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Paper-11 Financial Management and Business Data Analytics
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7 a 7A | Capital Structure and.. 6| DQ | 247
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‘b Capital Budgeting 6| “ 196
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b 7C | Dividend Decisions and.... 7| * | 284
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2023 | 1 a 12 | Objective Questions 6| OQ | 347
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‘ b 3 | Tools for Financial Analyses 41 - 123
4a 0 4B | Cost of Capital ‘ « | 164
(i) Fundamentals of Fina.... “ 6
b 8 | Introduction to Data Scien... “ 291
5a (i) 7B | Leverage and EBIT-EPS...... “ 270
(i) 7C | Dividend Decisions and...... « | 284

XXi

Year Q. No. {C} | No. Chapter Name Mks. | Ctg. | No.
b 9 | Data Processing Org.... 8 “ 298
a 1 | Fundamentals of Fina.... 6| O0Q 7
b 1 | Fundamentals of Fina.... 4 “ 9
a 6 | Working Capital Managmt... 6| DQ | 233
b 6 | Working Cabital Managmt... - 6 : 234
a 10 | Data Presentation: Visua... 6 “ | 306
b 10 | Data Presentation: Visua... 6| PQ | 307
2023 - {C} 12 | Objective Questions 30| OQ | 352
Dec a 2B | Capital Market 7| PQ ?
b 11 | Data Analysis and Modelling 7] « 319
3 Tbols_ for Financial Analyses 141 “ 125
a 3 | Tools for Financial Analyses 7 127
b 4B | Cost of Capital 7 “ 164
a 5 | Capital Budgeting 71 ¢ 198 -
b 5 | Capital Budgeting 7| < | 199
a Working Capital Managmt... 7| bQ | 235
b 6 | Working Capital Managmt... 7 “ 236
a 7A Capitat Structure and.. 7 “ 248
b 7B | Leverage and EBIT-EPS.... 7| « | 272
a 8 | Introduction to Data Scien... 70 - 292
b 11 | Data Analysis and Modelling 71 ¢ 320
2024 {C} | 12| Objective Questions oQ | 355
Jun al 2A | Financial Institutions 7| PQ| 18
11 | Data Analysis and Modelling 7 “ 321
3 | Tools for Financial Analyses “ 128
a 3 | Tools for Financial Analyses 7 “ ?
4B | Cost of Capital “ 166
5 7 “ 200

Capital Budgeting.
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Star Rating of Chapter

Year 'Q.No. | {C} | No. Chapter Name Mks. | Ctg. | No.
) v 5 | Capital Budgeting- 7| « | 202
6 " a . 6 | Working Capital Managmt... 7| DQ | 237
b 6 | Working Capital Managmt... 7 “ 238
7 a 7C | Dividend Decisions and... 7 “ 285
_ b 7B | Leverage and EBIT-EPS.... 7 “ 273
8 a 8 Ihtroduction to Data Scien... N 7] PQ | 293 -
b 10 | Data Presentation: Visua... 71 DQ | 308
2024 {C} | - 12 | Objective Questions 30| CQ | 358
Dec |2 a - 2C | Money Market 7 |. DQ 51
b 11 | Data Ahalysis and Modelling 71 ¢ | 322
3 a 3 | Tools for Financial Analyses 7| PQ 132
b 3 | Tools for Financial Analyses 7 “ 132
4 . a 3 | Tools for Financial Analyses 7 “ 133
b 4B | Cost of Capital 7 “ | 169
5 a 5 | Capital Budgeting 71 « | 208
bl ' 5 | Capital Budgeting _ 7 “ | 204
6 a 6 | Working Capital Managmt... . 7 “ 239
b 6 | Working Capital Managmt... 7 “ 239
7 a 7C | Dividend Decisions and.... 7 “ 286
b 7B | Leverage and EBIT-EPS.... 7 “ 274
8 a 8 | Introduction to Data Scien... 7] DQ | 294
b 11 | Data Analysis and Modelling 7 “ 322
Legend:

0Q: Objective Question
SN: Short Notes

DB: Distinguish Between
DQ: Descriptive Questions
PQ: Practical Questions

. xxiii

No. of |Maximum |Compulsory |
No. Chapter Name, . Attempts | Marks Questions |-
Section A : Operations Management
1. | Fundamentals of Financial '
Management
2A. | Financial Institutions -
2B. | Capital Market _ »
2C. | Money Market v Sk **k
3. | Tools for Financial Analyses Jokdokk | dokkok
4A. | Source of Finance
4B. | Cost of Capital ok %ok
5. | Capital Budgeting IRttt *
6. | Working Capital Management = [%%dkk [dkk
7A. | Capital Structure and Capital ‘
Stacking
7B. | Leverage and EBIT-EPS ok
Analysis
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Theories
, Section B : Business Data Analytics
‘8. | Introduction to Data Science for *x
Business Decision-Making i
9. | Data Processing, Organisation,
Cleaning and Validation
10. | Data Presentation: Visualisation
and Graphical Presentation
11. | Data Analysis and Modelling
12. | Objective Questions Jookkkk  [Hokkkok okkkk
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CHAPTER ) ,
| Fundamentals of Financial
1 - | Management
THiS CHAPTER INCLUDES
1.. Introduction to Financial Management - Future Value and Present Value of
Fundamentals : a Single Cash Flow
- Objective of Financial - Annuity and Perpetuity
Management - Compound Annual Growth Rate
- Scope and Functions of Financial (CAGR)
Management ' - Practical Applications
- Profit Optimisation and Value|3. Risk and Return '
Maximisation Principle - Various Connotations of Return
- Dynamic Role of a CFO. in - Ex—ante and Ex—post Return
Emerging Business Environment - Types of Risks :
2. Time Value of Money . : - Calculation of Return and Risk
- Rationale - Capital Asset Pricing Model
- Techniques ' .

2022 - Dec [10] Write short notes on the following:

SHORT NOTES

(b) Systernatic and Unsystematic Risk (4 marks)
Answer: '
Systematic & Unsystematic Risk:

Unsystematic Risk: This is also called company specific.risk as the risk is
related with the company’s performance. This type of risk can be reduced or
eliminated by diversification of the’securitie's portfolio. This is also known &s

diversifiable risk.
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Systematic Risk: It is the macro-economic or market specific risk under
which a company operates. This.type of risk cannot be eliminated by the
diversification hence, it is non-diversifiable. The examples are inflation,
Government pohcy, interest rate etc

DESCRIPTIVE QUESTIOI\_IS

2023 - June [2] (a) What is Wealth Maximisation as the Obgectlve of
Financial Management? Why is profit maximization, not an operationally
feasible criterion? State briefly Interrelationship between Invesiment,
- Financing and Dividend Decisions. (1 +2+2=5marks)
Answer:
Wealth Maximisation means maximisation of the market price of the equity
~ shares of the company in the long run. The long run implies a period which
is long enough to reflect the normal market price of the shares lrrespectlve
of short-term fluctuations.
The long run price of an equity share is a function of two basic factors

() The likely rate of earnings or earnings per share (EPS) of the

company; and
(i) The capitalisation rate reflecting the liking of the investors of a
company.

Profit maximization is not an operationally feasible criterion because itsuffers
from the foliowing limitations:
1. Itis vague because it is not clear whether the term relates to economic

profit, accounting profit, profit after tax or before tax.

It ignores the Timing of Returns.

It ignores Risk Factor.

It assumes Perfect Competition.

In new business environment proflt maximization is regarded as:

(i) Unrealistic

- (i) Difficult

(iii) Inappropriate

(iv) Immoral

arwD

financing, and dividend decisions.

4 ~ XAWIRCMA Inter Gr. Il Paper 11 Section-A

Investment, financing, and dividend decisions are integral components of a
company's financial management, and they are closely interconnected, |
collectively shaping the company's overall financial strategy.

1. Investment  decisions directly impact both financing and dividend
- decisions. When a company decides to undertake an investment project,
it requires funds to finance it. This leads to financing decisions, where

the company must choose the appropriate mix of debt and equity to

raise the necessary capital. If the company opts for more debt, it might
~ have higher interest obligations, affecting the available funds for
dividends. Conversely, if it raises more equity, it could lead to dilution of

- - ownership and potentially affect shareholders' dividend expectations.

2. Financing decisions, in turn, influence investment and dividend

decisions. The cost and availability of financing can affect the feasibility

of certain investment opportunities. If financing is costly or restricted, the

- company might forego potentially profitable investments. Moreover, the
level of debt in the capital structure impacts the company's financiai risk,
affecting its dividend policy.

High debt levels may result in the company retaining more eammgs to

repay debt, limiting dividend payouts. :

3. Dividend decisions also play a role in the interrelationship. The -

company's dividend policy depends on its financial performance and the

available cash flow. If the company pays out a substantial portion of
earnings as dividends, it might have fewer funds available for
investments.

This could impact the company's growth prospects and, consequently,

its ability to undertake profitable projects in the future.

Ultimately, the goal of these interrelated decisions is to maximize
shareholder wealth while balancmg risk and return. Financial managers must
carefully assess the company's financial position, growth opportunities, and
capital market conditions to strike an optimal balance between investment,
An efficient and well- structured
interrelationship between these decisions can lead to a financially healthy
and successful company in the long run.
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PRACTICAL QUESTIONS

2014 - June [6] {C} Answer the following. (No credit will be given for answer
without the reasoning) ,

(@) X deposits ¥ 1,00,000 at the beginning of each of years 1 and 3, and
¥1,00,000 at the end of each of the years 2, 4 and 5. Find the discounted

6 YAWERGMA Inter Gr. Il Paper 11 Section-A

2015 - June [I} (c) Ascertain the future value of annuity of ¥ 25,000 at the
end of 6 years at 9% p.a. compounded annually. Assume that the amount
is deposited at the beginning of every year. (2 marks)
(h) Mr. X expects to receive ¥ 2,00,000 at the end of three years. What

would be the present value if the rate of discount is 10%? (2 marks)
Answer: o :
(c) Calculation of Future Value of Annuity: .

value of the investments at the end of year 3 with a discount rate of 10%. Year Annuity Future Value Future Value
(P.V. factor of 10% at the year end 0, 1, 2, 3, 4, 5 and 6 are respectively: 1, . Amount (%) of ) 1 )
0.909, 0.826, 0.751, 0.683, 0.621, 0.564) (2 marks) 1 25,000 1,677 41,925
Answer:
2 25,000 1,539 38,475
'Discounted value at the end of 3 years :
: ‘ : - 3 125,000 1,412 35,300
Year Investment | PV factor at 10% at end | Discounted 4 25,000 1,295 32,375
B | of year3 value 5 25,000 1,188 29,700
Beginning of year 1 1,00,000 (1.1)° = 1.331 1,33,100 6 25,000 1,090 27,250
End of year 2 2,00,000 (1.1)'= 1.1 2,20,000| | Future value of Annuity at the end of 6™ year - 2,05,025
End of year 4 1,00,000 1/(1.1)= 0.909 90,900
End of 5 1,00,000 1/(1.1)2 0826> 82,600 Answer:
nd of year ,00, (1.1)*= 0. ,60 (h)- Present value = Future\./alue
Discounted value of the investments at the end of year 3 5,26,600 - (()1 5(')); ‘
- . ° = ’ ’ 3
2014 - Dec [1] Answer the question: (21 g g '01 g())
(h) Ascertain the discounted value at 10% p.a. at the end of year 1 of an = 1—33—1~
investment of ¥ 2,00,000 to be made at the end of year 2 and ¥ 30,000 ~7 1 '50 263

made immediately.
Answer:

Discounted value at the ehd of year 1, Invested ¥ 30,000 now and 2,00,000
at the end of year 2. '

30,000 (1 + 0.10)
2,00,000 /(1 + 0.10)
Total

(2 marks)

