Question No.1 is compulsory.
Answer any five questions from the remaining six questions.Working notes should form part of the answers.

Question 1
1. On April 3, 2016, a Bank quotes the following:
       Spot exchange Rate (US $1)	INR66.2525	INR 67.5945 2 months swap points		70	90
3 months swap points	160	186
In a spot transaction, delivery is made after two days.
      Assume spot date as April 5, 2016. Assume 1 swap point= 0.0001,	
You are required to:
1. ascertainswappointsfor2monthsand15days.(ForJune20,2016),
1. determine foreign exchange rate for June 20, 2016,and
compute the annual rate of premium/discount of US$ on INR, on an average rate.          
												          (5marks)
1. TUVLtd.hasinvestedinthreeMutualFundschemesasperthedetailsgivenbelow:

	
	Scheme X
	Scheme Y
	Scheme Z

	Date of Investment
	1-10-2014
	1-1-2015
	1-3-2015

	Amount of Investment (`)
	15,00,000
	7,50,000
	2,50,000

	Net Asset value at entry date
	`12.50
	`36.25
	`27.75

	Dividend received upto March 31, 2015
	`45,000
	`12,500
	Nil

	Net Asset value as at March 31, 2015
	`12.25
	`36.45
	`27.55



What will be the effective yield (per annum basis)  foreach of  the  above three schemes upto31stMarch2015?							           					(4marks)

 (
PV will increase 30% from original estimate
PV will decrease by 40% 
from  
original
Figures
.
) (
Condition 
Favourable
 in first 
year 
Condition sluggish 
in first
year
) (c) Ram Chemical is in production Line of Chemicals and considering a proposal  of building  new 
plant to produce pesticides. The Present Value (PV) of new proposal is `150 crores (After considering scrap value at the end of life of project). Since this is a new product market, survey indicates following variation in  Present Value(PV):

In addition Rama Chemical has a option to abandon the project at the end of Year and dispose it at `100 crores.  If risk free rate of interest is 8%,  what will be present value of  putoption?	  
	(5Mark)
 (d)  With the help of the following information of Jatayu Limited compute the Economic Value    Added:


	Capital Structure
	Equity capital                                       `160 Lakhs
Reserves and Surplus                  `140 lakhs 10% Debentures                                          `400 lakhs

	Cost of equity
	                                                       14%

	Financial Leverage
	                                                     1.5 times

	         Income Tax Rate
	                                                      30%


[bookmark: _GoBack]																										
Question 2
1. Mr. Shyam is holding the following securities:

	Particulars	of Securities
	Cost `
	Dividend Interest
`
	Market Price
`
	Beta

	Equity shares:
	
	
	
	

	Gold Ltd.
	10,000
	1,725
	9,800
	0.6

	Silver Ltd.
	15,000
	1,000
	16,200
	0.8

	Bronze Ltd.
	14,000
	700
	20,000
	0.6

	GOI Bonds
	36,000
	3,600
	34,500
	1.0


Average return of the portfolio is 15.7%. Using Average Beta, Calculate:
0. Expected rate of return in each case, using the Capital Asset Pricing Model(CAPM)
0. Risk free rate ofreturn	(8Marks)
(b) An American firm is under obligation to pay interests of Can$ 1010000 and Can$ 705000    on 31stJuly and 30thSeptember respectively. The Firm is risk averse and its policy is to hedge the risks involved in all foreign currency transactions. The Finance Manager of the firm is thinking of hedging the risk considering two methods i.e. fixed forward or option contracts.
It is now June 30. Following quotations regarding rates of exchange, US$ per Can$, from  thefirm’s bank wereobtained:

	Spot
	1 Month Forward
	3 Months Forward

	0.9284-0.9288
	0.9301
	0.9356


Price for a Can$ /US$ option on a U.S. stock exchange (cents per Can$, payable on purchase of the option, contract size Can$ 50000) are as follows:

	Strike Price
	Calls
	Puts

	(US$/Can$)
	July
	Sept.
	July
	Sept.

