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Case Scenario-1

1 (d) 400

2. (b) 900

3. (c) 40.31%
4, (a) 54.08%
5. (d) 6%

6. (c) 12.8%
Hint:

) Standard deviafon of A £ g:

() Siotk-A:

B systemadre 1iSK = 61 x B,

S (2s)’x( 80)" = 400

ungyShemafic v [ = -12es

rsp‘é cifre variine] = (1225100 X100 )
— = lges

— Cal= Goo+122S = (25

o £h = Jles = [Qo3z] An

|
b) STk-£:

Sy Senadc 18K = (wl XPo
e (LS)X (-2 900

usysiemade oK [fe@) | = - 2925
|i-e..00025 x100 x100 |
= 9095

19

fo_= 900+ 9202S =030 ¢S

6 =\ 2995 = [suy-08»]|AnS

R 14— Rf
R— 18—R
Treynor Ratio of Stock-B = e .
eta 1.2
Now, as per question
14’_Rf — 1R—Rf
08 12
Or,Rf=6%
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(i) —_Expecked vedurn  of Yhe por¥olio:

ERpop—= Rawn + Bgwgt KWt

= (IAX 98D+ (1‘89&07.) +(Ex35%)

= IQ'Z‘/, ﬁ_f\.f

Case Scenario-IT
7. (c) 6%
8. (a) 58000
9. (c) 1.20
Hint:
(1) Let X be the dividend yield
— ) = 60, + 60, x[9% - X%] X
600 =60,000x[9% - x%] x 4/12
X =6%
(ii) Let turned out value of Sensex as on 15" Dec, 2021 be Y, then
298145 =Y +Y [9% - 67%] x 1/12
58145 =Y+ Y
400
y = 58,000
(iii) Future Value as on 15" sep-23 60,600
Contract size 25
Index Future value per contract 19,195,000
Index Futfure value of 12 contracts 1,81,80,000

At perfect hedge,

ortfolio Value x beta = Total value of future contract entered

1 =1 =0 e VaWaVal

faYaVal L <4 1 01 N
Or, 1,51,50,000 x beta =1,81,80,000

PN

Beta =12
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Case-Scenario-1TT
10 (d) Repurchase Agreement
11. (b) 10670
12. (b) 8,36,52,800
13. (a) 8,38,36,604
14. (a) 728
Hint:

N 6OI Bond @3 XXy

e A
14 Day buy 10% W/V

kD
) With 5 65% interes’

(i) Dirty Price:
Dirty Price of Bond = Clear Price + Accrued Interest
Accrued Interest

Face Value x Coupon rate

.. Dirty Price =9942 + 728 = 10670

(ii)| Repayment at Maturity:

[Note: ICAT assumed, Face Value of Bond sold under repo is 8 Cr.]

800,00,000
~ 10000 (FV) ~ '
Sale proceeds (8,000 x 10670) 853,60,000
Less: Initial Margin@ 2% 17,07,200
Net Proceeds 836,52,800

Repayment at maturity = 836,52,800 x (1 + 0.0565 X oo

360
= 838,36,604
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‘ -v— -
‘ ! k
£

7 C M T\/

CUdose oendrio=1v

15 (A CSLR reflercrte +he nmum-—prate at whies a finm r~an Aanaw

i \U) JUITN T OTTCC T 1TT1TTC lllu mmanTr TQAaTT QT vwincivr a1 mr euan yl \*A A
using only internally generated funds, without relying on
external equity. It helps in financial planning and avoiding
over-leverage.

16. (c) Growing beyond the sustainable rate causes financial stress
due fo increased capital requirements that internal funds
cannot support, risking liquidity and solvency.

17 (©) White managingdebt—is—important, relyingsotely ondebt
wielaes frapelel peidarnes apd repeares wisle Tae ceorapie
emphasizes balance and internal funding over aggressive
leveraging.

18. (a) SGR is a function of Return on Equity (ROE), which
influenced by asset furnover and net profit margin.
Enhancing these improves internal financing capacity, and
therefore, SGR.

