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Revision Cum Amendment for November 2014
1.

You as an investor had purchased a 4 month call option on the equity shares of X Ltd. of ` 10,
of which the current market price is ` 132 and the exercise price `150. You expect the price
to range between ` 120 to ` 190. The expected share price of X Ltd. and related probability is
given below:
Expected Price (`)
Probability

120
0.05

140
0.20

160
0.50

180
0.10

190
0.15

Compute the following:
(1) Expected Share price at the end of 4 months.
(2) Value of Call Option at the end of 4 months, if the exercise price prevails.
(3) In case the option is held to its maturity, what will be the expected value of the call
option?

2.

If the market price of the bond is ` 95; years to maturity = 6 yrs: coupon rate = 13% p.a (paid
annually) and issue price is ` 100. What is the yield to maturity?

3.

An exporter requests his bank to extend the forward contract for US$ 20,000 which is due
for maturity on 31st October, 2013, for a further period of 3 months. He agrees to pay the
required margin money for such extension of the contract.
Contracted Rate – US$ 1= ` 62.32
The US Dollar quoted on 31-10-2013:Spot – 61.5000/61.5200
3 months’ Discount - 0.93% /0.87%
Margin money for buying and selling rate is 0.45% and 0.20% respectively.
Compute:
(i) The cost to the importer in respect of the extension of the forward contract, and
(ii) The rate of new forward contract.

4.

Pragya Limited has issued 75,000 equity shares of ` 10 each. The current market price per
share is ` 24. The company has a plan to make a rights issue of one new equity share at a price
of ` 16 for every four share held.
You are required to:
(i) Calculate the theoretical post-rights price per share;
(ii) Calculate the theoretical value of the right alone;
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(iii) Show the effect of the rights issue on the wealth of a shareholder, who has 1,000 shares
assuming he sells the entire rights; and
(iv) Show the effect, if the same shareholder does not take any action and ignores the issue.

5.

XY Ltd. has under its consideration a project with an initial investment of ` 1,00,000. Three
probable cash inflow scenarios with their probabilities of occurrence have been estimated as
below:
Annual cash inflow (` )
Probability

20,000
0.1

30,000
0.7

40,000
0.2

The project life is 5 years and the desired rate of return is 20%. The estimated terminal values
for the project assets under the three probability alternatives, respectively, are ` 0, 20,000 and
30,000.
You are required to:
(i) Find the probable NPV;
(ii) Find the worst-case NPV and the best-case NPV; and
(iii) State the probability occurrence of the worst case, if the cash flows are perfectly positively
correlated over time.

6.

A company is considering engaging a factor, the following information is available:
(i) The current average collection period for the Company’s debtors is 80 days and ½% of
debtors default. The factor has agreed to pay money due after 60 days and will take the
responsibility of any loss on account of bad debts.
(ii) The annual charge for the factoring is 2% of turnover payable annually in arrears. Administration cost saving is likely to be ` 1,00,000 per annum.
(iii) Annual sales, all on credit, are ` 1,00,00,000. Variable cost is 80% of sales price. The Company’s cost of borrowing is 15% per annum. Assume the year is consisting of 365 days.
Should the Company enter into a factoring agreement?

7.

Trouble Free Solutions (TFS) is an authorized service center of a reputed domestic air
conditioner manufacturing company. All complaints/ service related matters of Air conditioner
are attended by this service center. The service center employs a large number of mechanics,
each of whom is provided with a motor bike to attend the complaints. Each mechanic travels
approximately 40000 kms per annuam. TFS decides to continue its present policy of always
buying a new bike for its mechanics but wonders whether the present policy of replacing the
bike every three year is optimal or not. It is of believe that as new models are entering into
market on yearly basis, it wishes to consider whether a replacement of either one year or
two years would be better option than present three year period. The fleet of bike is due for
replacement shortly in near future.
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The purchase price of latest model bike is ` 55,000. Resale value of used bike at current prices
in market is as follows:
Period
1 Year old
2 Year old
3 Year old

`
35,000
21,000
9,000

Running and Maintenance expenses (excluding depreciation) are as follows:
Year
1
2
3

Road Taxes Insurance etc. (`)
3,000
3,000
3,000

Petrol Repair Maintenance
etc. (`)
30,000
35,000
43,000

Using opportunity cost of capital as 10% you are required to determine optimal replacement
period of bike.

