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Test Series: October, 2018 

MOCK TEST PAPER – 2 

FINAL COURSE: GROUP – I 

PAPER – 2 : STRATEGIC FINANCIAL MANAGEMENT (NEW) 

Question No. 1 is compulsory. Attempt any four questions from the remaining five questions. Working notes 
should form part of the answer. 

Time Allowed – 3 Hours Maximum Marks – 100 

1. (a)  Capital structure of Sun Ltd., as at 31.3.2003 was as under:  

 (Rs. in lakhs) 

Equity share capital 80 

8% Preference share capital 40 

12% Debentures 64 

Reserves 32 

 Sun Ltd., earns a profit of Rs. 32 lakhs annually on an average before deduction of income-tax, 

which works out to 35%, and interest on debentures.  Sun Ltd. has been regularly paying equity 

dividend of 8%. 

 Normal return on equity shares of companies similarly placed is 9.6% provided:  

(i) Profit after tax covers fixed interest and fixed dividends at least 3 times.  

(ii) Capital gearing ratio is 0.75. 

(iii) Yield on share is calculated at 50% of profits distributed and at 5% on undistributed profits.  

ANALYZE the value per equity share of the company assuming the risk premium as: 

(A) 1% for every one time of difference for Interest and Fixed Dividend Coverage.  

(B) 2% for every one time of difference for Capital Gearing Ratio.             (10 Marks) 

(b)  Cinderella Mutual Fund has the following assets in Scheme Rudolf at the close of business on 

31s tMarch,2014. 

Company No. of Shares Market Price Per Share 

Nairobi Ltd. 25000 Rs.   20 

Dakar Ltd. 35000 Rs.  300 

Senegal Ltd. 29000 Rs.  380 

Cairo Ltd.  40000 Rs.  500 

The total number of units of Scheme Rudol are 10 lacs. The Scheme Rudolf has accrued 
expenses of Rs. 2,50,000 and other liabilities of Rs. 2,00,000.  

CALCULATE the NAV per unit of the Scheme Rudolf.         (5 Marks) 

(c) EXPLAIN Dow Jones theory.  (5 Marks) 
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2.  (a) Mr. Tamarind intends to invest in equity shares of a company the value of which  

depends upon various parameters as mentioned below: 

Factor Beta Expected value in % Actual value in % 

GNP 1.20 7.70 7.70 

Inflation 1.75 5.50 7.00 

Interest rate 1.30 7.75 9.00 

Stock market index 1.70 10.00 12.00 

Industrial production 1.00 7.00 7.50 

The risk-free rate of interest be 9.25%,  

CALCULATE the return of the share as per Arbitrage Pricing Theory.  (6 Marks) 

(b)  A multinational company is planning to set up a subsidiary company in India (where hitherto it 

was exporting) in view of growing demand for its product and competition from other MNCs. The 

initial project cost (consisting of Plant and Machinery including installation) is estimated to be 

US$ 500 million. The net working capital requirements are estimated at US$ 50 million. The 

company follows straight line method of depreciation. Presently, the company is exporting two 

million units every year at a unit price of US$ 80, its variable cost per unit being US$ 40.  

The Chief Financial Officer has estimated the following operating cost and other data in respect 

of proposed project: 

(i) Variable operating cost will be US $ 20 per unit of production;  

(ii)  Additional cash fixed cost will be US $ 30 million p.a. and project's share of all ocated fixed 

cost will be US $ 3 million p.a. based on principle of ability to share;  

(iii)  Production capacity of the proposed project in India will be 5 million units;  

(iv)  Expected useful life of the proposed plant is five years with no salvage value;  

(v)  Existing working capital investment for production & sale of two million units through exports 

was US $ 15 million; 

(vi)  Export of the product in the coming year will decrease to 1.5 million units in case the 

company does not open subsidiary company in India, in view of the presence of competing 

MNCs that are in the process of setting up their subsidiaries in India;  

(vii)  Applicable Corporate Income Tax rate is 35%, and 

(viii)  Required rate of return for such project is 12%. 

ADVICE X Inc. to establish the proposed project in India. 

Note: 1. There will be no variation in the exchange rate of two currencies and all profits will be 

repatriated, as there will be no withholding tax.  