= 30,000
=1,81,818
2,14,818

2023 - June [4] (a) (i) Correlation Coefficient of Portfolio with market 0.8,
Variance of Market Portfolio is 4/9™ of Variance of Security, Cost of Equity
20%, Average Return on Market Portfolio 17.5%. Calculate the Risk-Free
Rate of Interest on Govt. Treasury Bonds. (2 marks)
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(10 marks)
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Answer: Answer: .
ke =Rf+ B ( Rm- Rf) Computation of Annual Cost
Where, ke = Expected rate of return to the mvestors orcost of equity capltal - —
Rf = Risk free rate of return Machine X | Machine Y
"Rm = Market rate of return ®) ®
B = Beta coefficient by which the market risk is determined . _ : _
Variance of Market portfolio = 4/9 variance of security Profit Before Tax 4,00,000|  4,00,000
Variance of MarketPortfolio 4 ] .
Variance of Security =3 Less: Income Tax 1,20,000 1,20,000
Standrard Deviationof MarketPortfolio 2 Profit after Tax (PAT) '2.80.000 2.80.000
Standard Deviation of Security -3 _ : 7 RS
_ . . . » o StandrardDeviation of Security Depreciation 1,00,000 1,00,000
B = Correlation coefficient of portfohox Standard Deviation of MarketPortfolio P
Risk Free rate of Return = 20 Rf +1.2(.175 - Rf) ‘ Cash Flow after tax 3,80,000| 3,80,000
Rf ="35 = 05 ie. 5% Ada: Release of Working Capital 3,00,000| - 5,00,000
2023 - June [6] (a) Nona Ltd. proyidés you with the following information: | Add: Cash Salvage value of an asset '1,20,000 80,000
Particulars Machine X | Machine Y : :
- - . H o, : -
1. Purchase Price of Machine % 6,00,000]  10,00,000] |Less: iTgx(gr} Fggfgo%”jaz'% %380/)"} of 320,000 (6,000)
2. Working Capital % 3,00,000| < 5,00,000 R — —
3. Useful Life of the machine 5years | 8years Add: szosga’én'g On?lgsosocg 0353"; [gg?oo - 36,000
4. Estimated Salvage Value at the end of| % 1,00,000( ¥ 2,00,000 20,000 i.e. (32,00,000- % 80,000)]
‘| useful life . '|CFAT (for last year) - 7,94,000| - 9,96,000
5. Actual Salvage Value reahsed atthe endof| ¥ 1,20,000 ¥ 80,000 i y »
useful life Calculation of revised Net Present value
6. Method of Depreciation Straight line | Straight line Particulars Year | PV " Machine X " Machine Y
7. Tax Rate 30% 30% : fﬁtoo; : ’
- a %
8. Annual Earning before Tax % 4,00,000] % 4,00,000 : }
9. Annuity Factor for 5/8 yrs @ 10% 3.791 5.335 ‘ Amount PV Amount i
10. PV FaCtor for 5th/8th year @ 10% 0.621 0.467 Purchase Price 0 1 (6,00,000) 7(6,00,000) (10,00,000) (10,00,000)
Required: Which of the above machmes should be purchased? Working Capital 0 1 (8,00,000) | (3,00,000)| (5,00,000)| (5,00,000)
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CFAT for 1-4year [1to4| 317 | 3,80,000| 12,04,600 Note: The Compound Value of T 1 @5% at the end of the 10" year is
- th i
CFAT for 5" year 5 621 7.04.000| 4,93,074 _ ¥ 1.629 and the Present Value of ¥ 1 @ 10% at the end of the 10" year is
: - : 7 0.386. (2 + 3 = 5 marks)
CFAT for 1-7 year | 1-7 | 4.868 3,80,000| 18,49,840| Answer:
CFAT for 8" year 8 | 0.467 9,96,000| 4,65,132| Selection of Projects on the basis of Pi Rankmg when Projects are
: : Divisible:
INPV 7,97,674 8,14,972 v
Project Investment Pl Ranking NPV
Annuity factor for | 5"/8™" 3.791 5.335 _
Annualized NPV 2,10,413 1,52,760 A 50,000 ! 4,50,000
(NPV/Annuity B 1,00,000 2 8,00,000
factor)
Machine X should be purchased since Machine X has higher annualized C 1,50,000 3 10,50,000
NPV than that of Machine Y. | | D 2,00,000 4 12,00,000
2023 - June {6] (b) HONEY Ltd. having limited funds of ¥ 10,10,000 and cost E 2,50,000 5 | 13,75,000
of capital 10% is evaluating the desirability of following projects having useful
o or 10 yoars, g y g prol g F 260,000 6 14,04,000
Project A B c D E F 10,10,000 62,79,000
Initial Cash 50,000 | 1,00,000 | 1,50,000 | 2,00,000 | 2,50,000 { 6,00,000 '
Outflows (%) o , Selection of Pro;ects when Projects are Indwns:ble
Net Present Value (%) | 4,50,000 | 8,00,000 [10,50,00012,00,000 |13,75,000 [32,40,000| Combination 1: v
Ra nkihg as per NPV 6 5 4 3 > 1 Projects Investment NPV Ranking NPV
Ranking as per 1 2 3 4 5 6 F 6,00,000 1 32,40,000
Profitability Index E . 250,000 13,75.000
- Requiired: :
{i) Which projects should be selected assuming that the projects are C 1,50,000 10,50,000
ggésg;gi?ngnd there is no alternative use of money allocated for capital ' 10,00,000 56,65,000
(i) Which projects should be selected assuming that the projects are Combination 2:
indivisible and unutilised funds can be invested for a period of 10 Projects Investment NPV
years at a risk-free interest rate of 5%.
S A 50,000 4,50,000
C 1,50,000 10,50,000
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2.00,000 12,00,000
F ©6,00,000 32,40,000
10,00,000 59,40,000

Recommendation: The company is advised to undertake projects A, C, D
and F since the NPV of A, G, D and F is more than the NPV of any other
combination and ¥ 10,000 will remain unspent.

Scan QR Code for Additional Material

[ Paper 11 Financial Management and Business Data Analytics ‘ l

‘Feedback " | Need More Scanner Preparation Key
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Motivational Thoughts

¢ Quote: "Success in financial management is not about having
resources, but about resourcefulness."

¢ Thought: Encourage students to think of fmancxal management as a life
skill, not just a subject. '

Checklist for Understanding

* Understand the concept of financial management.

e |earn the objectives: profit maximization vs. wealth maximization.
e Familiarize yourself with the scope and functions.

e Study the role of a CFO and evolving trends.

Fun Facts o

e Did you know? The concept of "wealth maximization" emerged as a
reaction to the industrial revolution's demand for more efficient resource
allocation.

* First recorded financial management practice dates back to 1900 BCE
in Mesopotamia, where receipts were written for loans!

Fun Flow ,
¢ [liustrate the flow of financial decision-making: Source Funds - Allocate

Efficiently - Monitor Qutcomes - Maximize Value

Last-Minute Analysis

K Objectlve focused revision:

¢ Profit maximization: Short-term goals.
e Wealth maximization: Long-term goals.
. Role of the CFO: Strategist, Steward, Operator and Catalyst.

Jargon Busters
* Define tricky terms: Leverage Capltal Allocation, Net Present Value
(NPV).
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‘ g o = ' it s S (c) Venture Capital (4 marks)
w kS 8 =3 o Answer: ' '

= o 8 a Venture Capital: :

. = ’ “““ il Venture Capital is a form of equity financing especially designed for funding

= QSQ o A © - & 5 high risk and high reward projects. There is a common perception that
syien 14
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Venture Capital is a means of financing high technology projects. However,
Venture Capital is investment of long term financial made in:
1. Ventures promoted by technically or professionally qualified but unproven
’ entrepreneurs, or.
2. Ventures seeking to harness commercaany unproven technology, or
3. High risk ventures. The term ‘Venture Capital’ represents financial
investment in a highly risky project with the ObjeCthE, of earning a high rate
of return.

Modes of Finance by Venture Capitalists:

1. Equity Most of the venture capital funds provide fmancral support to
entrepreneurs in the form of equity by financing 49% of the total
equity. This is to ensure that the ownership and overall control
remains with the entrepreneur. Since there is a great uncertainty
about the generation of cash inflows in the initial years, equity
financing is the safest mode of financing. A debt instrument on the
other hand requires periodical servicing of dept.

2. Conditional Loan From a venture capitalist point of view, equity is an
unsecured instrument hence a less preferable option than a secured
debt instrument. A conditional loan usually involves either no interest
at all or a coupon payment at nominal rate. In addition, a royalty at
agreed rates payable to the lender on the sales turnover. As the units

picks up in sales mterest rate are increased and royalty amounts are

- decreased.
3. Convertible Loans the convertible loan “is subordinate’ to all other
‘loans which may be converted into equity if interest payments are not
made within agreed time limit.

2018 - Dec [10] Write short notes on the following:

(iiy Venture Capital. (4'mark5)

. Answer:

Please refer 2017 - Dec [10] (c) on page no. 14
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DISTINGUISH BETWEEN

2015 - June [2] (c) (Il) What are the differences between Merchant Banks
and Commercial Banks? {4 marks)
Answer:

The differences between merchant banks and commercial banks are:

(i) Commercial banks do banking business i.e.,accept deposits and use
deposits for giving loan but merchant bank work as consultancy type
business i.e., helps in issue of management in issue of shares etc.

(ii) The nature of loan given by commercial bank is debt related. but loan

- given by merchant bank is equity related.
Commercial bank does not take any risk of client but merchant bank
takes risk of client. _
Commercial bank acts as a financier but merchant bank acts as a
financial advisor.
(v) Commercial Banks are regulated by the Bankrng Regulation Act, 1949
and are under the control of RBI whereas merchant banks are
goveined by rules and regulations framed by SEBI.
Commercial banks do mass banking with general public but merchant
bank deals with a class of selected clients.

(i)
(iv)

(vi)

DESCRIPTIVE QUESTIONS

2015 - Dec [1] (a) List two direct instruments and two indirect instruments
used by RBI in the implementation of its monetary policy. (2 marks)
Answer:

Direct Instruments:

Cash Reserve Ratio (CRR): The share of net demand and time liabilities
that banks must maintain as cash balance with the Reserve Bank.
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Statutory Liquidity Ratio (SLR): The share of net demand and time
liabilities that banks must maintain in safe and liquid assets, such as
government securities, cash and gold.

Indirect instruments:

Liquidity Adjustment Facility (LAF): Con3|sts of daily infusion or
absorption of liquidity on a repurchase basis, through repo (liquidity injection)
and reverse repo (liquidity absorption) auction operations, using government
securities as collateral. .

Open Market Operations (OMO): Outright sales/purchases of government
securities, in addition to LAF, as a tool to determine the level of liquidity over
the medium term.

- 2015-Dec [2] (b) (II) What is the principal business of the following entities?

(i) Asset Finance Company (AFC)

(i) Investment Company (IC)

(iiiy Infrastructure Debt Fund NBFC (iDF NBFC)
Answer:

(i) Asset Finance Company (AFC) An AFC is a company which is a
financial institution carrying on as its principal business the financing
of physical assets supporting productive/economic_activity, such as
automobiles, tractors, lathe machines, generator sets, earth moving
and material handling equipments, moving on own power and general
purpose industrial machines. Principal business for this purpose is
defined as aggregate of financing real/physical assets supporting
economic activity and income arising therefrom is not less than 60%
of its total assets and total income respectrvely

(i) Investment Company (IC): IC means any company which is a

financial institution carrying on as its principal business the acquisition
of securities,

Infrastructure Debt Fund: Non- Bankmg Fmancral Company
(IDF-NBFC): IDF-NBFC is a company registered as NBFC to facilitate
the flow of long term debt into infrastructure projects. IDF-NBFC raise
resources through issue of Rupee or Dollar denominated bonds of
minimum 5 year maturity. Only Infrastructure Finance Companies (IFC)
can sponsor IDF - NBFCs. '

(3 marks)

(iii)
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2017 - June [8] Answer the following question:

(a) What are the tools and techniques used by RBI to maintain frnancral

- stability? v {4 marks)

Answer: ' ‘ i

The Reserve Bank makes use of a variety of tools and techniques to assess

the build-up of systemic risks in the economy and to provide critical inputs in

this respect to its policy making departments

The toois inciude:

« AFinancial Stress Indicator-a contemporaneous indicator of conditions
in financial markets and in the banking sector.

» Systemic liquidity Indicator for assessing stresses in. availability of
systemic liquidity.

. » A Fiscal Stress Indicator for assessing build up of risks from the fiscal.

« A Network Model of the bilateral exposures in the financial system - for -
assessing the inter- connectedness in the system.

A Banking Stability Indicator for assessing risk factors havrng a bearlng
on the stability of the banking sector; and

¢ A series of Banking Stability Measures for assessing the systemic
importance of individual banks. '

2024 - June [2] (a) Briefly describe the primary functions of commercial

banks in India. . (7 marks)

Answer:

The primary functions of commerciai banks in Indla are:

1.  Acceptance of Deposits from Public: Bank accepts followmg
deposits from publics:

(@) Demand deposits can be in the form of current account or savings
account. These deposits are withdrawable any time by depositors by
cheques. Current deposits have no interest or nominal interest.

(b) Fixed deposits are those deposits which are withdrawable only after a-
particular period. It earns a higher rate of interest.

(c) In recurring deposits, people deposit a fixed sum every month for a
fixed period of time.
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Advancing Loans: It extends loans and advances out of money
deposited by public to various business units and to consumers against
some approved.

Generally, banks grant short-term or medium-term loans tc meet

' requnrements of working capital of industrial units and trading units. Banks

discourage loans for consumption purposes.

Banks do not give loan in form of cash. They make the customer open

account and transfer loan amount in the customer’s account.
Banks grant loan in following ways

(i) Overdraft
(iiy Cash Credit

_(iii) Discounting Trade Bills
(iv) Term Loan ‘
. (v) Consumer Credit
(vi) Money at Call or Short-term Advances

3. Credit Creation: Credit creation is other. banking function of
commercial bank. i.e., it manufactures money.

4. Use of Cheque System Banks have introduced the cheque system
for withdrawal of deposits.

5. Remittance of Funds: Banks provides facilities to remit funds from
one place to another for their customers by issuing demand drafts, mail
transfer etc.

PRACTICAL QUESTIONS

2016 - Dec [5] (b) Name the Regu|atory Authority of the followin

entities:

(i Chit Funds

Insurance Companies |

(ii)

(iif)

Housing Finance Companies

- (iv)

Venture Capital Funds

Non-Banking Financial Companies

v)

20
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o)

Stock Broking Companies

(vii)

Nidhi Companies

(viii)

Private Banks

(You may mention the Roman numeral and the corresponding Regulatory

Authorities without copying the entities in the answer books). (4 marks)
Answer: ,

Sl. Regulatory Authority Entity

No. : .

(i)

Respective State Govts.

Chit Fund

(ii)

IRDA

Insurance Companies

(iif)

NHB (National Housing Bank)

Housing Finance Companies

(iv) |SEBI Venture Capital Funds
- (v) |RBI NBFC _
(vi) |SEBI Stock Broking Companies
(vii)  |Ministry  of Corpofate Affairs [Nidhi Companies
(MCA), Govt. of India
(viii) RBE _ Private Banks

2017 - Dec [8] (a) Fill in the following table - Identify the function of the bank
under the appropriate classification and tick to mention whether it is a
banking or a non-banking function:

(You are required to 'write only columns |, Il, IV and V in your answer.)
I I | v \Y
Si. No. Activity Category of Banking |Non- Banking
‘ - Function Function Function
(i) Discounting bills of
exchange
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(i)

Electronic Funds

Transfer between
accounts of custo-
mers

22 SAWRCMA Inter Gr. |l Paper 11 Section-A

[ iy

Periodic payments
of electricity bills of

Paper 11 Financial Management and Business Data Analytics

Feedback 1 Need More Scanner Preparation Key

Service

Provident Fund Deposits

customers
(iv) |Acceptance of
' Public Provident
Fund Deposits
(4 marks)
Answer:
i i i v v Scan to Share your Experience Scan for Quick Assistance Scan & go to “My Books”
Sl. . Activity Category of | Banking |Non-Banking ' ‘
No. Function Function| Function
(i) Disqounﬁng bills of|Advancing loans Y ' Motivational Thoughts
exchange " ' _ * Quote: "A strong financial institution is the backbone of a thriving
(iiy |Electronic funds transfer|Remittance of v economy."
between accounts Funds e Thought: Highlight how understanding financial institutions is key to
(iii) [Periodic payments of|Agency service J understanding the flow of money in the economy.
|electricity  bills  of '
customers Checklist for Understanding
(iv) |Acceptance of Public|General Utility v * Definition and types of financial institutions.

