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PART 1
Case scenario -1

Z Litd. 18] i B

% : = ; and at 10% per annum thereafter, The return of govérnment
ond 18 13% per annum and market return is expected to e dround 20%. The
curr_!:l.lffl,mn between market réturn and 7 Lid share !l-‘;1'.-l..r|:1. -N e e L...,ri,-.r,'q

deviation of market return and 7 Ltd. shares is 12% and 18% l.!_,.-:,w,_,d.u;,_]._. =y
Round off to two decimal places.

FT{]TI'I. Th'l". iﬂfiﬂl'l'!\at-i['rll given at IOVE, l'hrr[}sn l;_h n correct AnNSWar ki the
Question no. 1 to 5

(5> 2=10)
1. What iz the present value at the end of 4 year?

Al 23,71

B. T 12.56

. 1 653

D. T 6.99
2 What is the intrinsic value of Z Ltd. shares?

A T 15669

B. 30314

¢, T 34962

D, ¥ 341.30
3. What is the expected return of Z Ltd shares?

A, 15%

B. 2392%

C. 1692%

D 162% i . ;
4 Whatisvaluein perpetuity at the start of the &t year:

A T 156.69

B. ©303.14

e o 549.62

T 341.30 |

B ]I:.:cu:rentﬂﬁfhet price of {he sharesis £ 315 than stock 18
> A Openvalued

B Under valued

¢. Fairley valuﬂfi it

. Cannot be determing e

BQK1
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Cise scenario—11

The following inform: Jtion i availabledin respect of T ond 1 and Bond 2
= N Hlll-il Tnuml !
I m:m l S 1r;(|{]|

{iuirm rate, pay: ﬂ\h annus nII\ (' -]I_l_ B "H] B

| Face v 1]Lu rmien ST 1&111 wlw at par

1 ime to mat afurit :t\ {(vear: -.1

il 7 By oy
An investor has the portfolio consisting ol Ta% of T_‘,.nnrl i and 20% of Bood 2, Tha
surrent YTMa prevailing in the market 1=-10%.

Fﬁ;&l‘_{nj _T -I_ . _-: _[_ 4 | ) Er|

| PVIF(10%, n) J_ 0. -m*n 0 w‘ﬂt i n un | 0. t,md 0,620

From the information given above, choose the correct answer to the Question no. 6 It: 9 ’
Fx 2=g)
f.  What should be the price and duration of Bond — 27
A #826.43and 249
B 2 1,000 and 2.74
€. T 92485and2.T4
D %1000 and 2.43

New price of the portfolio if YTM changes from 10% of 10.5% based on the
duration is:

A TET0I1Z
B. 90236
C. T 1832323
. T 186445

B.  What should be the price and/duration of Bond — 17
A 1 84834 and 4 43
B. T 811.09and 4.38
€. %1,227.44and 4.43
D. % 65815 and3.90

9. What till bé the price sensitivity of the portfolio?
A 4087
B —2401
O -364

BQK1
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Case seenario I

Basg fi
Based on the following infor
quesiions:

mation, choese the corTetl ANSWET from the following

Situation | Action | Bxercins Prce | Promium | Spor i |
__I _T;r;m_d I 140 L |_ ._;:(l__ | _Iﬁ”_ _,l
| U | Exercised | 00 | s —||- .

1 __lghsed | '.'i:in_ _T_ L 2| _IHT i l'

) : : A ;1046 12:
From the information given above, choose the torrect answer to the Guestion no. 1 }j. i) =l
- (Fw 0=8)

10.  In situation 1, the investor's position and amount of profit or loss 18
A, Putoption and T 20
B. Call option and T 0
€. Putoptionand T 0

D. Call option and T 20

11. Tn Situation IIL, the investor's position and the amount of profit [ loss 1s -
A,  Putoption, T (25)
B. (all option, T 75
C.  Short position, T 100
D. Long position, ¥ (100)

12. [In situaiion II.:t]iq' investor's position and the amount of profit /loss 1s:
A Put npiffhn.and'-f 10
B. Calloption and ¥ 10
C. Putoptionand ¥ 25
3 1

Call option and ¥ 25

a BQK1 P.T.O.
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Case scenario =1 . ™ o
| oy ¥ Litd, The chief executive of a company

take aOve §

yroposes 1 o wan ghare. Therefore he considers
cavs look 10T the earnings pe : SR
thinks that share holders :Ji"-\ aye e his company s .:_1[}_|{_4_|:1.t11,.r3_ e following

- ‘mer share
maximization of the earnings ]H.r[':{ 1td, and ¥ 4.
information i& available 1 respeet of A LG

The Company X Ltd.