19 (b) Improving net profit margin increases ROE (assuming equity
nnnnnn ,‘4.,...4.\ ot als Aias adl, tamms masa CFLD vl o]
ICIHUIHD consi art ), wricn—att CLIIY meredoco JUINN, |Jl oviaea
payout ratio and turnover are unchanged.
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Part IT (L iptive Questions)
Question-1(a) Solution:
Annual interest = £100x9% =£9
Current share price = £4.45
Share price at end of By = £4.45 x (1+0.065)° = £6.10
Conversion value at end of By = £6.10 x 20 share = £122
Let, Cost of debt = d%
(i) | Floor Value:

Floor Value = [9 x PVIFA (d%, 5)] + [100 x PVIF (d%,5)]

or,108.20 = [9 x PVIFA (d%, 5)] + [100 x PVIF (d%,5)]

Assume, r=7%

(9 x 4.100) + (100 x 0.713) = 108.20 (exact match)

Hence, d = 7% (interpolation technique should be applied if other rate

had been assumed)

Cost of debt = 7%

(ii)

Market price of Optional Convertible Bond:

= [9 x PVIFA (7%, 5)] + [(£100 or, £122 whichever is higher) x

PVIF (7%,5)]

= (9 x4.100) + (122 x 0.713) = £123.9

(iii)

Conversion premium:

N A \INS

where, CV, = Conversion value at O year = (20 x 4.45) =89

123.90—- 89

= 39.21%
89
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. . . By — Floor Value
(iv)| % downside risk — ( o ) % 100
AN By 7
123.90—108.20
= x 100
123.90
19 £ 79
- 1€c.U/ /o0

Question-1(b) Solution:

£\ Dot
1) RE |

Rg (Rg-Rg) | (Rg-Rg)? [1Ix[
21 2]

10 9 1 1 11 8 3 9 3
y, | O | = lo B =4 £z Q 1A 102 Z0
b 4 7 =-J ad -0 O bl o 170 ITAY]
[ = Q yil 14 1 Q [ 2K 20
~7 4 - 44U 4 J O ~7 & J &J
11 Q 2 A Q Q 0O 0N 0
41 7 [ - (@) (@) \V) \V) \V)
1A o A VL 14 Q A VL VL
1J 7 O JU i O l0) JU JU

40 Total

= 9%, Ry o, calculated above
—
oL = [ = 405%
\ 5
Ok - l@ = 7.29%
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Covariance = =17.80

Oport = v (0LW)? + (0xW)? + 2W; Wy. Covariance(L, K)

- If4n ~z 1\2 1

~z

12|') . v 1790NnN - K
T4 X— X X 170U =0.

1279
o7

= 05x +(7.20x—)
NN 2 T\ % 2 " 2

1 /0

(Assumed equal investment)

(ii)

Proportion of minimum risk portfolio:

0% — Covariance (L,K)

\ A/

whkoo 0,2( + 0% — 2Covariance (L,K)
53.2 —17.80)
532 +164 —2x17.80
35.4
= — =1.041
34
\A/ - (1 1041\ = _-0-041
vV K - \: 1.Vl ) = V.UTrd

Question-2(a) Solution:
Particulars Mark Ltd. Mask Ltd.
EPS | Rs. 2,000 Lakhs/ Rs. 400 lakhs /
200 lakhs 100 lakhs
=Rs. 10 =Rs. 4
Market Price | Rs. 10 x 10 =Rs. 100 | Rs. 4 x5 =Rs. 20

(i) The Swap ratio-based on current market price-is
Rs. 20 / Rs. 100 = 0.2 or 1 share of Mark Ltd. for 5 shares of Mask Ltd.
No. of shares to be issued = Rs. 100 lakhs x 0.2 = Rs. 20 lakhs.
(ii)| EPS after merger
_ Rs. 2,000 lakhs + Rs. 400 lakhs _
= 200 lakhs + 20 lakhs = Rs. 10.909
(iii) If P/E ratio is adversely affected by 10%, New P/E ratio =9
Market Value per share = Rs. 10.909 x 9 = Rs. 98.1818
(iv)__Market value of merged firm

= Rs. 98.1818 market price x 220 lakhs shares = 216 crores
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(v)

Gain from the merger:-
Post-merger market value of the merged firm Rs. 216 crores

Less: Pre-merger market value:

Mark Ltd. 200 Lakhs x Rs. 100 = 200 crores

Mask Ltd. 100 Lakhs x Rs. 20 = 20 crores

Appropriation of gains from the merger among shareholders:-

Mark Ltd. Mask Ltd.

