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_ Angwer$ to questions are to be given only in EninSh except in the case of candi-da_tcs

| who hae o for Hindi Me"di’um If a candidate has not opted 'for Hindi Medium,

his/ber a;;swers in Hindi wil} net be valued.

QuESti.qJ.Nm F is. e@;mpttlmty

S Ining siag queaﬁons

tﬁe caﬂd&date -
ijﬁng note:-;, should fonn pait @f the answer.

| Marks

1. (@ A bank eners into & forward purchase TT covering an export biff for g
. Swiss Francs 1,00 000 at T 324000 due on -2’5-"*’ Agril and covered itself
: far same del-lvery in-the lacal inter bank market at T 32.4206. Hmvever,
on 25" Mamh exporter seugh& for cancelfation of the contyact as: tﬁe

tenor of the bitkis ch&mgedL

In Smgapere market Swiss Frmtcs were q,ui)ted agamst US doltars as
- under . o ' 7 :

Spt Uml—swcmsomnsuu

Onemonthforward  15150/15160

Two months forward 15250/ 1:5270

Three monthis forward: . 15415/1.5445
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' ~  and in the interbapk ma-rke_t US dollars were q_u_oté'd as under : | o
‘Spat USD 1= 49.4302/ 4455
Spot/April A4100/.4200
o Spot/May . 4300/.4400
© Spot/lume . 4500/4600
N ‘Calcu-l_éte' thé.jCancellatiQn charges, péyable by the customef if é}{é'hailg-e' :

o margin required by the bank is 0.10% on buying and selling.

(i:;) _The féuo.wijﬁg_ 'dat,afi_s-avg_ﬂableforabond': E | o :  57
. Face .V_al.'ué._ o RL000 | |
* CouponRate Cou%
. Yearsto Matunty | 6 |
* Redemption Value 1,000
" Yield to Maturity -~ 15%
E .(-Roﬁnc.i-'(')f'f you.r‘l.ahswers' to 3'decim:als)_" o
o C‘a_icu.lafe"_the .f('ill(')v&-r'ingll;n re_sp.élét"of 't:lll'e;.bohd: |
(i) "_.Curr_ent Markéf’Pricé. o |
(i) Duration of the Bond.
(i) 'Volatility of the Bond.
(%) Expected market price if iher_e_asq in required yield is by 100 basis -
'poi'nts. | | | o S
(v).' -Exp.ectéd 'r'nar_k'et, price if dec_reas.e. in ‘required-_yipldgis' by 75 basis

points.. ..

" HPM
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(c) Mr. Dayal is 1nterested in purchasing equ1ty shares of ABC Ltd. which 5
“are currently sellmg at ¥ 600 each. He expects that price of share may
- go upto T 780 or may g0 down to T 480 in three months. The .cha_nces of
'occurring such variations are 60% and 40% respectively. A call option
on the shares of ABC Ltd can be exerc1sed at the end of three months
with a strike prrce of T 630 o . |
B HE What combmatlon of share and optlon should Mr Dayal select 1f

he wants a perfect hedge ?
(ii) What should be the value of optlon today (the nsk free rate is 10%
p-a)?. |

(iii) What is the expected rate of return on the optron ‘?

- f

{(d) XYZ an Indlan ﬁrm wrll need to pay JAPANESE: YEN (JY) 5 00 000 5 -
-on 30th June In order 1o hedge the risk involved in foreign currency N
'transactlon the firm is conmdermg two alternatlve methods 1.e. forward

| 'market cover and currency optron contract 7
On 1St Apnl fo]lowmg quotatlons (JY/INR) are made avallable
Spot’ - 3 months forward | |
1.9516/1.9711.  1.9726/1.9923
" The prices for forex currency option on purchase are as follows :
Strike Price ~ JY 2125 |
Call option (Jurie)  JY 0.047 -
Pt option (June):  JY 0.098°
For excess or balance of JY covered,_the ﬁrm would use“forward rate as
~ future spot rate.

