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Answersto questions are to be given only in English except in the case of candidates who have opted for Hindi
medium.If a candidate who has not opted for hindi medium,answersin hindi,his answersin hindi will not be valued.
Question No. 1 is compulsory.Answer any four questions from the rest.Figuresin the margin indicate marks alloted
to each question.
Working notes should form part of the answer.

QUESTION NO. 1 (a) [14Marks]|[Capital Budgeting Question No. 8A Of Aaditya Jain Sir Question Booklet] A company
is considering two mutually exclusive projects X and Y. Project X costs Rs. 30,000 and Project Y Rs. 36,000. You have been
given below the net present value, probability distribution for each project:

Project X Project Y
NPV Estimate Probability NPV Estimate Probability
3,000 0.1 3,000 0.2
6,000 04 6,000 0.3
12,000 0.4 12,000 0.3
15,000 0.1 15,000 0.2

(i)Compute the Expected Net Present Value of Projects X and Y. (ii)Compute the risk attached to each project i.e., Standard
Deviation of each probability distribution. (iii)Which project do you consider more risky and why? (iv)Compute the Profitability
Index of each project

Solution
@ Project X
NPV Estimate Probability NPV Estimate Deviation Square of the Square of the
x Probability from Expected NPV deviation deviation x Probability
3,000 0.1 300 6,000 3,60,00,000 36,00,000
6,000 0.4 2,400 3,000 90,00,000 36,00,000
12,000 04 4,800 -3,000 90,00,000 36,00,000
15,000 0.1 1,500 -6,000 3,60,00,000 36,00,000
Expected NPV 9,000 1,44,00,000
Project Y
NPV Estimate Probability NPV Estimate Deviation Square of the Square of the
x Probability from Expected deviation deviation x
NPV i.e. Rs. Probability
3,000 0.2 600 6,000 3,60,00,000 72,00,000
6,000 0.3 1,800 3,000 90,00,000 27,00,000
12,000 0.3 3,600 -3,000 90,00,000 27,00,000
15,000 0.2 3,000 -6,000 3,60,00,000 72,00,000
Expected NPV 9,000 1,98,00,000

(i) Expected Net Present Value : The Expected Net Present Value of Project X and Y is Rs. 9,000 each.

(inSandard Deviation :

Project X : Standard Deviation= ,/Rs. 1,44,00,000 =3,795.Project Y : Standard Deviation= ,/Rs.1,98,00,000 =4,450

(i)
Expected NPV
Standard Deviation

Coefficient of Variation =

\

X
9,000
3795

Standard Deviation

Expected Net Present Vaue

3,795

Y
9,000
4450

4,450

Project X : Coefficient of Variation = m =0.42;Project Y : Coefficient of Variation = m =0.49 or 0.50

7,
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V) Profitability Index = Present Valueof Cash Inflow
(iv) Profitability Index = Present Vaueof Cash Outflow

9,000+ 30,000 9,000 + 36,000

Project X : Profitability Index = — 55 555~ = 1-30;Project Y : Profitability Index = ~ 36000 -1

QUESTION NO. 1 (b) [6 Marks][Valuation Of Business Question No. 2C Of Aaditya Jain Sir Question Booklet]A
company is presently working with an earning before interest and taxes (EBIT) of Rs. 90 lakhs. Its present borrowings are:

(Rs. lakhs)

12% term loan 300
Working Capital:

Borrowing from Bank at 15% 200
Public deposit at 11% 90

The sales of the company is growing and to support this the company proposes to obtain additional borrowing of Rs. 100 lakhs
expected to cost 16%. Theincreasein EBIT isexpected to be 18%.Cal cul ate the present and revised interest coverage ratio and
comment.
Solution
Calculation of Present Interest Coverage Ratio

Present EBIT = Rs. 90 lakhs

Present Interest Charge: Rs. in lakhs
Termloan @ 12% 36
Bank Borrowings @ 15% 30
Public Deposit @ 11% 9.9
75.9

EBIT Rs. 90 lakhs

Present Interest Coverage Ratio = Interest Charges =Rs 759 |akhs 1.1858

Calculation of Revised Interest Coverage Ratio
Revised EBIT (118% of Rs. 90 lakhs) = 106.2 lakhs

Proposed interest charges Rs. in lakhs
Existing charges 75.90
Add : Additional charges (16% of additional borrowingsi.e. 100 lakhs) 16.00
Total 919
EBIT Rs. 106.2 lakhs

Revised interest coverage Ratio = =1.1556

Interest Charges: Rs. 91.9 lakhs

AnalysisComment : With the proposed increase in the sales the burden of interest on additional borrowings of Rs. 100 lakhs
will adversely affect the interest coverage ratio.Interest Coverage Ratio has been reduced by 2.61% approximately (i.e. from
1.1858 to 1.1556).

QUESTION No. 2(a)[10 Marks][Merger & Acquisition Question No.5A Of Aaditya Jain Sir Question Booklet] The
followinginformation isprovided related to the acquiring Firm Mark Limited and thetarget Firm Mask Limited:

Firm Mark Limited Firm Mask Limited
Earning after tax (Rs.) 2,000 lakhs 400 lakhs
Number of shares outstanding 200 lakhs 100lakhs
P/E ratio (times) 10 5

Required:
(i) What isthe Swap Ratio based on current market prices?(ii) What isthe EPS of Mark Limited after acquisition?(iii)What isthe
expected market price per share of Mark Limited after acquisition,assuming P/E ratio isadversely affected by 10%(iv) Determine|
the market value of the merged firm(v) Calculate gain/ lossfor shareholders of the two independent companies after acquisition.
Solution :

(i) Swap Ratio based on Current Market Price : Mark Mask

Earning After Tax 2000Lakhs 400 Lakhs
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No. of Equity Shares 200Lakhs 100 Lakhs
EPS 10 4
PIERatio 10 5
MPS 100 20
Swap Retio = —> =
PRAO= 700
) (2000 + 400)L
(1) EPS,.s = 200L +100L x.2 = 1091

(iii) Expected MPS of Mark Ltd. after acquisition, assuming P/E Ratio of Mark Ltd. remains unchanged :

MPS,,, = PIERatio,,, x EPS,  =Rs. 10x 10.91 = Rs. 109.10

(iv) Market Value of Merged firm = MPSAfter Merger x Total No. Of Equity Shares After Merger = Rs. 109.10 x 220 Lakhs
= 24002 Lakhs.