Post-merger value 196.36 crores 19.64 crores

Less: Pre-merger market value 200.00 crores 20.00 crores

Loss to Shareholders 3.64 crores 0.36 crores
Question-2(b) Solution:

Importer needs USD to make payment. Hence, the importer needs to buy

$25,000. (i.e, sell %)

Original contract of importer:
Equivatent INR for $25,000 =3 =2 —2ie %15,25,041

(i) Cost in respect of extension:
Merchant SR: 2100 = $ 1.6493 1.6578
- .086% +.15%
%100 = $ 1.6478 1.6603

To cancel existing forward contract, buy INR 15,25,041
Importer has to buy 3100 @$1.6603

Or, Equivalent amount (15,25,041) = $ —— =" = $25,320.25

100
Loss/qain

Sell ?15,25,041 @ $ 25,000

Buy %15,25,041 @ $ 25,320.25

Total loss = $ 320.25
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320.25 x100
To settle loss, buy $320.25 @ spot rate = =———— =319 435
(=S 3100 =4 1649311 46B78
L4 Y N & WUV .FJ-UI/U NI VTOD
4+ QA9 + QQY
T, OVU 70 T OUT70
Z R 51 1N 1= Al NaVYal d -1 727> 14 /7 7 AN
omrrRonoi-1U-19. <X1IUU = O 1.0050]1.074VU
=.086% [ +.15%
X100 = 1.662111.6765

Question-3(a) Solution:

0) Netr Agscele volue of Fund!
- "o crore™
- Pavticularc Amount
Marvked Volume of Shaveg
——[_Pharma Companiec| o x 15500 || |uu.\g
i 8600
1 Constyuckon Indugtri€l | 35 x HEDD 64.29
B (_ 2100
" Cervice Sedtor Co. | Qo x UgoO | lou. 72
R 27¢D
- TT Compouru@C 30 x 23000 6! -0
= 6020
Real Ectate Co. 0 x “oo 16.08
B - 2SS0
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———+ Thvectment  in Bonds ©
Licted eondc |4 < 2 ) \9. 0O
i 2-8U2
———__Unlicted BRond< 7.00
- Cach ond Gach eguivalent |.SD
- T uig. sg
———+__€Ezpence Payolbile (3.50)
i NAV of $wnd uls- 09
(i) Ner Asset olue peor Unit . NAV of und
i NO- Oy  uniItC
I . U s5.pg Crv.
Y. 20 Cr.
- = '9g.823
(i) |__Ner  Retuyn ( Annualised)
————+_ Tnitio) Cost per Unit
investment in Sharec 210 Cr.
C 20+ 20+ 60—+ 20-+lo]
i lniestment  in Bonde T 1247 19 Cr.
— T 229 Cr.
B + No. of  Unitg U€.2cr
Cost per  Unit T SYy.c2
"~ Copital  Gain [ 92.23-54.52] uy.3
-1 oBvidend 3x2 (S
R Sv. 3| p.u-
Amuolicsed Return - SD:3\ A _ U6.1u¥

cY.52 2
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(iv) | Eapence vaho _ Totad Eapense
_Avg value of portfplio
—_ 6. 68 Cx. x 100

222 .,.0UsSCy

2.07 4/

1)

UgoL +1spl 4+2L =66&L oy
6.62 Cr.
Avg. Value of portplio _ WS.09+ 229
2
= 222.0uUs Cr

:
]
g
;

Question-3 (b) Solution:

et ~f it - DF£ R (D D£)

CosTOoT CquiTy S KT R (RM—KT)
=8.7+0.1(10.3-8.7)=8.86%

No.-of Shares—=-1300/40 =32.5 crores

EPS = PAT / No. of shares =290/32.5 =38.923

_ = - +
= (47-39) + 3.45
=%11.45

Proportion of retained earning & debt in investment:

Investment per share = R11.45
/ 2773 \
Debt Retained Earning
211.45x27% = ¥3.0915 %11.45x73% = %38.3585