You are required to recommend cheaper hedging alternative for XYZ.

HPM -~ PTO.
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2. (@) The followmg 1nfonnat1on is provrded relatmg to the acqu1r1ng 10
- company E Ltd. and the target companyH Ltd:
Partlcula,rs ‘ | E Ltd. | H Ltd.

o T ® | ®
Number of shares (Face value ? 10 each) 20 -L.akhs ' 15 Lakhs

Market Capitalization : -1 1000 Lakhs 1500 Lakhs -
| P/E Ratio times) | U 10.00 | 5.00 |

Reserves and surplus in €. o 600‘700 Lakhs. 330.00 Lakhs.

i : Prometer’s Holding (No of _s_hares_'). 9.50 Lakhs - .10.00 Lakhs

‘The Board of Drrectors of both the compames have decrded to grve a

fair deal to the shareholders Accordmgly, the we1ghts are dec1ded as

40%, 25% and 35% respect1vely for earmngs book value and market _

- price of share of each company for Swap ratlo

Calculate the. followmg

() -Market price per shar'e,' -earnings per .share and Book V.ialt_le'.per
share; | |

(i) S_-wap ratio;

(iii) Promoter’s holding percentage after acquisition;

| _ (iv) EPS of E Ltd. after acquisit.ion"s of H Ltd'
| (v) EXpected market pnce per share and market cap1tahzat1on of E

Ltd.; after -acquisition, assummg P/E ratio . of E Ltd. remains. -

‘unchanged and
(vi) Free float market c_apitali_zation of the merged firm.

HPM
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(b) Mr. A will need i’ 1 ,00 000 after two years for which he wants to make

one time necessary investment now. He has a choice. of two types of
bonds Their details are as below : ‘

Bond X " BondY

Face value R 1,000. T 1,000
"Coupon ' 7% payable annually 8% payable annually
© Years to maturity SR . N 4
Curentprice . T9T273 293652
Current yield | 10% o 10%

_Adv1ce Mr. A whether he should invest all his money in ore: type of
bond orhe should buy-both the bonds and, if so, in which quantlty ?

Assume that there w111 not be any call rlsk or default risk.

On Apnl 1, 2015, an mvestor has a portfoho consisting of elght -

securltles as shown below

Securlty Market Price N-o.-rof‘S.haAres _' ﬁvnlue' |
A 2940 400 - 059
B . 31870 . 80 132
C 660200 150 087 |
D 520 3000 . 035 .'
E 28190 - 400 . 116
T 27540 . 750 124
G s1460 300 105
H 170.50 - 900 076

- The cost: of cap1ta1 for the mvestor 1s 20% p-a. contlnuously

compounded. The investor fears a fall in the prices of the shares in the
near future. Accordm_gly, he .app_roaches_ you for the advice to protect

the interest of his portfolio.

HPM  PTO.
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-, Youcan make use of the following 1nformation

(i) The current NIFTY value is 8500

(i) NIFTY futures can be traded in units of 25 only
(iii) Futures for’ May are currently quoted at 8700 and Futures for June -

are being quoted at 8850. _
_Y_0u arerequired to calculate : ST
(i) the beta of his portfolio.

(i) the theoretlcal value of the futures contract for contracts exptrmg '

in May and June
Given (e%9% = 1.03045, &0 04—1 04081, e0-03=] 05127)

: (iii) the number of NIFTY contracts’ that.he would have to sell if he

- desires to hedge until June in each of the following cases :

(A) His total portfoho o ' |

(B) 50% of his_portfollo' i
f«nim%&MWmﬁm

‘The Fmance manager of ABC Corporat1on 1s. analyzmg firms pohcy

Y

' .regardmg computers which are now being leased on’ yearly basis on

rental amountmg to T 1,00,000 per year. The computers can be bought
for T 5,00,000. The purchase would be ﬁnanced by 16% and the loan is
repayable in 4 equal annual 1nstallments o

(_)n account of rapid te,chno_logical;progiess-m .the' computer industry, it

s suggested that .a 4-year economic life should be used instead of a
10-year: physwal hfe It is estimated that .the computers would be soldh

for T2 00 000 at the end of 4 years.