_—_— . GLH Y Litd

5 e i 80 lakh | 15.75 lakh
| Net profit e |

B/E ratio i | 1050 | 10|

ar T 42 T Bh

Current market price per share

given above, choose the correct: answer to the

From the information (3 % 2= 6)

Question no. 13 th 15.;
13. Maximum exchange ratio which the company should offer! so that the company
could keep EPS at current level i3
A 1:0952
B 1:2126
g 1:2:023
D, 1:0.196

14. Ifthe company berrows funds @15% rate of interest and buys out Target Company
by paying cash, how much should he offer to maintain his EPS assuming tax rate

@ 30%.

A, 210 lakhs
B. 315 1akhs
€. 150 lakhs
D 0lakhs

15. No. of shares fo-be issued by X Ltd,
A 3.9375 lakhs
B, 17639 lakhs
. 87485 lakhs
D na3ga1 lakhs

.

BQK1
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PART 11
1. (1) Folltwing ie the data regarding Threo Securiti
vion | { el th i

| Stiook | BExpocted Rt (Fa) | St . .
| v
| ~

A :
I 1 5

T 1 W ¥

F" 1 ol

1

|1'__ .]|I'_l". iy =i

[ o = [ [ : i £ 1 o0 =

| Market risk . i§ 3 {

Market rate of return 14.00¢ | e 2

| Rigk troe rat 9.00% = . s -

() Advige which of the above stocks are over, unirer,df correctl; LN
market?
i) What will be strategy vou would like to racommend? (6 Marks

(b} A firm is considering & proposal to getwp 8 cement manufacturing plant with an
initial investment of ¥ 150 crorg, Thé*firm has the option to abandon the project
after one yvenr by selling it to aompatitor for T 100 crore 1f the market co 1ditions
are unfavorable snd the.defmand 1= low, the project's value will decline by 60%.

However, if the markel €onditions turn out to be favorable and the de

cement 1s high, thie yvalu@ of the project at the end of vear 1 will increase by 5%

Caven that €he\nsk free rate of interest as 8%, what will be the value of the

abandoyuightd option and the value of the project with abandonment option?

(4 Marks)

(¢ This  decision determines the division of SAINings  between

Payments Lo
shareholdiors and reinvestment in the compiny, Wh

i 8t this decizion is called”? What
are other decisions falling in this strategy? Briefly explain

(4 Marks)
BQK2
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W
‘h :\;. mv I““{)
T Vested o ”
4 Nves tI!‘.Hn. 100,000, oy
1 |]|t ||:l ll] A i : A
3 i mi X
that «On a3 Ul fund ¢
1l:|:1. My X onl M1 h, Dryed s i ik iniiia

: Alculatod hiy | 23, the mutual fund 1)

no g1 HiE holding - iy
A 1 Tﬂlgr_- |\ ST = ) I

dleemed all k Mo mutual fung

I his inn I I T

193.134m, Hvestment and - g I
You an -

AR Teqired th gl

. L0 on |--.-.'.:|._
M I

111:-7\.-\k"1q,,11 9 0y
iy B d 10320299 snd 21 4
o I and 3100 04
altnlate the totnl 4 i
inits rodesmed r
P i
Q Ltd experts sales of ¥ 1 1 1
lakhe per ve 3o s 100 lakhe in the yeal Thessame Wit 1EE :
AT over the next four nek of 5 e : e

x]s—mmﬂ up, The Depreeation will be te
he experses excluding the depreciation Wi 1] b 4
salvape value of the plant, PQ Lid. proposes to vt
where the Net Present Value will be Zero.

Corporate Tax rate 15 30%
You are requirad to caleulate the investmenl whidh dan’be made in the plan
Marks

-yt R . . s - S - 1.mnmed for it
XY Ltd. is planning to expand its opefations 1n view of growing. o mand for s

products. For this purpose, it iz consideving 1o barre

far a period of 3 months in the commg B months' time f
e ko inflation it may g0 up n

v wants to hedge iiealf against the \ikely increasein interest rate.

v an amount af T 100 crores

FOm now. The current rateo ¥
& months time. The

interest is 8% per anniim bhat d

compé
h T o =t o — @ 2N De
The company's Bankers” quoted an FRA {(Forward Rate Agreeme at) at 5.20% per

o,
fod to caleulate due Lo FRA:

You are requl
the Banker pays to ¥y Ltd: an amount of

() The detial interest ral€ if
7.9, 78,952,562
Banker a sum of

cate if XY Ltd. will pay to the
(6 Marks)

fii) The actual interest

g 0. 80,BT2.08
P.T.O.