Investment per share out of retained earning = 28.3585
Do = EPS-Retained earning = 8.923-8.3585 = 0.5645
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PV of Dividend for 5 :
Year Dividend (X) | PVF@8.86% [PV (R)
D: 0.6096 0.9186 0.5600
D2 0.6584 0.8438 0.5556
D3 0.7111 0.7752 0.5512
D4 0.7680 0.7121 0.5469
Ds 0.8294 06541 105425
PV-of D1 D2 D3 DaaDs 27562

p. - D6 _0.8294 (1+0.05) _ 320 B4
> Ke—g 0.0886—0.05
PV-of Ps = 22.56 /(1.0886)°

= + =
Question-4 (a) Solution:
Expected Sale =600 + 20% =720
Net Profit =720 x 4% = 28.80
Dividend =28.80x50% =14.40
Retention =28.80-1440 =14,40

(i) External Fund Required:

Interpretation (Not for exam):

e A i i i le by 20% %
increase investment/capital by 20%.
e Accordingly current liability will also increase by 20%.

T e

1
:
i
o We can increase sale by increasing capital investment. !
1
1
1
1
1
1
1
1

Additional Fund required to increase sale
= [Existing Investment x 20%] = (1400 x 20%) 280
Less: Incrase in Payables (200 x 20%) (40)
Less: Profit retained for investemnt (14.40)
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CATCTTITIIATr 1 yarnau i DL’UII \ v | [SL XA A4

Sales 4
S.T.Loan + Payables 3
720 4 New_-bavable & provision
0 4 W & provisio
Or, 0 = 3 = 200 + 20% = 240
2160—960
X = = 300

Evxictina chort term | oan 300

hl\lJllllg STV rocrarcouvart [SAS A,

Proposed short term-Loan 300
—Fund to be raised by way of short term Loan NIL

(b) Amount to be raised by way of Long term Loan:
Eived Accptc 4 =
TI'TACTU TISOSCT LS = l.OU
Long term Loan
Or 720 =150  -New Fixed Assets
Long term Loan - 600 + 20% = 720
. . . " 720
Long Term Loan (pr‘oposed) = 1—5 = 480
~ Fund to be raised by way of L.T. Loan =480 - 400 =80

(c) Fund to be raised by way of Equity:

Total External Fund 225.60
Less: Fund raised from short term loan Q)
Less: Fund raised from Long term Loan (80)

Fund raised by way of Equity Capital 145760
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Nl

o
D
N
—
N
5

n

ervices:.

n—b
|4

o
c

h; Vadal
[=4AASI AN RIS R R VY ] |

lifecycle in terms of the transaction log of any transaction
of asset or property - whether physical or digital such as

laptops, smartphones, automobiles, real estate, efc. from
one person to another.

(ii)

Healthcare:

Blockchain provides secure sharing of data in healthcare
industry by increasing the privacy, security, and
interoperability of the data by eliminating the interference
of third party and avoiding the overhead costs.

(itr)

Government:

At the government front, there are instances where the

1 .

+

technical decentralizationis necessary but politically should

be governed by governments like land registration, vehicle
L4 =2 yv' ’

registration and management, e-voting etc. Blockchain

improves the transparency and provides a better way to

monitor and audit the transactions in these systems.

(iv)

Travel
Industry:

Blockchain can be applied in money transactions and in
storing important documents like passports/other
identification cards, reservations and managing travel
insurance, loyalty, and rewards thus, changing the working of
travel and hospitality industry.

(v)

Economic

Blockchain makes possible the financial and economic

Forecasts:

forecasts based on decentralized prediction markets,

decentralized voting, and stock trading, thus enabling the

organizations to plan and shape their businesses.

Risk associated with Blockchain:

()

With the use of blockchain, organizations need fo consider risks with a

wider perspective as different members of a particular blockchain may

have different risk appetite/risk tolerances that may further lead to

“onflict-when monitoring controls are designed for a blockchain. There
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may be questions about who_is nocpnncnhlp for managing risks if ho one

party is in-charge, and how proper accountability is 'ro be achieved in a
blockchain.

(ii)

The reliability of financial transactions is dependent on the underlying
technology and if this underlying consensus mechanism has been tampered
with, it could render the financial information stored in the ledger o be
inaccurate and unreliable.