2. Present Value Interest Factors (PVIF) @ 12% for five years are as be low: 

Year 1 2 3 4 5 

PVIF 0.8929 0.7972 0.7118 0.6355 0.5674 

                               (8 Marks) 

(c)  EXPLAIN briefly the concept of Credit Rating.                 (6 Marks) 
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3. (a)  The closing value of Sensex for the month of October, 2017 is given below:  

Date Closing Sensex Value 

1.10.17 2800 

3.10.17 2780 

4.10.17 2795 

5.10.17 2830 

8.10.17 2760 

9.10.17 2790 

10.10.17 2880 

11.10.17 2960 

12.10.17 2990 

15.10.17 3200 

16.10.17 3300 

17.10.17 3450 

19.10.17 3360 

22.10.17 3290 

23.10.17 3360 

24.10.17 3340 

25.10.17 3290 

29.10.17 3240 

30.10.17 3140 

31.10.17 3260 

ANALYZE the weak form of efficient market hypothesis by applying the run test at 5% and 10% 
level of significance using 18 Degrees of Freedom.  

Note: 

Value of t at 5% is 2.101 at 18 Degrees of Freedom 

Value of t at 10% is 1.734 at 18 Degrees of Freedom  (10 Marks) 

(b)  The current market price of an equity share of Penchant Ltd is Rs. 420. Within a period of 3 
months, the maximum and minimum price of it is expected to be Rs. 500 and Rs. 400 
respectively. The risk-free rate of interest be 8% p.a. 

ESTIMATE the value of a 3 months Call option using “Risk Neutral” method at the strike rate of  
Rs. 450. 

Given e0.02 = 1.0202  (6 Marks) 

(c) “The Financial Risk can be viewed from different perspective”. Explain this statement.  

            (4 Marks) 

4. (a)  XYZ Inc. issues a £ 10 million floating rate loan on July 1, 2013 with resetting of coupon rate 
every 6 months equal to LIBOR + 50 bp. XYZ is interested in a collar strategy by selling a Floor 
and buying a Cap. XYZ buys the 3 years Cap and sell 3 years Floor as per the following details 
on July 1, 2013: 

Notional Principal Amount  $ 10 million 

Reference Rate 6 months LIBOR 
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Strike Rate 4% for Floor and 7% for Cap 

Premium 0* 

The actual LIBOR happened to at each reset date was as follows: 

Reset Date LIBOR (%) 

31-12-2013 6.00 

30-06-2014 7.50 

31-12-2014 5.00 

30-06-2015 4.00 

31-12-2015 3.75 

30-06-2016 4.25 

Determine: 

(i) Effective interest paid out at each of above reset date, 

(ii) The average overall effective rate of interest p.a. 

*Since Premium paid for Cap = Premium received for Floor  (8 Marks) 

(b)  Mr. Tempest has the following portfolio of four shares: 

Name Beta Investment Rs. Lac. 

Oxy Rin Ltd. 0.45 0.80 

Boxed Ltd. 0.35 1.50 

Square Ltd. 1.15 2.25 

Ellipse Ltd. 1.85 4.50 

The risk-free rate of return is 7% and the market rate of return is 14%. 

CALCULATE  

(i)  Portfolio return.  

(ii) Calculate the portfolio Beta (8 Marks) 

(c)  Explain briefly the concept of Cluster Financing.  (4 Marks) 

5. (a)  On 1 October 2015 Mr. X an exporter enters into a forward contract with a BNP Bank to sell US$ 
1,00,000 on 31 December 2015 at Rs. 65.40/$. However, due to the request of the importer, Mr. 
X received amount on 28 November 2015. Mr. X requested the bank the take delivery of the 
remittance on 30 November 2015 i.e. before due date. The inter -banking rates on 28 November 
2015 was as follows: 

Spot      Rs. 65.22/65.27 

One Month Premium   10/15 

ANALYZE the position of Mr. X, if bank agrees to take early delivery then what will be net inflow 
to Mr. X assuming that the prevailing prime lending rate is 18%.             (8 Marks) 

(b)  T Ltd. and E Ltd. are in the same industry. The former is in negotiation for acquisition of the 
latter. Important information about the two companies as per their latest financial statements is 
given below: 

 T Ltd. E Ltd. 

Rs.  10 Equity shares outstanding 12 Lakhs 6 Lakhs 

Debt:   
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10% Debentures (Rs.  Lakhs)  580 -- 

12.5% Institutional Loan (Rs.  Lakhs) -- 240 

Earning before interest, depreciation and tax (EBIDAT) (Rs.  Lakhs) 400.86 115.71 

Market Price/share (Rs. ) 220.00 110.00 

T Ltd. plans to offer a price for E Ltd., business as a whole which will be 7 times EBIDAT reduced 
by outstanding debt, to be discharged by own shares at market price. 

E Ltd. is planning to seek one share in T Ltd. for every 2 shares in E Ltd. based on the market 
price. Tax rate for the two companies may be assumed as 30%. 

ANALYZE the following under both alternatives i.e. as per T Ltd.'s offer and E Ltd.'s plan: 

(i)  Net consideration payable. 