	0.93
	1.56
	2.56
	0.88
	1.75

	0.94
	1.02
	NA
	NA
	NA

	0.95
	0.65
	1.64
	1.92
	2.34


According to the suggestion of finance manager if options are to be used,  onemonth  option should be bought at a strike price of 94 cents and three  month option  at a strike  price of 95 cents and for the remainder uncovered by the options the firm would bear the   risk itself. For this, it would use forward rate as the best  estimateof  spot.  Transaction  costsareignored.
Recommend, which of the above two methods  would  be  appropriate  for  the  American firm to hedge its foreign exchange risk on the two interest payments.	(8Marks)
Question 3
1. Details about portfolio of shares of an investor is as below:
	Shares
	No. of shares (Iakh)
	Price per share
	Beta

	
A Ltd.
	
3.00
	
`500
	
1.40

	B Ltd.
	4.00
	`750
	1.20

	C Ltd.
	2.00
	`250
	1.60



The investor thinks that the risk of portfolio is very high and wants to reduce the portfolio beta to 0.91.He is considering two below mentioned alternative strategies:
0. Dispose off apart of his existing portfolio to acquire risk free securities, or
0. Take appropriate position on Nifty Futures which are currently traded at `8125 and each Nifty points is worth`200.
You are required to determine:
(1)    portfolio beta,
1. the value of risk free securities to beacquired,
1. the number of shares of each company to be disposed off
1. 	the number of Nifty contracts to be bought/sold, and
	(5)	the value of portfolio beta for 2%  rise in Nifty.	 																	(8 Marks)
( b) P Ltd. has current earnings of `6 per share with 10,00,000 shares outstanding. Thecompany plans to issue 80,000, 8% convertible preference shares of `100 each at par.  The preference shares are convertible into 2 equity shares for each  preference  share held. The equity share has a current market price of `42 per share. Calculate:
(i) What is preference share's conversion value? 
(ii) (ii)What is conversion premium?
 (
(iv)   
If   profits   after   tax   
increases   
by   
`
20   Lakhs   what   will    be    the    basic EPS
,
(
A)
before
 
conversion 
and
 
(B)on
 
a
 
fully
 
diluted
 
basis?
(8Marks)
)(iii) Assuming that total  earnings remain the same, calculate the  effect  of  the issue  on the basic earning per share (A)before conversion (B)after conversion

Question 4
1. Tirupati Co. Ltd. promoted by a Multinational group “INTERNATIONAL  INC”  is  listed  on stock exchange holding 84% i.e. 63 lakhsshares.
Profit after Tax is `4.80 crores.  Free Float Market Capitalisation is `19.20 crores.
As per the SEBI guidelines promoters have to restrict their holding to 75%  to  avoid  delisting from the stock exchange.  Board of Directors has decided not to delist the share  but to comply with the SEBI guidelines by issuing Bonus shares to minority shareholders while maintaining the same P/Eratio.
Calculate
0. P/ERatio
0. BonusRatio
0. Market price of share before and after the issue of bonus shares
0. Free Float Market capitalization of the company after the bonus shares.
																			(8Marks)
1. Mr. Fed Up wants to invest an amount of `520 lakhs and had approached his Portfolio Manager. The Portfolio Manager had advised Mr. Fed Up to  invest  in  the  following  manner:

	Security
	Moderate
	Better
	Good
	Very Good
	Best

	Amount (in `Lakhs)
	60
	80
	100
	120
	160

	Beta
	0.5
	1.00
	0.80
	1.20
	1.50


You are required to advise Mr. Fed Up in regard to the following,  using  Capital  Asset PricingMethodology:
1. Expected return on the portfolio, if the Government Securities are at 8% and  the NIFTY is yielding10%.
1. Advisability of replacing Security  'Better' with NIFTY.         	  
			(8Marks)
Question 5
1. Following Financial Data for Platinum Ltd. areavailable:

	For the year 2011:
	(`In lakhs)

