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otal No. of Questions -7 Total No. of Printed Puges ~ 14

‘ime Allowed — 3 Hours Maximmumn Marks — 104

JBP

Answers ro questions are 1o be given only in English except in the case of

candidates who have opted for Hindi Medium. Tf a candidate has not opted for Hindi
Medinm, his / her answers in Hindi will not be valued.

Quastion Mo, 1 is Compulsory.
Attempt any five out of the remaining six questions,
Wherever appropriate, suitable assomptions should be made and indicated in the
answer by the candidate,

Working I;Is::ict should formn part of the answer.

Marks
. _f{a) MNP Ltd. has declared and paid annual dividend of ¥ 4 per share. Itis  §
= expected lo grow @ 206 for the next two years and 10% thereafier.
pan The requited rate of return of equity investors is 15%. Compute the .- v

carrent price at which equiry shares should sell.
Note * Present Value Interest Factor (PVIE) @ 15% !

For year 1 = 0.8696;
For year 2 =0.7561
JEP > P.T.0.
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JBP Marks
{b) ABC Chemicals is evaluating two alicrmative systems for waste 3

disposal, Svstem A and System B. which have lives of 6 years and 4
years respectively. The initial investment outlay and annual operating

cogly fr.:-r the two systems are expected (o be as fﬂ!‘!_nws -

L ———— e e e e |———‘- S e =
System A System B _-1

Tnitiz] Invesunent Outlay T 5 million l T 4 million
Annual Operating Costs ¥ 1.5 million | T 1.6 milliem l
Salvage value 2 | million T 0.5 nullion \
| Mt e e ]

If the hurdle rate is 15%, which system should ABC Chemicals

T

choose ?

The PVIF @ 15% for the six years arc as below :

rﬁarﬂiq.szirlstﬁi '.

[ pviE lﬂ.srﬂﬂ 0.7561 \u.ﬁﬂ:‘«]ujm {}.mz‘n.qﬂ;‘
pel el L |

(¢} AXY Ltd. is able to issuc commercial puper of T 50.00,000 every 5§
{f ; 4 months at & rate of 12.5% p.a. The cost of placement of conmercial
paper issue is T 2,500 per issne, AXY Lid. is required 1o maintain line
of credit ¥ 1,530,000 in bank balance, The applicable income tax rate for
AXY Lid. is 30%. What 5 the cost of funds (afier taxes) 10 AXY Ltd.
for comumercial paper issue 7 The maturity of commercial paper is four
months.

Jop
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) JBP Marks
(d) e Bank sold Hong Kong Dollar 1,00,000 spot w0 its customer at 5

T-7.5681 and covered itself in London mnrﬁr:t on the same day, when -

the exchange rates were
USS1=HKS$84409 HK$ 84500

Local inter-bank market rates for US § were
SpotUS$1=7627128 ¥ 629624

Calculate the cover rate and ascertain the profit or loss in the

trapnsaction.

[gnore brokerage.

2. (a) A multinational company is planning to set up & subsidiary company in 10

India (where hitherto it was exporting) in view of growing demand for
its product and competition from other MNCs. The initial project cost
(consisting of Plant and Machinery including installation) is estimated
to be US 5 500 million. The ner working capital requirements are
estimated at US § 50 million. The company follows straight line
method of depreciation. Presently, the company is gxporting two
million units every year at a unit price of US § 80, its variable cost per
unit being US § 40.

JRP P.T.O.
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JRP Mark

The Chief Financial Officer has estimated the following operating cost

and other data in respect of proposed project :

(i)

(1

(iii)

(1v)

(¥)

(v1}

(vi1)

Variable operating cost will be US § 20 per unit of production

Additional cash Axed cost will be US % 30 million p.a. and
project’s share of allocared fixed cost will be US § 3 million p.a.

based on principle of ability o share;

Production capacity of the proposed project in India will be

5 million units;

Expected oseful life of the proposed plamt is five years with no

salvage value;

Existing working capital investment for production & sale of two

million units through exports was US § 15 million;

Export of the product in the coming year will decrease (0
1.5 million unpits in case the company does not open wb&idiuryl
company in Tndia, in view of the presence of competing MNCs

that are in the process of setting up their subsidiaries in India;

Applicable Corporate Income Tax rate is 35%, and

{viii) Required rate of return for such project ls 12%.
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JBp Marks
Assuming that there will be no variation in the exchange rate of two
curtencies and all profits will be repatristed, as there will be no
wilhholding tax, estimaic Net Present Value (NPV) of the proposad

project in India.

Present Value Interest Factors (PVIF) @ 12% for five yedars are as

below :

Year I ‘ 2 3 ‘ 4 5 i

l PVIF | 0.8920 . 07972 | 07118 ‘ 06355 | 0.5674

(b)  The equity shares of XYZ Lid. are currently being waded at T 24 per 442
¥ -ﬁ
share in the market. XYZ Lid has total 10,00,000 equity shares

omstanding in number: and promoters’ equity holding in the company
is 40%.