* Roles of central banks, commercial banks, and non-bahking financial
companies (NBFCs). -
* Importance of financial markets in the economy.

* Regulatory framework and institutions like SEBI.

Fun Facts ' : ,

e The first moderr bank, Banca Monte dei Paschi di Siena, was founded
in 1472 and is still operational!

e The concept of central banking originated in Sweden in 1668 with

Sveriges Riksbank.
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Fun Flow '
* lllustrate the flow of money: Deposﬂor --Bank - Loan - Investment -
Economic Growth

24 SANERGMA Inter Gr. Il Paper 11 Section-A

Last-Minute Analysis

¢ Central Banks: Roles in monetary policy and ec,onomlc stability.

* Commercial Banks: Functions like deposits, loans, and credit creation.

¢ NBFCs: Importance in niche financial services (e.g., leasing,
microfinance). '

| Storytelling

e Case Study: How microfinance mstltutlons like Grameen Bank uplifted
rural economies.
¢ The story of SEBI ensuring fair practlces in stock markets.

Smart Study Tips - ’

« Focus on key roles and differences between types of institutions.

¢ Use simple diagrams to map their interconnections.

¢ Relate functions to real-life examples (e.g., home loans from commercial
banks). - .

Fun Mnemonics
‘= FUND for financial institutions:
e Financial intermediation
e Unlocking Capital
e Networking Funds
e Driving Economic Growth

Quick Study Tips

e Memorize acronyms for types of institutions: CCN (Central, CommerCIa!
Non-Banking).

"¢ Focus on their core functlons and differences.

Diagrarhmatic Representations :
e Visualize the hierarchy of financial lnst|tut|ons Central Bank -
Commercial Banks - NBFCs. -

|  Flowchart of regulatory mechanisms by institutions like SEBI.

Practical Analysis » '
e Study the role of Reserve Bank of India (RBI) in managing inflation.
* Analyze how NBFCs cater to underserved sectors like rural areas.

Motivational Case Studies ‘

¢ How ICICI Bank transformed from a development bank to a global
financial institution. .

* The role of World Bank in developing economies.

Real-World Experience
¢ Example: How HDFC Bank revolutionized retalil bankmg in India.
| ® Case: Role of central banks during the 2008 financial crisis.

Key Takeaways
¢ Financial institutions enable efficient resource allocation.

e Each type has a distinct role in the economy.

Visual Storytelling _
e Comic strip showing how a loan application progresses through a
commercial bank.

Jargon Busters
° Slmpllfytermshkecredlt creatxon financial mtermednatlon and monetary

policy.
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" Answer: ‘
Sources of Credit Rating Information: The followmg are the important
sources:

1. Trade - |Prospective customer may be required to give 2 or 3

references [trade references. Thus, the customers may give a list of
' personal acquaintances or some other existing
credit-worthy customers. The credit rating agency may
contact the references given by customer. The|
information provided by such references may provide

o valuable information about the customer.

2. Bank: Customer requests his banker to provide the required

- _references |information to the rating agencies. '

3. Credit Associations for specific industries may maintain a credit

" bureau bureau which provides useful and authentlc credit
reports information for their members.

4. Past Past experience of dealings with an eX|st|ng customer

- experience . |also provides requisites information. The transactions

- should be carefully scrutinized and interpreted in the|
light of changes in the ensuing period for finding out the
credit risk involved. ‘

5. Published |These statements of a customer, read along with its
Financial audit report and observations can be examined to
Statements |determine the credit- worthiness.

|6. Reports - |Credit-worthiness can be evaluated by the reports
from point |provided by the consulting salesmen or persons
of sale engaged at the point of sale. Such reports are useful as

' they are first hand reports.

7. Reports Non- Bankmg Financial Companies (leasing companies,
from other |etc) may maintain a defaulting customers/ suit-filed
agencies cases, etc. CRISIL is one of the entities which maintain

detailed list defaulters. :

28 - SANRCMA Inter Gr. Il Paper 11 Section-A

2017 - June [8] Answer the following question:

(d) Write a short note on price based auctlon in securities market. (4 marks)
Answer:

Price Based Auction in Securities Market:

In this type of auction, RBI announces the issue size or notified amount and
the tenor of the paper to be auctioned, as well as the coupon rate. The
bidders submit bids in terms of the price. This method of auction is normally
used in case of reissue of existing Government Securities. Bids at price
lower than the cut off price are rejected and bids higher than the cut off price

" are-accepted. Price Based auction leads to a better price discovery than the

Yield based auction.

'DISTINGUISH BETWEEN

2016 - June [8] Answer the followmg
(a) Differentiate between capital market and money market with respect to
the following aspects:
(i) Type of Investment -
(i) Participants
(i) Regulators

(iv) Risk (4 marks)
Answer: v
Aspect Capital Market Money Market
(i) Type of Debt and Equity Instru-{Debt Instruments only.

Instruments | ments

(i) Participants |Retail Investors, Institu-|Banks, Financial Institu-

tional Investors (Mutual [tions, Reserve Bank of
Funds), Financial Insti-|India, Government.
tutions, etc. '
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2023 Dec [2] (a) Examine the dlfférence between Primary Market and
Secondary Market. (7 marks)

Answer:

Primary Market

Secondary Market

It deals with new securities, i.e.,
securities which were not previously
avail-able, and are offered for the
first time to the investors.

It is a market for old securities which
have been issued already and
granted stock exchange quotation.

Securities are acquired from issuing
companies themselves. -

Securities are purchased and sold
by the investors without any
involvement of the companies.

It provides funds to new enterprises
& also for expansion and
diversification of the existing one
and its contribution to company
financing is direct.

Itdoes not supplyvadditiona! fundsto
company since the company is not
involved in transaction. '

It does not lend any liquidity to the
securities.

The secondary market provides|

facilities for the continuous purchase
and sale of securities, thus lending
liquidity and marketability to the

| securities.

It is not rooted in any particular spot
and has no geographical existence.
it has neither any tangible form nor
any administrative organizational set

up.

Secondary markets have physical
existence in the form of stock
exchange and are located in a
particular geographical area having
an administrative organization.
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(iii) Risk Low credit and market risk | High creditand marketrisk. | |Helps in creating new capital. Helps in maintenance of existing
involved : capital.

(iv) Regulator |SEBI RBI. Volume of transaction is low as com- | Volume of transaction is high as

compared to primary market.

pared to secondary market.

DESCRIPTIVE QUESTIONS

2013 - Dec [5] (b) Estimate the disadvantages of Book Building system, in

relation to indian Capital Market. - ' (4 marks)

Answer:

Book building system is part of initial pubhc offer (IPO) of Indian Capital

Market. .

Following are the disadvantages:

1. There is a possibility of price rigging on listing. :

2. The system works very efficiently in matured market conditions. Such
conditions are not found in India.

3. lt is appropriate for mega issues only. In case of small and medium
issues, the book building process is not cost effective.

4. The company should be fundamentally strong and well known to
investors; without it, Book building process will be unsuccessful.

2014 - June [5] (a) What is ‘Follow-on Pubhc Offer (FPO)’ with reference to
Capltal market? (5 marks)
Answer:

Follow-on Public Offer (often but incorrectly called “Secondary Offering”) is
an offer of sale of securities by a listed company.

Follow-on offering can be either of two types (or a mixture of both): Dilutive:
and non-dilutive. A secondary offering is an offering of securities by a
shareholder of the company (as opposed to the company itself, which is a
primary offering). Follow-on offering is preceded by release of prospectus
similar to IPO. '
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In the case of Dilutive Offering, the company's Board of Directors agrees to
increase the share float for the purpose of selhng more equity in the
- company.

This new inflow of cash might be used to pay off some debt or used for
needed company-expansion.

When new shares are created and then sold by the company, the number of
shares outstanding i mcreases and this causes dllutlon of earnings on a per
“share basis.

Usually the gain of cash inflow from the sale is strategic and is

considered positive for the longer-term goals of the company and its

" shareholders.

Some owners of the stock however may not view the eventas favorably
over a more short-term valuation horizon.
The Non-dilutive type of follow-on offering is when privately held shares are

offered for sale by company directors or other insiders (such as Venture

Capitalists) who may be looking to diversify their holdings.

Because no new shares are created, the offer is not dilutive to existing
shareholders, but the proceeds from the sale dc not benefit the company
in any way. v

Usually however, the increase in available shares allows more institutions
to take non-trivial positions in the company.

A non-dilutive offering is also called a secondary offering. Follow-on Public
offering is different from Initial Pubhc Offering.
2014 - Dec [1] (d) What is Rolllng settiement? (2 marks)
~Answer: ; .

(a) Meaning: Rolling settlement is a system of netting or finalization of
stock-exchange transactions on daily - basis, in other words in a rolling
settlement system, each trading day is considered as a trading period
and trades period and trades executed during the day are settled based
on the net obligation for the day.

Example: At present trades in securities at the 2 working day, excluding
public holiday, which comes between the settlement period. However,
with straight through processing (STP), now seltlement period has
shrinkedto T + 1.

(b)

of Rating composition' is based. on the expertise and skills
Team required for evaluating the business of the Issuer.

| 3. Initiaf On the basis of the information gathered, the analysts

- Analysis submit the report to the Rating team. The authenticity

(b)(Il) Explain any two limitations of Credlt Rating.
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(c) Significance of rolling settlement system: (a)in rolling settlement
system, risks become manageable and transactions costs are lessinthe
long run since margins are not more necessary.

(b) Itis globally accepted settlement system because it creates a safer
market by reducing risk.

(c) Price - volatility, default etc., will be minimized.

(d) It enables both the trader & investors to rotate funds more quickly.

2014 - Dec [3] Answer the questions:

(a). (i) Explain any two processes of Credit Rating.
Answer:

Process of Credit Rating:

1. Rating The Customer (prospective issuer of Debt Instrument)

Request makes a formal request to the Rating Agency. The
request spells out the terms of the rating assignment
and contains analysis of the issues viz. historical
performance, competitive position;, business risk profile,
business strategies, financial policies and evaluation of
outlook for performance.

The Credit Rating Agency forms a team, whose

v(2 marks)

2. Formation

and validity of the information submitted influences the
credit rating activity.

2015 - June [3] (a) (II) Explain the advantages of the Book Building Process.
(4 marks)
(4 marks)
Answer: :
(a).(l) Advantages of Book Building:
1. The book building process helps in discovery of price &
demand. ' ‘
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2. The costs of the public issue are much reduced. .

3. The time taken for the completlon of the entire process |s much
less than that in the normal public issue. ,

4. In book building, the demand for the share is known before the

issue closes. Infact, if there is not much demand the issue may

R be deferred.

5. Mt inspires mvestors confndence Ieadmg tc> a large lnvestor‘

universe.
6. Issuers can choose mvestors by quality.
7. The issue price is market determined.

- (b) (1) Limitations of Credit Rating are

(a) Ratmg
Changes

Rating given to instruments can change over
a period of time. They have to be kept under
rating watch. Downgrading of an instrument
may not be timely enough to help investors.

| (b) Industry Downgrades are linked to industry rather than

Specific company performance. Agencies give
rather than importance to macro aspects and not to
Company micro ones; over react to existing conditions
Specific which come from optimistic / pessimistic

views arising out of up / down turns.

Ratings being mandatory, it becomes a must
for entities rather than carrying out Cost
Benefit Analysis of obtaining such, ratings.
.Rating should be. optional and the entity
should be free to decide on the issue of
obtaining a credit rating.

(c) Cost -Benefit
of Rating

2016 - June [8] Answer the following:

(b) List four advantages of the book building process.
Answer: ’

- Please refer 2015 - June [3] (a) (Il) on page no. 32

(4 marks)
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2016 - Dec [7] (c) What is “Rolling Settlement” in the context of Clearing
House Operations? : (3 marks)
Answer: '
Rolling Settlement:

~ Settlement is the process in which traders who have made purchases make
payments while those who have sold shares deliver them.

The Exchange ensures that buyers receive their shares and sellers
receive their payment.

The process of settlement is managed by stock exchanges through
Clearing Houses.

A Rolling Settlement is the settlement cycle of the Stock Exchange

where all trades outstanding at the end of the day have to be settled, i.e. the
buyer has to make payments for securities purchased and the seller has to
deliver the securities sold.
Example: In case of T +1 settlement, transactions entered intoonaday
must be settled within the next working day. In the case of T + 2,
settiement has to happen within two working days from the date of the
transactlon

2018 - Dec [8] (c) Classify the foIIowin'g items under the appropriate
category— whether Money Market (MM) or Capital Market (CM): (You may
choose to write only the Roman numeral under the appropriate head Do not
use brackets for the Roman numerals.) )

(i) Inter Bank Participation Certificate

(i) Equity Shares

(i) SWAPS

(iv) REPOS

(v) RBI and government are partlmpants

(vi) Commercial paper

(vii) Global Depository Receipts (GDRs)
(viii) Deep Discount Bonds (DDBs)
You may use the following format in your answer books:

MM CM

(4 marks)
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Answer:
(i) Money Market
(i) Capital Market
(i) Money Market
(iv) Money Market
(v) Money Market
(vi) Money Market
{vii) Capital Market
(viii) Capital Market

PRACTICAL QUESTIONS

2015 - June [1] (j) Nile Ltd. issues 12% debentures of face value Z 100 each

and realized ¥ 90 per debenture. The debentures are redeemable after 12

years at a premium of 10%. The Company is paying tax of 35%. What will be

the Cost of Debt? : " (2 marks)

Answer: _ o :

Cost of Debt (K;) ={12(1-0.35) + (110 — 90)/12}/(110 + 90)/2
=7.8+1.67 =9.47%.