8.

Hanky Ltd. and Shanky Ltd. operate in the same field, manufacturing newly born babies’s
clothes. Although Shanky Ltd. also has interest in communication equipments, Hanky Ltd. is
planning to take over Shanky Ltd. and the shareholders of Shanky Ltd. do not regard it as a
hostile bid.
The following information is available about the two companies.
Current earnings
Number of shares
Percentage of retained earnings
Return on new investment
Return required by equity shareholders

Hanky Ltd. Shanky Ltd.
` 6,50,00,000 ` 2,40,00,000
50,00,000
15,00,000
20%
80%
15%
15%
21%
24%

Dividends have just been paid and the retained earnings have already been reinvested in new
projects. Hanky Ltd. plans to adopt a policy of retaining 35% of earnings after the takeover
and expects to achieve a 17% return on new investment.
Saving due to economies of scale are expected to be ` 85,00,000 per annum.
Required return to equity shareholders will fall to 20% due to portfolio effects.
Requirements
(a) Calculate the existing share prices of Hanky Ltd. and Shanky Ltd.
(b) Find the value of Hanky Ltd. after the takeover
(c) Advise Hanky Ltd. on the maximum amount it should pay for Shanky Ltd.
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9.

A Ltd.’s (Acquirer company) equity capital is ` 2,00,00,000. Both A Ltd. and T Ltd. (Target
Company) have arrived at an understanding to maintain debt equity ratio at 0.30 : 1 of the
merged company. Pre-merger debt outstanding of A Ltd. stood at ` 20,00,000 and T Ltd at `
10,00,000 and marketable securities of both companies stood at ` 40,00,000.
You are required to calculate total fund requirements of A Ltd. to acquire T Ltd. against cash
payment at mutually agreed price of ` 65,00,000.

10.
BSE
Value of portfolio
Risk free interest rate
Dividend yield on Index
Beta of portfolio

5000
`10,10,000
9% p.a.
6% p.a.
1.5

We assume that a future contract on the BSE index with four months maturity is used to
hedge the value of portfolio over next three months. One future contract is for delivery of 50
times the index.
Based on the above information calculate:
(i) Price of future contract.
(ii) The gain on short futures position if index turns out to be 4,500 in three months.
(iii) Value of Portfolio using CAPM.

11.

Suppose current price of an index is `13,800 and yield on index is 4.8% (p.a.). A 6-month
future contract on index is trading at `14,340.
Assuming that Risk Free Rate of Interest is 12%, show how Mr. X (an arbitrageur) can earn
an abnormal rate of return irrespective of outcome after 6 months. You can assume that after
6 months index closes at ` 10,200 and ` 15,600 and 50% of stock included in index shall pay
divided in next 6 months.
Also calculate implied risk free rate.

12.

Following data is related to Company X, Market Index and Treasury Bonds for the current
year and last 4 years:
Year

2009
2010

Company X
Average
Dividend
Share Price Per Share
(P)
(D)
` 139
` 7.00
` 147
` 8.50
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Dividend
Index
Yield
1300
3%
1495
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Return on
Treasury
Bonds
7%
9%
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2011
2012
2013 (Current Year)

` 163
` 179
` 203.51

` 9.00
` 9.50
` 10.00

1520
1640
1768

5.5%
4.75%
5.5%

8%
8%
8%

With the above data estimate the beta of Company X’s share.

13.

