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Answers to 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, answers in Hindi, his answers in Hindi will not be valued.

Question No. I is compulsory. Answer any four questions from the rest.
Figures in !_he ma.rgin indicate marks allotted to each question.

Working notes should form part of the answer.

Marks

DL Services is in the business of providing home services like plumbing , 12
sewerage line cleaning etc. There is a proposal before

The cornpany has an after tax cost of funds

etc. There is a proposal before tbe@pny to purchase
a sum of N. zO V"/.The tife of the

The present system of the c&iDa6y-{s to use manual--"--^.*- 
;" 1"" r ""r. -"" luu wur+tsslr_lr rD uu

labour fcir t\e-joif You are provided the followlg information :
./

Cost of  machine Rs. 20 lacs \- /

Depreciation 20Vo p.a. straight l1ne g,z/ --,
Operating cost Rs. 5 lacs per annum _-r/
Pr"acanf  c r rc fam

Manual labour 200 persons -a
Cost of Manual labour Rs. 10,000 (ten thousand) per person per annum -./

Based on lhe above you are required ro :

)y'St"t" whether it is advisable ro purchase
Vtiil 

gafipute the savings/additional cosr as

L,,/ purchased.

rate of tax inclusive of surcharge and cess
of_1.07o oer annum..The applicable
is 35Vo.

the machine.

appiicable, if the machine is
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on 1.4.2006 in Equity shares as below :

Number of Shares Cost (Rs.)
/

2,00,000. {  
/

1,50,000 ./

Marks

8P Ltd. invested

Company

M Ltd.
N Ltd,

1,000 (R9. 100 each)
uW Lo 

fGL) 
'

\t'1
a t {

.o- r
P Ltd. have been frformed bv their investment advisers that :

(ii) Probabilities of market ouotations on 31.3.2008 are

bability Price
oi'Factor

o '2  o
o .5  /
o.3 t

You are required

( the average return*qllq-tb@ 31.3.2007.

6) te the o for theaverage return year
7-08.

Advise F t id. of tne comparative risk of two investrnents by calculating
the Standard deviation in each case.

2. (/1 Acornpany has a choice of investments between several different equity orienied 10
, / mutual funds. The company has an amount of Rs. 1 crore to invest. The" 

details of the mutual funds are as follows :

Mutual Fund

B n | ro' b t '

r X 1 t "
1\r7 \ r.\-' ( 4\> .1 /o-

(-
D
E

. Beta ^ 'l

1'6 )"o t '
1.0
0.e7 '  \
2 . O 1 |  \ _ y \
0 .6  ]  r ,  ,V

. ( ' l -
\ ,

(i) Dividends from M Ltd. and N Lt1! for the year ending 31.3.2008 are
likely to be 2OVo arfd 5il2, i^especti"ely.- 

-

_+/

, \ o
n T X

q/*

of share
N Ltd.

29v'
3 1 0  r

330 \

o

.^

Price of share
of M Ltd.

220 I
280 (
280 .

( ) a
t  ' \ ,  -

K} '\_/ A

I
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.r'
If the company invests 2ovo of its investment in the first two mutual
funds and an equal amount in the mutual funds C, D and E, what is the
beta .Jfthe portfolio ?

Marks

t/4
1't''t

.,QD'PH:'t
I

, t  
o

FCI P. T. O.

ff th" co*pany invests 15Zo of its investmentTi? ryZYf, n% inf
. = = = - . - i + -

and the balance in equal amount in the other two mutuai funds, what is
the beta.oJ the.491tfolio ?

Epsilon Ltd. 0.8 2E z
<- <- ,99'-

Sigma Ltd. 0.7 Bj 
' 

Z 60
' { . ' -

Omega Ltd.  0 .5 ,4E

Gor Bo,,ds 66 ,,# , u? ' ,H:
C a l c u l a t e :

(i) The expected rate of return on his portfolio using capitar.Asset pricing
Method (CAPM)

(ii) The average return of his portfolio.

..--<
Risk-free return 

i( 1g+
?<_J

(iii)

above ?

) A holds the following portfolio :

Share/Bond Beta Initial

Price

Rs.

f .4

10

Dividends Market price

at 'iilftl cil year

Rs. Rs.
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The following is the Balance Sheet of a private Linited Cornpany as
31 st  March, 2008 :

Marks

at 16

Rs.Capital and Liabilities

Shaie capital :
Authorised : 8,000 Equity

shares of Rs. 100 each 8,00,000
10,00O lLVo Cumulative

Preference shares of
Rs. 100 each 10,00,000

lssued, subscrlbed and
paid up :

4,000 Equity shares of
Rs. 100 each fully
paid up

Reserve
157o Unsecured debentu res
Trade creditors and

creditors for expenses

Rs. Property and Assets

Fixed assets :
Cost
.Less depreciation
Current assets :
Stock in trade
Sundry debtors
Cash and bank

balances

6,00,000
2,00,000 4,00,000

2,00,000
4,00,000

1,00,000 7,00,000

4,00,000
1,00,000
2,00,000

4,00,000

i
l

Rs. 11,00,000 Rs. 11,00,000

The company finds that a very profitable market exists for its products and
with a little expansion, it could generate more sales at the present selling
pr ices. The expansion cal ls for an investment ol  Rs. g,00,000 in Fixed assets
and Rs. 2'00,000 in current assets. It is ascertained that the current annual
profits in the region of Rs. 8,00,000 will be enhanc ed, bv S\Vo due to the
expansion.

