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Marks

72/ ,ut A-1fa Ltd. desires to acquire a diesei generating set costing Rs. 20 lakh which
{ lr-ill be used for a period of 5 -r'ears. It is considering two alternatives

ing sel on lease ol ii purchasiog the asset outright br
ffi"=ds been offered a lease oonrracr wir,n a iea.'-c

payment of Rs. 5.2lakh per annum for five years payable in advance. Company's
banker requires the loan to be repaid @ L2Vo p.a. in 5 equal annual instalments,
each installment being due at the beginning of the each year. Tax relevant
depreciation of the generator is 20Vo as per WDV method. At the end of 5th
year the generator can be sold at Rs. 2,00,000. Marginal Tax rate of Alfa Ltd.
is 307o and its post tax cost of capital is 1.0Vo.

Determine :

(a) The net advantage of leasing to Alfa Ltd. and recornmend whether leasing
is financially viable-

ft) Break even lease rental-
/

W The credit sales and receivables of M/s M Ltd. at the end of the year are
{ estimated at Rs. 3,74,00,000 and Rs. 46,00,000 respectively.

The average variable overdraft interest rate is 57c. M Ltd. is considering a
proposal for factoring its debts on a non-recourse basis at an annual fee of 3%

on credit sales. As a result, M Ltd. will save Rs. 1,00,000 per year in
administrative cost and Rs. 3,50,000 as bad debts. TTre factor will maintain

(i).tatsns r+#
ratsrng'"a loan.
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a receivables eollection period of 30 da3-s and adrarrce E0% of the f,ace val,:e
thereof at an annual interest rate of T%. Evahrate the viability dlhe fqrffiL
Note : 365 days are to be taken in a year for the purpose of ealeulation of
receivables.

Following informations are avaiiable in respect of XYZ Ltd. which is expected
to g.row at a higher rate for 4 years after which growth rate wiii stabilize at
a lower level :

Base year information :

10

Revenues

EBIT
Capital expenditure

Depreciation

Information for high

Rs. 2,000 crores

.Rs. 300 crores

Rs. 280 crores

R,s- 200 crores

growth and stable growth period are as follows :

v

High Growth Stable Growth

Growth in Revenue & EBIT 207o L}Vo

Growth in capital expenditure Capital expenditure are
and depreciation ZOVo offset by depreciation

Risk free rate LOTo 97o

Equity beta L.15 1

Market risk premium 67o \Vo

Pre-tax cost of debt l37o t2.867o

Debtequityratio 1:1 2:3
For all time, Working capital is 25Vo of revenue and corporate tax rate is 307o.

What is the value of the firm ?

A Mutual Fund has a NAV of Rs. 20 on 1.12.09. During December, 2009, it
has earned a regular income of Re. 0.0375 and capital gain of Re. 0.03 per
unit. On 31.12.09, the NAV was Rs. 20.06. Calculate the monthly return and
annual return.

(() Write a short note on the role of the financial advisor in a public sector

Eil
ffil
r{i
E*

undertaking.
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B. Uj A call and put exist on the same stock each of which is exercisable at Rs. 60,
( Th"u now trade fcr :

of Stock ar

-: - :,1

of put

expiration date cash flow, investment value, md d Fffi

Buy 1.0 call

Write 1.0 cail

Buy 1.0 put

Write 1.0 put.

expiration date stock prices of Rs' 50, Rs' 55, Rs' 60' Rs' 65' Rs' 70'

(b) Mr. A is thinking of buying shares at Rs. 500 each having face value of
Y il:". i;t."ti"'r. ""p*.ting 

a bonus at the ratio 1 : 5 during the fourth year'

A'nual expected clividend is 20rc and the same rate is expected to be maintained

on the expa-nded capitai.-b1i.tS,'-9t l"^t1C=^:'1 ":li :he shares at the end of

sev€nth year at an 
"*pe"tlea 

ptice of Rs- 9O0 each- Incrdentai erill€r-:--i:-l
purchase and seil of shares are estimated to be 57o of the market price' He

expects a minirnum return of t27o per annum'

should Mr. A buy the share ? If so, what maxi{num price shoutd he pay for

each share ? Assume no tax on d.ividend income and capital gain'

(, Rarnesh rvants to invest in stock market. He has got the following information

about individual securities :

Security

A
B

C

D
T'

F

Market index variance is 10 percent and the risk flee rate of return is 7lr'

What should be the optimum portfolio assrrming no short sales ?

rMK P. T. O.
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4' P ABC, a large busi-oess house rs ptanning m ,.eLl" its v;hoU1- ov;nrd ..ub-.rCiarr- */ KLM. Another large business entity XYZ has expressed its interest in.naking
a bid for KLM. XYZ expects that afber acquisition the annual earning of KLM
will increase by lOVo.