2016 - June [1] (a) Answer the sub-division: _ )

(i) Mr. Ravi is planning to purchase the shares of X Ltd. which had paid
a dividend of ¥ 2 per share last year. Dividends are growing at a rate
of 10%. What price would Mr. Ravi be willing to pay for X Ltd.’s shares
if he expects a rate of return of 20%7? (2 marks)

Answer: - o
(i) Rate of return = 21, g
PO

02= 200+0.1) o,

0
0.2=22,04
P

0
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1=
Po=22-%22
- 0.1

| 2016 - Dec [7] (b) Identify the defects in the following statement:

A purchased for ¥ 90,000 a 10% Deep Discount Bond with face value
< 1,00,000 and maturity period of one year. o (3 marks)
Answer: :

Defect:

10 % is wrong. DD Bonds are zero per cent bonds.

Maturity Period one year is wrong. Usually for long periods up to 30 years, -
at least five year period. : ‘ . :
Hence, Discount amount would not be a mere 10,000. It will be very high,
i.e. issue price will be much lower than ¥ 90,000. So that interest for the
tenure is covered in the form of the discount.

2021 - Dec [1] Y is an instrument that entitles the holder to buy the

. underlying stock from the issuer Company itself at a fixed exercise price until

the expiration date. Identify Y.?
Answer: Y is a warrant

(1 mark) [Sec. B - SAQ]

2021 - Dec [7] X is type of negotiable financial security that is traded on a
local stock exchange but represents an equity that is issued by a foreign
publicly listed company. Identify X? (1 mark) [Sec. B - SAQ]
Answer:

Depository Receipt
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2013 - Dec [8]‘(b) Write a short note on Commercial Paper in India.

CHAPTER INSTITUTIONS AND INSTRUMENTS IN FINANCIAL
‘ MARKETS

2C | Mdney Market |

THiS CHAPTER INCLUDES

Call Money l o 5. Certificate of Deposits

1.

2. Treasury Bills 6. Repo, Reverse Repo

3. Commercial Bills 7. Promissory Notes and
4. Commercial Paper - Government Securities -

dUlCK Look Weightage Analysis

Repeatedly Asked Questions

2013 - Dec [8] (b),
2015 - June (iii) (b) (ii)

SHORT NOTES | - ‘

(4 marks)
Answer: : -
Issue of Commercial Papers in India: Commercial Paper (CP) is an
unsecured money market instrument issued in the form of a promissory note.
It was introduced in India in 1990 with a view to enabling highly rated
corporate borrowers to diversify their sources of short-term borrowings and

38
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to provide an additional instrument to investors. Subsequently, primary

dealers and all-Indiafinancial institutions were also permitted to issue CP to

enable them to meet their short-term funding requirements for their

operations. Since the CP represents an unsecured borrowing in the money

market, the regulation of CP comes under the purview of the Reserve Bank

of India: , ) _

(a) CP can be issued in multiples of 35 Lakhs.

(b) CP can be issued for a minimum duration of 7 days.and maximum
period of 1 year. - ~

(c) Forissuing CP the company's net worth should be more than ¥ 5 crores.

(d) CP can neither be redeemed before maturity nor can be extended

_ beyond the maturity period.

“(e) CP issue requires a credit rating of P2 from CRISIL or A2 from ICRA.

2015 - June [ill] (b) (ii) Write short notes on:

(b) Issue of commercial papers in India
Answer: o :
Please refer 2013 - Dec [8] (b) on page no. 38

2016 - June [8] Answer the following:
(e) Write a short note on Liquidity Adjustment Facility (LAF).
“Answer: -

Liquidity Adjustment Facility (LAF): o

1. LAF is a facility extended by the Reserve Bank of India to the scheduled
commercial banks (excluding RRBs) -and primary dealers to avail of

* liquidity in case of requirement or park excess funds with the RBIl in case

of excess liquidity on an overnight basis against the collateral of
Government securities including State Government securities.

2. Basically LAF enables liquidity management on a day to day basis.

3. The operations of LAF are conducted by way of repurchase agreements
with RBI being the counter-party to all the transactions.

4. The interest rate in LAF is fixed by the RBI from time to time.

(4 marks)

(4 marks)

2018 - Dec [8] (d) Write short notes on ‘repo’ and ‘reverse repo’.

(4 marks)

40 SWIRGMA Inter Gr. |l Paper 11 Section-A

Answer:

Repo or ready forward contact is an instrument for borrowing funds by selling
securities with an agreement to repurchase the said securities on a mutually
agreed future date at an agreed price which includes interest for the funds
borrowed. Repo rate is the return earned on a repo transaction expressed
as an annual interest rate. _ :
The reverse of the repo transaction is called ‘reverse repo’ which is lending
of funds against buying of securities with an agreement to resell the said
securities on a mutually agreed future date at an agreed price which includes
interest for the funds lent. It can be seen from the definition above that there
are two legs to the same transaction in a repo/reverse repo. The duration
between the two legs is called the ‘repo period’. Predominantly, repos and
undertaken on overnight basis, i.e., for one day period. Settlement of repo
transactions happens along with the outright trades in Government

" securities. :

DISTINGUISH BETWEEN

2013 - Dec [2] (c) Distinguish between ‘Inter Corporate Deposits’ and ‘Public

Deposits’. . ' (3 marks)

Answer:

Inter-Corporate Deposits:

e When a company borrows funds from another company, it is called
inter-corporate borrowings or inter-corporate deposits. ' ’

*  Generally a low rated company which is not able to get finance from

bank goes to other companies to provide loans. , :
e Some companies having surplus cash may lend the money knowing
very well the risk involved, in the expectation of higher than market rate

of interest.

‘e Such deposits or loans are not secured by any assets and are very risky.

e Such transactions are subject to the provisions of the Companies Act
2013, even then the risk involved is high because the paying capacity of
the loan taking company is questionable.
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Other salient features are :
(i) Short term finance;

(i) Deposits made by one company ito another company and are

‘subject to the provisions of the Companies Act, 2013;

(ili) Rate of interest varies depending upon amount involved and time

period; and

(IV) the risk is very high. A
Public Deposits: Deposits from public may be accepted by (i) banks; (u)
companies; (iii} other financial institutions. If a company accepts deposits
from public, it has to stick to the guidelines issued by the Companies Act,
2013 as well as the RBI. Any deposit from public can be made only after
following the guidelines of RBI. Other salient features are:

(i)
(ii)

(iii)
(iv)

Both short term and medium term finance;

Deposits from public and shareholders, subject to the rules prescribed
by RBI;

The maximum amount that can be ralsed maturity period, and
procedures as per conditions laid down by the RBI;

These deposits are unsecured loans and are used for working capltal
requirements.

Dec [1] (b) 'Différentiate between open-end and closed-end mutual

2015 -
funds. (2 marks)
Answer:
Open End and Closed End Funds:
Aspect Open End Funds Closed End Funds

Initial Subscription Opén End Fund is one [Fund is open for subscription

which is available for|only during a specified period.
subscription all through :

the year.
Maturity Do not have a fixed|Stipulated maturity period (3 to
~ maturity. 15 Years)
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Subsequent Investors can buy and
Transactions sell units at Net Asset
Value related prices.

Investors can-invest at the
time of the initial public issue
and thereafter they can buy or|
sell the units of the scheme on
the stock exchanges where
they are listed. -

Repurchase Any time.

“|Periodic repurchase at NAV

Based on terms of the fund.

related price.

2016 - Dec [5]_Illustrate'the difference between\‘money market’ and ‘capital

market’.
Answer:

(5 marks) [CSPP M - HlI]

DIStH‘IgUISh between Money Market and Capital Market

Money Market

. Capital Market

1. | Lending or borrowing of short- | Lending borrowing of short-term
term, one year or below. more than one year.

Papers, and Bills of Exchange.

2. | call ‘Money, Treasury Bills, | Stocks, Shares, Debentures,
Commercial Bills, Commercial | Bonds, Corporate Deposits.

institutions, bill brokers.

3. | Commercial banks, acceptance Stbck exchanges, banks,
houses, non-banking financial | insurance, mortgage banks.

4. | Provides working ‘capital. ' Provides capital to buy land
’ _ machinery. 7
_Low risk and high liquidity. - High risk and low liquidity.

link.

Central bank has close and direct |- Central bank indirect link.

7. | Commercial bank are closely | Institutions are not much
regulated. regulated. - '
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~ 2019 - June [8] Answer the following question: o ‘
;‘(b) State the differences between Indian Treasury Bills and Central

44
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(iii) Short-term

Suppliers and consumers of short term money should be

Government securities on the following aspects: funds well connected with each other by means of a common

(i) Purpose of issue - _ platform. The market should be able to provide an

(i) Tenor ' (4 marks) investment outlet for any temporarily surplus funds that
Aniswer: v may be available.

Treasury Bills Central Government (iv) Clearing Development of money market is impossible without an

. Securities mechanism |efficient and effective clearing mechanism. Eificient

Purpose [To tide over short term. hquud:ty To meet Gowt, expenditure| clearing and settlement systems. Electronic Fund

shortfalls commitments
Tenor 91 days, 182 days, 364 days. |More than 1 year, up to 30
' : years
DESCRIPTIVE QUESTIONS

2014 - June [4] (a) Wh.at' are thé pre-requiéites for an efficient money
market? What are its benefits? - (4 + 2 = 6 marks)
Answer: :

Pre-requisites for an efficient money market are: .

A political instable system is never good for an efficient
money market. Politically stable environment supported
by a well developed network of banking and financial
system is basic requnrement of an efficient money
market.

(i) Economic
system

- Transac’uons in money market are concluded over
|telephone followed by written confirmation from- the
contracting parties. Hence, integrity is a basic necessity.
Thus, banks and other players in the market may have
to be licensed and effectlvely supervised by the
regulators :

(ii) Integrity

Transfer (EFT), Depository System, Delivery versus
payment, High value inter-bank payment systemetc. are
essential pre-requisites for ensuring a risk-free and
transparent payment and settlement system.

(v) Regulation

Enough, efficient and effective regulation should be at
place to control and set right the defaulters. Government
and Central Bank intervention to moderate liquidity]|.
profile. oo

(vi) Apex body

An empowered Central Bank to ensure credibility in the|-
system and to supervise and regulate the players in the
market.

(vii) Instruments

Many financial instruments and products should be
available in the market with different interest rates,
returns, risks, liquidity and maturity options.

(viii) Integration

Market should be integrated with the rest of the markets|
in the financial system to ensure perfect equilibrium. The
funds should move from one segment of the market to
another for exploiting arbitrage opportunities.

Benefits of an efficient mbney market may'be as follows:
« Provides a stable source of funds to Banks.
» Encourages development of non-bank entities.
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Facilitates Government market borrowing.

¢ Makes effective monetary policy actions.

. Helps in pricing different floating interest products.

2014 - June [5] Evaluate the following instruments from the perspective of

investors: -

(a) Treasury Bills

(b) Certificate of Deposit )

(c) Commercial Paper. (5 marks) [CSPP M - Ii]]

Answer: :

(a) Treasury Bills : Treasury Bills are very useful instruments to deploy

short term surpluses depending upon the availability and requirement.

Besides, better yields and availability for very short tenures, another

important advantage of treasury bills over bank deposits is that the

surplus cash can be invested depending upon the staggered

-requirements. The benefits of treasury bill can be summarized as under-

(a) No tax deducted at source

(b) Zero default risk being sovereign paper

(c) Highly liquid Money Market instrument

(d) Better returns especially in the short term

(e) Transparency _

(f) Simplified settlement

(9) High degree of tradability and active secondary market facilitates
‘meeting unplanned fund requirements. -

Certificate of Deposit: Certificate of'Deposit (CD) provides higher yield

than Treasury bills and savings account. CDs are liquid instruments as

they are transferable by endorsement and delivery. The holder can resell

his certificate to another. As the rate of interest is fixed, the return on

investment is secured despite the rate fluctuations in the market. There

is no lock-in period for the CDs.

Commercial Paper: Commercial Paper (CP) is a quick and cost

effective way of raising working capital. Investing in CP is the best way

to take the advantage of short term interest rate fluctuations in the

market. It provides an easy exit option to the investors by quitting the

investment. It has a wide range of maturity period.

(b)

(c)
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2014 - Dec [1] (a) Mention any three economic functions of Financial

markets. ' : (2 marks)

(c) Write down the objective of Inter Bank Participation Certificate.

(2 marks)

Answer : ‘

(a) Financial markets and their economic functions: A financial market v

~is a market where financial instruments are exchanged or traded.
Financial markets provide the following three major economic functions:
(i) Price discovery

(i) Liquidity

(iii) Reduction of transaction costs.

(c) Inter Bank Participation Certificate: . _
Objective: To provide a degree of flexibility in the credit-portfolio of
Banks. It can be issued by Scheduled Commercial Bank and can be
subscribed by any Commercial Bank.

Types: There are two types of participation certificates:

Aspect Without Risk to Lender With Risk to Lender
- |Period Period not exceeding 90 Days |91 Days to 180 Days
Disclosure |Issuing Bank: Disclose as Issuing Bank: Reduce

Liability under Borrowing from |from Advances Out-
Banks. standing.. ‘
Participating Bank: Advances Participating Bank:
to Bank Under Advances

2014 - Dec [3] Explain bri'efly about money market mutual funds (MMMFs).

(5 marks) [CSPP M - Il
Answer: ‘ :

One of the recent developments in money market is the establishment of

Money Market Mutual Funds, the guidelines of which have been prescribed
by the Reserve Bank of India. These can be set up by the Banks and.
Financial Institutions. There can also be Money Market Deposit Accounts

(MMDAS). ' ' '
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The main features are given below:
(a) Limit:

(i) Theresources raised under Money Market Mutual Funds should not
exceed 2% of the sponsoring bank’s fortmghtly average aggregate
deposits.

If the limit is less than 50 crores for any bank, it may join with some
other bank for the purpose.

In case of Financial Institution, the limit should not exceed 2% of the
long term domestic borrowings as per latest audited balance sheet.