(v) Gain/Lossfrom Merger :

Post Merger Market Value of the Merged firm = Rs. 24002 Lakhs.
Less: Pre-Merger Market Value:
Mark Ltd : 200 L x 100 = Rs. 20000 Lakhs.
Mask Ltd. 100 L x 20 = 20 Crores = Rs. 2000 Lakhs.
Gain from Merger Rs. 2002 Lakhs.
Appropriation of Gains from the merger among shareholders:
Mark Ltd. Mask Ltd.

Post Merger Value 21820 Lakhs. 2182 Lakhs.

[200 L x 109.10]= [100 L x .2 x 109.10]=
Loss: Pre-Merger Market Value 20000 Lakhs. 2000 Lakhs.
Gainto Shareholders 1820 Lakhs. 182 Lakhs.

QUESTION NO. 2(b)[10 Marks][Valuation Of Business Question No. 2C Of Aaditya Jain Sir Question Booklet] In the
current year, a corporate firm has reported a profit of Rs. 65 lakh, after paying taxes @ 35 per cent. On close examination, the|
analyst ascertains that the current year’s income includes: (i) extraordinary income of Rs. 10 lakh and (ii) extraordinary loss of
Rs. 3 lakh. Apart from existing operations, which are normal in nature and are likely to continue in the future, the company
expectsto launch anew product in the coming year.

Revenue and cost estimates in respect of the new product are as follows :

Sdes Rs. 60 Lakh
Material Cost 15
Labour cost (additional) 10
Allocated fixed costs 5
Additional fixed costs 8

(i)From the above information compute the val ue of the business, given that capitalisation rate applicable to such businessin the
market is 15%.

(ii)Determine the market price per equity share, with X Itd.’s Share Capital being comprised of 1,00,000 11% preference shares
of Rs.100 each and 40,00,000 equity shares of Rs.10 each and the P/E Ratio being 8 times.

Solution :

(i) Profit before tax [Rs. 65 lakh/(1-0.35)] Rs. 100 lakh
Less extraordinary income (not likely to accruein future) (20)
Add extraordinary loss (non-recurring in nature) 3
Add incremental income expected from the launch of the new product:

Sdes Rs. 60 lakh

LessMaterial costs Rs. 15 lakh

Labour costs 10

Fixed costs (additional) 8 33 27
Expected profits before taxes 120
Less taxes (0.35) 42

Future Maintai nable Profits after taxes 78
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Relevant capitalisation factor

Profit 78

. i = =—=>520Lakhs
. Valueof business = Relevant Capitalisation Factor .15

Additional Analysis: Allocated Fixed Costs areirrelevant cost for new product which is being launched by the company. These
are costs which are not incurred due to new product exclusively .These cost will be incurred even if new product is not
manufactured by the company.But we will consider additional fixed cost which are mainly incurred by the company due to new

product.

(i) Given,

11% Preference Share Capital 1,00,000 @ Rs.100each  100,00,000

40,00,000 Equity Share @ Rs.10 each 400,00,000
500,00,000

_ MPS

PERatio=8 = Eps = MPS =8 x EPS.Therefore we have

Future Maintanable ProfitsAfter Taxes 78,00,000

Lesss  Preference Dividend 11% of Rs.100 Lakhs (12,00,000)

Profit Availableto Equity Shareholder (A) 67,00,000

No. of Equity Shares (B) 40,00,000

EPS(A/B) 1.675

MPS ( 8 x 1.675) 134

QUESTION NO. 3(a)[14 Marks][L easing Similar to Question No. 1A Of Aaditya Jain Sir Question Booklet] Sundaram
Ltd. discountsits cash flows at 16% and isin the tax bracket of 35%.For the acquisition of a machinery worth Rs.10,00,000, it
hastwo options- either to acquireit by taking abank loan @ 15%p.a. repayablein 5 yearly instalments of Rs.2,00,000 each plus|
interest or to lease the asset at yearly rentals of Rs.3,34,000 for 5 years. In both the cases the instalment is payable at the end of
the year. Depreciation is to be applied @15% using “Written Down Value”(WDV) method. You are required to advise which of
the financing optionsis to be exercised and why.