Following information, ignoring any potential synergistic benefits arising out
of possible acquisitions, are availabie :

(i) Profit after tax for KLM for the financial vear n hich has ju,ct ended is
estimated to be Rs. 10 crore.

(ii) KLM's after tax profit has an increasing trend of 7% each year. and the
same is expected to continue.

(iii) Estimated post tax market return is 10% and risk free rate is 4gi-. These
rates are expect€d to continue.

(iv) go.Oorate tax rate is 307o.

WZ ABC Proxy entity for KLM
in the same line of

' business

No. of shares

Current share price

Dividend pay out

Debt : Equity at

market values

100 lakh

Rs. 287

407o

:2
10

1

to be

80 lakh

Rs. 375

50Vo

1:3
13

1.1

50%

1:4
L2

1.1

PIE ratio

Equity beta

Assume gearing level of KLM
zeto.

bhe same as for ABC and a debt beta of

YMK
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You are required' to calculate :

(a)AppropriatecostofequitvforKLMbasedonthed.ataar'ailab]eforthe

(b) 

ei' 
J,'s"J"illy:' l":S-Ti::i.,t"T:'" 

and arter an v potenti a r s vn e' gist ic

benefits to XVZ of the acquisition'

(v A Ltd or u K has importea 111e 
chemical y:'^:1, $tY:*,1t11-fJ"l:ilJ"}:

/ ofthe U.S. suppliers. The amount is payable in sui

,Pot utta forward rates are :

usD 1'5617-r'5673
'SPot rate USD 1.5455-1'5609

HT:::"#T:"I r -, and u s are rvo 
atd' Gvo respectivelv and the

deposit t*"l*t'"'J'ui)- ""u 
4'5vo respectively' 

is for GBP

C ur r e n c]- o pt i o ns 
"' : l:1ll:ot :," aL"; :l';t"r:J;"';'! ll {s:-i 7 0/ GB P i s

12,500' The option premiumrt:i""fin?t,"* 
"ttto"'l 

fo' 6 rrronths period'

USD o'o3t tlf,u;;il"1 u"a uSD o'oe6 (Put otr

The comPanY has 3 choices :

(i) Forward cover

(ii) MoneY market cover' and

(iii) CurrencY oPtion'

Which of the aLternatives is preferable by the company ?

what is a depository ? who_ are.the major players of a depository system ? 4

Whatadvantag",,uo.,thedepositorysystemoffertotheclearing
member ?

ABCBankisseekingfixedrate{unding.Iti:^!l"tofinanceatacostofsixl0
months LIBOR 

'i'iini" ,"tRr. 2';;iliion for 5 
-Years' 

The bank is able to

swap into a fixed rate at l.sn ,"irur'rr- *."to i*on treating six months5. (a)

as exactlY half a Year'

(a) What will be the "a11 in cost" fund's to ABC Bank ?

YMK
P T.O.
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(b)Anotherpossibilitybe]nsconsid'eredisthe-issueofahybridinstrument
which pavs 7 'vbo for frrst ;;;;;ts and LIBOR - 1147o for remaining

two Years'

Given a three year swap rate cf g7o, s,tggest the method' by which the bank

should achiev6 fixed rate functrng'

iUi What do you know about swaptions and'their uses ?

il
() what are the reasons for stock index futures becoming more popular financial

' derivatives over stock futures segment in India ?

4

t)
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(b)Anotherpossibilitybeingconsideredistheissueofahybridinstrument
which pavs 7 'Sbofor frrst *;;;;;ts and LIBOR - Ll4Vo for remaining

two Years'

GivenathreeyearSwapratecf8Ta,s,lggestthemethod.bywhichthebank
should achiev6 fixed rate func[ng'

iU+ What do you know about swaptions and'their uses ?

i1 .

d) what are the reasons for stock index futures becoming more popular financial

' derivatives over stock futures segment in India ?

n
i

tr
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