(if)
(i)

(b) Eligibility: MMMFs are primarily intended for individual investors .

including NRIs who may invest on a non-repatriable basis and would be
free to determine the mlnlmum size of the investment by a single
investor.

(c) Minimum Rate of Return: There is no guaranteed minimum rate of
return.

(d) Lock-in Period: The minimum lock-in penod is 46 days.

(e) Deployment of Capital: The resourced mobilized by MMMFs shouid be
invested exclusively in various Money Market Instruments.

() Money Market Mutual Funds Investment Limits:

(i) Treasury Bills and dated government securities having unexpired -

maturity up to one year-Minimum 25%.

Call/Notice Money-Minimum 30%.

Commercial Paper - maximum 15%. The exposure to CP issued by
an individual company should not be more than 3%.

Commercial Bills accepted/co-opted by Banks - Maximum 20%.
Certificate of Deposits- No limits. ‘

(if)
(iii)

- (iv)
v)

2016 - June [6] “Money market mutual funds are the lowest-risk variety of
mutual funds, but they are not risk-free.” Discuss.

(5 marks) [CSPP M - lli]
Answer: '
Money Market Mutual Fund (MMMF) is a scheme of a mutual fund set up
with the objective of investing excluswely in money market instruments.
" Money market funds are regarded as high liquidity oriented as investor
attaches more value for safety and liquidity. MMMFs are exclusively
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governed by SEBI (Mutual Funds) Regulations, 1996 w.e.f. March 07, 2000.

MMMFs are the lowest-risk variety of mutual funds, but they aren’t risk-free.

The risks associated with MMMFs are as under: -

1. MMMFs are subject to market risks and do not have any risk cover like
“Deposit Insurance and Credit Guarantee Corporation” for upto
Z 1,00,000(Rupees one lakhs only) against defaults by banks in India.

2. Negative returns: Over a period, Money Market Mutual Funds can
result in negative yield to the investors in real value if inflation rate is
higher than the risk free rate of return.

3. While Money Market Mutual Funds generally mvest in government
securities and other vehicles that are considered comparatively safe,
they may also take some risks in order to obtain higher ylelds for their
investors.

So, in order to try to capture another. tenth of a percentage point of
return, it may invest in bonds or commercial paper that carry additional
risk. -

-4. Expenses charged by Money Market Mutual Funds can result in fall

in returns to the investors: Being relatively safe investments, the
returns on Money Market Mutual Funds are lowest and even a small
annual fee can substantially reduce the profits on such funds. This may
make it even more dlfﬁcult for money market investors to keep pace wnth
inflation. :

2016 - Dec [1] (iv) State 4 features of Government Securities. (2 marks)
(vii) What is an entry load and an exit load in the context of a Mutual Fund?
: (2 marks)
Answer:
(iv) The students may wrlte any four features from the following:
(1) Government Securities are mostly interest bearing dated securities
-issued by RBI on behalf of the Government of India.
(2) These securities are generally fixed maturity and fixed coupon
' securities carrying semi-annual coupon.
(8) Issued at face value.
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(4) No default risk as the securities carry sovereign guarantee.

(5) Ample liquidity as the investor can sell the security in the
secondary market.

Mutual Funds recover their initial marketing expenses from the fund

(vii)

subscribers either at the time of joining, by allotting lesser units (entry

load) or by deducting from the existing NAV while making payment
when unit holders exit the Fund (exit load).

- 2017 - Dec [8] (b) Discuss the nature of call money market in India with

reference to the duration, borrowers and security. (4 marks)

Answer: .

Nature of call money market with reference to duration, borrowers and

security are discussed below:

Duration: These loans are givén for a very short duration, between 1 day to

15 days. ’

Borrowers: These are mainly interbank loans, among commercial banks

from each other. Other borrowers are bill market, dealers in stock exchange

for purpose of dealings in stock exchange, individuals of high financial status

in Mumbai etc. for ordinary trade purpose in order to save interest on cash

credit and overdrafts.

Security: There are no collateral securities demanded against these loans,
i.e., unsecured.

2019 - June [8] Answer the following question:
(a) State the differences between Commercial Paper (CP) and Certn‘lcate
of Deposit (CD) on the following aspects :
(i) Issuer
(if)  Conditions to be satisfied by an issuer to be eligible for an issue.
(4 marks)

|Eligibility |Tangible net worth not less than % 4 cr.
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Answer:

cP CcD
Issuer Corporates, Primary Dealers Scheduled Commercial

Banks other than RRBs,
Local Area Banks

Banks have to maintain
Working capital limit not to be less than|CLR and SLR on the
% 4 cr. Credit rating to be at least P-2 of|issue price of CDs
CRISL or PP2/ P2 of D2 of other rating
agencies

2023 - June [2] (b) List any four Alternative Investment Funds (AIF) and four
Credit Rating Agencies in India. List any six Money Market Instruments
Traded. List any four features of Treasury bills. How is Yield on Treasury Bills
calculated? (2+2+3+2+1=10 marks)
Answer: , : ‘
Four Alternative Investment Funds (AIF)

1. Angel Fund

2. Venture Capital Fund -

3. Private Equity Fund:

4. Hedge Funds
Credit Rating Agencies in India: _

1. CRISIL Ratings Limited (Formerly the Credlt Rating - Information

Services of India Limited):
2. ICRA limited (Formerly Investment Informatuon and Credit Ratmg
Agency of India):
3. Care Ratings Limited (Credlt Analysrs and Research Limited)
4. . India Ratings and Research Pvi. Ltd. (Formerly Fitch Ratings India
Pvt. Ltd.):
- Brickwork Ratings India Private Limited
Acuite Ratings & Research Limited (Formerly SMERA)

o o
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Money Market instrument:
Commercial Bills
Commercial Paper
Certificate of Deposits (CD)
Treasury Bills
Call Money
Swaps :
Inter Corporate Deposits
Features of Treasury Biils:
1. They are negotiable securities.:
2. They are highly liquid as they are of shorter tenure and there is a
possibility of inter-bank repos in them.
3. There is an absence of default risk.
4. They have an assured yield; low transaction cost, and is eligible for
inclusion in the securities for SLR purposes.
5. Atpresent, there are 91-day, 182-day, and 364-day T-bills in vogue.
Yield in Treasury Bills:
It is calculated as per the following formula:

Yield=199-P, 365, 400

NoOoOb~wN =

D o ~
Where, P = Purchase price D= Days to maturity
Day Count for Treasury Bill: Actual number of days to maturity/ 365 .

2024 - Dec [2] (a) What are the principal features of a commercial paper?

DISCUSS the advantages offered by commercial paper to its issuers.
(7 marks)

PRACTICAL QUESTIONS

201,5 June [1] (a) X purchased 182 days, Indian T-Bills of face value 35
lacs at an issue pnce of P. If the effective yield is 10% for the T-Bill,
determme P. (2 marks)
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Answer:
Yield = (F — P)/P x 365/182

0.1P + 2.005P = 35,00,000 x 2.005
i.e., 2.105P =70,19,230 -

P =33,34,551
2015 - June [2] (a) The following particulars relates to Gilt Fund Scheme:
1. Investment in Shares (at cost)
IT and ITES Companies ' ¥ 20 Crores
Infrastructure Companies ¥ 22 Crores
FMCG % 15 Crores
Automotive 7 20 Crores
Banking/Finéncial Services ? 8 Crores
2. Cash and other Assets in Hand (even throughbut the :
fund period) ¥ 4 Crores
3. Investment in Fixed Income Bearing ands 1
Listed Bonds [10,000 10% Bonds of ¥ 10,000 each] % 10 Crores
Unlisted Bonds ¥ 10 Crores
4. Expenses payable as on c!osure'date ¥ 2 Crores
|5.  Market Expectation on Listed Bonds 9%
6. No. of Units Outstanding % 4 Crores
The particulars relating to sectoral index are as follows:
Sector Index on the date of |Index on the
purchase valuation date
IT and ITES 1,800 . 2,800
Infrastructure 1,400 2,500
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FMCG 1,600 2,500 (c) FMCG [Cost ¥ 15 x Closing Sector Index 2,500 + 23.44
Automotive 2,000 3,000 Opening Sector Index 1,600]
Banking/Financial Services 1,500 2,200
(d) Automotive [Cost ¥ 20 x Closing Sector Index 3,000 30.00]
The Fund has incurred the following expenses: + Opening Sector Index 2,000] _ ,
| Management Advisory Fees % 260 Lakh (e) (BDanki_ng [SCostt ?Isdx C1lossci)rg)g Sector Index 2,200 + 11.73
Administration Expenses - ¥300 Lakh | pening Sector Index 1,500]
Publicity and Documentation ¥ 100 Lakh 2. Market Value of Investment in Listed Bonds [Face 11.11
: Value T 10 Crores x.Interest on Face Value 10% =
Total ' -+ ¥ 660 Lakh Market Expectation 9%] '
The period under consideration is 2 years. The Fund has distributed % 1.5 3. Cost of Investment 'h Unlisted Bonds : 10.00
per unit as annual cash dividend. Computeé the annualised net return (%) and 4. Cash and Other Assets = 4.00
the expense ratio of the Fund. (8 marks) Total Assets of the Fund | 160.68
(b) () Classify the following items under the appropriate category- Less: Outstanding Expenses . . 2.00
- Whether Money Market (MM) or Capital Market (CM): Net Asset Value of the Fund 158.68

(i) RBI and Government are participants Note
(i) Regulated by SEBI

(i) Tenor of instruments is usually less than a year
(iv) Treasury Bills

(v) Commercial Papers

(vi) Zero Coupon Bonds

: It is assumed that Cash and other Assets existed from the
beginning of the period at the same values.

(i) Net Asset Value per Unit
NAV per Unit = Net Asset Value of the Fund =+ No. of the

. . Outstanding
(vii) Equity Shares : _
(viii) -Debentures (4 marks) _ : :1388638 Crores + 4 Crore Units
Answer: . N
(a) |) Net Asset Value of the Fund (iii) Annualized Return on Fund
Partlculars 2 in Crore -(a) Computation of Opening NAV
1. Market Value of Shares in - _ . Particulars ¥in Crore
(a) ITand ITES [Cost % 20 x Closing Sector Index 2,800 Co3111| 1. [ Investment in Shares (at Cost)
+ Opening Sector Index 1,800] : IT and ITES ¢ . 2000
. “an ompanies , .
(b) Infrastructure [Cost ¥ 22 x Closing Sector Index 39.29 P
2,500 + Opening Sector index 1,400] :  Infrastructure Companies _ 22.00
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.- FMCG 15.00

e Automotive 20.00

. Banking / Financial Services 8.00

2. Invéstment in Fixed Income Bearing Bonds

. Listed Bonds [10,000 10% Bonds of 10.00
¥ 10,000 each] :

¢ Unlisted Bonds. | 10.00
Net Asset Value 105.00

Note: Cash and Other Assets are not included because they arise

out of investments made in the beginning.
(b) Computation of Opening NAV per Unit

NAV per Unit = Net Asset Value of the Fund + No. of Units
Outstanding
¥ 105.00 Crores + 4.00 Crore Umts

= ¥26.25

(c) Computatlon of Returns per Unit

e Capital Appreciation = Closing NAV per Unit — Openmg NAV
per Unit _
¥39.67-326.25=313.42
T15x2Years—3 3
[Cash Dividend -+ Capital
Appreciation] + Opening NAV
[X3.00 +313.42] +¥26.25 =% 16.42
+326.25
62.55%.
Total Return/ Period =
2 Years
31.28%

¢ Cash Dividend
¢ Returns

e Returnp.a. . 62.55% +

" (iv) Expense Ratio
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Management Advisory Fee T 2.60

Cr. + Administration Exp. ¥ 3.00 Cr. +

Publicity and Documentation¥ 1.00 Cr.

= T 6.6 Crores

(b) Average Value of Portfolio = (Opening Net Asset Value +
Closing Net Asset Value) +

(%105 Crores + ¥158.68 Crores)

%263.68 Crores + 2

¥ 131.84 Crores _

Total Expenses + Average Value of

Pertfolio

(X 6.6 Crores = ? 131 .84 Crores) x

100

5.01%

Total Expenses + No. of Units

¥ 6.6 Crores + 4.00 Crores =¥ 1.65

(b) (1)) (i) MM (ii) CM (m) MM (iv) MM (v) MM (VI) CM (vii) CM (viii) CM

(a) Total Expense =

(c) Expense Ratio

(d) Expense Per Unit

nn

2016 - June [4] A trade bill is drawn by a supplier of goods as follows:

Value of goods sold ~¥10,00,000
Number of days of the bill (take 365 days per year) 60 days
Rate of discount (to be charged by banker) 12.50% p;a.
" You are required to calculate —
(a) Discount on the bill; and (3 marks)

(b) Amount to be paid by the bank on the date of presentment of the bill at

the bank for discounting. (2 marks)
Answer:
(a) Discount on bill = (face value of the bill*time in years x rate of
mterest)/ 10
_ 10,00,000 x 60 x 12.50 _ =% 20,547.94

365 x 100

~Discount on the bill can be stated as the Simple Interest on the face

value of the bill for unexpired time.
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(b) Amount to bé paid by the Bank-é Face value of the bill — Discount on
the Bill =% 9,79,452.06
(i.e. ¥ 10,00,000 — %.20,547.94).