(iii)

In the absence of any central authority to administer and enforce protocol

amendments, There could be a challenge In the development and

P L -+ | TR W P ] £ [
daintendnce 01T pProcess coniroraciivities dnd i sucn cdse, User’'s o1 publiic

blockchains -anA AI-F-Fnrnl-!- to obtain-an-understanding of the general IT

neirran MarmiaerJraarnraad |3 A | y LA B~ )

controls implemented and the effectiveness of these controls.

(iv)

As blockchain involves humongous data getting updated frequently, risk
related to information overload could potentially challenge the level of
monitoring required. Furthermore, fo find competent people to design and
perform effective monitoring controls may again prove to be difficult.

Question-5 (a) Solution:

e IRR=16% [Where NPV is 0]

Sensitivity of CC = 60% [i.e. if CC is increased by 60% then NPV will

be zero]

Assume, CC =x
x +(x x 60%) =1IRR

or,1.60x =16%

~x =10%

Sensitivity of fixed cost = 7.8416% [It means, if fixed cost will
increase by 7.8416% then NPV will be zero].

P/V ratio = 70%; Variable cost ratio = 30%; Variable cost = 60

60

Sale price = T 2200 per-unit

Annual cash inflows = 57,500

Re

uirement:
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(i) Initialinvestment:
PV of inflow @RR = Outflow
an_ B 7 BOO- - PVYTEA(1A4°% B = Nu+flawm
or, 97 QUU X T VIrA(10/0,0) = UUdiTiow
c Nutflaw = B7ZBEO00 v J27A -19Q 2K
c UUITTI1UW = JI JUU A J.C 77T = 1,00,cJJ
(i) NPV:
=57500 x PVIFA(10%,5)- 188255
(iii) A | fixed +:
o _As other factor remains same in-sensitivity analysis, we can-say
NPV—=xxPVIFA(10%.5)-188255
or 0—=xx-3.791-188255
188255
= —=49,658
3.791
Inflow where (NPV = Q) = 49658
It must be equal to increase in fixed cost = 7842
Given, sensitivity factor =7.8416%
. Existing FC x 7.8416% = 7842
R 7842
~ Existing fixed cost = ———=1,00,005
7.8416%
—(iv)—Annual-Sales Unit:
Contribution = Inflow + Fixed cost
= 57500 + 100005 =1,57,505
: 157505
No. of units = = 1125
—(v)  Break Evennit:
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At BEP, FC = Contribution of BEP unit
. 1,00,005 . .
. BEP unit = a0 714 .32 (i.e., 715 units)

Question-5 (b) Solution:
_ Effective annual interest:

oM 3 M

IP: 97350 RV: 100000

!

oA T s , 100000—97350 o
SM LnTerest = x 100 =2.722%
97350
A | .l <4 12 1N-0O0.0 0%/
Annual Cost -2 722 x — =10.897%

3

(ii)| Total cost of Fund (annual):

Interest Cost 10.89%

Brokerage (0.125 X =) :

Brokerage { 0.125 S ) |050%

Rating Charges 0.50%

St Duty (0 0.125 E\ 0.507%
amp Duty| ¥ X 3)|990%

Total Cost (annual) 12.39%

Question-5 (c) Solution:

STRATEGY DESCRIPTION

CORPORATE Corporate level strategy fundamentally is concerned with

LEVEL selection of businesses in which a company should compete

STRATEGY and also with the development and coordination of that
portfolio of businesses.

_[f@ LEARNING POINT // CA NAGENDRA SAH // WWW.NAGENDRASAH.COM




YOUR GUIDE FOR FINANCIAL PLANNING.... 1‘ v, ' ) \ CA FINAL CAP-III CMA FINAL

ﬂ Suggested Solution-Test-14/Test-1 (CA-AEM) | INAFM / SFM
J

Suitability Whether the strategy would work for
the accomplishment of common objective
of the company.

Feasibility Determines the kind and number of
resources required to formulate and
implement the strategy.

Acceptability | It is concerned with the stakeholders'
satisfaction and can be financial and non-

financial.
BUSINESS = Strategic business unit may be any profit centre that can
UNIT LEVEL be planned independently from the other business units
STRATEGY of a corporation.
= At the business unit level, the strategic issues are about

practical coordination of operating units and developing

and sustaining a competitive advantage for the products

and services that are produced.
FUNCTIONAL = Functional level involves the development and
OR coordination of resources through which business unit
DEPARTMENTAL | level strategies can be executed effectively and
LEVEL efficiently.

