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Total No. of Questions — 7
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Answers Lo questions are o be given only in English except in the case of
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Maximum Marks — 100

candidates who have opled for Hindi Medium. If a candidate has not opted for Hindi

Medium, his/her answers in Hindi will not be valued.

Question No. 1 is compulsory.

Attempt any five outof the remaining six questions.

Wherever appropriate, suitable assumptions should be made and indicated in the

answer by the candidate.

Wufkiﬁg Noles should form part of the answer.

Marks

€Y EFII)Ltd‘ is an export business house. The campany prepares ipvoice in" ¢
cidtonters’ . currency. Its debfors of US$ 10,000,000 is due on .

Agril 1, 2015,
Miirket inforpation as at January 1, 2015 is :

Exchangy xates USS /INR | Currency Futprss US$/INR
| Spﬂi .| 0.016667 | Contract size : T 24,816,975 .

1-month forward | 0.016529 | . i-month

0016519 |-

3-moiiths fasward | 0.016129 | - 3-months

0.016118
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KLA Marks
Initial Margin | Interest rales in India
1-month T 17,500 6.5%
3-months T 22.500 7%

On April 1, 2015 the spot rate US$/INR is 0.016136 and currency
future rate is 0016134, _ '. '

~ Which of the following methods would be most advantageous to EFD
Ltd ?
@ "

(ii} . Using currency futures

Using forward contract

(mj . Nnt hedging the currency risk

(b} TUV Ltd. has invested mﬂ]raeMuma'thmd schemes as per the details 4
| given below : '

- Scheme X | Scheme }’ Scheme Z
Dﬂ.l;e of Investment 1-10-2014 | 1-1-2015 | 1-3-2015
Anjount of Investment (2) 115,00,000 | 7,50,000 | 2,50,000
Nq: Assel value at entry date T12.50 T30.25 T2775
Dividend received up to March | ¥ 45,000 T 12,‘5&]:' ‘Nil
31, 2015. St
Net Assct value as at March| ¥1225'] 23645 | T27.55

131,2015 -

| ~ ‘What will be the effecuve yield (per annum basis) for each nf thé above
_ three schemes upto 31% March 2015 ? '

KLA
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(¢} PQR Ltd. has credit sales of ¥ 165 crores during the financial year g -

2014-15 and its average collection period is 65 days. The past

experience suggests. that bad debt losses are 4.28% of credit sales.

Administration cost. incurred in colleclion of ik receivables is
T 12,35,000 p.a. A factor is prepared to buy the company’s receivables
by charging 1.95% commission. The factor will pay advance on
.rmeivables to the cnmj;raq}r af an interest rate of 16% p.a. after

withholding 15% as reserve,

‘Estimate the effective cost of factoring to the company assunﬁng 360

days in a year.

(d) The following information is collected from the annual reports of JLtd : 4

Profit before tax 22,50 crore
Tax e S 40 percent
Rbention ratio _ 4() percent

1

| N;meer of ouistanding shares  50,00,000
Equity capitalization rale 12 percent
Rate of mmr‘n oninvestment 15 percent

Whal should be the markét price per share according lp_qudnn’s model
- of dividend policy ? o

KLA o P.T.0.
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2. (a) Mr. Shyam is holding the following securities : ' 8
Particulars of Cost TN o etPrice Beta
. Interest
Securities 4 t L4

Equity shares :

| Gold Ltd. 10,000 1,725 9,800 0.6
Silver Ltd. 15000 1,000 16200 0.8
Bronze Ltd. 14000 - 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 :

(i) Expected rale of return in e&ch Case, uamg the Capital Asset
Pricing Model (CAPM)
(ii) Risk free rate of retumn

(b)) On 31™ March, 2013, the following information about Bonds is 8

available : _
ﬁ of Face Co ' Conpon
- Name u
Value | Maturity Date | pom| - Date(s)
* Security ¢ ' Rate
Zero coupon 10,000{ 31* March, 20231 N.A. __ N.A.
T-Bill 1,00,000] 20™ June, 2013 | N.A.. N.A.