Year 1 2 3 4 5

PVF @ 16% 0.862 0.743 0641 0552 0.476

Solution :Given,Discont Rate = 16% ; Tax Rate = 35%; Cost of the Asset = 10,00,000;Interest=15%p.a. ; Year=5year;Yearly
Installment = 2,00,000; L ease ; Depreciation=15%p.aWDV Method; Yearly L ease Rental = 3,34,000
Working Notes 1: Calculation of Depreciation

Year Opening Balance Depreciation@15%  Closing Balance

1 1000000 150000 850000

2 850000 127000 722500

3 722500 108375 614125

4 614125 92118.75 522006.25

5 522006.25 78301 443705.25
Working Note 2 : Calculation Of Interest

Year Opening Balance I nterest @15% Closing Balance

1 10,00,000 1,50,000 8,00,000

2 8,00,000 1,20,000 6,00,000

3 6,00,000 90,000 4,00,000

4 4,00,000 60,000 2,00,000

5 2,00,000 30,000 Nil

Note: Since Salvage Valueisnot given in question,it has been totally ignored from our calculation.
Calculation of Present Value of Outflow

Under Lease:
Year LeaseRental Net Of Tax PVAF@16% PresentValue
1-5 3,34,000(1-.35) =217100 3.724 710785.4

Present Value of Cash Outflow 710785.4
Under Loan:
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Year Installment  Interest Net of Tax Tax Saving on Depreciation ~ Total Net Cash Outflow

1 2,00,000 97,500 (52,500) 2,45,000
2 2,00,000 78,000 (44,625) 2,33,375
3 2,00,000 58,500 (37,931) 2,20,569
4 2,00,000 39,000 (32,242) 2,06,758
5 2,00,000 19,500 (27,405) 1,92,095
Year Cash Flow PVF@16% Present Value

1 2,45,000 .862 2,11,190

2 2,33,375 743 1,73,398

3 2,20,569 .641 1,41,384

4 2,06,758 .552 1,14,130

5 1,92,095 A76 91,437

Present Value Of Cash Outflow 7,31,539

Decision: Sundaram Ltd Company should choose Lease Option.
QUESTION NO. 3(b)[6 Marks][Covered in Aaditya Jain Sir Theory Book]Explain briefly Capital Rationing?

~M eaning : Capital Rationing isasituation where aconstraint or budget ceiling is placed on thetotal size of capital expendi-
turesduring aparticular period.

=~ In other words “Capital Rationing refers to a situation where a company cannot undertake all positive NPV projects it has
identified because of shortage of capital ™.

~Reasons For Capital Rationing:

Exter nal Factors: Under thisthefirm does not have funds & it also cannot raise them from finincial markets.Some reasons can
be: (i) imperfections in capital markets (ii) non-availability of market information (iii) investor’s attitude (iv) Firm’s lack of
credibility in market (v) High Flotation costs

I nternal Factors:Internal capital rationing arise dueto the self-imposed restrictionsimposed by management .Under thisthough
the funds can be arranged but firm itself impose restrictions on investment expenditure . Some reasons can be :

(i) not to take additional burden of debt funds (ii) laying down aspecified minimum rate of return on each project (iii) No further
Equity Issueto prevent dilution of control , (iv) Divisional Budgets used to prevent any inefficency or wastage of funds by them
~Different Situations of Capital Rationing :

(i) Single Period Capital Rationing : Funds limitation is there only for one year. Thereafter , no Financial constraints.

(if) Multi Period Capital Rationing : Funds limitaton isthere in more than one years.

(iii) Divisible Proj ects : These are the projects which can be accepted fully aswell asin fractions. NPV is aso adjusted to the
same fraction as cash outflows.

(iv) Indivisible Projects : These are the projects which can only be accepted fully, not in fractions.

~\Ways of Resorting Capital Rationing : There are various ways of resorting to capital rationing, some of which are :

(i) By way of Retained Earnings: A firm may put up aceiling when it has been financing investment proposal s only by way of
retai ned earnings (ploughing back of profits). Since the amount of capital expenditurein that situation cannot exceed the amount
of retained earnings, it is said to be an example of capital rationing.

(i1) By way of Responsibility Accounting : Capital Rationing may also be introduced by following the concept of ‘responsibility
accounting’, whereby management may introduce capital rationing by authorising a particular department to make investment
only upto a specified limit, beyond which the investment decisions are to be taken by higher-ups.

(iii) By making full utilization of budget as primary consideration : In Capital Rationing it may also be more desirable to
accept several small investment proposalsthan afew large investment proposal s so that there may befull utilisation of budgeted
amount. This may result in accepting relatively less profitable investment proposals if full utilisation of budget is a primary
consideration. Thus Capital Rationing does not always|ead to optimum results.

QUESTION NO. 4(a)[10 M ar ks|[OptionsSimilar to Question No. 3A/4A/5A/5B Of AadityaJain Sir Question Booklet] The
equity shareof VCC Ltdisquoted at Rs.210.A 3-month call option isavailable at apremium of Rs.6 per Share and a 3-month put
optionisavailableat apremium of Rs. 5 per share. Ascertain the net payoffsto the option holder of acall option and aput option,
giventhat:

(i) The strike price in both cases is Rs.220; and(ii) The share price on the Exercise day is Rs.200, 210,220,230,240.
Alsoindicate the price range at which the call and the put options may be gainfully exercised.
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Solution :

Given,Underlying Asset=V CC Ltd Equity Share;Current Market Price = Rs. 210/-;Maturity Period = 3 month ; Type of Option
= Call Option & Put Option ; Premium: Call: Rs.6 per Share Put :Rs.5 per Share ;Strike Price : Rs.220 (Both for Call & Put)
Expected Market Price on Expiry: Rs 200, 210, 220, 230, 240.

(i) Calculation of Net Payoff

I
~

Actual Market Priceon Expiry Strike Price Net Profit/Lossfor Call Net Profit/Lossfor Put
200 220 -6 +15
210 220 -6 +5
220 220 -6 -5
230 220 +4 -5
240 220 +14 -5

Price Range at which the call and the put options may be gainfully exercised.

For Call : Breakeven Price for Call:

AMP= Strike Price + Option Premium = 220 + 6 = Rs. 226.

If Actual Market Priceis higher than 226 then Call Option can be gainfully exercised.
For Put: Breakeven Pricefor Put:

AMP=Strike Price-Option Premium = 220 - 5 = Rs. 215

If Actual market Priceislower than 215 then Put can be gainfully exercised.