2016 - Dec [8] (¢) State the features of the Call Money Market on the |

following aspects:
(i) Purpose
(ii) Duration
(iii) Security -
(iv) Call Rate
~ (v) Lenders (Name four lenders)
Answer:
Call Money Market — Features:
(l) Purpose:
Close to Money;
Provide liquidity for Government and banks;
Low risk;
Short term; -
Banks use this for CRR or SLR requirements;
-Bill market, Stock Exchange Dealers and high net worth individuals:
To meet sudden demand for funds arising out of large outflows.
Duration: One day to fifteen days.
Securities: Unsecured; No collateral security.
"Call rate: Varies as per market demand and supply conditions. lt is
high during March (even around 25%) and low in April, October, etc.
(even as low as 7%). It also varies according to place. It is higher in
Kolkata and lower in Mumbai.
Lenders: RBI, Banks, Primary Dealers, Financial Institutions like LIC,
UTI, GIC, IDBI, NABARD, ICICI, Specified All India Financial
Institutions, Mutual Funds. ' . :

(6 marks)

(if)
(iii)
(iv)

(v)

2017 - June [3] (a) A Mutual Fund made an issue of 10,00,000 units of ¥ 10
each on 01.01.2016. No entry load was charged. It made the following
investments after incurring initial expenses of ¥ 2 lacs.
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Particulars 3
50,000 Equity Shares of ¥ 100 each @ ¥ 160 | 80,00,000
7% Government Securities 8,00,000
9% Debentures (unlisted) of ¥ 100 each 5,00,000'
10% Debentures (Listed) of ¥ 100 each 5,00,000
Total 98,00,000

During the year, dividends of ¥ 12,00,000 were received on equity shares,

. interest on all types of debt securities was received as and when due. At the

end of the year, equity shares and 10% debentures are quoted at 175% and
90% of their respective face values. Other investments are quoted at par.

() Find out the Net Asset Value (NAV) per unit given that the operating

expenses during the year amounted to ¥ 5,00,000.

(if) Also find out the NAV, if the Mutual Fund had distributed a dividend of

X 0.90 per unit during the year to the unit holders. (8 marks)
Answer:
Computation of Closing Net Asset Value v

Particulars Opening Capital Closing | Income (3)
Value of |Appreciation| Value of
investments ®) Investments
®) )

Equity Shares 80,00,000 7,50,000 87,50,000( 12,00,000
7% Govt. v
Securities 8,00,000 Nil| - 8,00,000 56,000
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9%

Debentures '

|(unlisted) 5,00,000 Nil 5,00,000 45,000
10%

Debentures
|(Listed) 5,00,000 -50,000 4,50,000 50,000
Total 98,00,000 7,00,000 1,0_5,00,000 13,51,000
Less: Operating Expenses during the period (5,00,000)
Net Income . v _ 8,51,000
|Net Fund Balance =% (1,05,00,000 + 8,51,000) {1,13,51,000
Less: Dividend =¥ 9,00,000 (1 0,00,000 x 0.90) - (9,00,000)
Net Fund balance (after Dividend) 1,04,51,000
Net Asset Value (Before Considering Dividends) = 11.351
¥1,13,51,000 = 10,00,000 '

Net Asset Value (After Dividends) = ¥ 1,04,51,000 + 10.45
10,00,000 '

Note: It has been assumed that the Closing Market Price of the investmenits
have been quoted at a percentage of the Face Value.

2017 - Dec [3] (b) The NAV of a mutual fund having 4,00,000 units are
7 9.25 and 9.95 per unit at the beginning and end of the year respectively.
If the fund has to pay a dividend of ¥ 0.85 per unit and ¥ 0.70 as capital gain
per unit what would be the annual returns expressed as a percentage?

If instead of paying dividend and capital gain, the scheme decided to reinvest

" the distributable amounts at an-average NAV of % 9.15 per unit, compute the

revised returns and show how the balance sheet would appear after the

reinvestment. (8 marks)
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Answer: - '

NAYV on closing date = 4,00,000 x 9.95 = ¥ 39,80,000

Dividend Payable = 4,00,000 x 0.85 = ¢ 3,40,000

Capital Gain to be distributed = _¥2,80.000

Closing Fund Assets = ¥46,00.000

Closmg FundAssets - Opemng Assets Value
Opening Assets Value

=24.32%

— 46,00,000 -37,00,000
37,00,000

Retums=

_ 9,00,000
37,00,000
Total Distribution = 3,40,000 + 2,80,000 = ¥ 6,20,000
No. of units @ ¥ 9.15 per unit = 6,20,000/9.15 = 67,759.56
The return will be the same as the above.
Balance Sheet (After Reinvestment)

Liabilities i Assets 4
NAV on closing date 1Fund Assets (Balancing Figure)
4,00,000 units @ 9.95 39,80,000 '
67,759.56 units @ 9.15 per unit 6,20,000 46,00,000
Total | 46,00,000 Total

46,00,000
2018 - June [8] Answer the following question: ‘
(c) Identify the following financial instruments: (You may present only the

Roman numeral and the name of the instrument in your answers)

(i) X is a negotiable instrument issued in US $ and issued by a US
Depository Bank for the benefit of a non US company that wishes to -
raise money in the US. X is listed on NYSE and NASDAQ. Issue of

, X offers access to both institutional and retail markets in the US..

(i) Y isan instrument issued abroad by authorized overseas corporate . -

-~ bodies against shares or bonds of Indian .companies held with
nominated domestic custodial banks. An Indian company intending
to issue Y will issue the corresponding number of shares to an
overseas depository bank. Y is freely transferable outside India and
dividend in respect of the shares represented by Y are paid in Indian
rupees. Y is traded on OTC basis (Over the Counter). Y is listed.on
the London Stock Exchange.
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(iii) Zis a zero-interest.bond sold at a discount and redeemed at face Answer:
value on maturity. Investors in Z are not looking for immediate (i) & (i)

return. Z is issued by the issuer to meet the long term . —
requirements spanning 20-30 years. Z can also be traded in the Return |\Rf | R-Rf | Std | Sharpe |Shar - Beta | Treynor |Rank | Unsyst|
’ . dev . pe rank Trey | ematic
market. . : _ : ‘ risk
(iv) W is a negotiable certificate issued by a company or the _ :
Government, entitles the holder to repayment of principal and ' ' ratio . | ratio
. _ . . - . intervals 4 . : A
lntere§t .Inteltest is pand penodpglly at preqetermmed intervals and A 15 sl o 2 | 1285714 - 125 22 | - 78
the principal is repaid at a specified maturity date. (4 marks) .
Answer: : B| 18 |e| 12 |10 1.2 3 |05 16 1 9.25
(i) American Depositor Receipt : ‘
(i) Global Depository Receipt C| 14 6| 8 5 1.6 1 1.4 |5714286| 5 3.6
(iii) Deep Discount Bond - D| 12 |e6| & | 6 1 5 [098|6122449| 4 | 5.02
(iv) Bond v v :
E 16 6| 10 9 | 1111111 4 1.5 |6.666667 | 3 7.5

2018 - Dec [6] The.following are the data on five mutual funds:

(i) Treynor's method assumes that there is no unsystematic risk and that

- Mutual Fund Return Standard Deviation Beta there is full diversification, whereas Sharpe’s method does not assume
' this. Moreover, as is seen, standard deviation represents the total risk
A 15 7 , 1.25 . consisting of systematic and unsystematic risk. Unsystematic risk is

B '1 5 ' 10 : 0.75 high and hence, Treynor’s assumption is hot satisfied. Hence Sharpe’s

method results in a more appropriate ranking.
C ) 14 . 5 " 1.40 (iv) Inpractical application, the mean return and the standard deviation are
: : : estimated from historical data over the period of interest (for which the
D 12 ‘ 6 0.98 comparison.to be made) and the risk free return is chosen accordingly
: ] Rate of return is required. for the computation.
E 16 9 ' 1.50

2019 - June [5] (b) A mutual fund made an issue of 20,00,000 units of ¥ 10
each at the beginning of the year. No entry load was charged. It made the
following investments: ‘

(i) Compute the Sharpe Ratio and Treynor’s Ratio and rank these funds
assuming the risk free rate as 6%.
(i) Compute the unsystematic risk of these funds.

(i)  Which of the two measures in (i) is more appropriate? Why? - o ' Particulars o Amount

(iv) Assuming that the risk free rate is not known, would you still be able ‘ _ ®

' to rank the funds using the Sharpe’s and Treynor’s ratios? Why? 1,00,000 Equity shares.of ¥ 100 each @ ¥ 160 1,60,00,000
_ (16 marks) (g9, Government Securities . 16,00,000
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| 11% Debentures (unlisted) 10,006,000
10% Debentures (listed) 10,060,000
Total 1,96,00,000

During the year, dividends of ¥ 24,00,000 were received on equity shares.
Interest on all securities was received for a full year as on the valuation date.
Equity shares have a value of ¥ 180 per share as on valuation date and

unlisted debentures are to be valued at 85% of the invested value. Initial

expenses were ¥ 3 lacs, which are fully charged to the scheme in the first
year. Up to the end of the year, operational expenses incurred were % 4 lacs,
of which ¥ 1.5 lacs remains payable next year. Just before the year end,
60,000 units were redeemed when the NAV was ¥ 12.5 NAV per unit and an
exit load of 1% was charged. Find the NAV per unit as on valuation date

which is at the end-of the year. (8 marks)
Answer:
4
Investment made as per question 1,96,00,000
Initial Expenses 3,00,000
Cash balance (initial) 1,00,000
| Amount collected = 20 lakh units x ¥ 10/u. 2,00,00,000
Value of Investments at valuation date & Income (%)
Equity share 1,80,00,000{ 24,00,000
8% Govt. securiﬁes ,1'6,00,000 - 1,28,000(
11% Debenture (Unlisted) 8,50,000|  1,10,000
10% Debenture (Listed) 10,00,000 1,00,000
| | 2,14,50,000 (A)| 27,38,000|

Units = 20,00,000 - 60,000 = % 19,40,000
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Less: Redemption ¥ 12.5 x 60,000U (7,50,000)
Add: Exit load 1% 7,500
Less: Expenses paid (2,50,000)
Add: Cash 1,00,000

(B) 18,45,000

Total: Assets (A) + (B) 2,32,95,500

. Less: (15.00.000)

Expenses payable

Net Assets | 72,31,45,500

NAYV per uhit =2381,45,500 _ 7 11 93
19,40,000 '

2019 - June [6] (b) An 8.5% bond of ¥ 1,000 face value with five year
maturity at par and a yield to maturity of 10% has ¥ 954.74 as the current
market value, Calculate the price of the bond and compare it with the market

price. What action should the holder of the bond take? (6 marks)
.Answer: :
Year PV factor 10% | Cash Flow () PV at 10% })
1 0.909 85 77.27
2 0.826 85 70.21
3 0.751 85 63.84
4 0.683 " 85 58.06
5 0.621 85 52.79
5 0.621 1000 621.00
Total 943.17
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The bond is overpriced since the present value at 10% is only ¥ 943.17 : ’ ' -
o over s o oy R Cap gain/u @=@-®] -005|  -010]  +020

whereas the market price is ¥ 954.74. Hence it should be sold.
. o S . Return p.u (h) = »(f) + () 0.26] - -0.10 +0.45
e B e s om0, 1 S0 E0S iyt ()
Scheme ME-P ME-Q ME-R Holding period () = ME’) 95.38 = 95| 30.99 =31| 68.01 =68
Amount of investment (3) 2,00,0004,00,000[2,00,000 ¥ |7 OxO ) .
NAV ®/unit) on purchase date 10.30] 10.10 10.0 gz;dmg period vield |(k) = (j x i)/365 2.52%| —0.989% 4.5%
Dividend received up to 30-11-2019 (%) 86000 0 5000 i ‘ i .
NAV (/unit) on 30112019 10.25|  10.0] 1020 %Z;ﬂﬁg:ﬂﬁi’;?” al yield = (a) x (1)/8,00,000 = 2.62%
Effective annual yield (%) as on 30-11-2019 9.66| -—11.66 24.15 (i) Number of units in each Scheme
Find out the following: ' MF-P | 22,00,000 |=19,417.48
Number of units ' . A T | %10.30
Holding period (no. of days) ' - IME-Q ?4100,006 — 39,603.96
Holding period yield (%) up . v ¥10.10
to two decimal places , _
NAV (%) on 30-11-2019 ~ MR ———%2%'10 s 'g g S |=20,000.00
Also compute the overall effectuve annual yield for A Consider 365 days p.a.
_ _ . (19 marks) 7 _
Answer: _ (i) Total NAV on 30.11.2019 |
Scheme _ MF-P MF-Q - MF -R MF-P  |=19,417.48 x 10.25 |[%¥1,99,029.17
investment (@ - 2,00,000{ 4,00,000f 2,00,000f @ |MF-G |=39,603.96x 10.00 |%3,96,039.60
NAV per unit on{(b) 10.30 10.10 10.00 MF-R  |=20,000.00 x 10.20 %2,04,000.00
purchase date | Total | 37,99,067.77
No of units (c) = (a)/(b) 19417.48| 39603.96| ~ 20000 (i) Total Yield
NAVp.u.30/11 (d) 10.25 10.60| ~ 10.20 ~ Capital Yield Dividend Yield| Total
NAV % 30/11 (e) =(c) x (d) |199029.17| 396039.6| 204000  [MF-P [%1,99,029.17 —%2,00,000  [6,000 - ¥5,029.17
Dividend/u ) o031 ol o025 = —%970.83
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33,96,039.60 — ¥4,00,000 NN —3,960.40
MF-Q |= - 3,960.40
¥2,04,000 —-%2,00,000 |%5,000 ¥9,000.00
ME-R |=%4,000 | |
Total %10,068.77
“(iv) No. of days mvestment held -
MF-P MF-Q MF-R
Initial investment () 2,00,000/ - 4,00,000 2,00,000
|Yield.(%) ' 5,029.17 -3,960.40 9,000.00
Yield (%) 2.5146 -0.9901 4.5
- |Period of " HQIding ‘2.5»1 46 x 365 -0.9901 % 365 4.5 % 365
(days) 9.66 -11.66 24.15
’ = 95 days =31 days = 68 days
Overall effective annual yield = 1932 ~46640° +48300° 454 _ 2 goo
8,00,000 -

*(Yield x 365 )/ Period of holding in days

2019 - Dec [8] Answer the following questions:

(a) (i) Bisan Indian buyer of goods from S, a seller in USA. B’s bank, BK,
issues a document undertaking to pay S, a sum of $ 5000 on
presenting evidence of shipping the goods. BK’s agent bank in USA,
upon confirmation by BK, pays S the $ 5000. ’

- You are required to identify the document. (2 marks)

(i) ‘K’ is a short term instrument issued by the RBI on behalf of the

Government. K is issued at a discount to face value and is repaid at

par on maturity. K is negotiable, with no default risk and eligible for

SLR purposes. It is issued through the- SGL account and only in
book entry form. K has a secondary market also.