	Equity Shares (`10 each)
	100

	8% Debentures
	125

	10% Bonds
	50

	Reserve and Surplus
	200

	Total Assets
	500

	Assets Turnover Ratio
	1.1

	Effective Tax Rate
	30%

	Operating Margin
	10%

	Required rate of return of investors
	15%

	Dividend payout ratio
	20%

	Current market price of shares
	`13


You are required to:
0. Draw income statement for theyear
0. Calculate the sustainable growthrate
0. Compute the fair price of the company's share using dividend discount model, and
0. Draw your opinion on investment in the company's share at current price.
											(8Marks)
1. A company is considering hedging its  foreign exchange risk. It has made a purchase on    1st July, 2016 for which it has to make a payment of US$ 60,000 on December 31, 2016.  The present exchange rate is 1 US $ = `65. It can purchase forward 1 $ at `64. The company will have to make an upfront premium @ 2% of the forward amount purchased. The cost of funds to the company is 12%per annum.
In the following situations, compute the profit/loss the company will make if it hedges its foreign exchange risk with the exchange rate on 31stDecember, 2016 as :

(i )`68 per US $.
(ii) `62 per US$. 
          (iii) `70 per US$.		(8Marks)								
 (
(
iv
) 
`
65 per US $.
)	
Question 6
1. R Ltd., requires a machine for 5  years. There are two alternatives  either to take it on lease or buy. The company is reluctant to invest initial amount for  the  project and  approaches their bankers. Bankers are ready to finance 100% of its initial required amount at 15% rate  of interest for any of thealternatives.
Under lease option, upfront Security deposit of `5,00,000/- is payable to lessor which is equal to cost of machine. Out of which, 40% shall be adjusted equally against annual lease rent. At the end of life of the machine, expected scrap value will be at book value after providing, depreciation @ 20% on written down value basis.
Under buying option, loan repayment is in equal annual installments of principal amount, which is equal to annual lease rent charges. However in case of bank finance for lease option, repayment of principal amount equal to lease rent is adjusted every year, and the balance at the end of 5thyear.
Assume Income tax rate is 30%, interest is payable at the end of every year and discount rate is @ 15%p.a. The following discounting factors are given:

	Year
	1
	2
	3
	4
	5

	Factor
	0.8696
	0.7562
	0.6576
	0.5718
	0.4972


Which option would you suggest on the basis of net present values?              		      (8Marks)		

(b) XML bank was established in 2001 and doing banking business in  India.  The  bank  is facing very critical situation. There are problems of  Gross  NPA  (Non -Performing Assets) at 40% & CAR/CRAR (Capital Adequacy Ratio/Capital. Risk Weight  Asset  Ratio) at 2%.  The net worth of the bank is not good. Shares are not traded regularly. Last week, it was traded @ `4 pershare.
RBI Audit suggested that bank has either to liquidate or to merge with other bank.
ZML Bank is professionally managed bank with low gross NPA of 5%. I t has  net NPA as  0% and CAR at 16%. Its share is quoted in the market @ `64 per share. The Board of Directors of ZML Bank has submitted a proposal to RBI for takeover of bank XML on the basis of share exchangeratio.
The Balance Sheet details of both the banks are as follows:

	PARTICULARS
	XML Bank (`) (Amount in Crores)
	ZML Bank (`) (Amount in Crores)

	Liabilities
	
	

	Paid up share capital (`10)
	70
	250

	Reserve and Surplus
	35
	2,750

	Deposits
	2,000
	20,000

	Other Liabilities
	445
	1,250

	Total Liabilities
	2,550
	24,250

	Assets
	
	

	Cash in hand and with RBI
	200
	1,250

	Balance with other banks
	0
	1,000

	Investments
	550
	7,500

	Advances
	1,750
	13,500

	Other Assets
	50
	1,000

	Total Assets
	2,550
	24,250


It was decided to issue shares at Book Value of ZML Bank to the shareholders of  XML Bank. All Assets & Liabilities are to beta kenoverat Book Value.
For the Swap Ratio, weights assigned to different parameters are as follows:

	Gross NPA CAR
Market Price
Book Value
	40%
10%
40%

	
	10%



You are required to :
(i) Calculate swap ratio based on above rates.
(ii) Calculate number of shares are to be issued.
(iii) Prepare  Balance  Sheet after Merger.					
		(10Marks)
Question 7
Answer any four from the following- :
1. Interface of Financial Policy and Strategic Management
1. Commercial Paper
1. American Depository Receipt
(c)	Advantages of holding securities in 'Demat' form
(e)	Synergy  in the context of Mergers and Acquisitions	(4 x 4 Marks=16Marks)
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