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Every step towards success 


PROJECT FINANCE 
1.  Archbishop Marbles is an existing profit making listed company. It has in its books 200000 equity shares of Rs.10 each. The company proposes to raise additional equity funds of Rs.50.00 lacs by a public issue. Issue costs are expected to be 6%. It expects to earn Rs.20.00 lacs by way of post-tax profit out of existing investments. In addition, additional funds raised would generate a 15% post tax return. Dividend pay out ratio would be 50%. Dividend growth is expected at 3%. Shareholders expect a dividend yield of 10%. 

Archbishop Marbles plans to price the issue at a 20% discount rate to what the market value would be when the trading commences. Compute the number of shares to be issued and the price at which it can be issued. 
2.  Swastic Manufacturers Limited, with a shareholder, base of 10000 have invested a sum of Rs.4 lacs in profit earning assets, of which 75% is financed by retained earnings. The company has thus for registered a post tax return of 15% on the investments. The company’s shares now command a premium of Rs.38 in the market. Swastic has plans to invest a further sum of Rs.150000, for diversification with identical earnings capacity. The funds are proposed to be raised through a rights issue. 

Required: (i) What is the earnings per share presently? (ii) Compute the number of rights shares, if the rights were to be priced at Rs.15, Rs.20, Rs.30, Rs.37.50, Rs.40, or Rs.45. (iii) What are your comments? (iv) Determine the dilution in earnings if any, and the break-even level for each price level. 

3.  Existing number of shareholders in Aditya Associates Limited is 250000. The shares are quoted at Rs.24 currently. The company proposes a rights issue in the proportion of 2 for 5 at a price of Rs.17 per share. Compute the theoretical ex-rights price. 

4.  There are 15lac shareholders in Genetics DNA Limited. Each share with a face value of Rs.2 is traded in the market at Rs.8. The company informs all the shareholders that it proposes to issue rights shares, in the proportion of 1 for every 3 shares held, at a price of Rs.6.40 per share. Mr. R. A. Bandopadhyaya who holds 450 shares also receives this intimation, but does not know what to do. You are his good friend. Advise him what would be the change in his wealth (insofar as these shares are concerned), in case:

(i) He subscribes fully

(ii) He sells the rights and receives cash for its value

(iii) He does nothing.

5.  Information about a rights issue is as under:

	Existing number of shares in Company A 
	650000

	Current Market Price
	Rs.50 

	Rights ratio
	1 for 5 

	Proceeds will be used for an investment 
	NPV of which is Rs.2600000

	Rights Offer Price
	Rs.45.00

	Rights Offer Price 
	Rs.45.00


Demonstrate the impact on cum-rights and ex-rights price, assuming that the information about the incremental NPV reaches the market, before or after the record date.
6.  Information about a rights issue of a Company with no debt capital, is as follows:

	Existing number of shares in Company A (Face Value Rs.10)
	1200000

	Current Market Price
	Rs.16.67

	Rights ratio
	1 for 6

	Exercise Price under rights offer
	Rs.15.00

	Proceeds will be used for 
	A new project

	Earnings on current investment (prior to rights)
	Rs.24.00 lacs

	Expected earnings on proceeds of rights issue invested in the new project
	15%


Required: Compute the theoretical ex-rights price. State the assumptions made. 

7. XYZ Limited has submitted the following projections. Give your comments, if the industry average for comparable project is 9% of PAT and the tax rate is 30%. 




Amount/Rs. Lacs

	
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Turnover
	220.00
	240.00
	250.00
	250.00
	280.00

	PBT
	18.15
	20.16
	21.25
	21.50
	24.36


8.  ABC Limitedhas submitted the following projections. Give your comments, on its ROCE. 





Amount/Rs. Lacs  
	
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Capital Employed
	1000
	900
	810
	729
	656

	ROCE %
	10.00%
	10.50%
	11.11%
	11.75%
	12.20%


9. XYZ Limited has submitted the following projections. The company has a term loan of Rs.100 lacs, principal of which is repayable in five equal annual installments. If the interest rate on loan is 8%, compute the interest cover, assuming a tax rate of 30%.