PQR Ltd. wishes to acquire XYZ Ltd. because of likely syneraies. The

estimated present value of these synergies is ¥ 80.00,000.

Further, PQR feels that management of XYZ Ltd. has heen over ]'rnl-d
Wilh belter motivation, lower salaries and fewer perks for the top

management, will lead w savings of ¥ 4,000 p.a. Top management

with their families are promoters of XYZ Lid. Present value of these

savings would add T 30,00,000 in value 1o the acquisition,

JBP . P.T.O.

CCI Online Coaching
www.CAclubindia.com/coaching
Call Us: 1800-3000-0505 (Toll Free) www.caclubindia.com/coaching/157-strategic-financial-management.asp



(6} .
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Following additional information ix avalable regardimg POR Lid. :

Eamings per share : T4
Total number of equity shares ontstanding :  15,00,000
Macket price of equity share : 40

Required :

(i)  What is the maximum price per equity share which PQR Lid. can
offer to pay for XYZ Ltd, ?

(i) What is the minimum price per equity share at which the
management of XYZ Ltd. will be willing 1o offer their controlling
interest 7

/{n} Based on the following data, estimate the Net Asset Valove (NAV)on . 8§
per unit basis of a Regular Income Scheme of a Mutual Fund : '

7 {in lakhs)
_l..iuted Equity shares at cost (ex-dividend) | 40.00
| Cash in hand 276 |
_Bnnds & Debenmures ot cost 8.95 __ ».> L
of these, Bonds not lisied & not quoled | 2.50
Other fixed interest securities at cost 9.75
Dividend accrued 195 |
Amount payable on shares | 13.54 |
E:tpn:ndimrt accrued | ___1_?6_‘

JBI*
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JBP Marks
Current realizable value of fixed income securilics of face value of

T 100 is T 96.50.

T — T

Number of Units (3 10 face value each) : 275000

All the listed eguity shares were purchased at a time when market
portfolio index was 12.500. On NAV date, the market portlolio index is
at 19,9735,

There has been a dimioputon of 15% in unlisted bonds and debenturcs

valuation.

Listed bonds and debentures carrv n market value of T 7.5 lakhs, on
NAY date.

Operating expenses paid during the year amounted to ¥ 2,24 lakhs.

*

ﬂ}ﬁRL Lid., an Indion company has un export exposure of IJPY 543
" =K
LO000,000 pavable August 31, 2014, Japanese Yen (JPY) is not
dircetly quoted against lndiun Rupee,
The cunrent spot rales are
INR/US § =3 62.22

JPY/US § = JPY 102,34

IBP P.T.O.
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JBP - Marks
It is estimated that Jupanese Yen will depreciate to 124 level und Indian
Rupee to depreciate againsl US § w 7 65, 2

Forward rates for August 2014 are
INR/US § =T 66.50

JPY/US § = JPY 110.35

Required :

(i} Calealate (he expected loss, if the hedging is not done. How the
posinon will change, if the firm takes [orward cover 7

(i) U the spoLrales om August 31, 2014 are ;
INR/US S =766.25
IPX/US S =IPY 11085

Is the decision 1o take forward cover justified 7

4. Aa) RST Lud.’s current financial vear's income statement reported its net  d+d

income as ¥ 25,00,000, The wppheuble corporate income tax rate s
305,

Following is the capital structure of RST Ltd. at the end of current

financial year

_Deh-t (Coupon rate = 11%) 4 d{i_is-ak;s =
Equity (Share Cupital + R-EHEH’EH & Surplus) ¥ 125 lakhs
I.n'l.-'ur;'luv;.i-l-f'.;:pi!..al _: < 165 lakhs

JEP

CCI Online Coaching
www.CAclubindia.com/coaching
Call Us: 1800-3000-0505 (Toll Free) www.caclubindia.com/coaching/157-strategic-financial-management.asp




(2
y P Marks
wFollowing data is given to estimate cost of equity capital :

Beta of RST Lid. 1.36 i

Risk-iree rate 1.e. current yvield on Govt bonds 8.5%

| Average market risk premium (Le. excess of | 9%

relum on market portfolio over risk-free rate)

Required ;

(1) Estomate Weighted Average Cost of Capital (WACC) of RST
Ltd.: and

(v} Esomate Economic Value Added (EVA) of RST Ltd.

}. Following information is given in respect of WXY Lid., which ix 8
expected to grow at a_rate of 20% p.a. for the next_thres years, after
which the growth rate will swabilize at 8% p-it. normal level, in

perpn:t'uity.