QUESTION NO. 4(b) [4 Marks][Mutual Fund Question No. 3A Of Aaditya Jain Sir Question Booklet] A mutual fund that,

had a net asset value of Rs.16 at the beginning of month made income and capital gain distribution of Re.0.04 and Re.0.03 per

sharerespectively during the month, and then ended the month with aNet Asset Value of Rs.16.08. Cal culate monthly and annual

return (%).

(16.08—16) +.04+.03
16

Annual Rate of Return = 0.9375%x 12 = 11.25% p.a

x100=0.9375%

Solution :Monthly Rate of Return =

QUESTION NO. 4(c) [6 Marks][Covered in Aaditya Jain Sir Theory Book] Write a short note on Debt Securitisation?

~Meaning : Securitisation is a process of pooling and repackaging homogeneous illiquid financial assets into marketable
securities that can be sold to investors. Securitisation is the process by which financial assets are transformed into securities|
.Since through Securitisation , the illiquid financial assets or debtors are converted into Securities, it can also be called as “* Debt
or Asset Securitisation” .

=~ Process: For example abank lends Rs. 10 lakhs each to 300 borrowers as part of itsloan portfolio. Thetotal debt thus onthe
books of the bank will be Rs. 30 crores. By way of securitisation, the bank can break the entire portfolio of loan/debt of Rs. 30
crores into a paper of Rs. 300 each for instance, and market it in the secondary market to investors.

~ Debt Securitisation will thus provideliquidity to theinstrument.

~Sepsinvolved in a Securitisation Process :

The basic debt securitisation process can be classified in the foll owing three functions.

(i) The Origination Function : A borrower seeks aloan from a finance company, bank, housing company or alease from a|
leasing company. The creditworthiness of the borrower is evaluated and a contract is entered into with repayment schedule
structured over the life of the loan.

(ii) The Pooling Function : Similar loansor receivables are clubbed together to create an underlying pool of assets. Thispool is|
transferred in favour of a SPV - (Specia Purpose Vehicle), which acts as a trustee for the investor. Once the assets are|
transferred, they are held in the originators’ portfolios.

(iii) The Securitisation Function : It is the SPV’s job now to structure and issue the securities on the basis of the asset pool.
The securities carry a coupon and an expected maturity, which can be asset based or mortgage based. These are generally sold
toinvestorsthrough merchant bankers. Theinvestorsinterested in thistype of securitiesaregenerally institutional investorslike
mutual funds, insurance companies etc. The originator usually keeps the spread available (i.e.difference) between yield from
secured assets and interest paid to investors.

7,




7 \
8 CA Aadiya Jain

The digrame bellow illustrates the process of Scuritisation in India

Borrower

Originator Lends money to
(Y Ltd.)

ICICI Bank)
ICICI securitises loan T~ ARCIL pays disscounted
to SPV i.e. ARCIL amount to ICICI
h
SPV
(ARCIL)

o ) Now SPV holds an asset i.e. recovery rights from Y. Ltd.
=~ Parties involved in Securfitisation Pro

(i) TheOriginator : Thisis tﬁée\%gﬁes boages%n r%ﬂ ﬁ%assth{oug egr{tlflcateson hsa setot?I ener I

C

(ii) Special Pupose Vehicle[SPV) : FhlSl the ntl o |ch the securitisation transactlonlsactually operated i.ewho
ke $

buys the assets to be securitiged & tHen isy |% backed by those assets.
(i) The Investor : These afe the ‘ehiiti KDV PRrepBresaitY RIFtheir sufplus funds. They buy the
securities issued by SPV and|getretetagbnidnefarsorat mt@,r.est and principal repayment as per agreedl schedule.

(iv) Other Parties: ObligatprdaRelPgécgaencies, amii stiatonyAget anddhErsstepyestors
~|nstruments of Securitisation :Under this process securities i1ssued by SPV are in the form of Pass Through Certificate
(PTC), Pay Through Securities (PTS) and Stripped Securities. Securities may be Asset Backed Securities and Mortgaged
Backed Securities.

(i) Asset Backed Securities: These are securities backed by other assets like credit card receivable, trade receivables etc .

(if) Mortgage Backed Securities: These are the securitieswhere the assets coll aterised are mortgageloansi.e loans secured by a|
mortgage of specified immovable property .

=~ Benefits to the Originator :

1. The assets are shifted off the balance sheet, thus giving the originator recourse to off balance sheet funding.

2. It convertsilliquid assetsto liquid portfalio.

3. It facilitates better balance sheet management as assets are transferred of f balance sheet facilitating satisfaction of capital
adequacy norms.

4. The originator’s credit rating enhances.

=~ Benefits to the Investor :

1. For theinvestor securitisation opens up new investment avenues.

2. Though the investor bearsthe credit risk, the securities are tied up to definite assets.

3. Securitisation helps to convert a stream of cash receivablesinto a source of long-term finance.

4. Securitiesarerated by Credit Rating Agencies and it becomeseasier for an investor to comparerisk return profile and make an
informed choice.

~ Recent Scenario: In Indian context Debt Securitisation has began to take off. Theideal candidatesfor thisare hire purchase
and leasing companies, asset finance and real estate finance companies. Thefirst securitisation deal was structured by Citibank in
1991.National Housing Bank,Housing and Urban Devel opment Corporation,LIC Housing and HDFC have emerged askey players
in the securitisation market . The experiment has aready been initiated in Indiaby the Housing Devel opment Finance Corporation
(HDFC) by selling a part of itsloan to the Infrastructure Leasing and Financial ServicesLtd. (ILFS) and has therefore become
apacesetter for other kinds of debt securitisation as well. The Industrial Credit and Investment Corporation of India (ICICI) as
well asother privatefinancial companieshave been trying similar dealsfor leaserentals.