Wl

10.71% GOT 2023 100] 31" March, 2023 | 10.71 | 31 March
10% GOI2018 | 100| 31%March, 2018 10.00 | 31" March &
| 31% October

Ca]culate :

(i) If 10 years yteld is 7.5% p.a., what pnn;‘: dle Zem Coupon Bond
wauid fetch on 31* March, 2013 ?

© Thelnstitute of Chartered Accountants of India



(3}
~ KLA Marks

(i) What will be the annualized yield if the T-Bill is traded @ 98500 7
(iii} If 10.71% GOI 2023 Bond having yield to mamrity is 8%, what

price would it fetch on April 1, 2013 (after covpon payment on

31" March) ? |
(iv) If 10% GOI 2018 Bond having yield to maturity is 8%, what price

would ‘it fetch on Aprl 1, 2013 (after coupon paymeni on

31* March) ? |

3. (a) RLtd and S Ltd. are cnmpm_]jes that operate in the same induétry. The 8
financial statements of both the companies for the current financial year

are as follows -

f Balance Sheet
Particllars | RLt4. (0 | S Lid (0
Equity & Liabilities
Sharehalders Fund - _
Equity Capital € 10 each) " 20,00,000 | 16,00,000
Retained earnings ‘ 400000 -

Non-current Liabilities

16% Long term Debt 10,00,000 | 6,00,000
Current L;Eaﬁi!:fﬁes | : 14,00,000 .E,II]O,DGD
| . Toml 43,00,000 | 30,00,000|
r ‘”:Assel.s.. o |
| Non-Current Assets | 20,00,000 | 10,00,000
Current Assets | 28,00,000 | 20,00,000
| " Total T 28,00,000 | 30,00,000

KLA -~ P.T.O.
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Income Statement
Particulars RLtd.(®) | SLtd. @)
A_  Net Sales 69,00,000 | 34,060,000
B. Costof Goods sold 55,20,000 ' 27.20,000
C. Gross Profit (A-B) 13,80:000 | 6,80,000
D. Operating Expenses 4,Dﬂ,ﬁﬂﬂ Z,DD,DGG
E. Interest 1,60,000 96,000
F. Earnings before taxes (C<D+E)] | 820,000| 384,000
|G. Taxes @ 35% 2,87,000| 1,34,400
H. Eamings After Tax (EAT) 5’.33,m-‘_:r' 2,49,600
A_ddltlolml Information :
No. of equity shares 2,00,000 1,60,000
Dividend Payment Ratio (D/P) 20% 30%
Market price per share 250 220

* Assume that both companies are:in I;hé process of neguﬁ._ating a merger

f .
through exchange of Equiry shares :

Yc;uarerequired to:

roro

(i) Decompose the share price of both the.dnﬁlpanip‘g!:inm EPS & P/E |
cnm_poneﬁts. Also segregate their EPS ﬁgumls}ptu Retum On
Equity (ROE) and ‘Book Value / Intrinsic Vel per share

components.

(i) *Estimate future EPS growth rates for both the

KLA
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(iti) Based on expected aperating synergies, R Lad. estimated that the

intrinsic value of S Lid. Equity share would be T 25 per share on

its acqﬁisil.iﬂn, You arcrcqulre.d to develop a range of justifiable

Equity Share Exchange ratios that can be offered by R Lid. to

the shareholders of S Ltd. Based on your analysis on parts (i} and

(i), would you expect the negotiated terms to be closer to. the -

upper or the lower eichange ratio limits and why ?

(b) Following are the details of a portfolio consisting of three shares : 8
Share Portfolio Beta Expected Total |
' weight return'in % variance
A 0.20 0.40 14 0.015
050 | 050 15 0.025
C 030, | 110 21 0.100

Standard Deviation of Market Portfolio Returns = 10%
You are given the fnllnwmg additional data :
Cuvanance {A, B)=0.030

Covanam:e (A.O)= 0020

Covanance B.C)=0 040

éa.lwlhle the following :

i) The Pﬂﬂfﬂl.lﬂ' Bela o
(11} Remdua] variance of each of the three s.han:-s :
(iii) Purtfohn variance usmg Sharpe Index Mndel _