(ii)  No. of shares to be issued by T Ltd.  

(iii)  EPS of T Ltd. after acquisition. 

(iv)  Expected market price per share of T Ltd. after acquisition.   

 Note: Calculations (except EPS) may be rounded off to 2 decimals in lakhs.       (8 Marks) 

(c)  DIFFERENTIATE between PTS and PTC. 

  OR 

EXPLAIN securitisation in India.  (4 Marks) 

6. (a)  Mr. X, who has established the following spread on the Delta Corporation’s stock :  
(i) Purchased one 3-month call option with a premium of Rs. 30 and an exercise price of  

Rs. 550. 

(ii) Purchased one 3-month put option with a premium of Rs. 5 and an exercise price of  
Rs. 450. 

Delta Corporation’s stock is currently selling at Rs. 500. ADVICE Mr. X about profit or loss, if the 
price of Delta Corporation’s : 
(i) remains at Rs.500 after 3 months. 

(ii) falls at Rs.350 after 3 months. 

(iii) rises to Rs.600. 

Note: Assume the size option is 100 shares of Delta Corporation.            (8 Marks) 

(b)  An Indian exporting firm, Rohit and Bros., would be covering itself against a likely depreciation of 
pound sterling. The following data is given:   

Receivables of Rohit and Bros  :  £500,000 

Spot rate   : Rs. 56.00/£ 

Payment date   :  3-months 

3 months interest rate   :  India : 12 per cent per annum 

   : UK : 5 per cent per annum 

ADVICE what should the exporter do?  (6 Marks) 

(c)  DESCRIBE the term Pitch Presentation in context of Start-up Business?            (6 Marks) 
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FINAL COURSE: GROUP – I 

PAPER – 2 : STRATEGIC FINANCIAL MANAGEMENT (NEW)  

SUGGESTED ANSWERS/HINTS  

1. (a)  (i)  Calculation of Profit after tax (PAT) 

Calculation of Interest and Fixed Dividend Coverage 

   =
PAT  Debenture interest 

Debenture interest  Preference dividend




 

   = 
15,80,800  7,68,000   

7,68,000  3,20,000




  = 

23,48,800  

10,88,000
  = 2.16 times 

(ii)  Calculation of Capital Gearing Ratio 

Capital Gearing Ratio = 
Fixed interest bearing funds 

Equity shareholders' funds
 

   =
Preference Share  Capital  Debentures

Equity Share Capital  Reserves




= 

40,00,000   64,00,000

80,00,000   32,00,000




 = 

1,04,00,000 

1,12,00,000
= 0.93  

(iii)  Calculation of Yield on Equity Shares: 

Yield on equity shares is calculated at 50% of profits distributed and 5% on undistributed 
profits: 

                (Rs.) 

 50% on distributed profits (Rs. 6,40,000 × 50/100)   3,20,000 

 5% on undistributed profits (Rs. 6,20,800 × 5/100)      31,040 

 Yield on equity shares       3,51,040 

 Yield on equity shares %   = 
 Yield on shares 

Equity share capital 
 100 

      = 
3,51,040 

80,00,000
 100 = 4.39% or, 4.388%.  

 Rs. 

Profit before interest and tax (PBIT) 32,00,000 

Less: Debenture interest (Rs. 64,00,000 × 12/100)  7,68,000 

Profit before tax (PBT)  24,32,000 

Less: Tax @ 35%  8,51,200 

Profit after tax (PAT) 15,80,800 

Less: Preference Dividend  

(Rs. 40,00,000 × 8/100)            3,20,000  

Equity Dividend (Rs. 80,00,000 × 8/100)           6,40,000 9,60,000 

Retained earnings (Undistributed profit) 6,20,800 
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Calculation of Expected Yield on Equity shares 

(A) Interest and fixed dividend coverage of Sun Ltd. is 2.16 times, but the industry average 

is 3 times. Therefore, risk premium is added to Sun Ltd. Shares @ 1% for every 1 time 

of difference. Hence, 

 Risk Premium  = 3.00 – 2.16 (1%) = 0.84 (1%) = 0.84% 

(B) Capital Gearing ratio of Sun Ltd. is 0.93 but the industry  average is 0.75 times. 

Therefore, risk premium is added to Sun Ltd. shares @ 2% for every 1 time of 

difference. Hence, 

 Risk Premium = (0.75 – 0.93) (2%) = 0.18 (2%) = 0.36% 

          (%) 

Normal return expected     9.60 

Add: Risk premium for low interest and fixed dividend coverage  0.84 

Add: Risk premium for high interest gearing ratio  0.36 

   10.80 

Value of Equity Share 

  =  Paid-up value of share = 
10.80

4.39
 100 = Rs. 40.65 

(b)  

Shares No. of shares Price Amount (Rs.) 