QUESTION NO. 5(a)[6 Marks][Foreign exchange Similar to Question No. 2B Of Aaditya Jain Sir Question Booklet]
The following two way quotes appear in the Foreign Exchange Market:
Spot 2-MonthsForward
Rs/US$ Rs.46.00/Rs.46.25 Rs.47.00/Rs.47.50
Required:
(iY)How many US dollars should afirm sell to get Rs.25 lakhs after 2 months?
\_
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(il)How many Rupeesisthe firm required to pay to obtain US$ 2, 00,000 in the Spot Market?
(iii)Assume the firm has US $ 69,000 in current Account earning no interest.ROI on Rupee Investment is10% p.a. Should the)
firm encash the US $ now or two months later?

Solution :
Given, Spot Rate: 1US$ =Rs.46 — Rs.46.25 ; 2 Month Forward 1US$=Rs.47 — Rs.47.50

= $53191.48936

(i) For getting Rs.25,00,000 after 2 month the required Dollar a Firm should sell = 25,00,000 x 700"

[Hint :1Re= $L—$L}
4750  47.00
(ii)For obtaining US$ 2,00,000in the Spot Market, the required Rupeethe firmisrequired to pay = 2,00,000x 46.25 =Rs.92,50,000.

(iii) If the firm encash US $ now:

2 10
Amount of Rupee received now with US$ 69,000 = 69,000 x 46 = 3174000 + 3174000 x 2 100" Rs.31,74,000.

After 2 month this amount will grow @ 10% p.a. and hence will become = Rs.32,26,900
If the firm encash US$ 2 months later

Amount of Rupee Received after 2 month with US$ 69,000= 69000 x 47=Rs.32,43,000.
Decision: The Firm should encash US$ 69000 2months later.

QUESTION NO. 5(b)[10 Marks][Capital Budgeting Question No. 2E Of Aaditya Jain Sir Question Booklet] A & Co. ig
contemplating whether to repl ace an existing machine or to spend money on overhaulingit. A & Co. currently paysno taxes. The|
replacement machine costs Rs. 90,000 now and requires maintenance of Rs. 10,000 at the end of every year for eight years. At
the end of eight yearsit would have asalvage value of Rs. 20,000 and would be sold. The existing machine requiresincreasing
amounts of maintenance each year and its salvage value falls each year asfollows:

Year Maintenance (Rs.) Salvage (Rs.)
Present 0 40,000

1 10,000 25,000

2 20,000 15,000

3 30,000 10,000

4 40,000 0

The opportunity cost of capital for A & Co. is 15%. Required: When should the company replace the machine?
(Notes: Present value of an annuity of Re. 1 per period for 8 years at interest rate of 15% : 4.4873; present value of Re. 1 to be
received after 8 years at interest rate of 15% : 0.3269).

Solution A & Co." Equivalent Annual Cost of (EAC) of New Machine" Rs.
Cost of New Machine Now 90,000
Add : Present Value of Annual Repairs @ Rs. 10,000 per annum for 8 years  (Rs. 10,000 x 4.4873) 44,873
1,34,873
Less: Present Value of Salvage Value at the end of 8 years(Rs. 20,000 x 0.3269) _(6,538)
NPV Of Outflows for New Machine 1,28,335
. Net Present Value 128335
Equivalent Annual Cost (EAC) PVAF (15%,8Y ears) = 14873 28,600
Option 1: Replace Existing M achine Now
Year Particulars Cash Flow PVF @ 15% Present Value
0 Salvagevalue 40,000 1 40,000
1-4 EqualizedAnnual cost  (28,600) 2.8550 (81,653)
NPV (41,653)
Option 2 : Replace Existing Machine at the End of Year 1.
Year Particulars Cash Flow PVF @ 15% Present Value

1 Repairs& Maintenance (10,000) 0.8696 (8696)
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1 SalvageVaue 25,000 0.8696 21740
2-4 EqualizedAnnual Cost  (28,600) 1.9854 (56782)
NPV (43735)
Option 3: Replace existing Machine at end of Year 2.
Year Particulars Cash Flow PVF @ 15% Present Value
1 Repairs& Maintenance (10,000) 0.8696 (8696)
2 Repairs& Maintenance (20,000) 0.7561 (15122)
2 SalvageVdue 15,000 0.7561 11342
34 EquilizedAnnua cost  (28,600) 1.2293 (35155)
NPV (47634)
Option : 4 Replacethe Machine at theend of Year 3.
Year Particulars Cash Flow PVF@15%  Present Value
1 Repair and Maintenance (10,000) 0.8696 (8696)
2 Repair and Maintenance (20,000) 0.7561 (15122)
3 Repair and Maintenance (30,000) 0.6575 (19725)
3 SavageVdue 10,000 0.6575 6575
4 Equilized Annua Cost (28,600) 0.5718 (16353)
NPV (52292)
Option : 5 Replace the Machine at the end of Year 4.
Year Particulars Cash Flow PVF@15%  Present Value
1 Repair and Maintenance (10,000) 0.8696 (8696)
2 Repair and Maintenance (20,000) 0.7561 (15122)
3 Repair and Maintenance (30,000) 0.6575 (19725)
4 Repair and Maintenance (40,000) 0.5718 (22872)
NPV (66415)

Advice: Thecompany should replace the old machineimmediately and realizeits Salvage Val ue because its Present Vel ue of Cash
Outflow islower in case when Company is replacing its existing Machine now i.ein Year O

QUESTION NO. 5(c)[4 Marks][Covered in Aaditya Jain Sir Class Register]According to the position taken by Miller and
Modigliani, dividend decision does not influence value. Please state briefly any two reasons, why companies should declare
dividend and not ignoreit.