{(iv) Portfolio variance (on the basss of modem porlfolm theory g.we:n
by Mirkowitz) -

KLA - P.T.O.
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4. {a) A manufacturing unit engaged in the production of automobile parts is 7

‘considering a 'pmposal of purchasing one of the rwo plants, details of

. which are given below :

Particulars Plent A Plant B
Cost 220,00,000 ‘| T 38,00,000
Installation charges ¥ 4,00,000 ¥2,00,000
Life - . 20 years. 15 years
Scrap value after full life T 4,00,000 ¥ 4,00,000
Output per minute (npits) 200 400

The annual costs of the two plants are as follows :

Particulars ~ PlantA | .~ PlantB
Running hours per annum 2,500 2,500
chsts: ' . (in 1 (in®
wiga o 1,00000 - |7 1,40,000
' Ind.mact materials _ 4;30,0‘.]} ﬁ,ﬁﬁ,_tlll]
Repairs . ... 80,000 . 1,00,000
Power o 2,40,000 'ZI.BG.LIfI‘.]
F_ix;dcpsts______; e 60,000 |, .I}_.Esu,mo

8 KLA o

-
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Will it be advanuageous to buy Plant A or Plant B ? Subslandate your

answer with the help of comparative unit cost of the plants. Assume
_interest on capital at 10 percent. Make otber relevant assumpﬁﬁns :

Note : 10 percent interest tables

20 years = 15 years
Present value of T 1 0.1486 0.2394
- Annuity of T 1 (cai:nital recovery factor
with 10% interest) 0.1175 0.1315

(b) An importer booked a fnrward cuntmct wu.h his bank on 10" Apnl for 9'
USD 100000 due on 10™ June @ ¥ 64,4000. The bank covered its

position in the market at ¥ 64,2800

The exchange rates for dollar in the interbank _maﬂccl on 10" June and

© Thelnstitute of Chartered Accountants of India

20 June were :
i' 10" June 20™ Jupe
Spnt}USﬁ_ 1= 7 63.8000/8200 | X 65.6300;'12@ |
Spot}lune 2 63.92000500 | 2 63 800078500
Ty . 6405000900 | € 63.9300/9900
August | T 64.3000/3500 | ¥ 64.1800/2500
 Sepiember 2 64.6000/6600 | T 54.439&1.{;;.@0 -
KiA PT.0.
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Exchange Margin 0.10% and interest on cutlay of funds @ 12%. The

Jmporter requested on 20" June for extension of contract with dug date

on 10" August,
Rates rounded 1o 4 decimal in multiples of 0.0025.

On 10" June, Bank Swaps by selling spot and buying one month
forward. h

!'.lalﬂ:l_nte :
(ij' " Cancellation rate *
(iij . Amount payable on § 2,00,000
- (iiiy. Swap loss
(iv) Interest on auuay of funds, if any
{v) New contract rale | . .

5. {(n) J Bank ‘R’ was established in 2005 and duiﬁg banking in India. The bank 11
fis facing DO OR DIE situstion. There are problems of Gross NPA (Non
{ Performing Assets) at 40% & CAR/CRAR (Capilﬂ Adequacy Ratio /
 Capital Risk Weight Asset Ratio) at 4%. The net worth of the bark is
| nﬁf good. Shares are not fraded regularly. Last week, it was traded @ ¥ 8
'RBI Audit suggestcd that bank has either 1o liquidate or to merge with
'ou‘:er bank. CooTTT
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Bank ‘P’ is professionally managed bank with low gross NPA of 5%. It

. hak Net NPA as 0% and CAR a 16%. Its share is quoted in the market
@ T 128 per share. The board of directors of bank ‘P’ hak submitied a
" proposal to RBI for take over of bank ‘R’ on the basis of share

exchange ratio.