BQK2
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BQK2
() On 20.10.2024, the balance in NOSTRO account with \‘“f Ba”k_i“ London wag
GBP 80000 and the huiurln:u in overbought was G:BP 50000, During the day the
following transactions have taken place. g SRS
I Events i~ I —\m?w_l—”ﬂf_—”{li
. DD Purchased b W e uil s _LE'EUU— —
Purchased a bill on h;dn_n__ :_ = | _Ti:l'l_ﬂ_ﬂ_
}_ Sold forward TT % e EULME. —
| Forward purchased an;L':HECE'_]}E’_‘i o _23‘(E]. ——
| Remitted by TT _h_ e E_JUU__
| Deaft in London cancul_!ﬂ gl ______EU_UE L g
What steps would you take, if you are required to maintain 4 f'r‘edil l'}:&l:&ncc—_n:f (_‘;]’j.{f
10,000 in the NOSTRO account and keep as overbought posiaon on 'l'.-H!t 33-0‘?0-’
| (B Marks)
4. (a) OnJanuary 1, 2023 an investor has a portfolio of.5 securities as given below:
Security Price (Rs.) No. of shares Beta
| A 612.65 3000 ?
| B 334.20 5000 T
C 454.45 6000 0.40
D T75.30 10000 0.95
E 78105 3000 0.85

Portfolio beta is 0,859,

The cost of capital to the investor is 10.5% p.a.
You are required-to.caleulate:

(i)  The betaof Security A,

(i) Thetheoretical value of the N ifty futures

N for February, 2023. Current value of

(i) The number of contract of Nifty the investor needs
;mttﬂ February, f{lir _his portfolio, if the current
utures have a minimum trade lot requiremen
Futures are trading at thajy fair value
What will be new betg if 4 Fat

No:of days in g ye

to sell to get a full hedge
value of Nifty is 6500 and Nifty
t of 200 units. Assume that the
(iv)
Mre contracts are sold to the

: Investors?
ar be traded as 465 days i

Given: In

L-l.--l i, V.1 p== =
uﬁ; u‘ ﬂggg. E” L I 01598 dll(l B2 a =, -‘. 01682 ‘b I'ildl kB)
1
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LCONOMmie I\(.'n 1 ‘\Ri ‘Ll |.i ! A
t il i i ]hl fh. W) of A

Following is thi

Equity (Share (

{6}

H{q K2

Ad wran € 8

 capital strueture of ABC Lid

lapital + Resorves & Burph
i ¥8)

Debt (Coupon Rate 10%)

[nvested Capital

Followi
RNy
g data is given to'estimate the cost o el
{ f egquity capita

Beta of ARC Tid.

Risle bren vatad

A'\’erage nl'r’.]"{{ "

e, current vield on Govi. Bonds)

1 risk premium

it the e

1

Ec i
onomic Value Added (EVA) of ABC Ltd was € 51,10,000

The applicable

You are requir

! . = i H
(¢) Succession planning 1= & goo

prepared to p

corporate income tax ratp is 30%.

od to calculate the Profit After Tox

romote and advance allempleye

management 0¥ executive levels.

Do you agree?

(c) MN Bank entered into 8 P
Swap) on 8 principa]. of TO
rates for a fixed paym

August andw

Reﬁpecﬁve MIBOR rates for Tuesday

g 00%, B.25%,

MN Bank received T 275 ne

Working is to

You are re

Justify.

OR

crores and agreed
ent on the principal. The

as to commence on grd August an

8.156%, 7.90%, 1 95%, 8.18%.
t of gettlement.

be rounded off. Bank does not &

quired to caleulate the fixed rat

Sunday 18 holiday:

BQK2

d way for somplirigsto enst

oEABO Litd

e that

Tith ol seront TINET f

{4 Maxrks)

iginesses ATt fualls

t

as—not Just those whao are o he

Jain Vamila Swap through an O

{4 Marks)

1S (Overnight Index

to receive Ml ROR overnight floating

swap Was enter

ed inko on Monday 2%

d run for & period of T days.

{o Monday were

ceept decimal yvalues.