Columbus Surgicals Inc. is based in US, has recently imported surgical raw materials from the
UK and has been invoiced for £ 480,000, payable in 3 months. It has also exported surgical
goods to India and France.
The Indian customer has been invoiced for £ 138,000, payable in 3 months, and the French
customer has been invoiced for € 590,000, payable in 4 months.
Current spot and forward rates are as follows:
£ / US$
Spot:
0.9830 – 0.9850
Three months forward: 0.9520 – 0.9545
US$ / €
Spot:
1.8890 –
1.8920
Four months forward:
1.9510 – 1.9540
Current money market rates are as follows:
UK: 10.0% –
12.0% p.a.
France:
14.0% – 16.0% p.a.
USA:
11.5% – 13.0% p.a.
You as Treasury Manager are required to show how the company can hedge its foreign exchange exposure using Forward markets and Money markets hedge and suggest which the
best hedging technique is.

14.

Unnat Ltd. is considering investing ` 50,00,000 in a new machine. The expected life of machine
is five years and has no scrap value. It is expected that 2,00,000 units will be produced and
sold each year at a selling price of ` 30.00 per unit. It is expected that the variable costs to be
` 16.50 per unit and fixed costs to be ` 10,00,000 per year. The cost of capital of Unnat Ltd. is
12% and acceptable level of risk is 20%.
You are required to measure the sensitivity of the project’s net present value to a change in the
following project variables:
(i) sale price;
(ii) sales volume;
(iii) variable cost;
and discuss the use of sensitivity analysis as a way of evaluating project risk.
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On further investigation it is found that there is a significant chance that the expected sales
volume of 2,00,000 units per year will not be achieved. The sales manager of Unnat Ltd. suggests that sales volumes could depend on expected economic states that could be assigned the
following probabilities:
State of Economy
Poor
Normal
Good

Annual Sales (in Units)
1,75000
2,00,000
2,25,000

Prob.
0·30
0·60
0·10

Calculate expected net present value of the project and give your decision whether company
should accept the project or not.

15.

Personal Computer Division of Distress Ltd., a computer hardware manufacturing company
has started facing financial difficulties for the last 2 to 3 years. The management of the division
headed by Mr. Smith is interested in a buyout on 1 April 2013. However, to make this buy-out
successful there is an urgent need to attract substantial funds from venture capitalists.
Ven Cap, a European venture capitalist firm has shown its interest to finance the proposed
buy-out. Distress Ltd. is interested to sell the division for ` 180 crore and Mr. Smith is of opinion that an additional amount of ` 85 crore shall be required to make this division viable. The
expected financing pattern shall be as follows:
Source

Mode

Management
VenCap

Equity Shares of ` 10 each
VC Equity Shares of ` 10 each
9% Debentures with attached warrant of ` 100 each
8% Loan

Amount
(` Crore)
60.00
22.50
22.50
160.00
265.00

Total

The warrants can be exercised any time after 4 years from now for 10 equity shares @ ` 120
per share.
The loan is repayable in one go at the end of 8th year. The debentures are repayable in equal
annual installment consisting of both principal and interest amount over a period of 6 years.
Mr. Smith is of view that the proposed dividend shall not be kept more than 12.5% of distributable profit for the first 4 years. The forecasted EBIT after the proposed buyout is as follows:
Year
EBIT (` crore)
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2014-15
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2015-16
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Applicable tax rate is 35% and it is expected that it shall remain unchanged at least for 5-6
years. In order to attract VenCap, Mr. Smith stated that book value of equity shall increase by
20% during above 4 years. Although, VenCap has shown their interest in investment but are
doubtful about the projections of growth in the value as per projections of Mr. Smith. Further
VenCap also demanded that warrants should be convertible in 18 shares instead of 10 as proposed by Mr. Smith.
You are required to determine whether or not the book value of equity is expected to grow by
20% per year. Further if you have been appointed by Mr. Smith as advisor then whether you
would suggest to accept the demand of VenCap of 18 shares instead of 10 or not.

16.

Mr. A is planning for making investment in bonds of one of the two companies X Ltd. and Y
Ltd. The detail of these bonds is as follows:
Company
X Ltd.
Y Ltd.