Two reasons, why companies should declare dividend and not ignoreit are asfollows :

~ (i) High dividend payout is important for investors because dividends provide certainty about the company’s financial well-
being; Dividends are also attractive for investors|ooking to secure current income.Generally speaking, the fact that acompany
can afford to pay adividend is viewed as asign of economic health.

~ (ii) In addition, there are many examples of how the decrease and increase of a dividend distribution can affect the price of &
security. Companies that have along-standing history of stable dividend payouts would be negatively affected by lowering or
omitting dividend distributions; these companieswould be positively affected by increasing dividend payouts or making additional
payouts of the same dividends. Furthermore, companies without a dividend history are generally viewed favorably when they
declare new dividends.

In today’s investment environment, where there are only relatively modest capital gains expectations for stocks and low interest
rates, dividends can have asignificant impact on investment returns.

QUESTION NO. 6(a)[6 Marks][Covered in Aaditya Jain Sir Theory Book] What is the Sensitivity Analysisin Capital
Budgeting?

~Meaning : Sensitivity Analysis enables managersto assess how responsive the NPV isto changesin the variableswhich are|
used to calculateit.

= Seps: Sensitivity Analysisinvolvesthree steps

(i) Identification of all those variables having an influence on the project’s NPV or IRR.

(ii) Definition of the underlying quantitative rel ationship among the variables.

(iii) Analysis of the impact of the changesin each of the variables on the NPV of the project.
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~ Sensitivity Analysisanswersquestionslike,

(i) What happens to the present value (or some other criterion of merit) if flows are, say Rs. 50,000 than the expected Rs.
80,0007

(it) What will happento NPV if the economic life of the project is only 3 years rather than expected 5 years?

~|mportance: It directsthe management to pay maximum attention towardsthe factor where minimum percentage of adverse
change causes maximum adverse effect.

~Only atool : However, it should not be viewed as the method to remove therisk or uncertainty, itisonly atool to analyse and
measure therisk and uncertainty.

~ Assumptions: Interms of capital budgeting the possible cash flows are based on three assumptions:

(a) Cash flows may be worst (pessimistic) (b) Cash flows may be most likely (c) Cash flows may be most optimistic.
~Computation : Sensitivity of avariableiscal culated by using following relation : Sensitivity (%) = Change/Base x 100
~Decision : If NPV wereto become 0 with 2% changein fixed costsrelative to 10% change in sales, project is said to be more|
sensitive to fixed costs than to sales. Thisis because asmall change in fixed costs leads to areversal of investment decision.
~L imitations:(i) Sensitivity Analysisassumes variablesto be completely unrelated / independent to each other, which is gener-
aly not the case .(ii) Thereis no clear roadmap to indicate how the decision-maker will use results of the sensitivity analysis.
~ In Sensitivity Analysis Finance Manager seeks answer to “What if” Situations.

~ Some parametersto be used under Sensitivity Analysisare Size of the project, Cash flows, Life of the project, Discount Rate.
~ Under thisanalysis each input variable (parameters) is considered separatel y and all other variables are held constant.

=~ Hence wherever there is an uncertainty, of whatever type, the sensitivity analysis playsacrucial role.

QUESTION NO. 6(b)[4 Marks][Miscellaneous Question No. 4B Of Aaditya Jain Sir Question Booklet]Z co.Ltd. issued
commercial paper worth Rs.10 crores as per following details:

Date of Issue: 16th January, 2009
Date of Maturity: 17th April, 2009
No. Of days: 91

Interest Rate 12.04%p.a.

What was the net amount received by the company on the issue of CP? (Charges of the intermediary may be ignored)

Solution :Let the amount received by the company on issue of Commercia Paper be X.Therefore we have

1204 91

X+ Xx 0 <3 100,00,000 —1.030017534x =100,00,000=> x = Rs.9708572.592

QUESTION NO. 6(c)[5 Marks][Covered in Aaditya Jain Sir Theory Book]What are the advantages of investing in
Mutual Fund?

The mgjor advantages of investing in Mutual Fund are discussed bel ow:

1. Professional M anagement One of the major advantage of the mutual fund isthe availability of low cost highly professional
and skilled management services. The managers have sound knowledge and wide experiencein investment.

2. Low Cost High Value Portfolio Diversification Market related risk can be reduced by diversification of portfolio. For @
small investor appropriate portfolio diversification isnot possible due to shortage of minimum required funds. But with investmentg
in mutual funds, portfolio of evenasmall investor getsautomatically diversified.

3. Reduction/Diver sification of Risk When ainvestor, invest inamutual fund heisactually investing in apool of funds. These
fundswill in turn beinvested in securities. So theindividual investor will share the losseswith othersinvestors.

4, Reductionin Transaction Cost A mutual fund can offer economiesof search & verification dueto size & scaleof operations.
5. Liquidity Mutual fund investsin anumber of securitiesbut not all the securitiesare easily sellable. When ainvestor investsin
amutual fund, he can sell his units any time to the fund, in case of open ended schemes or cash his investment by selling in
secondary market, in case of close ended schemes, thus mutual fund investments are quiteliquid.

6. Tax Benefits There are many tax benefits available under Income Tax Act 1961 for investing in Mutual Fund Schemes.

7. Convenient Administration :Investing in aMF reduces paper work and hel psinvestorsto avoid many problems such asbad
deliveries,delayed payments and unnecessary follow up with brokers and Companies.

8. Trangparency : Investors get regular information on the value of their investment in addition to disclosure on the specific
investments made by scheme , the proportion invested in each class of assets and the Fund Manager’s investment strategy and
outlook.
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9. Return Potential : MF hasthe potential to provide ahigher return asthey invest in adiversified basket of sel ected securities.