" The Balance Sheet details of both the banks are as follows :

Bank ‘R | Bank P
Amt in T lacs | Amt in € lacs
Paid up share capital 140 500
| Reserves & Surplus ; 70 5,500
Deposits | : 4,00ﬁ 40,000
| Other Liabilities o 890 2,500
| Total Lisbilitles 5.100 48,500
Cashlin hand & with RBI - | . 400 . 2,500
Bajaéce_ﬁith other banks ] 2,000
—— a0 15000
Advances | .-,,:,. ' | _. 3,500' ) -21@
Other Assels - | | .100:_ oL 2,000
Total Assets - - | 5100 T a0

kLA PTO.
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It was _decidcd to issue shares at Book Value of Bank ‘P to the
sharehplders of Bank ‘R’. All assets and liabilities are 1o be Wrkien over

at Book Value,
For the swap ratio, weights assigned to different paramelers are as
follows :
Gross NPA. _ 30% '
CAR - 20%
-{ Market Price ] 40%
Book Vaiue_ : 1 10%

(a) Whatis the swap ratio based on abave weights ?

(b) How many shares are to be issued ?

{c) Prepare .Balance Sheel after merger.

(@) Calculate CAR & Gross NPA % of Bank ‘P’ after merger.

() DEF Ltd. has imported goods to the extent of US$ 1 crore. The 5
~ psyment terms are 60 days interest-free credit. For additional credit of
.30 days, interest at the rate of 7.75% p.a, will be charged.

I The banker of DEF Ltd. has offered a 30 days loan a the rate of
19.5% p._'a. Their quote for the foreign exchange is as follows : '

", Spot rate INR/USS " 62.50
. 60 days forward rate INR/USS - 63.13.
. 90days forward rate INR/USS E 63.45

Whjch one uf tha following options wuuld be betlfef\'?
iy ‘Pa}r the supplle.r on 60® day and avail bank loan for 3(1 da)rs :
i) Ava:l the suppher 5 offer of 90 days credit

v o © kLA
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(a) R Ltd., requires-a machine for 5 years, There are two aliernatives 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
o fnance 100% of its initial required amount at 15% rate of interest for

any uf the alternatives.

. Under lease option, upfront Security deposit of T 5,00,000/- is payable
' tﬁ lessor which is equal to cost of machine. OQut of which, 40% shall be

adjusted equally against annuval lease rent, At the end of life of the

machine, expected scrap value will be at hu-nk 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 ﬁnt-cha:ges. However

in'case of bank finance for lease oplion, repayment of principal amount

equal to fease rent is adjusted every year, and the balance at the end of

- 5% year,

Assume;‘lnc_@m:' 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 1 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 ?

KLA P.T.O.
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() There are two Mutoal Funds viz. D Muwal Fund Ltd. and K Mutual 8

Fund Lid. Each having close ended equity schemes.
NAV as on 31-12-2014 of equity schemes of D Mutual Fund Lid. is ¥
70,1 {cunsisﬁng 99% équity and remaining cash balance) and that of K

Mutual Fund Ltd. is ¥ 62.50 (consisting 6% equity and balance in

cash).
Fu]_luwiné is the other information.;
Equity schemes
D Mutual Fund Ltd. K Mutnal Fund Lid.
Sharpe Ratio | - 2 | 33
Treynor Ratio - |. i5 15
Standard devition 1125 :

' :Them is no change m b&rtfoiios dunng the next month and annual
;ra.?an‘i_gc costis T 3 per unit for the schemes of both the Mufu.d.l'.Fu:_lds.
It sha&,.m goes down by 5% within 4 month, calculate expected
| NAV after a_mu.nlh for thc schemes of bolh the Mutual Funds.
For calculation, ;uﬁsidcr 12 m'onﬁs in a year and ignore number of

days for particelar mﬂnth .
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Write short notes on any four of the following : dxd
(a} Explain the meaning of the following relating to Swap transactions ; =16

(i} Plain Vanila Swaps
(ii) Basis Rate Swaps
(iii} Asset Swaps

. {iv) Amortising Swaps

(b) Distinction between Open ended schemes and Closed ended schemes
(c) - State any four assumptions of Black Scholes Model |

(d) Give the meaning of Caps, Floors and Collar options with respect to
' Interest. - -

{(e) Global depository receipts

[ IR
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