Face Value
` 10,000
` 10,000

Coupon Rate
6%
4%

Maturity Period
5 Years
5 Years

The current market price of X Ltd.’s bond is ` 10,796.80 and both bonds have same Yield To
Maturity (YTM). Since Mr. A considers duration of bonds as the basis of decision making,
you are required to calculate the duration of each bond and you decision.

17.

XYZ Inc. issues a £ 10 million floating rate loan on July 1, 2013 with resetting of coupon rate
every 6 months equal to LIBOR + 50 bp. XYZ is interested in a collar strategy by selling a
Floor and buying a Cap. XYZ buys the 3 years Cap and sell 3 years Floor as per the following
details on July 1, 2013:
Notional Principal Amount
$ 10 million
Reference Rate
6 months LIBOR
Strike Rate
4% for Floor and 7% for Cap
Premium
0*
*Since Premium paid for Cap = Premium received for Floor
Using the following data you are required to determine:
(i) Effective interest paid out at each reset date,
(ii) The average overall effective rate of interest p.a.
Reset Date
31-12-2013
30-06-2014
31-12-2014
30-06-2015
31-12-2015
30-06-2016

LIBOR (%)
6.00
7.00
5.00
3.75
3.25
4.25
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18.

Electraspace is consumer electronics wholesaler. The business of the firm is highly seasonal
in nature. In 6 months of a year, firm has a huge cash deposits and especially near Christmas
time and other 6 months firm cash crunch, leading to borrowing of money to cover up its
exposures for running the business.
It is expected that firm shall borrow a sum of €50 million for the entire period of slack season
in about 3 months.
A Bank has given the following quotations:
Spot 5.50% - 5.75%
3 × 6 FRA 5.59% - 5.82%
3 × 9 FRA 5.64% - 5.94%
3 month €50,000 future contract maturing in a period of 3 months is quoted at 94.15 (5.85%).
You are required to determine:
(a) How a FRA, shall be useful if the actual interest rate after 6 months turnout to be:
(i) 4.5% (ii) 6.5%
(b) How 3 moths Future contract shall be useful for company if interest rate turns out as
mentioned in part (a) above.

19.

M Ltd. has to make a payment on 30th January, 2010 of ` 80 lakhs. It has surplus cash today,
i.e. 31st October, 2009; and has decided to invest sufficient cash in a bank’s Certificate of
Deposit scheme offering an yield of 8% p.a. on simple interest basis. What is the amount to
be invested now?

20.

Mr. A is contemplating purchase of 1,000 equity shares of a Company. His expectation of
return is 10% before tax by way of dividend with an annual growth of 5%. The Company’s last
dividend was ` 2 per share. Even as he is contemplating, Mr. A suddenly finds, due to a Budget
announcement Dividends have been exempted from Tax in the hands of the recipients. But
the imposition of Dividend Distribution Tax on the Company is likely to lead to a fall in
dividend of 20 paise per share. A’s marginal tax rate is 30%.
Required:
Calculate what should be Mr. A’s estimates of the price per share before and after the Budget
announcement?

21.

ABC Ltd. issued 9%, 5 year Bonds of ` 1,000/- each having a maturity of 3 years. The present
rate of interest is 12% for one year tenure. It is expected that Forward rate of interest for one
year tenure is going to fall by 75 basis points and further by 50 basis points for every next year
in future for the same tenure. This bond has a beta value of 1.02 and is more popular in the
market due to less credit risk.
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Calculate
(i) Intrinsic value of bond
(ii) Expected price of bond in the market

22.

A trader is having in its portfolio shares worth ` 85 lakhs at current price and cash ` 15 lakhs.
The beta of share portfolio is 1.6. After 3 months the price of shares dropped by 3.2%.
Determine:
(i) Current portfolio beta.
(ii) Portfolio beta after 3 months if the trader on current date goes for long position on ` 100
lakhs Nifty futures.

23.

