA based company is planning to set up a software development unit in India. 

Software developed at the Indian unit will be bought back by the US parent at a 
transfer price of US $10 millions. The unit will remain in existence in India for one 
year; the software is expected to get developed within this time frame. 
The US based company will be subject to corporate tax of 30 per cent and a 
withholding tax of 10 per cent in India and will not be eligible for tax credit in the US. 
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The software developed will be sold in the US market for US $ 12.0 millions. Other 
estimates are as follows: 
Rent for fully furnished unit with necessary hardware in 
India 

Rs.15,00,000 

Man power cost (80 software professional will be working 
for 10 hours each day) 

Rs.400 per man hour 

Administrative and other costs Rs.12,00,000 
 Advise the US Company on the financial viability of the project. The rupee-dollar 

rate is Rs.48/$.               (6 Marks) 
6. (a)  A Ltd. acquires B Ltd. Assuming that it has been ensured that after merger the EPS 

shall be at least Rs. 5.33 per share and there shall be no synergies gain from 
merger complete the following table: 
 A Ltd. B Ltd. Merged Firm 
EPS Rs. 4.00  Rs. 5.00  Rs. 5.33 
Price Per Share Rs. 80.00  Rs. 50.00  ? 
Price Earning Ratio 20 10 ? 
No. of Shares 10,00,000 20,00,000 ? 
Total Market Value 8,00,00,000 10,00,00,000 ? 

  (8 Marks) 
(b)  Two companies X Ltd. and Y Ltd. paid a dividend of Rs. 3.50 per share. Both are 

anticipating that dividend shall grow @ 8%. The beta of X Ltd. and Y Ltd. are 0.95 
and 1.42 respectively. 
The yield on GOI Bond is 7% and it is expected that market shall increase at an 
annual rate of 13%. You are required to determine: 
(i) Value of share of both companies. 
(ii) Why there is a difference in the value of shares of two companies. 
(iii) If current market price of share of A Ltd. and B Ltd. are Rs. 74 and Rs. 55 

respectively. As an investor what course of action should be followed? 
             (8 Marks) 

7. Write short notes on any of four of the following:  
(a) Social Cost Benefit Analysis 
(b) Cross Border Leasing 
(c) Factors determining the Dividend Policy of a company 
(d) Equity Cuarve Out and its difference from Spin off 
(e) Significance of an underlying in relation to a derivative instrument  (4 ×4 = 16 Marks) 
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