Amount/Rs. Lacs  

	
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Turnover
	220.00
	240.00
	250.00
	250.00
	280.00

	PBT
	18.15
	20.16
	21.25
	21.50
	24.36


10. EBDIT of a medium size  company is Rs.12.16 lacs. The company’s debt structure comprises the following elements. 
	Nature Of Debt
	Cost % p.a. 
	Obligation Level Rs. Lacs

	1. Short Term Finance 
	10.00
	5.00

	2. Five Year term Loans
	8.00
	10.00

	3. Convertible Debentures
	12.00
	16.00

	4. Commercial paper (180 Days) maturing on the last day of accounting period 
	6.00
	20.00


(i) Compute the interest cover : (i)Give your Comments. 

11. XYZ Limited has a 8% term loan of Rs.50 lacs. Principal is repayable in five equal installments. Tax rate is 30%. Depreciable assets at the beginning of the period are Rs.100 lacs. Depreciation at 25% is charged on WDV Basis. 

Compute interest coverage and DSCR for each of the five years, and indicate DSCR for project life, based on data given in the table. 





Amount/Rs. Lacs

	
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Turnover
	220.00
	240.00
	250.00
	250.00
	280.00

	PBT
	18.15
	20.16
	21.25
	21.50
	24.36


12.  Consider the profitability projections of XYZ Limited given in Q.-11. Would you recommend a loan of Rs.100.00 lacs at 7% if the assets at the beginning of project life stood at Rs.150 lacs, and the WDV depreciation rate is 20%? Assume there are no other loans. Do you have suggestions? 

13.  Geometrics Limited has been recently registered with ROC as a new company. They have taken up a new project and plan to raise the entire funds by issuing equity shares to the public. Project information, duly vetted by consultants us as under:

Based on the foregoing parameters, advise the CEO:

(i) The issue price 

(ii) Whether the issue is likely to succeed 

(iii) Whether in your view, there is any element of discount in built in the issue price.

14.  ABC Limited has already issued 14 lac shares. Current market price pr share is Rs.9.00. The company proposes to issue rights in the proportion of 2 for 7 held. The rights offer is priced at Rs.6.75. Mrs. D. Babri holds 2100 Shares. Demonstrate, with supporting computations, whether the following statements are true or false. 

(i) The shareholder is likely to lose Rs.724.75 if she subscribes to the rights offer. 

(ii) The shareholder does not stand to gain if she renounces 50% of rights simultaneously subscribing to the remainder of rights, or 100% of the rights. 

(iii) The shareholder will gain at least marginally if she does nothing. 

15.  Alpha Limited has taken up a new project, with an investment of Rs.120 lacs, to be financed by equity and term loans in the ratio of 1:1. The life of the project is five years. The company will operate at 60, 70, 80% capacity in years 1, 2 and 3, which will stabilize at 90% from the fourth year onwards. Turnover in the first year is expected to be Rs.360 lacs. Variable cost is 805, and fixed costs are Rs.50 lacs for first three years and Rs.75 lacs thereafter. Tax rate is 35%. Estimate the PAT for each of the five years and comment on project profitability, if the industry average is 5%. 

16.  Consider the data in the Q.-15. If the debt component, principal of which is repayable in four years from 2nd year, carries interest at 13%, compute and show interest coverage. 
17.  Cost elements and financing pattern of a new project with a  cost of Rs.100 lacs is as under:

	Project Cost
	Rs. Lacs
	Financing Pattern
	Rs. Lacs

	Land and site development 
	5.00
	Promoters’ Contribution
	40.00

	Buildings
	12.00
	12% Debentures redeemable in four equal installments 3rd Year
	60.00

	Plant And Machinery
	60.00
	
	

	Contingencies
	3.00
	
	

	Margin money for working capital
	20.00
	
	

	
	100.00
	
	100.00


Rs. Lacs

	Year 1
	Year 2
	Year 3
	Year 4
	Year 5
	Year 6

	15.00
	20.00
	20.00
	25.00
	25.00
	30.00


Estimates of PAT for the six year duration of the project is as under:

Assuming straight line depreciation for both buildings and Plant and Machinery, Compute the interest coverage and debt service coverage for the project, and offer your Comments. 