Nairobi Ltd. 25,000 20.00 5,00,000 

Dakar Ltd. 35,000 300.00 1,05,00,000 

Senegal Ltd. 29,000 380.00 1,10,20,000 

Cairo Ltd. 40,000 500.00 2,00,00,000 

   4,20,20,000 

Less: Accrued Expenses  2,50,000 

Other Liabilities  2,00,000 

Total Value  4,15,70,000 

No. of Units  10,00,000 

NAV per Unit (4,15,70,000/10,00,000) 41.57 

(c)  The Dow Theory is based upon the movements of two indices, constructed by Charles Dow, Dow 
Jones Industrial Average (DJIA) and Dow Jones Transportation Average (DJTA). These averages 
reflect the aggregate impact of all kinds of information on the market. The movements of the 
market are divided into three classifications, all going at the same time; the primary movement, 
the secondary movement, and the daily fluctuations. The primary movement is the main trend of 
the market, which lasts from one year to 36 months or longer. This trend is commonly called bear 
or bull market. The secondary movement of the market is shorter in duration than the primary 
movement, and is opposite in direction. It lasts from two weeks to a month or more. The daily 
fluctuations are the narrow movements from day-to-day. These fluctuations are not part of the 
Dow Theory interpretation of the stock market. However, daily movements must be carefully 
studied, along with primary and secondary movements, as they go to make up the longer 
movement in the market. 
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Thus, the Dow Theory’s purpose is to determine where the market is and where is it going, 
although not how far or high. The theory, in practice, states that if the cyclical swings of the stock 
market averages are successively higher and the successive lows are higher, then the market 
trend is up and a bullish market exists. Contrarily, if the successive highs and successive lows 
are lower, then the direction of the market is down and a bearish market exists.   

2. (a)  Return of the stock under APT 

Factor Actual value in 
% 

Expected 
value in % 

Difference Beta Diff. х Beta 

GNP 7.70 7.70 0.00 1.20 0.00 

Inflation 7.00 5.50 1.50 1.75 2.63 

Interest rate 9.00 7.75 1.25 1.30 1.63 

Stock index 12.00 10.00 2.00 1.70 3.40 

Ind. Production 7.50 7.00 0.50 1.00 0.50 

     8.16 

Risk free rate in %        9.25 

Return as per APT      17.41 

(b)  Financial Analysis whether to set up the manufacturing units in India or not may be carried using 
NPV technique as follows: 

I.  Incremental Cash Outflows 

  $ Million  

Cost of Plant and Machinery 500.00 

Working Capital 50.00 

Release of existing Working Capital (15.00) 

 535.00 

II. Incremental Cash Inflow after Tax (CFAT) 

(a)  Generated by investment in India for 5 years 

 $ Million  

Sales Revenue (5 Million x $80) 400.00 

Less: Costs  

          Variable Cost (5 Million x $20) 100.00 

           Fixed Cost  30.00 

           Depreciation ($500Million/5) 100.00 

EBIT 170.00 

Taxes@35% 59.50 

EAT 110.50 

Add: Depreciation 100.00 

CFAT (1-5 years) 210.50 

Cash flow at the end of the 5 years (Release of Working Capital)  35.00 

(b)  Cash generation by exports 

 $ Million  

Sales Revenue (1.5 Million x $80) 120.00 

Less: Variable Cost (1.5 Million x $40) 60.00 
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Contribution before tax 60.00 

Tax@35%  21.00 

CFAT (1-5 years) 39.00 

(c) Additional CFAT attributable to Foreign Investment 

 $ Million  

Through setting up subsidiary in India  210.50 

Through Exports in India  39.00 

CFAT (1-5 years) 171.50 

III. Determination of NPV  

Year CFAT ($ Million) PVF@12% PV($ Million) 

1-5 171.50 3.6048 618.2232 

5 35 0.5674 19.8590 

   638.0822 

Less: Initial Outflow  535.0000 

   103.0822 

Since NPV is positive the proposal should be accepted. 

(c)  Credit Rating means an assessment made from credit-risk evaluation, translated into a current 
opinion as on a specific date on the quality of a specific debt security issued or on obligation 
undertaken by an enterprise in terms of the ability and willingness of the obligator to meet 
principal and interest payments on the rated debt instrument in a timely manner.  

Thus, Credit Rating is: 

(1) An expression of opinion of a rating agency. 

(2) The opinion is in regard to a debt instrument. 

(3) The opinion is as on a specific date. 

(4) The opinion is dependent on risk evaluation. 