,The company uses the stralght lme method of depre01at10n Corporate _

tax rate is.35%:.

(i) Whether the eqmpment be bought or be taken on lease ‘? .
(i) Analyze the . financial v1ab1hty from the pomt of v1ew of the

lessor assummg 14% cost of capital.

(iii) Determine the minimum lease rent at which lessor would break -

even. - :
HPM
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4, (a) XYZ Ltd., a company based in Ind1a manufactures very h1gh quality: 8
modern furniture and sells to a small number of retail outlets in India .
' and_ Nepal. It is facing tough competition. Recent studies on
: mark‘etability of products have clearly indicated that the customer is
now more interested in variety and choice rather_than exclusivity and
. eXception’al quality-. Since the cost of quality wood in’India- is very high,
the company is reviewing the proposal for irnport of __W'oods in bulk
;rfrom Nepalese supplier. | | | ) '
| The estimate of net Ind1an (?) and Nepalese Currency (NC) cash flows |
,for th1s proposal is shown below
' ~Net Cash Flows (in mlllrons)

Yer 0 1. 2 3

~NC . -25.000 2.600 3800 4100 ,
N . Indian () 0 2869 4200 . 4.600

The followmg 1nf0rmat1on is relevant

l ' S -(i)_ '. XYZ L. evaluates all investments by usmg a d1scount rate of ‘_
R © 9% pa. All Nepalese customers are 1nv01ced 1n NC. NC cash

ﬂows are converted to Indian (?) at. the forward rate and
: d1scounted at the Ind1an rate. |
| _ (ii) Inflation rates in Nepal and India are expected ‘to be 9%. and 8%-"‘"
- paa. respectrvely The current exchange | rate is ? 1= =NC 1.6
Assurmng that you are the finance manager of XYZ. Ltd calculate the
net present value (N PV) and modified internal rate of return (MIRR) of

,.the proposal .

You may use following values with respect to dlscount factor for ? 1
@%%. | e

L Present. Value ' Future Value

Year! 0917 . . 1188 -

Year2 0.842 '_ 1.090

Year3. 0772 o |

. HPM - ~ P.TO.
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(b) Mr. X on 1.7.2012, ‘during the initial pubhc offer of a Mutual Fuad 8
(MF) iavested T 1,00,000 4t Face Value of  10. On 31.3.2013, the MF
: decla‘red a dividend of 10% when Mr. X 'caICHlated that his holding
' penﬂd return was 115%. On 31.3.2014, MF again declared a d1v1dend _
of 20%. On 31 3. 2015 Mr X redeemed all his 1nvestment whlch hasl.
T ‘ accumu}afted to 11,296 11 umts when hlS hoidmg pem)d fﬁtﬁm was
o O 20247%. | |
‘ -Calvculate the NAVS as on 31. 03 2{)13 31 03 2{314 and 31.63. 2015

5. (@ ABC Lid, a US Firm, will need £ 500,000 i 180 days. T this g
_ connectlon the follcawmg mformatlon is avallabie
. Spot Rate 1£=$2.00 o
180 days forward rate of‘i as of today is $ 1.96
_1nterest tates are as fo‘Hows us Uik

i‘ o
! 180 days deposit tate - S0%. . 4S% .
-180 days borrowmg rate _ 5 5% o 5. 0%

A call optmn on £ that expu‘es in 180 days has an e?mrcxse :pnce of
'$197ami-1aprem1um®rf$004 R R
ABCLid. has forecasted the spcﬂ: rates for 180 days as Below
Fu’l:ure rate P-rohablllty -

‘ 8191 30%
o s1es o sw

T $208 20%
| ' Wthh of the followmg strategles would be cheaper to ABC Ltd. ?

