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Answers to questions are to be given only in English except in the case of cancl iciates
who have opted for I{indi mecliurn. If a canclidate who has not opted for Hincii

mediu'r,  arswers in Hincl i ,  the same wil l  not be valued.

Queston No' 1is cornpulsory. Answer any four questions frorn the rest. pig,res in
the margin indicate marks al iotted to each question.

working notes should form part of the answer.
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-/7 \ -/1'  / r t t "  purchase pr ice of  the cornputer  td" .z , i lWOQ- mainte 'ance,  proper ty( ^

\ t a x e s 3 l d i n s u r a n c e r , v i l l b e R s . 2 m ! ] i e a c l c l i t i o r r a l e x p e r r s c s t o

operate the cornputer are estimatedlt Rs- so,@)[r the computer is r.entecl
f ro rn theo rvne r , theannua l ' " � us57oo fa r rnua lb i l l i ngs .

which are as fol lows : 
-

The rent is due on the last day of each year. 
;

2 . Due to competit ive condit ions. the company feels that i t  wi l l  be necessary to
rnore advanced rnodel.

replace the computer at the end of
Its resale value is est imatecl at

AIIC Ltd. seils cornputer services to
a feasibi l i ty study and decided to a

The corporate incorne tax
is fol lowed.

--t-

N{arks

its clients. The company has recently completeci 20
acquire an additional co'rputer, the deLails of

. 1 , 1 0 , 0 0 0 .

3 .

A' t .

o.
4

24
D

The estimated annual bi l l ing for the services of the new computer wi l l  be
Rs 2,2},pHuring the f irst year, and Rs. 2,60,000 cluring the subseqgent
trvo years' 
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5 . If the computer is Purchased, witl borrow to finance the Pgrrlase
€- r I

from a bank with interest !. nt" interest will be pE'1T regularlv,

and the pr inc iPal  wi l ibe rd Ku nrrp sum at the ""a "f the Yea r ild

{-- s"

re company purchase the computer or lease it') Assume tfost of capitai
\ r /

Li\4traight Iine method of dcpreciatioriJiiiXalvase valu a of p>-+$9
. /  r  .  /  , . ,  - - ^ : ^  ^ r ^ ^  , /  - /

6t(utu the proposal from the point of vief,v of lessotg

/,/
2. @) /l^I,td. wants to acquire T

\-/ ?tbr every one share of T

Ltd. and has offered a swap ra { ,r f t ' ,2 (0.5 shares

Ltd.). tr'ollowing information rs provicled :

A Ltd. T. Ltci.

10

Required :

/
( i /  The number of equity shares to be issued by A Ltd. for acquisit ion of

\J r Ltd.

tiv,/Wt-rat is the expected rnarket price per share of A

assuming its PE multiple rernains unchanged

,/
(ur{Determine the market 'alue of the merged fi 'n.

,/

h)//fu Ltd. which is specialized in manufacturing garments is planning ftrr expansion

// to handle a new contract which it expects to obtain. An investment bank have

approached the companY and

Capitat f inancing. In 2001,

L
{}"

Profit after tax

trquity shares outstanding (Nos.)

trPS
Ptr Ratio
Marhet price Per share

Rs. 18,00,00 0-/

6,00,000 ---

Rs. 3 v-'

10 times '/'

Rs. 30 \-z/

asked whether the Co. ha

the company borrowe

Rs. 3,60,000 Y--"

1 ,80,000 * /

Rs. 2 
"'

7 t imes 
/"

Rs. \4 '-'/

Ltd. after the acqt.iisition,

2

red venture

s on which

1 0

\,Jp'
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interest is paid at 107o p.a. The Company shares are unquoted and i t  has

T;id"d t" t"ke your aclvice in regard to the calculation

that ion
lecast .

Company's forecast turnover for the year to 3lst March, 2005 is Rs. 2,000 lacs

contract, the chance for which i urnover for the fol lowing_Jear _is
dependent to- sonle extent on thebtrf6ome of th t  March,  2005.

F ol lorving are the estimated turnovers and probabil i t ies ,  w*

Year-2005

Turnover Prob.

Rs .  ( i n  lacs )

Marks

Year-2006

Turnover

Rs. ( in lacs )

2 ,500

Prob.

4.7 f-)2 ,000

-'t----

1 ,500

0 . 6

0 . 3

0 . 1

*
3 ,000 0 . 3

2 ,000 __i-5

0 .51 ,800

0 . 6

0 .4

e unit will rernain in existence

to get developed within this

r,200 1 ,500

I,200

cted

/_.-
t

Operating costs inclusive of depreciat ion are expected to be 407n and 35% of

t "  b*

pala at 3Ao/o.It  is assurned that prof i ts after interest and taxes are free cash

flqrys. Growth in earnings is expected to be 405 for the years 2007,2008 andr-
hat. Industry average cost of

equity (net of t"") i"  L5% -
"-- _----

A USA company is planning to set up a software developrnent unit in

wil l  be bought back by the USIndt{  Sof tware developed

rent at a transfer pric

in India for one vear: th

tirne franid
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The us based company wil l  be subject to corporate

withholding tax of 10 per cent in India and wil l  not

in  the US.  Thc so ld  in  the

millions. Other estimates are as follows : r-
,--/

Rent for fully furnished unit with necessary

hardware in Incl ia

Man power cost (80 software professional wi l l

be working for 10 hours each duY)

Administrat ive and other costs

tax

be

US

of  : i0  per  ccryL
--

el igi l f l -e for tr ix

market fbr US

Mi.rrl<s

ancl a

credr\r()

$  1 2 . 0

Rs.  15 ,00 ,000

Rs. 400 per nran ryy
Rs.  12,00,00 { f

(b

Advise the

rate is Rs.