(5) The opinion depends on the probability of interest and principal obligations being met  timely. 

Such opinions are relevant to investors due to the increase in the number of issues and in the 
presence of newer financial products viz. asset backed securities and credit derivatives.  

3. (a)  

Date Closing Sensex Sign of Price Charge 

1.10.17 2800  

3.10.17 2780 - 

4.10.17 2795 + 

5.10.17 2830 + 

8.10.17 2760 - 

9.10.17 2790 + 

10.10.17 2880 + 

11.10.17 2960 + 

12.10.17 2990 + 

15.10.17 3200 + 
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16.10.17 3300 + 

17.10.17 3450 + 

19.10.17 3360 - 

22.10.17 3290 - 

23.10.17 3360 + 

24.10.17 3340 - 

25.10.17 3290 - 

29.10.17 3240 - 

30.10.17 3140 - 

31.10.17 3260 + 

Total of sign of price changes (r) = 8 

No of Positive changes = n1 = 11 

No. of Negative changes = n2 = 8 

r =  1
nn

nn2

21

21 


 

   = 1
811

8112





 = 176/19 + 1 = 10.26 



r

  = 
)1nn()nn(

)nnnn2(nn2

21
2

21

212121




 



r

   = 
)1811()811(

)8118112()8112(
2 


 = 

)18()19(

157176
2


 = 252.4 = 2.06 

Since too few runs in the case would indicate that the movement of prices is not random. We 
employ a two- tailed test the randomness of prices. 

Test at 5% level of significance at 18 degrees of freedom using t - table  

The lower limit  

 =   – t × 


r

 =10.26 – 2.101 × 2.06 = 5.932 

Upper limit 

=   + t × 


r

  =10.26 + 2.101 × 2.06 =  14.588 

At 10% level of significance at 18 degrees of freedom  

Lower limit 

= 10.26 – 1.734 × 2.06 = 6.688 

Upper limit 

= 10.26 + 1.734 × 2.06 = 13.832 

As seen r lies between these limits. Hence, the market exhibits weak form of efficiency . 

*For a sample of size n, the t distribution will have n-1 degrees of freedom. 
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(b)  Let the probability of attaining the maximum price be p 

(500 - 420) х p+(400 - 420) х (1-p) = 420 х (e0.02
-1) 

or, 80p - 20(1 - p) = 420 х 0.0202 

or, 80p – 20 + 20p = 8.48 

or, 100p = 28.48 

p= 0.2848 

The value of Call Option in Rs. = = =13.96 

(c)  The financial risk can be evaluated from different point of views as follows:  

(i) From stakeholder’s point of view: Major stakeholders of a business are equity shareholders 
and they view financial gearing i.e. ratio of debt in capital structure of company as risk since 
in event of winding up of a company they will be least prioritized.  

 Even for a lender, existing gearing is also a risk since company having high gearing faces 
more risk in default of payment of interest and principal repayment.  

(ii) From Company’s point of view: From company’s point of view if a company borrows 
excessively or lend to someone who defaults, then it can be forced to go into liquidation.  

(iii) From Government’s point of view: From Government’s point of view , the financial risk can 
be viewed as failure of any bank or (like Lehman Brothers) down grading of any financial 
institution leading to spread of distrust among society at large. Even this risk also includes 
willful defaulters.  This can also be extended to sovereign debt crisis.   

4. (a)  (i)  The pay-off of each leg shall be computed as follows: 

Cap Receipt 

Max {0, [Notional principal x (LIBOR on Reset date – Cap Strike Rate) x  

} 

Floor Pay-off 

Max {0, [Notional principal x (Floor Strike Rate – LIBOR on Reset date) x 

} 

Statement showing effective interest on each re-set date 

Reset Date LIBOR 

(%) 

Days Interest 
Payment ($) 

LIBOR+0.50% 

Cap 
Receipts 

($) 

Floor Pay-
off 

($) 

Effective 
Interest 

31-12-2013 6.00 184 3,27,671 0 0 3,27,671 

30-06-2014 7.50 181 3,96,712 24,795 0 3,71,917 

31-12-2014 5.00 184 2,77,260 0 0 2,77,260 

30-06-2015 4.00 181 2,23,151 0 0 2,23,151 

31-12-2015 3.75 184 2,14,247 0 12,603 2,26,850 

30-06-2016 4.25 182 2,36,849 0 0 2,36,849 

Total   1096    16,63,698 

 

0.2848x50

1.0202

Number of days in the settlement period

365

Number of days in the settlement period

365
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(ii)  Average Annual Effective Interest Rate shall be computed as follows:  