. (_i)‘-' - Forward Contract;

H . (i) A money market hedge;

o (mi) A call 6ption contract; and
(iv)  No hedging option |

- HPM
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“(b) On1* Aprll an open enﬂed scheme ef mutual fund had 300 lakh units ~ §
-outstanding - with Net Assets Valuc (NAV) of T 18, 75 At the end of
.- April, it-issued 6 lakh. units’ at openmg NAV plus 2% load, adjusted for
ddwdend equahzanon At the -end of May, 3 Lakh units were -
' repurchased: at epemtpg NAV less 2% ekit load ad_]usted for dmdend ,
- equalization. At the end of June, 7@% of its availabla income was
dlstnbuted ' | '

7 .

“In reSpect of' Apnl = -June Quarter; the followmg addltlonal 1nformatlon
- .are. avalla-ble '

| . Finlakh
 Portfolio valiie appreciation 435,47
Incomeof April -~ 23950
lncomé for May ; . ' 34425
IncomeforJune . 45430

You are requ:red to-calcutate
(). itigoine avaﬂab’le for distribiition:
@Gi) ;—s,suc -p_ﬂc_;e at the <iid. qf‘&pnl;.
(i) rc'puréhﬁSET prfc’é ét the ehd: of May, and‘

{ivy nef-asset valfa;e (NA-V) as on 30" June.

6. (a) XYZ Ltd wants to pﬁrchase ABC Ltd. by exchanging 0.7 of its share 10
' - for each share of ABC Ltd.. Relevant financigl data are as follows

Equity shares outstanding  10,00,000 - 4,00,,00.0_
'EPS ® 40 ©28
* Market price per share @ 250 160

HPM - P.T.O.
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: Illustr.ate' the impact of mefger ol EPS of both the companies.

0

ange ‘ratio

ABC Ltd. has quoted a share’ exch

" (ii) The management of
f 1: i for the merger. Assumlng th t P/E ratio. of XYZ Lid. will
rernarn unchanged after the merger what will be the gam from

N merger for ABC 1td. ?

(iii). '_ What will be.the gain/loss to shareholders of XYZ Ltd 7
. . (1v) Deterrrrine : the ‘maximum - exchange 1atio acceptable to

: shareholders of XYZ Ltd_._ .

1s a Shoes manufactunng eompany 1t is fall“equ'ity ﬁnanoed_'and

(b) X Ltd
4 10 00, 000 (? 10 per share)

has a pald-up Capital of
o analyse‘the futu_re earnings.

X Ltd has “hired Swastrka consultants t

The report of Swastrka consultants states as follows

HiNE ” o8 The eannngs and d1v1dend wrll grow'at 2.5-% for the next two

. S T years.

: oy Earmngs are hkely to grow at the rate of 10% from 3" year and

H 5 S '_ onwards
urther if there is reduo'tion- ine mgs growth, dividend p'a'yout

%{ R (m)

ratro wrll 1ncrease to 50 /o |

_____________ I nf_ff_u_f_._s_m—;,

o . .
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The other data related to the company are as follows | |

| Year EPS (?) Net Dividend per share (7) Share Price «T’ j ._
2010630 . 25 . o

2000 700 280 L 4600
2012770 308 @5
2013 840 336 6875
B014ff'960 T '384 . O 93.00

You may assume that the tax rate is 30% (not expected to change- in
'future) and post tax cost of capital is 15%. R o
By usmg the Dlvrdend Valuauon Model calculate A

(). Expected Market PI‘ICC per share |

i) PE Ratlo

Write short'nt)tesoﬂ any fol'ir of the following | '\ o A axd
(2) Assumpnons of Modrgham &Mﬂler Hypothesm | : =16
" (b) Define the. foIlowmg Greeks: ‘with respect to optlons

() Delta o

() Gomma

(i) Vega

(i) Rho | | ) o | | |

(C) .MoneyMarketMutualFunds L o : : | - o | .- b

(d Instruments of 1ntematlonal ﬁnance

o (e) Forfaltmg Vs Export factormg

HPM
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