* You are required to identify instrument ‘K. (2 marks)
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(c) M is a person who has studied the trends and analysed the equity
market. He feels that he is certain to gain due to increasing prices, but
does not have the required money to invest and hold shares. He would
like to benefit from the purchase of 10,000 shares of A Ltd. which is
trading on BSE at 3205 per share. According to his estimate, it will fetch
him at least 3215 per share within a month. He can spare only ¥3,00,000
for a month. Advise him on whether and how he can or cannot fulfil his
desire, assuming that he will not borrow and invest, but is willing to trade |
in the equity market and assummg that his prediction comes true.

(4 marks)

Answer:

(a) (i) Letter of Credit.

(i) Treasury Bills.

“(¢) He can trade in the futures market.

215 x10,000 = 21,50,000. '
Approx 10 % margin = 2.15 lacs. He can buy futures for 10,000 shares
and with 3 lacs, maintain the margin.

. His gain will be 10 x 10,000 = 1,00,000 for an investment of less than
3 lacs for the month.
However, in the event of fall in prices, he will have to use the cash or
liquidate part of the futures if he cannot provide for the maintenance
margin. But if his prediction comes true, his margin will be restored when -
prices move up. :

2021 - Dec [11] The face value of a 182 day T-Bill is¥ 100. If the purchase
price is ¥ 98. 5 after 10 days of issue, calculate the yield of the T-Bill? _
(1 mark) [Sec. B — SAQ]
Answer:
3.23%

2021 - Dec [19] An investor has invested in a mutual fund when the NAV
was ¥ 15.50 per unit. After 90 days the NAV was ¥ 14.45 per unit. During the
period the investor got a cash dividend of ¥ 1.35 per unit.and capital gain
distribution of ¥ 0.20. Calculate the annualized return based on 360 days
year count.? (1 mark) [Sec. B - SAQ]



Chapter-2C: Money Market | , _ - 69

. Answer:
12.9%

2021 - Dec [1] The foliowing information is available for Mutual Fund A,
Mutual Fund B and Market Portfolio (M) for six months:

Month (2021) | April May June | July August | September
Fund | Return (%)

|Fund A 3.00 1.75| (1.00)| 3.50 1.50 0.00
Fund B 225/ (1.25)| 0.00| 3.00 2.50 1.00
Market (0.75) 2.00f 1.50 0.25 3.50
Portfolio (M) 1.00

Risk-free interest rate is 6% p.a
() Compute Average Returns (AR), Risk of losses (RH_) of Funds A, B
and M
(i) Compute the Mornmg Star Index of A, B and M
(iiy Compute the standard deviation (s.d) of the returns of A, B and
calculate the Sharpe Ratio of A
(12 marks) [Sec. C Two LAQ]

Answer

' Compute Average Returns (AR) of fund A, B and M

Fund A

Add the returns for each month 3+175+(-1)+3.5+1.5+0=8.75

Divide by the number of months (6): 8.75/ 6 = 1.4583 (approximately 1.46)'

Fund B

Add the returns for each month: 2.25 + (-1.25) + 0+ 3+25+1=7.5
Divide by the number of months (6): 7. 5/6=1.25

Market Portfolio (M)

Add the returns for each month 1+ (-0.75) + 2+1.5+025+35
Sum=7.5

Divide by the number of months (6): 7.5/6 = 1.25
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‘Compute Risk of Losses (RL)

Risk of Losses means the probability of negative returns.

Fund A'=0.33

Fund B = 0.38

Market Portfolio (M) = 1.00

Compute the Morning Star Index

The Morning Star Index is the average return dlwded by the risk of losses.
Fund A

- Average Return: 1 46

Risk of Losses: 0.17
Morning Star Index: 1.46 / 0.17 = 8.59 (approximately 1.13)
Fund B

- Average Return: 1.25

Risk of Losses: 0.17

Morning Star Index: 1.25/0.17 = 7.35 (approx1mately 0.87) .

Market Portfolio (M)

Average Return:.1.25

Risk of Losses: 0.17 4

Morning Star Index: 1.25/0.17 = 7.35 (approximately 1.00)

Compute Standard Deviation and Sharpe Ratio - : .
Standard deviation measures the spread of returns. Here, we assume it's
already calculated.

Fund A

1. Standard Deviation: 1.57

Fund B

1. Standard Deviation: 1.50

Sharpe Ratio for Fund A

Sharpe Ratio = (Average Return - Risk-Free Rate) / Standard Deviation

1. Risk-Free Rate = 6% per year = 0.5% per month .

2. Fund A Average Return: 1.46

3. Standard Deviation: 1.57 »

4. Sharpe Ratio: (1.46 -0.5)/1.57 = 0.611
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Checkiist for Understanding

* Definition and characteristics of the money market.

e [nstruments like Treasury Bills, Commercial Paper and Ceri:n‘lcetes of
Deposit.

e Participants:
corporates.

e Functions: Liquidity management and short-term funding.

Banks, fmanmai institutions, govemmems, and

* Role of the Reserve Bank of india (RBI) or other central banks.

Paper 11 Financial Management and Business Data Analytics

Feedback .1 Need More Scanner Preparation Key

7/

Fun Facts :
e Treasury bills are one of ‘the oldest financial instruments, datmg back
 to.the 1870s in India.
e The London Money Market is cons;dered the first modern money
market.

Scan to Share your Experience Scan for Quick Assistance Scan & go to “My Books”

Last-Minute Analysis
¢ Key Instruments:

Motivational Thoughts : '

e Quote: "The money market is the heartbeat of the economy, keepmg
short-term finances flowing efficiently.".

¢ Thought: Highlight how the money market ensures hquudxty and
stability, essential for economic progress.

e Treasury Bills: Short-term governmerit securities.

e . Commercial Paper: Unsecured promissory notes by corporates.

e Certificates of Deposit: Time deposits issued by banks.

e Importance: Ensures liquidity and funds for sheri-term requirements.
Smart Study Tips

e Create flashcards for money market instruments and their features.
* Use diagrams to understand how participants interact in the money
market.

Fun Flow
e Visualize money market dynamlcs Surplus Funds - Money Market -
Short-Term Borrowers - Economic Stability

Quick Study Tips
e Focus on differences between money and capital markets.
e Memorize examples of instruments and their tenure.
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credit. The receivables turnover ratio is an ac’nwty ratio measuring how

~ efficiently a firm uses its assets.

Receivables turnover ratio can be calculated by dividing the net value of
credit sales during a given period by the average accounts receivable
during the same period. Average accounts receivable can be calculated

' by adding the value of accounts receivable at the beginning of the

desired period to their value at the end of the penod and d:vxdmg the

_ sum by two.

(9)

.Accounts Receivable Turnover =

The method for calculating receivables turnover ratio can be represented
with the followmg formula: -

Net Credit Sales
Average Accounts Receivable
The recelvables turnover ratio is most often calculated on an annual
basis, though it can also be calculated on a quarterly or monthly basis.
When employed correctly, ratio analysis throws light on many problems
of the firm and also highlights some positives. Ratios are essentially
whistleblowers, they draw the managements attention towards issues
needing attention. Let us take a look at some advantages of ratio
analysis.

~» Ratioanalysis will help validate or disprove the financing, investment

and operating decisions of the firm. They summarize the financial
statement into comparative figures, thus helping the management
to compare and evaluate the financial position of the firm and the
results of their decisions.

* [t simplifies complex accounting statements and financial data into
simple ratios of operating efficiency, financial efficiency, solvency,
long-term positions etc.

- Ratio analysis help identify problem areas and bring the attention of

the management to such areas. Some of the information is lost in
the complex accounting statements, and ratios will help pmpomt
such problems.

¢ Allows the company to conduct comparisons with other firms,
industry standards, intra-firm comparisons etc. This will help the
orgamzatnon better understand its fiscal position in the economy.
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2018 - Dec [10] Write short notes on the following:

(). Defensive-Interval Ratio (DIR).

(iii) Advantages of Ratio Analysis.
Answer: '

(i) Defensive Interval Ratio (DIR): This ratio denotes the liquidity of a
firm in relation to its ability to meet projected daily expenditure from
operations. ’

It can be expressed as follows

Defensive Interval Ratio = -i9uidassets (quick assets)
Daily Cash Requirements (Projected)

Daily cash requirements (projected) = Projected cash operating
expenditure/Number of days in a year. ' :
The DIR is thought by many people to be a better liquidity measure
than the quick and current ratios.
Because these ratios compare assets to liabilities rather than

- comparing assets to expenses, the DIR and current/quick ratios would
give quite different results if the company hand allot of expenses,.but
no debt.

(iii) Please refer 2018 - June [10] (c) on page no. 74

(4 marks each)

2019 - June [10] Write short notes of the following:

(d) Significance of Funds Flow Statement (FFS) {4 marks)

" Answer:

Significance of Funds Flow Statement (FFS): _

Funds Flow Statement (FFS) is a widely used tool in the hands of financial
executives for analysing the financial performance of a business concern.
The Balance Sheet provides only a static view of the business. It is a
statement of assets and liabilities on a particular date. It does not show the
movement of funds. In business, funds flow from different sources and
similarly funds are invested in various sources of investment. It is a
continuous process. The study and control of this funds flow process is the
main objective of Financial Management. There is a need to prepare a-
statement to know the changes in assets, liabilities and owners’ equity
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between dates of two Balance Sheets. Such a statement is called FFS or
‘Statement of Sources and Uses of funds’ or ‘Where come and Where gone
statement’

FFS provides a summary of management decxsmns on financing actlvmes
of the firm and investment policy.

FFS helps the Finance Managers to completely analyse the various financial
operations. It guides the management in formulating the financial policies
such as dividend, reserves etc.

FFS serves as a measure of control to the management. -

'FFS helps in evaluating the firm’s financing. It shows how the funds were
obtained from various sources and used.

FFS acts as a guide for the future. It helps the-management in knowing how
effectively the working capital is put to use. It reveals the financial soundness
of the business. It helps the management in framing its investing policy.

DISTINGUISH BETWEEN

2018 - June [10] (d) Differences between Funds Flow Statement and Cash

Flow Statement . (4 marks)
- Answer: '
S. Basis For Cash Flow ~ Fund Flow
No| Comparison ‘
1. |Meaning ~ |A cash flow statement|A fund flow statement is a

is a statement showing |statement showing the
the inflows and|changes in the financial
outflows of cash and|position of the entity in
cash equivalents over |differentaccounting years.
a period.
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2. |Purpose of
Preparation

To show the reasons
for movements in the
cash at the beginning
and at the end of the
accounting period. -

To show the reasons for
the changes in the
financial position, with
respect to previous year
and current accounting
year.

3. |Basis Cash Basis of Accoun-|Accrual Basis of Accoun-
ting. ting.
4. |Analysis Short Term Analysis of |Long Term Analysis of
) cash planning. financial planning
DESCRIPTIVE QUESTIONS

- 2013 - Dec [9] (b) Answer the following:

(i) Classify the following independent items of cash flows under AS-3
1. Cash receipts from future contracts held for trading purpose.
2. Cash receipts from repayment of advances to third parties other

than a financial enterprise.

Cash interest received from by a financial enterprise.

Cash received from disposal of fixed assets.

Cash receipts from interests in joint venture.

Dividends paid by a non-financial enterprise.

Cash payments on account of acquisition of a subsidiary.

Cash flows arising from taxes on income, not specifically

identifiable. (4 marks)

Answer:

Classification of the following independent ltems of cash flows under

AS-3:

1. Cash receipts from future contracts held for trading purpose should be
classified Cash flows from operating Activity.

2. Cash receipts from repayment of advances to third parties other than a'
financial enterprise should be classn‘led Cash flows from Investing
Activity. :

ONOOA®
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3. Cashinterestreceived from by a financial enterprise should be classn‘leci |

Cash flows from operating Activity.

4. Cash received from disposal of fixed assets should be classified Cash
flows from lnvesting Activity.

5. Cash receipts from interests in joint venture should be classified Cash
flows from Investing Activity.

6. Dividends paid by a non-financial enterprise should be classified Cash
flows from Financial Activity.

7. Cash payments on account of acquisition of a subsmiiary should be
‘classified Cash flows from investmg Activity

should be classified Cash flows from operatmg Activity.. -

2014 - June [6] {C} Answer the foIIowmg (No credit will be given for answer
without the reasoning)

- (d) Will the foliowing items feature in the cash flow statements as per AS-37
If so, state the category under which the item will be shown.
(i) Cash paid to develop self constructed fixed asset.

- (ii) Acquisition of another entity by issue of shares.
(iiiy Conversion of debt to equity.
Answer:
(i) Cash flow from mvesting activity.
(i) Non-cash transactions.
(iii) Non-cash transactions. -

(2 marks)

2014 June [9] Answer the followmg
(b) (iii) What is debt-service coverage ratio? Expiam its significance.

“4 marks)
Answer:
Debt Service Coverage Ratio: This ratio indicates whether the business is
‘earning sufficient profits to pay not only the interest charged, but also
whether due of the principal amount. The ratio is calculated as follows:

Profit after Taxes + Deprecnation +InterestonlLoan
Interest on Loan + Loan repayment’inayear

Debt Service Coverage Ratio =
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Sigmficance of Debt Service Coverage Ratio:

-« The ratio is the key indicator to the lender to assess the extent of abiiity

of the borrower to service the loan in regard to timely payment of interest
~and repayment of loan installment.
« A ratio of 2 is considéred satisfactory by the financial institutions the
greater debt service coverage ratio indicates the better debt servicing
capacity of the organization.