    = 5.54% 

(b)  Market Risk Premium (A) = 14% – 7% = 7% 

Share Beta Risk Premium 
(Beta x A) % 

Risk Free 
Return % 

Return  

% 

Return  

` 

Oxy Rin Ltd. 0.45 3.15 7 10.15 8,120 

Boxed Ltd. 0.35 2.45 7 9.45 14,175 

Square Ltd. 1.15 8.05 7 15.05 33,863 

Ellipse Ltd. 1.85 12.95 7 19.95    89,775 

Total Return     1,45,933 

Total Investment ` 9,05,000 

(i) Portfolio Return = 100
000,05,9

933,45,1


 `

 `
= 16.13% 

(ii) Portfolio Beta 

Portfolio Return = Risk Free Rate + Risk Premium х β = 16.13% 

   7% + 7 = 16.13% 

   β = 1.30 

Alternative Approach 

First, we shall compute Portfolio Beta using the weighted average method as follows:  

BetaP = 0.45X
05.9

80.0
+ 0.35X

05.9

50.1
+ 1.15X

05.9

25.2
+ 1.85X

05.9

50.4
 

  = 0.45x0.0884+ 0.35X0.1657+ 1.15X0.2486+ 1.85X0.4972 = 0.0398+ 0.058 + 0.2859 +  
     0.9198 = 1.3035 

Accordingly,  

(i) Portfolio Return using CAPM formula will be as follows: 

 RP= RF + BetaP(RM – RF) 

 = 7% + 1.3035(14% - 7%) = 7% + 1.3035(7%) 

 = 7% + 9.1245% = 16.1245% 

(ii) Portfolio Beta 

 As calculated above 1.3035  

(c)  Cluster based approach to lending is intended to provide a full -service approach to cater to the 
diverse needs of the MSE sector which may be achieved through extending banking services to 
recognized MSE clusters. A cluster based approach may be more benef icial (a) in dealing with 
well-defined and recognized groups (b) availability of appropriate information for risk assessment 
(c) monitoring by the lending institutions and (d) reduction in costs.   The banks have, therefore, 
been advised to treat it as a thrust area and increasingly adopt the same for SME financing. 
United Nations Industrial Development Organisation (UNIDO) has identified 388 clusters spread 
over 21 states in various parts of the country. The Ministry of Micro, Small and Medium 
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Enterprises has also approved a list of clusters under the Scheme of Fund for Regeneration of 
Traditional Industries (SFURTI) and Micro and Small Enterprises Cluster Development 
Programme (MSE-CDP) located in 121 Minority Concentration Districts. Accordingly, banks have 
been advised to take appropriate measures to improve the credit flow to the identified 
clusters.  Banks have also been advised that they should open more MSE focused branch offices 
at different MSE clusters which can also act as counseling.   Centres for MSEs. Each lead bank of 
the district may adopt at least one cluster (Refer circular  RPCD.SME & 
NFS.No.BC.90/06.02.31/2009-10 dated June 29, 2010 ). 

5. (a)  Bank will buy from customer at the agreed rate of Rs. 65.40. In addition to the same if bank will 
charge/ pay swap difference and interest on outlay funds.  

(i) Swap Difference 

 Bank Sells at Spot Rate on 28 November 2015 Rs. 65.22 

 Bank Buys at Forward Rate of 31 December 2015 (65.27 + 0.15)Rs. 65.42 

 Swap Loss per US$ Rs. 00.20 

 Swap loss for US$ 1,00,000 Rs. 20,000 

(ii) Interest on Outlay Funds 

 On 28th November Bank sells at Rs. 65.22 

 It buys from customer at Rs. 65.40 

 Outlay of Funds per US$ Rs. 00.18 

 Interest on Outlay fund for US$ 1,00,000 for 31 days Rs. 275.00 

 (US$100000 x 00.18 x 31/365 x 18%)  

(iii) Charges for early delivery 

 Swap loss Rs. 20,000.00 

 Interest on Outlay fund for US$ 1,00,000 for 31 days Rs.      275.00 

  Rs. 20,275.00 

(iv) Net Inflow to Mr. X 

 Amount received on sale (Rs. 65.40 x 1,00,000) Rs. 65,40,000 

 Less: Charges for early delivery payable to bank (Rs.    20,275) 

  Rs. 65,19,725 
(b)  As per T Ltd.’s Offer 

 Rs.  in lakhs 

(i) Net Consideration Payable  

 7 times EBIDAT, i.e. 7 x Rs.  115.71 lakh 809.97 

 Less: Debt 240.00 

 569.97 

(ii) No. of shares to be issued by T Ltd  

 Rs.  569.97 lakh/Rs.  220 (rounded off) (Nos.) 2,59,000 

(iii) EPS of T Ltd after acquisition  

 Total EBIDT (Rs.  400.86 lakh + Rs.  115.71 lakh) 516.57 

http://www.rbi.org.in/scripts/NotificationUser.aspx?Id=5751&Mode=0#_blank
http://www.rbi.org.in/scripts/NotificationUser.aspx?Id=5751&Mode=0#_blank
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 Less: Interest (Rs.  58 lakh + Rs.  30 lakh) 88.00 

