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PET
Answers ta questions are to be given only in English except in the case of candidates
who have opted for Hindi medium, If & candidate who has not opted for Hindi
medium, answers in Hind, his answers in Hindi will not be valued.
Answer all questions.
Working motes should form part of the answer.
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Inital Project Cost (s 120000
Annual Cash Inflow (Rs.) 15,000
Project Life (Years| 3
10%

Cost of Capital
To which of the three factors, the project is most sensitive ? (Use annuity
Factors : fur 10% .. 8,169 and 11% .. 3.109)
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ABC Company is corsidering acquisition of XYZ Ltd. which has L5 erores
shares outstanding snd issued. The market price por share is Rs. 400 at
present. ABC is 1266, Available information from XYZ
indicates its expected cash aceruals for the next 3 years as follows

Year Re. Cr.
1 250
2 00
3 00

Caleulate the range of valuation that ABC has to consider. (PV factors at 124
for years 1 to 8 respectively : 0.899, 0797 and 0.712)

Describe the interface of Financial polies with Corporate strategic

sgement.

New Projects Lid. is evaluating 3 projects, P-L, P11, P-IIL Following information

is available in respoct of these projoets
Pl i P

Cost  Re 1500000 Re 1100000  Rs. 19,0000

100,000 600000 400000

Yeur 2 600,000 400,000 500000

Year § 500,000 500,000 500,000

Yoar 4 600,000 200,000 1200000

— 80— 10— 060

dox]|-
Minimum required rato of return of the firm is 1
is 0%, The risk free interest. rate is 10%

Risk In

and applicable tax rate

Reguired
) Find out the risi-adjusted discount rate (RADR) for these projects

R
eer F

i) Which project is the best ? P

400 = b 7 8% %
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Current price per share

Ra. 1,800

6 months future's pricelehare 1 Rs. 1,950

Assuming it i
securities at 12 per annum, you are required

Wt ical minimum price of

Masks

possible o borrow money in the market for transactions in

and

(i) to explain arbitrating opportunity.

Saranam Ltd: has fssued convertible debentures with coupon rate 12%. Each - 4
debenture has an option to eonvert to 20 equity shares at any time until the
date of maturity. Debentures will be redeemed at R, 100 on maturity of
5 years. An investar gererally requires  rate of return of 8% p.a. on a 5-year

security. As an investor when will you exercise conversion for given market
prices of the equity share of () Rs. 4, (i) Rs. 5 and (i) Rs. 6.

Cumulative PV factor (e B% for § years 3993
P factor for 8% for year 5 091

7 Sinha has invested in three Mutual fund schemos as per detalls below s 6
Seheme X Scheme Y. Scheme 2
Date of Investment 01122005 01012009 01.05.2000
Awount of Investment e 500000 Re. 100000 Rs. 50,000
Not Auset value ot entry date R 1050 R 1000 Rs. 1000
Dividend roceived upto 31032009 R, 9500 Re 1500 i
Nav ux at 31,2000 R 1040 Re 1010 Rs 980

PET nro.
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You are required to calculate the effective yield on per annum basis in xespect
of séh of the three schemes to Mr. Sinha upto 31.03.2008

(py/Crassic Finance, a Leasing Company, has been approached by A prospective
customer intending {o acquire & machine whose cash down price is Rs. 6
crones, The customer, in ordor to leverage his tax position, has requested &
quoto for a three year lease with rontals payable at the end of each year but
i diminishing manner such that they are in the ratio of8: 2 1, Depreciation
can be assumed to be on WDV basis at 25% and classic inance's marginal tax
fate s 35%, The target rate of return for cassic finance on the transaction
5 10%, You are required t caleulata the lease rents to be quoted for the lease

e thren yoars.
£/ Expiain briaty the captal Asst picing model used in the contest ofvaluation
of spcuritien.

4

@

14, is a bighly successful company and wishes to expand by acquiring
o i g
inita PEvatio of 17, The Board of Directors of B Ltd. has beon advised
that if {Twere W TRKS over firms with a lower PE ratio than it own, using
e hare-for-shar exchange, then it could increase its reported earnings
e ahare. € Lid has boen suggested as & possible target (ue & takeover,
which has a PE ratioF 10 and 1,00,000 shares in issue with a share price
e, 16 Ltd. has 5,00,000 shares in issue with » share prics of Ra. 12

Caleulate the change in earnings per share of B Ltd. if it acquires the whole
o Ltd, by isuing shares at its market price of . 12. Assume the price of

d, sharos remains constant.
poriod is three months. Exchange rates in London are
Spot Rate (§/2) 15865 - 15905
3:Month Forward Rate ($9) 1.6100 ~ 16140 4 2315
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Rate of Interest in Money Market :
Deposit Loan
s % o5
i % 8%

Compute and show how a money-market hedge can be put in place. Compare
sl contrast the outeore with o forward contract
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7{\ stock costing R, 120 pays no dividends, The possible prices that the stock 8
fiht sell for at the end of the year with the respetive probablities are
Prico Probabiliy
115 01
120 01
125 02
130 03
135 02
140 01
Required

) Caleulate the expected return

(i) Caleulate the Standard deviation of returns.