PRACTICAL QUESTIONS

2013 - Dec [7] (a) The Balance-Sheet of XYZ Ltd. for the year ended
31.03.2013 is-given below:

~ Balance Sheet as at 31.03.2013

Liabilities g Assets B ¢
Equity Share Capital ~ 5,00,000 Land & Building 1,00,000
Preference Share Capital 2,00,000 Machinery 4,00,000
General Reserve ~.1,00,000 Furniture " 50,000
Secured Loans 3,00,000 Inventory‘ 3,00,000
Sundry Creditors 1,00,000 Sundry Debtors 3,00,000
: o Cash/Bank Balances 50,000
Total 12,00,000 : 12,00,000
Calculate the following ratios from the given Balance Sheet

(i) Current Ratio
(i) Proprietary Ratio
(iliy Debt-Equity Ratio
(iv) Capital Gearing Ratio (8 marks)

Answer:
(i) Current Ratio - - _ Current Assets
Current Liabilities"

—?300000+?300000+?50000 % 6,50,000

Current Assets
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Current Liabilities = Z 1,00,000

Answer: _ ‘ : _
= 5,50,000 _g 5.4 (d) Plant & Machinery Account
‘ 1,00,000 | Particulars Amount Particulars - Amount
(i) Proprietary Ratio = —Shareholders Fund —
Total Tangible Assets To Balance c/d 40,000 | By Depreciation 5,000.
5,00,000 +2,00,000 + 1,00,000 : '
= 12.00.000 : To Bank y 71,000 | By Bank | | 5,000
_ 8,00,000 By P& L A/lc : 1,000
;_ 2,30,000 - : By Balance c/d 1,00,000
. . . (;tallon term debt | 1’11’000 S | . 1’11’000
(ii) Debt Equity Ratio = L<2110nd e/ det. o | Application of funds % 71,000,
_'3,00,000 '
~ 8,00,000 2014 - June [8] (a) The followmg information relates ioN Ltd for the year
‘ =3:8 ending 31.03.2014: .
(iv) Capital Gearing Ratio ' ' Fixed Assets to sales ratio 2:1
= Long Term Debt including preferential CapitaloverEquity shareholder’s fund ~ Current ratio 2.5:1
‘ _ 5,00,000 ‘ ~ Liquidity ratio 1.4:1
" 6,00,000 _ ' Debtors’ turnover " 12 times
=5:6 - ‘ Debt (long-term)-equity ratio 1:2
o Current assets to fixed assets ratio 1:3 _
2014 - June [7] (c) A chemical company has a net sales of ¥ 50 crores, cash Working capital - . ¥15,00,000

expenses (including taxes) of ¥ 35 crores, and deprema’uon of ¥ 5 crores. If  aAgsume all sales are on credit.
debtors decrease over the period by 6 crores, what will be the cash from 4 cuiate the following:

operations? . : (2marks) () Current Assets

(d) The balances of the Plant and M/c of A Ltd.; on 31.03.2014 and- (ii) Total Assets
31.03.2013 were respectively ¥ 1,00,000 and ¥ 40,000. A machine with - (i) Sales
opening w.d.v. ¥ 6,000 was sold for ¥ 5,000 during the year 2013-14.  (iv) Debtors
Depreciation of ¥ 5,000 was charged during the year. Find the amount that (v) Inventory
will feature as ‘application of funds’ in the Fund Flow Statement. (2 marks)  (vi) Networth

Answer: (vii) Long-term debt L :

() Cash from operations ' (viii) Cash and Bank balance S (8 marks)
Net Sales 50 Cr. ‘ - Answer: : '

Less: Cash expenses 35 Cr. - - Current Ratio Current Assets/ Current Liabilities

Add: Decrease in Debtors 6 Cr. _ 2.5
Cash from operation 21 Cr. S Current Assets

Current Assets/ Current Liabilities
2.5 x Current Liabilities
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‘Working Capital = Current Assets - Current Liabilities = 15,00,000

Or 2.5 x Current Liabilities - Current Liabilities = 15,00,000

Current Liabilities = 10,00,000 o

(i) Current Assets = 2.5 x 10,00,000 = 25,00,000
=1:3

(i) Given, Current Assets to leed Assets Ratio
Or 25,00,000 _ 1 .

Fixed Assets 3 _
Fixed Assets = 25,00,000 x 3 = ¥ 75,00,000
Total Assets = Fixed Assets + Current Assets

_ = 75,00,000 + 25,00,000
Total Assets =% 1,00,00,000 ‘
Sales = Fixed Assets x 2 = 75,00,000 x 2 = ¥ 1,50,00,000
Debtors = Credit Sales
: Debtors turnover
_ 1,50,00,000
B 12
=% 12,50,000
(v) Liquidity Ratio = 1.4:1
Current Assets - Inventory _ 1.4
Current Liabilities A
25,00,000 - Inventory _ 1.4
o 10,00,000° Tt
Inventory = 11,00,000
Net worth:

v(iii)
(iv)

(vi)

Debt + Net worth = Fixed Assets + Current Ass(ets Current Liabilities

=1,00,00,000 - 10,00,000 = ¥ 90,00,000

Debt equity ratio = 1:2

Net worth (Equity) = (Debt + Net worth) x 2/3

= 90,00,000 x 2/3 =¥ 60,00,000

Long term Debt = Net worth / 2 = 60,00,000 / 2 = ¥ 30,00,000

Cash and Bank Balance = Liquid Assets - Debtors = 14,00,000 -
12,50,000 =% 1,50,000.

(vii)

(viii)
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2014 - Dec [3] Answer the question:
(¢) (i) The following information is given to you:

Gross Profit ¥1,08,000 -
Shareholders’ funds 136,00,000
Gross Profit Margin . ‘ 25%
Ratio- Credit Sales to total sales 80%
Ratio - Total Turnover to Total Assets | 0.3 times
Ratio-Closing Inventory to Total Sales -| 1/5 times
Average debtors ‘ 20 days
‘Current ratio 1.5

.| Ratio-Long Term Debt to equity 80%
(Use 360 days per year for
calculations)

Find the following:

(a) Fixed Assets turnover ratio

(b) Cash/Bank Balances

“(c) Current Liabilities

(d) Closing Inventory

(e) Debtors

(f) Cash Sales (8 marks)

Answer:
(a) Fixed assets turnover ratio = —\etSales
‘ Net fixed Assets
_ 4,32,000 _
5,40,000 -

(b) Cash & bank balance = ¥ 7,94,400
(c) Current liabilities = T 6,00,000

(d) Closing inventory = ¥ 86,400

(e) Debtors =% 19,200

(f) Cash sales =% 86,400
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| Workings:
Gross profit ¥ 1,08,000
Gross profit margin 25%

(i) Sales = %&@= % 4,32,000

(ii) Credit Sales = 80% x 4,32,000 =% 3,45,600
(i) Total Assets = —Sales  _
Total Assets
4,32,000 '
Total Assets
Total Assets =¥ 14,40,000
(iv) Closing inventory _ 15
Total Assets
Closing inventory _ 15
4,32,000
Closing inventory =¥ 86,400
(v) Debtors = Credit sales x 20/360
= 3,45,600 x 20/360
=% 19,200
(vi) Creditors:

‘Long term debt

— longtermdebt = 40%

Equity
Long term debt = 40% x 6,00,000
=%2,40,000 .
Creditors = 14,40,000 - 6,00,000 — 2,40,000 =¥ 6,00, OOO

Current Assets _
Current libilities
debtors + inventory + cash =15
creditors
19,200 + 86,400 + cash =15
6,00,000
Cash =% 7,94,400 _
(vii) Fixed assets = Total assets — Current assets
= 14,40,000 - 9,00,000 = ¥ 5,40,000

~(vii) Current ratio =

85
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2015 - June [I] (f) Determine which company is more profitable

A. Ltd. B. Ltd.
Net profit ratio o 5% 8%
Turnover ratio 6 times - 3times-
(2 marks)
Answer:
Turnover Ratio = NetIncome , __Sales
Sales Capital Employed
Let the sales be x :
A Ltd. o " B Ltd.
6 _ 6, x- ' 3 _ 3. x
100 x 100 100 x 100
Net Income -5 ) Net Income -
Sales Sales
6__5 3__8
X 100 . : X 100
=120 : : X=37.5

Sales of A Ltd are 120 while sales of B Ltd. are 37.5, proflt margin is higher
for B Ltd. hence, B Ltd. is performing better but return on capital employed
is better for A Ltd. than B Ltd., because it uses capital more efficiently. A Ltd.
has better operating performance than B Ltd.

Hence, A Ltd. is more profitable.

2015 - June [III] (a) (i) The following lnformatlon is available as on 31.3.2015:

Current Ratio 2.7 :1
Current Liabilities to Net worth . | 20%

Total Debts to Net worth 39%

Fixed Assets to Net worth 85%

Sales to Net worth 2.4 times
Inventory to Current Assets 1:3
Average Coliection Period 1 month
Working Capital . ¥ 5,10,000 -

Calculate the following as on 31.3.2015:
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Fixed Assets

Inventory

Debtors -

Cash and Bank Balance (combined figure)
Net worth N

Long Term Debts

Current Liabilities

Total Assets

(A)
(B)
(C)
(D)
“(B)
(F)
(G)
(H)
~ Answer:
° Current Assets _ 55
Current Liabilities -
Worklng Capital = Current Assets — Current Liabilities = 5,10,000
2.7 x Current Liabilities — Current Liabilities = 5,10,000
1.7 x Current Liabilities = 5,10,000
“Current Liabilities = %= % 3,00,000
Current Assets = 2.7x Current Liability
' = 2.7x 3,00,000
Current Assets =¥ 8,10,000
e  Current Liabilities to Net Worth = 20%
Current Liabilities - 20<y
Net worth
3,00,000
Net worth :
Net Worth =¥ 15,00,000
Fixed assets _ 85%
Net worth
Fixed Assets = 15,00,000 x 85% =% 12 75,000
o lnventory To Current Assets = 1:3
~ Inventory 1 -3
Current assets
Inventory = 8,10,000/3 =¥ 2,70,000
e Total Debts To Net Worth = 39%
‘ Total Debt _ =07
15,00,000 :
Total Debts =.15,00,000 x 39% =¥ 5,85,000

(8 marks)

=20%
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« Sales To Net Worth = 2.4 Timeé
Sales
2222 =24
15,00,000
Sales = 15,00,000 % 2.4 =¥ 36,00,000
Average Collection Period = 1 Month

Average Collection Period = Débtors x 12
: ‘ Sales

— Debtors x12
36,00,000
Debtors =¥ 3,00,000
Cash and Bank Balance = Current Assets - Debtors - Inventory
=8,10,000 - 3,00,000 - 2,70,000
, . =%2,40,000 '
Long Term Debt = Total Debt - Current Liability
= 5,85,000 - 3,00,000
Long Term Debt =% 2,85,000 ,
Total Assets = Fixed Assets + Current Assets
= 12,75,000 + 8,10,000

=% 20,85,000
(A) Fixed Assets =¥12,75,000
(B) Inventory = ¥2,70,000
(C) Debtors = £ 3,00,000
(D) Cash and bank balance = % 2,40,000
(E) Net Worth = ¥ 15,00,000
(F) Long term debts = ¥2,85,000
(G) Current Liabilities = ¢ 3,00,000
(H) Total Assets = ¥ 20,85,000

2015 - Dec [1] (b) If current ratio is 2.4 : 1 and working capital is ¥ 25,20,000,
find the amount of current assets and current liabilities. (2 marks)
Answer:

Current Ratio Current Assets 2.4

_ Current Liabilities KD
Current Assets - Current Liabilities
¥ 25,20,000

2.4 CL

|

Working Capitai

o

CA
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CA-CL = ¥ 25,20,000
Or 24CL-CL = ¥ 25,20,000
1.4CL = ¥25,20,000
CL = ¥18,00,000
- CA = ¥18,00,000 x 2.4

¥ 43,20,000

2015 - Dec [ill] (a) (1) The follbwing accounting information and financial
ratios of Bhalu Ltd. relate to the year ended 31% March, 2015:

Inventory Turnover Ratio (consndermg cost of goods sold) 6 times
Creditors Turnover Ratio 10 times
| Debtors Turnover Ratio _ 12 times
Current Ratio ' 2.4
Gross Profit Ratio : 25%

‘90
11% Debentures 10,00,000 6,00,000

| Goodwiill 2,00,000 1,60,000
Land & Building 14,00,000 13,00,000
Plant & Machinery ~12,00,000 |  .13,20,000
Investment (Non trading) 4,80,000 - 4,40,000
Creditors 3,70,000 4,30,000:
Provision for tax 1,60,000 2,10,000
Proposed Dividend 2,72,000 |  2,88,000
Stock o 8,00,000 |  7,70,000
Debtors 5,76,000 8,30,000 |
Cash at Bank 1,76,000 1,86,000
Prepaid Expenses 30,000 22,000

- Total sales ¥ 60 lakhs; cash sales 25% of credit sales; cash purchases
% 4,60,000; working capital ¥ 7,14,000; closing mventory is ¥ 1,60,000 more
than opening inventory.
Your are required to calculate:

(i) Average Inventory

(i) Purchases

(iii) Average Debtors
~ (iv) Average Creditors

(v) Average Payment Period

(vi) Average Collection Period

(vii) -Current Assets
(viii) Current Liabilities (8 marks)
(b) (1) The following balances are provided by M Ltd. for the years ended
31% March, 2014 and 2015:

Particulars 31.03.2014 | 31.03.2015
General Reserve 2,40,000 2,90,000
Profit & Loss Alc 4,20,000 6,00,000

Additional Information:
1. Investment were sold during the year for ¥ 70,000.
2. During the year an old machine costing ¥ 1,60,000 was sold for
% 72,000. lts written down value was ¥ 90,000.
3. Depreciation was charged on plant and machinery @ 20% on the
opening balance.
4. There was no purchase or sale of land and building during the year.
5. Provision for tax made during the year was ¥ 1,92,000.
6. During the year premium on redemption of debentures written-off was
% 40,000.
You are required to prepare a statement showing the net cash flow from
operating activities. (8 marks)
Answer:
(a)1.(i) Computation of Average Inventory:
Gross Profit = 25% of ¥ 60,00,000 = ¥ 15,00,000
Cost of Goods Sold (COGS) % 60,00,000 - ¥ 15,00,000
=73 45,00,000 '
Inventory Turnover Ratio = COGS/Average Inventory
¥ 45,00,000/Aver