 428.57 

 Less: 30% Tax 128.57 

 Total earnings (NPAT) 300.00 

 Total no. of shares outstanding 14.59 lakh 

 (12 lakh + 2.59 lakh)  

 EPS (Rs.  300 lakh/ 14.59 lakh) Rs.  20.56 

    (iv) Expected Market Price: 

 Rs.  in lakhs 

Pre-acquisition P/E multiple:  

EBIDAT 400.86 

Less: Interest  ( )      58.00 

 342.86 

Less: 30% Tax 102.86 

 240.00 

No. of shares (lakhs) 12.00 

EPS Rs.  20.00 

Hence, PE multiple 
220

20
 11 

Expected market price after acquisition (Rs.  20.56 x 11) Rs.  226.16 

As per E  Ltd’s Plan 

 Rs.  in lakhs 

(i) Net consideration payable  

 6 lakhs shares x Rs.  110 660 

(ii) No. of shares to be issued by T Ltd  

 Rs.  660 lakhs ÷ Rs.  220 or 6 lakh x 0.50 3 lakh 

(iii) EPS of T Ltd after Acquisition  

 NPAT (as per earlier calculations)  300.00 

 Total no. of shares outstanding (12 lakhs + 3 lakhs) 15 lakh 

 Earning Per Share (EPS) Rs.  300 lakh/15 lakh Rs.  20.00 

(iv) Expected Market Price (Rs.  20 x 11) 220.00 

(c)  Difference between Pass Through Certificates (PTCs) and Pay Through Security (PTS)  

Pass Through Certificates (PTCs) 

As the title suggests originator (seller of eh assets) transfers the entire receipt of cash in form of 
interest or principal repayment from the assets sold. Thus, these securities represent direct claim 
of the investors on all the assets that has been securitized through SPV.  

© The Institute of Chartered Accountants of India
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Since all cash flows are transferred the investors carry proportional beneficial interest in the 
asset held in the trust by SPV.  

It should be noted that since it is a direct route any prepayment of principal is also proportionately 
distributed among the securities holders. Further, due to these characteristics on completion of 
securitization by the final payment of assets, all the securities are terminated simultaneously.    

Skewness of cash flows occurs in early stage if principals are repaid before the scheduled time.  

Pay Through Security (PTS) 

As mentioned earlier, since, in PTCs all cash flows are passed to the performance of the 
securitized assets. To overcome this limitation and limitation to single mature there is another 
structure i.e. PTS. 

In contrast to PTC in PTS, SPV debt securities backed by the assets and hence it can restructure 
different tranches from varying maturities of receivables.  

In other words, this structure permits desynchronization of servicing of securities issued from 
cash flow generating from the asset. Further, this structure also permits the SPV to reinvest 
surplus funds for short term as per their requirement.  

Since, in Pass Through, all cash flow immediately in PTS in case of early retirement of 
receivables plus cash can be used for short term yield. This structure also provides the freedom 
to issue several debt trances with varying maturities. 

      OR 

It is the Citi Bank who pioneered the concept of securitization in India by bundling of auto loans in 
securitized instruments. Thereafter many organizations securitized their receivables. Although 
started with securitization of auto loans it moved to other types of receivables such as sales tax 
deferrals, aircraft receivable etc. 

In order to encourage securitization, the Government has come out with Securitization and 
Reconstruction of Financial Assets and Enforcement of Security Interest (SARFAESI) Act, 2002, 
to tackle menace of Non-Performing Assets (NPAs) without approaching to Court. With growing 
sophistication of financial products in Indian Capital Market, securitization has occupied an 
important place. 

As mentioned above, though, initially started with auto loan receivables, it has become an 
important source of funding for micro finance companies and NBFCs and even now a days 
commercial mortgage backed securities are also emerging.The important highlight of the 
scenario of securitization in Indian Market is that it is dominated by a few players e.g. ICICI Bank, 
HDFC Bank, NHB etc. 

As per a report of CRISIL, securitization transactions in India scored to the highest level of 
approximately Rs. 70000 crores, in Financial Year 2016. (Business Line, 15th June, 2016) In 
order to further enhance the investor base in securitized debts, SEBI allowed FPIs to invest in 
securitized debt of unlisted companies upto a certain limit. 