QUESTION NO. 6(d)[5Marks] [Covered in Aaditya Jain Sir Theory Book]Write abrief note on Small Industries Develop-
ment Bank Of India?

SMALL INDUSTRIESDEVELOPMENT BANK OF INDIA

Premium Financial Institute in India

~The SIDBI was established on April 02, 1990 by Government of India, asawholly owned subsidiary of IDBI. It was delinked
from IDBI w.e.f. March 27, 2000. SIDBI is headed by the Chairman & Managing Director. The SIDBI is operating different
programmes and schemes through 5 Regional Offices and 33 Branch Offices.
~Small Industries Devel opment Bank of India (SIOBI) is governmental organization whaose objectiveisto assist the devel opment|
of small industries.
~|t is ainstitution which is engaged in refinancing activities; it funds a few schemes intended for SSls through scheduled/
nationalized banks.
~ During the year 2002-03, the aggregate sanctions and disbursements of SIDBI amounted to Rs.10904 crore and Rs.6789 crore
respectively.
~ Channels of Assistance : SIDBI’s financial assistance to small scale sector has three major dimensions :
(i) Direct assistance : The objective behind SIDBI’s direct assistance schemes has been to supplementthe efforts of PLIs by
identifying the gapsin the existing credit delivery mechanism for SSls.Assistance is provided directly through 43 branches of
SIDBI. The assistance is extended directly for setting up of new SSI units, small hotels, hospital /nursing homes, technology
upgradation andmodernisation, expansion and diversification, marketing of SSI products, setting up of multiplexes,devel opment
of infrastructure for the SSI sector, discounting of bills etc.
(ii) Indirect assistance : SIDBI’s schemes of indirect assistance envisage credit to SSls through a largenetwork of 913 PLIs
SIDBI has bagged the prestigious “ADFIAP Development Award 2003” for its Rurallndustries Programme designed to give
impetusto rural development by creating sustainableindustrialand service enterprisesin rural areas. spread across the country
with a branch network of over 65,000.The assistanceis provided by way of refinance, bills rediscounting and resource support
in the form ofshort term loang/line of credit in lieu of refinance etc.
(iii) Development and Support Services: SIDBI extends development and support servicesin the form ofloans and grants to
different agencies working for the promotion and development of SSIs and tinyindustries. The support is given for enterprise
promotion with emphasis on rural industrialisation,HRD development in the SSI sector, technology upgradation, quality and
environment management,marketing promotion, information dissemination etc.
~ SIDBI has bagged the prestigious “ADFI AP Development Awar d 2003” for its Rural Industries Programme designed to give
impetusto rural development by creating sustainable industrial and service enterprisesinrural areas.
=~ Subsidiaries Of SIDBI :SIDBI Venture Capital Ltd. [SVCL] & SIDBI Trustee Co.Ltd. [STCL]
=~ Associate Organisations : Credit Guarantee Fund Trust Scheme for Small Industries [CGTSI] & Technology Bureau for
Small Enterprises[ TBSE]
~Head Officee MUMBAI:Nariman Bhavan,227,Vinay K. Shah Marg,Nariman Point,Mumbai - 400 021 Website : www.sidbi.com
~ Achievements: SIDBI retained its position in the top 30 Development Banks of the World in the latest ranking of The Banker,
London. As per the May 2001 issue of The Banker, London, SIDBI ranked 25th both in terms of Capital and Assets.
~Technology Oriented :SIDBI is also using softwares like CART to assess and rate borrowers and firms and for fixing loan
rate.

100% Coverage Of CA Final June 09 MAFA Paper From Aaditya Jain Sir Assignment & Theory Book
Total MarksAlloted To Theory in June 09- 32 Marks
For Theory Only Refer Aaditya Jain Sir's Theory Book
For Getting L ast Timel mpor atant Suggestions Of M afa Befor e Exams Please mail your following details
in:cafinalmafa@yahoo.com [Name,M obileNo.,E-mail Address Attempt Due]
Wish YouAll The Best
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What isBook Building?(May 01,Nov 02,Nov 03,May 06).What isGreen Shoe Option?(Nov03,Nov07)...
What isDebt Securitization?(May02,May05,May04,Nov05,May 01)(June09).......... WhatsisExternal Com-
mercial Borrowings (Nov 2005)........ What isSensex and Nifty?.....What isParticipatory Notes (PNs) ?
....... Why Market Fall and Rise?........What isBull n Bear in Sock Market ?..........What is Systematic
Investment Plan (SIP) ?2........... Distinguish : Forward & FuturesContracts?(May2, Nov2,May6) ?........... Whal
isRepo and Reverse Repo?.......... Writeashort note of L everaged Buyouts (May07,Nov 03)...........
What isCredit Rating?(Nov3,May2,May6)
What MadeWorld Market Collaspe ? What made India’s Rupee fell to an all-time low against the dollar ?,
What made ‘American empire’ nearing collapse ? Why Stock Market (Sensex) is falling continuously?
How/Where/When toInvest ?......and many more

Golden Opportunity For You to Make Your Fundamentals Strong On Finance
Want to Choose Finance as a Career .Thisisthefirst step to know the ABC.. of Financg
CS,CWA , MBA, CFA, MCom Sudents Can Also Join
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Nov 2006 28 May 2006 36 Nov1999 37 May 1999 31
Nov 2005 27 May 2005 26  Nov1998 27 May 1998 30
Nov 2004 40 May 2004 38 Nov1997 26 May 1997 49
Nov 2003 46 May 2003 38 Nov19% 50 May 1996 36
Nov 2002 48 May 2002 36 Nov199%5 40 May 1995 35
JUNE 2009 32 Marks Nov2001 20 May2001 38 JUNE 2009 32 Marks