BSE index

Value of portfolio

Risk free interest

Dividend yielcl  on

Beta of portfol io

US company on f inancial viabi i i tY of the projcct. The rupee-dol lerr

48t8.

500

^ onrz
rate

Index

Rs.  10 ,10 ,000

9o/o p.a. ,/

6%t p .a .  J

1 . 5  J

d\
\F"

with four months n-raturitY

three rnonLhs. One future

I

I t
r L 6  1

rJ

we assume that a ftrtures contract on the BSE inclex

is used to hedge the value of portfolio over next

contract is for del ivery of 50 t imes the index.

Based on the above inforrnation calculate :

(i) Price of future contract.

(i i) The gain on short fuburcs posit ion i f  index turus ouL to be 4,500 in  three

nths.

ollowing informatiort relates to AKC Ltd. which manufactures sorne parts of '

which are exported to USA, .Iapan and Europe onan erlectronics device

90 days crecl i t  terms.

FMO
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Japan

Frs. z2{

Yen 650 -"'
/

Yen 78,00,000

USA

Rs. 395

us$ 10.23

us$ 1,02,300

Europe

Rs.  5  10

Euro 11.99

Euro 95,920

Marks

Cost and Sales information :

Variable cost per unit

Export sale price per unit

Receipts from sale due

in 90 days

me line of

fbr every

F oreign exchange rate information , I

Yen/Rs. US$/Rs. Euro/Rs.

Spot rnarket 2.417-2.437 0.0214-0.0217 0.0177-0.0180

3 months fbrward 2.397 -2.427 0.0213-0.0216 0.0176-0.0178

3 months spot 2.423-2.459 0.02144-0.02156 0.0177-0.0179

Advice AKC l.-,td. by calculating average contribution to sales ratio whether
it should hedge it 's foreign currency risk or not.

Ltd. issued a new series of bonds on Januarv 1. 2000. The bonds were

at  par  (Rs.  1,000) . -having a coupon rate 707o p.a.  and rnature on

oupon payments ut

bernber 31st each year. Assume that you purchased an outstanding

Bond on 1st March, 2008 when the going interest rate was I27o.

Required :

( i)  What was the YTM of N{P Ltd. Bonds as on January 1, 2000 ?

(ii) What amount you should pay to cornplete the transaction ? Of that amount

how rnuch should be accrued interest and how much would represent

bonds basic  va lue.

Ltd. has recently approachecl the shareholders of CD Ltd. w gaged t4
s r n

44:^
30th an
MP

as that of AB Ltd. with a bid o

shares 0r a cash alternative of

Z n"*;h?

's shares

have been out of favour with the stock market for sorne time.

FMO P. T.  O.



Pre bid infonnation for the vear

trquity share capital

Number of shares

Pre-tax profit

P/E Ratio

Estimated post tax cost of

Equity Capital per Annutn

fon f dividend valuation model
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ended 31.3 .2006 are

AB I,td.
in lakh

60
24

125
1 1

t2%,

il{a

as foi lows :

CD Ltd.
in lakh

1 7 4

t 7

1 1 0
7

100/,,

Both AB Ltd. and CD l-, td.pay income tax at 307o. Current earnin[ ls grorn't ]r

forecast ts 47o for the foreseeable f'uture of both the Companies.

Assuming no synergy exists, you are required to evaluate whether proposecl

share to share offer is l ikely to be beneficiai to the shar^eholders of both t lre
companies using rnerger terms avai lable. AB Ltd. 's directors might expcct
their own pre bid P/tr rat io to be applied to combined earnings.

Also comment on the value of the two Companies from the constant gror,vt,it

assuming all earnings are paid out as dividencls.

rom the following data for Government securit ies, calcuiate the forward
rates :

F ace value (Rs.)

1 ,00 ,000

1,00,000

1 ,00 ,000

Interest rate

0qo

10o/r,

10.57o

Maturity (Year)

1

l-

2

Current  pr ice (Rs.)

9 1 . 5 0 0

98 ,500

99,000

/b) On the basis of the following information :

Rs .  2 .50

10.50k

27o

of stock of

Current dividend (Do) =

Discount rate (k)
/

Qlowth rate (g) =
I

/
VVt"ulate the present value

,/
gil Is its stock overvalued if stock

l'-/ Show detailed calculation.

&
@/nt ,

\W;/ 
t, -,- 

t
'z a.z

ABC Ltd. Vg

price is Rs. 35, ROE =

FMO N

= Rs. 2.25' /

/
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( a )

( b )

t  are derivabives ?

9, who are the users and what are the purposes of use ?
/ €--- '

( i i i )  Enumerate the basic dif ferences between cash and derivatives market.

What is a Green share option ? Explain i ts working mechanism.

Write a short note on the application of Double taxation
depository receipts.

agreements on Global

"Ollerations in foreign exchange market are exposed to a nurnber of rishs.,,
Discuss.

XYZ Ltd- has substantiai cash flow and until the surplus funds are utilised
to meet the future capital expenditure, l ikely to happen after several months,
are invested in a portfol io of short-term equity investments, detai ls for which
are given below :

Investment No. of
shares

5

4

( c )

(d )

I

I I

I I I

IV

60,000

80,000

1,00,000

1 ,25 ,000

Beta Market price Expected
per share dividend

Rs. y ield

1. 16 4.29 rg .500/o
2.28 2.92 24.00o/o
0.90 2 .17 t7 .bTTo
1 .5 0 3 .74 2G .00o/o

I97o and the risk free rate is IITo.The current market reburn is

Required to :

(i) Calculate the risk of XYZ's short-term investment portfolio relative to
that of the market;

(i i) Whether XYZ should change the composition of its portfolio

. /  \ l  )
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