18. A Summary of the most recently published Balance Sheet of Allevations Limited, is given below. This is as at on the 31st March, 2004.

	Liabilities
	Rs. 000s
	Assets
	Rs. 000s

	Owner’s Funds
	
	Fixed Assets
	

	Equity (Rs.50)
	4800
	Net Fixed Assets
	38080

	Securities Premium 
	8320
	Current Assets
	30048

	Reserves
	10160
	
	

	Borrowings
	
	
	

	12% Debentures

(Rs.100)
	22768
	
	

	Current Liabilities
	22080
	
	

	Total
	68128
	
	68128


The debentures, due for redemption three years hence at par, are now traded at Rs.94 ex-interest. Interest is paid annually. Shares are traded at Rs.300, with market expectation of returns at 15%.

Alleviations wish to raise Rs.160 lacs for expansion of existing operations. This expansion will lead to a pre-tax cash flow of Rs.40 lacs annually for the foreseeable future. Tax Rate is 40% and is payable within the accounting period in which income arises. 

Required: Determine the quantum of debt and equity that will go to finance the expansion plan, if Alleviations were to maintain the existing financial gearing. 

19.  In a public issue of ordinary shares, net offer to public is 2 lakh. The issuer has received applications for 6 lakh shares. The applications were invited in multiples of 100 shares, which was the marketable lot. These were scrutinized and put in six categories A, B, C, D, E and F representing applications for 100, 200, 300, 400, 500 and 600 shares respectively. 

The particulars of applications received are tabulated below: 

	Category
	Number of shares applied for by each applicant 
	Number of applicants
	Total number of shares applied for 

	A
	100
	1500
	150000

	B
	200
	400
	80000

	C
	300
	300
	90000

	D
	400
	300
	120000

	E
	500
	200
	100000

	F
	600
	100
	60000

	
	
	
	600000


Show allotment of shares. 

20.  A company intends to issue 10000 ordinary shares. The company has fixed a price range of Rs.50/ share – Rs.60/share. It has received the following bids. 

	Bidder
	Price/Share

Rs.
	Shares

No.

	A
	52
	3750

	B
	51
	4000

	C
	58
	3500

	D
	57
	1500

	E
	59
	2500

	F
	60
	2000

	G
	53
	4000

	H
	56
	3000


Determine the issue price and suggest an allotment plan. 

21.  A company wishes to raise Rs.6.09 lakh by issue of shares. The investors can bid within price range Rs.50 (floor price) and Rs.60 (Cap price). Promoter’s contribution is 20%. There are no reservations or firm allotments. 

The company has received the following bids in respect of net offer to public. 

	Name of bidder
	A
	B
	C
	D
	E
	F
	G

	Number of shares willing to take 
	4000
	3000
	4200
	8000
	5000
	3000
	9000

	Price (Rs.)
	60
	59
	58
	57
	56
	55
	54


22.  A 14-day treasury bill for Rs.25000 is issued for Rs.24930. Compute yield from the bill. 

23. RBI sold a 91-day Treasury bill of face value Rs.100 at a yield of 6%. What was the Issue Price? 

24.  Face value of a 90 day DUPN is Rs.100. The discounting rate is 12% p.a. 

25.  M Limited has to make a payment on 30/01/04 of s.80 lakh. It has surplus cash today, i.e. 31/10/03, and has decided to invest sufficient cash in  Bank’s Certificate Of Deposit Scheme Offering a yield of 8% p.a. on simple interest basis. What is the amount to be invested today? 

26.  A company has issued commercial papers on 17-01-1998 for 90 days maturity. Determine issue price of the commercial paper assuming implicit actual rate of interest 11.25%.

27.  Bank A enters into a 14 days Repo to sale 13.6%. Government stock to Bank B at 5%. The agreed sale price is Rs.101. Determine repurchase price assuming that last coupon was paid 30 days ago. 