6. (a)  (i) Total premium paid on purchasing a call and put option  

 = (Rs. 30 per share × 100) + (Rs. 5 per share × 100). 

 = 3,000 + 500 = Rs. 3,500 

 In this case, X exercises neither the call option nor the put option as both will result in a loss 
for him. 

 Ending value = - Rs. 3,500 + zero gain = - Rs. 3,500 

 i.e Net loss    = Rs. 3,500 
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(ii) Since the price of the stock is below the exercise price of the call, the call will not be 
exercised. Only put is valuable and is exercised. 

 Total premium paid = Rs.3,500 

 Ending value = – Rs. 3,500 + Rs.[(450 – 350) × 100] = – Rs.3,500 + Rs.10,000 = Rs.6,500 

 Net gain   = Rs. 6,500 

(iii) In this situation, the put is worthless, since the price of the stock exceeds the put’s exercise 
price. Only call option is valuable and is exercised.  

 Total premium paid = Rs. 3,500 

 Ending value = -3,500 +[(600 – 550) × 100] 

 Net Gain        = -3,500 + 5,000 = Rs.1,500 

(b)  The only thing lefts Rohit and Bros to cover the risk in the money market. The following steps are 
required to be taken: 

(i) Borrow pound sterling for 3- months. The borrowing has to be such that at the end of three 
months, the amount becomes £ 500,000. Say, the amount borrowed is £ x. Therefore  

   x 
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3
05.01 = 500,000 or x = £493,827 

(ii) Convert the borrowed sum into rupees at the spot rate. This gives: £493,827 × Rs. 56 =  
Rs. 27,654,312 

(iii) The sum thus obtained is placed in the money market at 12 per cent to obtain at the end of 
3- months: 

S = Rs. 27,654,312 × 



 

12

3
12.01 =  Rs. 28,483,941 

(iv) The sum of £500,000 received from the client at the end of 3- months is used to refund the 
loan taken earlier. 

From the calculations. It is clear that the money market operation has resulted into a net 
gain of Rs. 483,941 (Rs. 28,483,941 – Rs. 500,000 × 56). 

If pound sterling has depreciated in the meantime. The gain would be even bigger.  

(c)  Pitch deck presentation is a short and brief presentation (not more than 20 minutes) to investors 
explaining about the prospects of the company and why they should invest into the startup 
business. So, pitch deck presentation is a brief presentation basically using PowerPoint to  
provide a quick overview of business plan and convincing the investors to put some money into 
the business. Pitch presentation can be made either during face to face meetings or online 
meetings with potential investors, customers, partners, and co-founders. Here, some of the 
methods have been highlighted below as how to approach a pitch presentation:  

(i) Introduction  

To start with, first step is to give a brief account of yourself i.e. who are you? What are you 
doing? But care should be taken to make it short and sweet.  

(ii) Team 

The next step is to introduce the audience the people behind the scenes. The reason is that the 

investors will want to know the people who are going to make the product or service successful.  

 

© The Institute of Chartered Accountants of India
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(iii) Problem 

Further, the promoter should be able to explain the problem he is going to solve and solutions 

emerging from it. Further the investors should be convinced that the newly introduced product or 

service will solve the problem convincingly.  

(iv) Solution 

It is very important to describe in the pitch presentation as to how the company is planning to 

solve the problem.  

(v) Marketing/Sales 

This is a very important part where investors will be deeply interested. The market size of the 

product must be communicated to the investors. This can include profiles of target customers, 

but one should be prepared to answer questions about how the promoter is planning to attract 

the customers. 

(vi) Projections or Milestones 

It is true that it is difficult to make financial projections for a startup concern. If an organization 

doesn’t have a long financial history, an educated guess can be made. Projected financial 
statements can be prepared which gives an organization a brief idea about where is the 

business heading? It tells us that whether the business will be making profit or loss?  

(vii) Competition 

Every business organization has competition even if the product or service offered is new and 

unique. It is necessary to highlight in the pitch presentation as to how the products or services 

are different from their competitors.  

(viii) Business Model 

The term business model is a wide term denoting core aspects of a business including 

purpose, business process, target customers, offerings, strategies, infrastructure, organizational 

structures, sourcing, trading practices, and operational processes and policies including culture.  

Every investor wants to get his money back, so it's important to tell them in a pitch presentation 

as to how they should plan on generating revenue. It is better to show the investors a list of the 

various revenue streams for a business model and the timeline for each of them.  

(ix) Financing 

If a startup business firm has raised money, it is preferable to talk about how much money has 

already been raised, who invested money into the business and what they did about it.  

 

https://en.wikipedia.org/wiki/Business_process

