
Test Series : October, 2015 

MOCK TEST PAPER – 2 

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)  The following information is extracted from Steady Mutual Fund’s Scheme: 
- Asset Value at the beginning of the month   - Rs. 65.78 
- Annualised return                     -15 % 
- Distributions made in the nature of Income   - Rs. 0.50 and Rs. 0.32 

      & Capital gain (per unit respectively). 
  You are required to: 

(1)  Calculate the month end net asset value of the mutual fund scheme (limit your 
answers to two decimals). 

(2)  Provide a brief comment on the month end NAV. (5 Marks) 
(b)  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 

             (5 Marks) 
(c)  AXY Ltd. is able to issue commercial paper of Rs. 50,00,000 every 4 months at a 

rate of 12.5% p.a. The cost of placement of commercial paper issue is Rs. 2,500 per 
issue. AXY Ltd. is required to maintain line of credit Rs. 1,50,000 in bank balance. 
The applicable income tax rate for AXY Ltd. is 30%. What is the cost of funds (after 
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taxes) to AXY Ltd. for commercial paper issue? The maturity of commercial paper is 
four months.           (5 Marks) 

(d)  Mr. A is contemplating purchase of 1,000 equity shares of a Company. His 
expectation of return is 10% before tax by way of dividend with an annual growth of 
5%. The 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 the hands of the recipients. But the imposition of 
Dividend Distribution 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%. 
Required: 
Calculate what should be Mr. A’s estimates of the price per share before and after 
the Budget announcement?           (5 Marks) 

2.  (a)  Small Oil is wondering whether to drill for oil in Chemsfield Basin. The prospectuses 
are as follows: 

Depth of well in feet Total cost Probability of PV of Oil (if 
found) 

 (Million €) Finding oil Not Finding oil (Million €) 
2000 4 0.5 0.5 10 
4000 5 0.2 0.8 9 
6000 6 0.25 0.75 8 

Draw a decision tree showing the successive drilling decisions to be made by Small 
Oil. How deep should it be prepared to drill? .               (8 Marks) 

(b)  Mr. Tempest has the following portfolio of four shares: 

Name Beta Investment Rs. Lac. 
Oxy Rin Ltd. 0.45 0.80 
Boxed Ltd. 0.35 1.50 
Square Ltd. 1.15 2.25 
Ellipse Ltd. 1.85 4.50 

 The risk free rate of return is 7% and the Treynor Ratio of Market Portfolio is 6.50. 
You are required. 
(i)   Determine the portfolio return. (ii)   Calculate the portfolio Beta. (8 Marks) 

3. (a)  Armada Leasing Company is considering a proposal to lease out a school bus. The 
bus can be purchased for Rs. 5,00,000 and, in turn, be leased out at Rs. 1,25,000 
per year for 8 years with payments occurring at the end of each year: 
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(i) What should be the yearly lease payment charged by the company in order to 
earn 20 per cent annual compounded rate of return before expenses and 
taxes? 

(ii) Calculate the annual lease rent to be charged so as to amount to 20% after tax 
annual compound rate of return, based on the following assumptions: 
(a) Tax rate is 40%; 
(b) Straight line depreciation; 
(c) Annual expenses of Rs. 50,000; and 
(d) Resale value Rs. 1,00,000 after the turn.          (8 Marks) 

(b)  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 

 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 (8 Marks) 

4.  (a)   A company is considering hedging its foreign exchange risk. It has made a 
purchase on 1st. January, 2015 for which it has to make a payment of US $ 50,000 
on September 30, 2015. The present exchange rate is 1 US $ = Rs. 65. It can 
purchase forward 1 US $ at Rs. 64. The company will have to make a upfront 
premium of 3% of the forward amount purchased. The cost of funds to the company 
is 10% per annum and the rate of corporate tax is 30% (Don’t ignore taxation). 
Consider the following situations and compute the Profit/Loss the company will 
make if it hedges its foreign exchange risk: 
(i)  If the exchange rate on September 30, 2015 is Rs. 67 per US $. 
(ii)  If the exchange rate on September 30, 2015 is Rs. 63 per US $.   (8 Marks) 

 (b)  ABC Ltd. manufactures Car Air Conditioners (ACs), Window ACs and Split ACs 
constituting 60%, 25% and 15% of total market value. The stand-alone Standard 
Deviation (SD) and Coefficient of Correlation with market return of Car AC and 
Window AC is as follows: 
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 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. Market Index has a return of 10% and 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 equal to half of its 

Market Value then determine equity beta, if yield of debt is 5%.           (8 Marks) 
5.  (a)  The data given below relates to a convertible bond :  

Face value Rs.  250 
Coupon rate 12% 
No. of shares per bond 20 
Market price of share Rs.   12 
Straight value of bond Rs. 235 
Market price of convertible bond Rs. 265 

 Calculate:  
(i) Stock value of bond. 
(ii) The percentage of downside risk. 
(iii) The conversion premium 
(iv)  The conversion parity price of the stock.               (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 on 31-3-2015: 

 Rs. (in lakhs) 
Listed Equity shares at cost (ex-dividend) 40.00 
Cash in hand (As on 1-4-2014) 5.00 
Bonds & Debentures at cost of these, Bonds not listed & not 
quoted 

8.96 
2.50 
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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) 
6.  (a)  Longitude Limited is in the process of acquiring Latitude Limited on a share 

exchange basis. Following relevant data are available: 

  Longitude Limited Latitude Limited 
Profit after Tax (PAT) Rs. in Lakhs 140 60 
Number of Shares Lakhs 15 16 
Earning per Share (EPS) Rs. 8 5 
Price Earnings Ratio (P/E Ratio)  15 10  
(Ignore Synergy)    

You are required to determine:  
(i) Pre-merger Market Value per Share, and 
(ii)  The maximum exchange ratio Longitude Limited can offer without the dilution of  

(1) EPS and 
(2) Market Value per Share 

Calculate Ratio/s up to four decimal points and amounts and number o f  shares up 
to two decimal points.         (10 Marks) 

(b)   ABC Ltd. is considering a project in US, which will involve an initial investment of 
US $ 1,10,00,000. The project will have 5 years of life. Current spot exchange rate 
is Rs. 48 per US $. The risk free rate in US is 8% and the same in India is 12%. 
Cash inflow from the project is as follows: 
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Year Cash inflow 
1 US $ 20,00,000 
2 US $ 25,00,000 
3 US $ 30,00,000 
4 US $ 40,00,000 
5 US $ 50,00,000 

Calculate the NPV of the project using foreign currency approach. If Cost of Equity 
and Debt of ABC Ltd. are 15% and 10% respectively and Debt Equity Ratio is 1:4. 

             (6 Marks) 
7. Write short notes on any of four of the following:  

(a) Linkage between Financial Policy and Strategic Management 
(b) Debt Securitisation 
(c) Dow Theory 
(d) Financial Restructuring 
(e) Nostro, Vostro and Loro Account  (4 ×4 = 16 Marks) 
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