You, a foreign exchange dealer of your bank, are informed that your bank has sold a T.T. on
Copenhagen for Danish Kroner 10,00,000 at the rate of Danish Kroner 1 = ` 6.5150. You are
required to cover the’ transaction either in London or New York market. The rates on that date
are as under:
Mumbai - London
` 74.3000
` 74.3200
London-New York
` 49.2500
` 49.2625
London - Copenhagen DKK 11.4200 DKK 11.4350
New York-Copenhagen DKK 07.5670 DKK 07.5840
In which market will you cover the transaction, London or New York, and what will be the
exchange profit or loss on the transaction ? Ignore brokerages.

24.

An American firm is under obligation to pay interests of Can$ 1010000 and Can$ 705000 on
31st July and 30th September respectively. The Firm is risk averse and its policy is to hedge
the risks involved in all foreign currency transactions. The Finance Manager of the firm is
thinking of hedging the risk considering two methods i.e. fixed forward or option contracts.
It is now June 30. Following quotations regarding rates of exchange, US$ per Can$, from the
firm’s bank were obtained :
Spot
03284 -0.9288

1 Month Forward
0.9301

3 Months Forward
0.9356

Price for a Can$ / US$ option on a U.S. stock exchange (cents per Can$, payable on purchase
of the option, contract size Can$ 50000) are as follows :
Strike Price
(US $ / Can $)
0:93
0.94
0.95

July
1.56
1.02
0.65

Calls

Sept
2.56
NA
1.64

July
0.88
NA
1.92

Puts

Sept.
1.75
NA
2.34
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According to the suggestion of finance manager if options are to be Used, one month option
should be bought at a strike price of 94 cents and three month option at a strike price of 95
cents and for the remainder uncovered by the options the firm would bear the risk itself. For
this, it would use forward rate as the best estimate of spot. Transaction costs are ignored.
Recommend, which of the above two methods would be appropriate for the American firm to
hedge its foreign exchange risk on the two interest payments.

25.

Trupti Co. Ltd. promoted by a Multinational group “INTERNATIONAL INC” is listed on
stock exchange holding 84% i.e. 63 lakhs shares.
Profit after Tax is ` 4.80 crores.
Free Float Market Capitalization is ` 19.20 crores.
As per the SEBI guidelines promoters have to restrict their holding to 75% to avoid delisting
from the stock exchange. Board of Directors has decided not to delist the share but to comply
with the SEBI guidelines by issuing Bonus shares to minority shareholders while maintaining
the same P/E ratio.
Calculate
(i) P/E Ratio
(ii) Bonus Ratio
(iii) Market price of share before and after the issue of bonus shares .
(iv) Free Float Market capitalization of the company after the bonus shares.

26.

The Easygoing Company Limited is considering a new project with initial investment for a
product “Survival”. It is estimated that life of the project is 16% having an estimated life of 5
years.
Financial Manager has studied the project with sensitivity analysis and informed that annual
fixed cost sensitivity is 7.8416%, whereas cost of capital (discount rate) sensitivity is 60%.
Other information available are :
Profit Volume Ratio (P/V) is 70%
Variable cost ` 60/- per unit
Annual Cash Flow ` 57,500/Ignore Depreciation on initial investment and impact of taxation.
Calculate
(i) Initial Investment of the Project
(ii) Net Present Value of the Project
(iii) Annual Fixed Cost
(iv) Estimated annual unit of sales
(v) Break Even Units
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Cumulative Discounting Factor for 5 years
8%
3.993

27.

9%
3.890

10%
3.791

11%
3.696

12%
3.605,

13%
3.517

14%
3.433

15%
3.352

16%
3.274

17%
3.199

18%
3.127

M/s Tiger Ltd. wants to acquire M/s Leopard Ltd. The balance sheet of Leopard Ltd. as on 31st
March, 2012 is as follows :
Liabilities
Equity Capital
(70,000 shares)
Retained earnings
12% Debentures
Creditors and other
liabilities

` Assets
Cash
7,00,000
3,00,000 Debtors
3,00,000 Inventories
Plants & Eqpt.
3,20,000
16,20,000