Also Refer:The Best Mafa Theory Book By CA Aaditya Jain
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100 % Coverage Of CA Final MAFA Paper June 2009

From AadityaJain Sir'sAssignment
lts Time To Think Beyond 90+ In MAFA/SFM

Some Of The SM Ses and E-Mails Which We Received After The MAFA Paper

Paper wasgood.Thank you sir for ur guidanceand crisp clear fundamentals.ltsmakesusattempt thepaper well. .Kriti

My paper wasvery good.And | cant thank enough for this.l really can't say how greatful | amtoyou.itsbeyond wor ds.Thank you once|
again sir. AeshaFrom Pune

Thank You Sir.TheM AFA paper wasfrom ur mat only.Regar dsM anish Gupta
Thank uAaditya Sir for ur noteson M AFA ,especially thetheory notes.-Harish K. Chanani [From K olkata]
Sir majaaa gayapaper dekar.Karan Ghai [From Delhi]

M onday, 8 June, 2009 3:28 PM
From: “Rajeev Nagpal” <rajeev@investbank.ae>
To: ca_kumaraaditya@yahoo.co.in
HelloAaditya Sir,
| came acrossyour book and | must complement you on writing an excellent book. | have never seen such a simple and excellent
presentation of any subject by any one. | ambadly stuck up in Group-1 of C.A. (Final). | wish | could get your completenotes. | am sure
it will proveto beextremely helpful.
Regards,Rajeev Nagpal Assistant Financial Controller,Head Office Finance Control Department,I nvest Bank,Sharjah,U.A.E.
Tel : 06- 5694440 Ext. 350;Mob : 050-4996818;Fax :06-5681174

Wednesday, June 3, 2009 12:20 PM

From: “Ashish Singla” <ashishsinglaca@gmail.com>
To: cafinalmafa@yahoo.com

Dear Mr. Aaditya Jain,

| oweit toyou, that today, | can heaveasigh of relief after my M AFA Exam. | happened toread only your Suggested Compilation for June|
2009 exam duringmy revision time. And, Imnot regretting it onebit. | dont know how you did it, but so many questionscamefrom your
compilation (Which wasobvioudy advantageoustome). Thanksalot for puttingin such adiligent effort to compilethe same.
Regards, Ashish

P.S- I think thereisnot much chancethat thismail shall comebeforeyour eyesbecausel m sendingto ageneral id of yoursBUT |
believeyouvemademeoneof your diehard word of mouth advertisers.

Sir i haveattempted all thequestion and | am sureto achieve morethan 90% marksin MAFA.Sir you aredefinitely the Best FM
Faculty Of India.Abhishek Kapuria[ Delhi Sudent ]

From the Desk Of Surbhi Agarwal-All India Rank 1

I am excited and feeling great today... | must say that hard work and dedication is the path to success.. | take this opportunity to thank
my family, friends and of course my Teachers whose guidance and support has always been with me..““l suggest the students to study the
subjectsnot with theintention to mug up thingsbut to gain knowledge. Given that we have eight subjectsyou cannot cramall of them
so the best way out is to understand, comprehend and revise it again and again so that it settles deep into your sub-conscious mind.” I will
further liketothank Aaditya Sir tomake my M AFA conceptually clear.Finally Delhi hasgot agood M AFA teacher.Hisnotesarereally
excellent and updated .-Surbhi Aggarwal Rank Holder 1 in Nov 2008

ThisTimeWeAreYet Again Expecting Record Breaking Result in MafaAsUsual For Our
Sudents.ThisTimeOur Target is90+ In Mafawith All IndiaHighest.A Target Rarely Achieved.

........ From The Desk Of Aaditya Jain
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Friday, 10April, 2009 5:46 PM

From: “Sweta Kothari” <swetakothari@ymail.com>

To: mafabycaaadityajain@yahoogroups.com

| stay in Kolkata..l am appearing my CA finalsin this June.. | have previoudly taken tutions for MAFA from ateacher..

Though he was good but i was always scared of MAFA..By taking classes by Aaditya Jain Sir, now i amfeeling very good & comfortable
in MAFA even though i am not his regular student..He makes us understand the conceptsin avery easy manner.. | just want to thank sir
for removing my fear for MAFA..Before taking classesfrom sir used i just target 45-50 in MAFA.. But now i am targeting much more..
Thank you sir.. Thank you so much.. Regards.. SwetaKothari Kolkata

THANKSFOR YOUR THEORY BOOK

Wednesday, 25 February, 2009 8:49 PM

From: “Priyanka Agarwal” <priyans26186@gmail.com>

To: ca_kumaraaditya@yahoo.co.in

ThisisPriyankaAgarwal from Kolkata.l have purchased ur theory book from Jayesh Sir and is extremely benefitted by it.Now | regret that
why havenot | joined u.Actually when | did my MAFA classes | even didnot know your name.Your theory book is just marvellous.No
doubt | am getting immense knowledge from it but one more thing istherewhich | got from your book. T he Confidence,most important
thing for gaining courage and facing the exams.l would definitely ask all my friendsto join your classes.| have heard that your classes are
really awesome.l would like to request you that please give some of your valuable suggestions to me for passing the exams in all the
subjects. A very heartful thanks to you for publishing such a nice book.

For Getting L ast Timelmpor atant Suggestions Of M afa Befor e Exams Please mail your following details
in:cafinalmafa@yahoo.com [Name,M obileNo.,E-mail Address Attempt Due]

........|tsTImeTo Learn Finance Conceptually

Surbhi Agarwal A Student Of Aaditya Sir For Securing
All India First Rank in CA Final Nov 2008