For the vear ended

March 31, 2014
Revenues ¢ ¥ 7,500 Crores LR
Cost of Goods Sold (COGS) : ¥ 3,000 Crores
Operating Expenses v ¥ 2,250 Croves
Capital Expenditure : T 750 Crores
Depreciation {i#ludnd in COGS  : ¥ 600 Crures
& Operating Expenscs)

JBP . P.T.O.
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JBP Marks
Dunng high growth period, revenues & Eﬂllli_l'_lgs_ before Interest & Tax
fﬁjﬂ* will grow at 20% pa and capital expenditure net of
depreciation will grow at 15% p.a. From vear 4 onwards, i.e. normal
growth period revenues and EBIT will grow at 8% p.a. and incremental
capital expenditure will be offset by the depreciation. During both high
growth & normal growth period, net working capital requirement will

bie 25% of revenucs,
____._——-.._.-—--—

The Weighted Average Cost of Capital (WACC) of WXY Lid. s 15%.
Corporate Income Tax rate will be 305,

Required - T

BEsumate the value of WXY Lid. using Pree Cash Flows 1o Firm (H':Fﬁ
& WACC methodology.

The PVIF @ 15% for the three yeurs are as below

Year |, L t, '
PVIF | 0.8696 | 0.7561 | 0.6575

credit sales and receivables of DEF Lid. ut the end of year are g
estimated at T 561 lakhs and T 69 lakhs respectively.

The average variable overdraft interest rute is 5% p.a.
ey e

DEF Lid. is considering a factonng proposal for its reccivables on a

non-reconrse basis at an annual fee of 1.25% of credil sales,

As a result, DEF Led. will save ¥ 1.5 lukhs p.a in administrative cost
and ¥ 5.25 lukhs p.a. as bad debis.

JBP

CCI Online Coaching
www.CAclubindia.com/coaching
Call Us: 1800-3000-0505 (Toll Free) www.caclubindia.com/coaching/157-strategic-financial-management.asp



(1)
JBP Marks
* The facwor will maintain a receivables collection period of 30 days and

' will provide 0% of receivables as advance at an interest rate of 7% pa.
“You may take 365 days in 4 year for the purpose of calculation of

receivables.

Required :

Evuluate the viability of factoring proposal,

()  On January 28, 2013 an importer customer requesied a Bank to remit 8
r !
Singapore Dollar (SGD) 2,500,000 under an imevocable Letier of

Credit (LO), Hnwcvar:_rlue. [0 Iilla'-lr'i:lld‘dhh.‘- factors, the Bank could
elfect the remittances only on February 4, 2013, The inter-bank market

—— ==

rates were as follows ;

January 28, 2013 February 4, 2013 :

U331 = T 45.85/45.90 T 45.91/45.97
GBPEL£]l = USSL7840V1.7850 US $1.7765/1.7775
GBPL£1 = SGD3,1575/3.1590 SGD 3.138043,1390

The Bank wishes to retnin an exchange murgin of 0.125%..

Required
How much does the customer stand 10 gain or lose due to the delay ?

(Note : Calculate the rate in multiples of 0.0001)

JBP " PT.O.
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i JEY Marks
%} GHI Ltd.. AAA rated company has issued folly convertible bonds on 4+1+
T+1+1
- the following terms. a year g0 : =8
Face value of bond : T 1000
Coupon (interest rate} : B8.5%
Time to Maturily (remaining) s vears
Interest Payment + Annual, at the end of yeur
Principal Repayment “  Atthe end of bond marmricy

Conversion rato (Number of shares per @ 25

bond)
Cumrenl market price per share ; T43
Market price of convertible bond O b

AAA rated company can issue plain vanila bonds without conversion

oplion at an inlerest rate of 9.5%.

T

Required ; Calculate as of today :
(i) Straight Value of bond.
(ity Conversion Value of the bond.

(i} Conversion Preminm.

JBP
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JBFP Marks
(iv) Percenlage of downside risk.
{v) Couversion Paricy Price.

L
|

| PVTF, s, ¢

e I

|
0.9132 1 0.8340 | 0.7617

L= e

(b) GKL Lid. is considening installment sale of LCD TV as a salex 4

promolion siralegy.

Tn a deal of LCD TV, with selling price of ¥ 50,000, a customer can
purchase it for cash down payment of !__lhﬂ,ﬂﬂ:] and balance amount by

adopiing any of the following options :
I T I

Tenure of Monthiy Equated Monthly
Instaliments Installment
I_ -
12 T 3800
24 T 2140
1 ]
Reguired :

Fstimate the flat and effective rate of interest for each alternative.

PVIFA, jge 2= 10.5429 PVIFA, j4q. 12 = 103107
PVIFA, joq 1= 187014 PVIFA, 1o 5, = 18.6593
{¢) Explain in brief the conients of a Project Report, ' 4
JBI : P.T.0.
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; JBP Marks
- F Write short noles on any four of the following : G4
(@) Traditional & Walter Approach to Dividend Policy
(b) Factors affecting value of an option
{c) Forward Rate Agreements
(d} Amencan Depository Receipts

(e} Balancing Financial Goals vis-a-vis Sustainuble Growth

JBP
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