`
50,000
70,000
2,00,000
13,00,000
16,20,000

Additional information:
(i) Shareholders of Leopard Ltd. will get one share in Tiger Ltd. for every two shares. External liabilities are expected to be settled at ` 5,00,000. Shares of Tiger Ltd. would be
issued at its current price of ` 15 per share. Debentureholders will get 13% convertible
debentures in the purchasing company for the same amount. Debtors and inventories are
expected to realize ` 2,00,000.
(ii) Tiger Ltd. has decided to operate the business of Leopard Ltd. as a separate division.
The division is likely to give cash flows (after tax) to the extent of ` 5,00,000 per year for
6 years. Tiger Ltd. has planned that, after 6 years, this division would be demerged and
disposed of for ` 2,00,000.
(iii) The company’s cost of capital is 16%.
Make a report to the Board of the company advising them about the financial feasibility of
this acquisition.
Net present values for 16% for ? 1 are as follows :
Years
PV

28.

1
.862

2
.743

3
.641

4
.552

5
.476

6
.410

Rim buys 10,000 shares of X Ltd. at a price of ` 22 per share whose beta value is 1.5 and
sells 5,000 shares of A Ltd. at a price of ` 40 per share having a beta value of 2. He obtains a
complete hedge by Nifty futures at ` 1,000 each. He closes but his position at the closing price
of the next day when the share of X Ltd. dropped by 2%, share of A Ltd. appreciated by 3% and
Nifty futures dropped by 1.5%.
What is the overall profit / loss to Ram ?
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29.

Your bank’s London office has surplus funds to the extent of USD 5,00,000/- for a period
of 3 months. The cost of the funds to the bank is 4% p.a. It proposes to invest these funds
in London, New York or Frankfurt and obtain the best yield, without any exchange risk to
the bank. The following rates of*f interest are available at the three centres for investment of
domestic funds there at for a period of 3 months.
London
New York
Frankfurt

5% p.a.
8% p.a.
3% p.a.

The market rates in London for US dollars and Euro are as under: London on New York
Spot
1 month
2 month
3 month

1.5350/90
15/18
30/35
80/85

London on Frankfurt
Spot
1 month
2 month
3 month

1.8260/90
60/55
95/9
145/140

At which centre, will the investment be made & what will be the net gain (to the nearest
pound) to the bank on the invested funds ?

30.

ABC Chemicals is evaluating two alternative systems for waste disposal, System A and System
B, which have lives of 6 years and 4 years respectively. The initial investment outlay and annual
operating costs for the two systems are expected to be as follows :
Initial Investment Outlay
Annual Operating Costs
Salvage value

System A
` 5 million
` 1.5 million
` 1 million

System B
` 4 million
` 1.6 million
` 0.5 million

If the hurdle rate is 15%, which system should ABC Chemicals choose ?
The PVIF @ 15% for the six years are as below :
Year
PVIF

1
0.8696

2
0.7561
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31.

AXY Ltd. is able to issue commercial paper of ` 50,00,000 every 4 months at a rate of 12.5%
p.a. The cost of placement of commercial paper issue is ` 2,500 per issue. AXY Ltd. is required
to maintain line of credit ` 1,50,000 in bank balance. The applicable income tax rate for AXY
Ltd. is 30%. What is the cost of funds (after taxes) to AXY Ltd. for commercial paper issue?
The maturity of commercial paper is four months.

32.