28.  For each of the following cases, find out the rights ratio the company would declare. Also find how many shares Mr. X would be eligible to get if he held the respective number of shares given against each situation. 
	Current Outstanding Shares
	Proposed Issue Size
	Shares Held By Mr. X

	500000
	20000
	400

	2000000
	50000
	2500

	5000000
	8500000
	20000

	40000000
	10000000
	200000


29.  Calculate the value of rights and the price of the share after rights for the following cases, where all amount is expressed in terms. 

	Market Price-Cum-Rights
	Rights Price
	Number Of Outstanding Shares
	Number Of Rights Offered

	25.00
	21.50
	5
	1

	47.00
	40.00
	4
	1

	93.50
	75
	6
	1

	565
	10
	1
	17


30. The equity shares of SBC Limited 9Face Value Rs.100) were being quoted at Rs.180. The company launched an expansion programme worth Rs.25 Crores and decided to make a public issue. Part of the issue was to be rights. Members were offered one right share for every six ordinary shares held by them, at a premium of Rs.50 per share. Determine the minimum price that can be expected of the shares after the issue. 
31.  ABC Limited’s shares are currently selling at rs.13 per share. There are 1000000 shares outstanding. The firm is planning to raise Rs.20 lakhs to finance a new project. 

Required:

What are the ex-right price of shares and the value of right, if? 

(a) The firm offers one right share for every two shares held. 

(b) The firm offers one right share for even-four shares held. 

(c) How does the shareholders’ wealth change from (a) to (b)? How does right issue increases shareholders’ wealth?

32.  Viso Limited plans to expand its operations and estimates the total cost of the expansion to be Rs.24 Crore. The same is proposed to be financed by internal accruals of Rs.9 Crore and the balance through a rights issue. The current share capital of the company of the company is Rs.2.40 Crores. The shares of the company are currently quoting at rs.345. The company proposes to price the rights at Rs.250.  

Based on the information

(a) Compute the ratio of the rights. 

(b) Calculate the value of the rights. 

(c) Determine the gain/loss of a shareholder, if he

(i) Exercise his rights in the rights issue

(ii) Allows his rights to expire
(iii) Sells his rights.

33.  The issued capital of Indiana Limited comprises of 100000 ordinary shares of Rs.100 each. It has no fixed interest capital. It has paid a dividend of Rs.30 per share consistently over years and each share has a current market value of Rs.270 cum-dividend. The next dividend is due to be paid shortly. Earnings have been running at about the same level as dividends. 

The directors are now considering a new investment proposal, requiring an outlay of Rs.2000000, which is expected to yield a net cash inflow of Rs.400000 p.a. indefinitely. All additional net cash receipts could be used to increase dividend payments. Three sources of finance for the new project are under consideration. 

(a) A reduction in the current dividend

(b) A rights issue of one new share for every ten shares held, at rs.200 per share, and 

(c) A new public issue of ordinary shares. 

Assume that the broad details of the directors’ plan become known in the stock market (but were not known when the share price was Rs.270). 

Estimate the new price per share:

(a) If the current dividend is reduced, and 

(b) If the rights issue are made.

(c) Calculate The price per share required in a new public issue if the entire surplus generated by the new project is to accrue to the existing shareholders. 
34.  Shiva holds 24000 shares of AB Limited which is currently quoting at Rs.55 a share. AB Limited wants to raise Rs.1 million by announcing rights at a price of Rs.50 a share. AB Limited has 250000 shares outstanding and one investor Mr. X holds 24000 Shares of the company. Find out the rights entitlement of Mr. X and at what price he can sell his rights after allotment? 

35.  Axles Limited has issued 10000 equity shares of Rs.10 each. The current market price per share is Rs.30. The company has a plan to make a rights issue of one new equity share at a price of Rs.20 for every four shares held. You are required to:

(a) Calculate the theoretical post-rights price per share

(b) Calculate the theoretical value of the rights alone 

(c)  Show the impact of the rights issue on the wealth of a shareholder who has 1000 shares assuming he sells the entire rights, and 

(d) Show the impact if the same shareholder does not take any actions and ignores the issue. 


It is all about loving our parents 