¢ and Intevest

under both legs wh
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BQK2 _
__saitial investment of
: : . ran javolve-an 1o
PQR Ltd. is considering a project in US, yehiok FAYS (Current spot exchange
£ sl of R wears.
¥ 124,50 Crore. The project will have useful life of © k; s and the san
* o el .h 3 on ik
rate is INR/USD is 83. The risk free rate in US ¥ % fallows
L : = L g s geey 516 TELGIRY S
6.9768%. Cash inflows in USD from the project 2 - Sl |
. e ——— | 5
oy | ] | |
Year 1 2 - e
| | 60.00,000 | 70,00,000 |

e in India is

50.00,000

| Cash inflow | 30,00,000 -1[1.|.1l'f-'.*“'“‘

=a 08 lakh to be received atter closure of
lh.%'n‘-_. N

ety { surplus of T 1
PQR Ltd. i expecting net surplus o QR Ltd. wi oo talke

forward cover to
a forward cover tc
: : :
the project. There is no salvage value. F

5 v p ~t11mtl g
pratect itself from exchange rate fluctuations. e =il

[ n _l_l 3—[ }_ _-l_— LL

| 1 s e | 064
| PVIF(6.976%, n). 09861 0.874 | 0.00 Lol .

— Tosaa | 0.849.| 0845

]Pmﬁmmmmn1lnmilQM1 0.884 | 0.849.

| BVIF(2%.m) | 0.898 | 0,797 | 0.712 06860567

[PVIF(5%,n) | 0.870 | 0.756 | 0.658'|0.572 | 0.497

You are required to recommend the INR/ USH rate for the forward cover? (6 Marks)

AMN Ltd, has surplus cash of ¥ 200 lakhs and wants to distribute 30% of it to the
shareholders. The company defidés to buy back shares. The Finance officer of the
company estimates that it shave price after repurchase is likely to be 15% above
the buyback price if ll_lf‘ burback route is taken. The number of shares outstanding
at present is 15 lakhs andithe current EPS is T 3.00.

Bought Back price isito be rounded off to one decimal point

You are reguived to determine.,

(i) Theppriceat which the shares can be repurchased, if th
g L1 Tne

of the company should be 2 250 lakhs after huvh k market capitalisation
vhack,
(11)  The number of shaves that can be repurchased
ased,
(i) The impact of
- Shﬂ_}_'p_ o] ol g Rt
Lo epurchase on the Ep

B, assumi
*Uming that net Income is the

(4 3-'1{1['1-;3;}

BQK2
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le)  Moh; i
B a re
sells _ﬂ{.};”ﬁﬁ 10,000 shares of X Lid

SELS 2,000 sharae ar pi L. @ ¥ 25 per s
com | shareg of A Ltd @ T 2B per share whose beta value iz 1.5 d
“Omplete hedge by buving or ¥ 40 per share hy ' gy
price of the ¥ buying 25 Nifty oty I]lrunu' a beta value of 2, He obtaing a
- A1 Nex PF Ay 3 B v Rl w LN BEE ‘
Xt day when the share of X 1td i1|=” fi 1I”” I'II1
. 4L, as iallen b

has dropped by © & position-at the closing
2d by h In the process he

: ¥ 4% and Nifty Futures
sutfered a loss of T 16625,

: 2.50%
T1“:‘!'!.1 Are required to determine
1) Thevalye
(11)
(ii1)

: of the Nifty future
Initial cash outlay
Cash inflow at the elose out

{1\\] pm'(‘r_lnl-. ra (a3 .
age Gain/ loss to Shares of A Ltd. at the time of closure (4 Marks)

(a) A Portfolio Mz
lia :"-I&TIHE‘.'E‘J‘ (PM) has three mutual funds in his portfolit, Following are

the details Ufihi_‘.St’- three mutual funds :

Particulars | Growth fund H;]l:”w.ed fund | Regular fund FMarket |
Average Return (%) 7.6 il ﬁ,.'-i. Ei= 51_ 2\
| Variance = | | 5041 |
Sharpe Ratio | 015 086 || cpas o | |
_T_reynor‘s Ratio = -3 =4.80 E |

The vield on 182 days Treasury bill is 9 per cent pér annum.
You are required to calculate
(i) Variance of the Funds

(i)  Coefficient of Determination of the Funds (8 Marks)

(b) True Life Inc., a US based company, has won a contract to implement a project in
India. The project will require an initial investment of T 8000 million. The whele
project along with the egquipment will be sold to the Indian Government for ¥ 9600
million in one-year time. Since the Indian Government will pay for the amount in
Indian Rupee (%), the company is worried about exposure due to exchange rate
volatility.

(i) Construct a’swap that will help the True Life Inc. to reduce the exchange rate
risk.

(i) Assume that the Indian Government offers a swap at spot rate which 1s
INR/USD 80 in one year. The spot rate after one year is expected to be
INR/USD 84. Further, vou may also assume that the True Life Inc. can also
take a USD loan at 6% per annum. ADVISE whether the company should opt
for this option or just do nothing. (6 Marks)

BQK2 P.T.0.
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