A multinational company is planning to set up a subsidiary company in India (where hitherto
it was exporting) in view of growing demand for its product and competition from other
MNCs. The initial project cost (consisting of Plant and Machinery including installation) is
estimated to be US $ 500 million. The net working capital requirements are estimated at US $
50 million. The company follows straight line method of depreciation. Presently, the company
is exporting two million units every year at a unit price of US $ 80, its variable cost per unit
being US $ 40.
The Chief Financial Officer has estimated the following operating cost and other data in respect of proposed project:
(i) Variable operating cost will be US $ 20 per unit of production;
(ii) Additional cash fixed cost will be US $ 30 million p.a. and project’s share of allocated
fixed cost will be US $ 3 million p.a. based on principle of ability to share;
(iii) Production capacity of the proposed project in India will be 5 million units;
(iv) Expected useful life of the proposed plant is five years with no salvage value;
(v) Existing working capital investment for production & sale of two million units through
exports was US $ 15 million;
(vi) Export of the product in the coming year will decrease to 1.5 million units in case the
company does not open subsidiary company in India, in view of the presence of competing MNCs that are in the process of setting up their subsidiaries in India;
(vii) Applicable Corporate Income Tax rate is 35%, and
(viii) Required rate of return for such project is 12%.
Assuming that there will be no variation in the exchange rate of two currencies and all profits
will be repatriated, as there will be no withholding tax, estimate Net Present Value (NPV) of
the proposed project in India.
Present Value Interest Factors (PVIF) @ 12% for five years are as below :
Year
PVIF

33.

1
0.8929

2
0.7972

3
0.7118

4
0.6355

5
0.5674

The equity shares of XYZ Ltd. are currently being traded at ` 24 per share in the market. XYZ
Ltd. has total 10,00,000 equity shares outstanding in number; and promoters’ equity holding
in the company is 40%.
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PQR Ltd. wishes to acquire XYZ Ltd. because of likely synergies. The estimated present value
of these synergies is ` 80,00,000.
Further, PQR feels that management of XYZ Ltd. has been over paid. With better motivation,
lower salaries and fewer perks for the top management, will lead to savings of ` 4,00,000 p.a.
Top management with their families are promoters of XYZ Ltd. Present value of these savings
would add ` 30,00,000 in value to the acquisition.
Following additional information is available regarding PQR Ltd.:
Earnings per share
: `4
Total number of equity shares outstanding : : 15,00,000
Market price of equity share
: ` 40
Required:
(i) What is the maximum price per equity share which PQR Ltd. can offer to pay for XYZ
Ltd. ?
(ii) What is the minimum price per equity share at which the management of XYZ Ltd. will
be willing to offer their controlling interest ?

34.

RST Ltd.’s current financial year’s income statement reported its net income as ` 25,00,000.
The applicable corporate income tax rate is 30%.
Following is the capital structure of RST Ltd. at the end of current financial year :
Debt (Coupon rate =11%)
Equity (Share Capital + Reserves & Surplus)
Invested Capital

` 40 lakhs
` 125 lakhs
` 165 lakhs

Following data is given to estimate cost of equity capital:
Beta of RST Ltd.
1.36
Risk-free rate i.e. current yield on Govt, bonds
8.5%
Average market risk premium (i.e. excess of return on market portfolio over risk- 9%
free rate)
Required :
(i) Estimate Weighted Average Cost of Capital (WACC) of RST Ltd.; and
(ii) Estimate Economic Value Added (EVA) of RST Ltd.
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35.

Following information is given in respect of WXY. Ltd., which is expected to grow at a rate of
20% p.a. for the next three years, after which the growth rate will stabilize at 8% p.a. normal
level, in perpetuity.

Revenues:
Cost of Goods Sold (COGS):
Operating Expenses:
Capital Expenditure:
Depreciation (included in COGS & Operating Expenses):

For the year ended
March 31,2014
` 7,500 Crores
` 3,000 Crores
` 2,250 Crores
` 750 Crores
` 600 Crores

During high growth period, revenues & Earnings before Interest & Tax (EBIT) will grow at
20% p. a. and capital expenditure net of depreciation will grow at 15% p.a. From year 4 onwards, i.e. normal growth period revenues and EBIT will grow at 8% p.a. and incremental
capital expenditure will be offset by the depreciation. During both high growth & normal
growth period, net working capital requirement will be 25% of revenues.
The Weighted Average Cost of Capital (WACC) of WXY Ltd. is 15%. Corporate Income Tax
rate will be 30%.
Required:
Estimate the value of WXY Ltd. using Free Cash Flows to Firm (FCFF) & WACC methodology.
The PVIF @ 15% for the three years are as below :
Year
PVIF

t1
0.8696

t2
0.7561

t3
0.6575
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