= Functional units of an organization are involved in higher
level strategies by providing input to the business unit
level and corporate level strategy, such as providing
information on customer feedback or on resources and
capabilities on which the higher-level strategies can be
based.

= Once the higher-level strategy is developed, the
functional units translate them into discrete action plans
that each department or division must accomplish for the
strategy to succeed.

= Among the different functional activities viz production,
marketing, finance, human resources and research and
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development, finance assumes highest importance during
the top down and bottom-up interaction of planning.

Question-6 (a) Solution:
Now ® 57 3M
: Payoff
100

B 5» - 500 e————
I — - 50 B

Strike Price= 550

(i) | Combination of Share and Option
. . Difference in Payoff
| Option Delta (Hedge Ratio) = — _ _
* Difference in Share price
100=0
= AEN—AEN - 050
Investor has to buy 0.50 share for each call option (i.e. 1 Share for 2
call option).
(ii)| TIdentical Position on expiry
HP = 650 LP = 450
Value of 0.50 Share | 650 X 0.50 = 325|450 X 0.50 = 225
Less: Payoff -100 -0
s Value of Portfolio 225 225
From above calculation it is observed that investor can maintain
identical position on expiry if he/she buys 0.50 Share.
(iii) Option Value:
(Cl) PV Of Hedge POf‘TfOIiO = f1+212\.?\'=\ - 214 29
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(iv)  Return from Option:
- Investment = 35.71
- Red _34.29 _9¢ 6. 29,
T 3571 '
Question-6 (b) Solution:
Portfolio Composition
- Stock Investment Weight SD (Daily Change) 1
XYZ 2,00,00,000 2/4 =050 1%
ABC 2 00,00000 | 2/4 =050 1%
4.00,00,000 1 _

Correlation (XYZ, ABC) = 0.30
We know,

VOGO &E/O
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= 3.2248 x /10 =% 10.1977 Lakh

Z score for 99% confidence level = 2.33 (i.e., Significant Level)

Hence, 10 days 99% VAR
= SD of Portfolio of 10 days change x Z
= 10.1977 x 2.33 =X 23.7606 Lakh

| 'second alternative:
' To calculate SD of portfolio in 1 (As used by ICAT)

1
: SDy = 200,00,000 x 1% = 1 2 lakh
; SD, = 200,00,000 x 1% = 1 2 lakh

ISecond alternative:

SD of portfolioin (1) =./(2)2+ (2)2 +2 x2x2x 0.30

= v10.4 = 3.2249 lakh (as calculated in
first alternative)

Question-6 (c) Solution:
Exotic Options:

> Exotic options represent a distinct class of option contracts that differ in
structure and features from traditional vanilla options, such as American

and European options.

creating a middle ground between these two standard types.
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1 | Chooser Provides the buyer the right, after a specified period, to decide

Options whether the purchased option is a call or put option. Decision can
be made within a specified period prior to the expiration of
contracts.

2 | Compound | Also known as split fee option or ‘option on option.’ Provides the
Options right or choice (not obligation) to buy another option at a specific
price on the expiry of the first maturity date. The underlying is

ion, i i

— -secondoption. —— —— — — — — —

3 | Barrier Similar to plain vanilla call and put options, but the unique feature

Options is that the contract becomes activated only if the price of the

underlying reaches a certain level during a predetermined period.

4 | Binary Also known as 'Digital Option.' Guarantees a pre-decided payoff

Options based on the occurrence of a specific event. Payoff is

[ predetermined, and there is no payoff if the event does not
[ occur.

5 | Asian Option contracts with payoffs determined by the average prices

Options of the underlying over a predetermined period during the

option's lifetime.
6 | Bermuda A compromise between European and American options. Exercise

Option is restricted to certain dates or on expiration, similar to
European options.
7 | Basket The value of the option depends on the value of a portfolio

Options (basket) rather than a single underlying. Computed based on the
weighted average of underlying in the basket.

#ﬁppeqdi Payo depehds-oh e C erence between
Options underlying assets.

9 |Look Back | Unlike other options with pre-decided exercise prices, the
Options holder has the choice on the maturity date to choose the most

favourable strike price based on the minimum and maximum
prices of the underlying achieved during the option's lifetime.
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