The debt-equity ratio applicable generally to the industry in which the company
is engaged is 2 : 1.

Please advise the management on the various methods available to it to meet
the cost of financing the expansion, keeping in mind the interest ofthe equity
shareholders.

(b) Explain the difference between a Repo and a Reverse Repo transaction.
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below is the Balance Sheet of S L td .  as  on  31 .3 .2008 :

(Rs. in lakh)
Liabilities Rs. Assets Rs.
Share capital Land & Buildings 40(Shares of Rs. 10) 100 plant & Machinery 80
Reserves and Surplus 40 fnvestments 10
Creditors g0 Stock zO

Deb lo rs  15
Cash & bank 5

llq i,?o
Y"ouye-i.eeuired to work_ out the value of the Company,s shares on the basis
{et 

Aslef me^thod and Profit-earning capacity (capitalisation) method and6rr ive at  the fair  pr ice of  the shares, by"consider ing the fof lowi.rginformation :

,t, 
l:*j":_,1"-.".1"1:{"i. 

Rs. 64 lakhs includes Rs. 4 takhs extrqordilary
::::f"_ l:dl" 1 lakh. incon€Toil ;;".;;";;"F##*-r"iffi
surplus funds are unlikety,to r-etu-n-

(ii) In "nb."nnent years, additional afvertisement
are expected to be incurred each vear.

Marks

t t )

nds: such

expenses of Rb. 5 lakhs

(iii) Market value of Land and Building and plant and Machinery have beenascertained at Rs. 96 lakhs and Rs. 100 lakhs resfectively. This willeyl.*il additional depieciation of Rs. 6 lakhs each ve'ar.. eyl*t additional a"pi""i.tio' of Rs. 6 lukh, "u";'t:"pu9.:trvely' 
r'hrs *u), 

^ o""'
tivltfective lncome-tax rale is B0%. _- ..-.---.-_- 1_f 

oo f' /  ----- ' - ' "  [ 'aLe \s . tu"/a -

) The capitalisation rate appticabte to similar h,a;;;;tr;,y'" t ,",: saprrallsallon rate applicable to similar (usinesses ls lflq-=-)
Comment briefly on the social cost benefit u14u3i.\- 

/
of  an Industr ia i  pr" ;"" i .  

""  '  t " l ,n l : "  to evaluat ion 4ur alr rlruusLrtat proJect. A,.-
/' vr'-l '

' @ 
A\iu^ 

belongs to a risk class for which the capitarisation rate is 1070. It hast/  25,000 outstandino sharps q-.1 rr .^ - , , - -^-r  -^-- ,  ,

of,.K|. 5 per sharJ- 
----<= ru lwrarruelr'lts qrvloeno

,a

,/y 
Ltd.- requires to raise Rs. 5,00,000 for an approved investment expenditure.q/. 

::.."r-:l:T_i"^":the 
MM approach affect the value of MJtd., if dividends arepaid or not paid. , 

. '- "i* '  rr uavru., 'qr

. , )
l w /
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rt@. The comPanY will have to

upfront premium o!2q" 3 ilr"Jy:ward amgunt purcllqsed' The cost
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1. "o*purry is considering hedging its foreign exchange risk' It has made a

purchase on lsl Januarv. 2008 for which it has to -"f",1:PYl ment of

US $ SO,OOO oilsTpterrber 30, 2008. The present exchange rate islUl $1Rs' 4Q-

hange rate on September 30, 2008 is Rs. 42 p." US $ /

on September 30, 2008 is Rs. 38 per US $.

'refinancing', indicating any two institutions which

Ver-rture

Inter-bank

-TOq, 
o"t annum and the tate of Corporate taxt o r he companV in107o pir jnl

Igr :ore taxat ion. ionsider the foi fowing si tual ions

Loss the com

(i) If the exc

notes. on the following

capital financing ,/

.nk participation certifi

Distinction between Money market and Capital market //

Creclit cards as part of Consumer finance ,/

make a
of funds
is 507o.

4x5=20

-{

ttt/

4

cate

(e) Stock Lending Scheme- ,/
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