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Instructions for Candidates

1. Write your Roll No. on the top immediately on receipt of this question paper.
2. All questions carry equal marks.

3. Attempt all questions.

4. Use of non-programmable scientific calculator is allowed.

5. Ifrequired, you can make assumptions.

1. The following details relate to an investment proposal of the Delta Industries
Ltd :

* Investment outlay Rs. 15,00,000

*  Useful life is 5 years

* Net salvage value after 5 years, Rs. 200,000

» Rate of depreciation is 25 % (WDV)

There are two options to choose from to finance the investment:

Option (a): Borrow and buy the equipment. The cost of capital is 20%; marginal
rate of tax 30%; cost of debt, 16% per annum.
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Option (b): Lease the equipment from the Indian Leasing Ltd on 4 years @
Rs. 250 PTPM annually at the beginning.

Which option should the Delta Industries Ltd choose lease or borrow and buy?
Why? (18)

2. Power Ltd. has recently acquired equipment worth Rupees 400 Lakhs under the
industrial hire purchase plan scheme from Larsen & Toubro (L&T) on the following
terms :

The flat rate of interest to be charged shall be 15% P.A. The installments are to
be paid annually for four years. The down payment is also to be paid 10% of the
equipment cost. You are required to calculate the annual hire purchase installment

and split in between principal and interest according to
(1) Sum of Years Digit Method (SOYD)

(i) Effective Rate of Interest method (ERI)
OR

ABC Bank wants to expand its mortgage lending capacity while maintaining liquidity
and managing financial risk effectively. As a financial advisor, suggest a strategic
approach by addressing the following aspects :

(a) Explain how ABC Bank can use securitization to convert mortgage loans

into tradeable securities and improve liquidity.

(b) Discuss the role of traditional and non-traditional mortgages, including
Graduated-Payment Mortgages (GPMs) and Pledged-Account Mortgages
(PAMs), in catering to different borrower needs.

(c) Analyse how structuring mortgage-backed securities into CMOs can help
manage investment risk and attract different types of investors.

Provide real-world examples to support your answer. (18)
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3.

Mr. Rohit Sharma wants to purchase a flat for ¥90,00,000 from Skyline
Developers Pvt. Ltd. He can pay only 20% of the total price now. So, he decided
to take a home loan from Unity Bank Ltd. for 80% of the purchase price of the
flat.

The bank has offered him a loan for a period of 10 years, and instalments are

to be paid on an annual basis.

Unity Bank Ltd. offers the following interest rates :
*  Fixed rate of interest: 10.5%

*  Floating rate of interest: 8.25%

It is expected that after 5 years, the fixed rate will become 10%, and the floating
rate will become 9.25%.

Assume that Nova Bank Ltd. will offer him a refinance option at the beginning

of the 7th year for the remaining loan tenure. The details are as follows:
*  Fixed rate of interest: 8.75%
*  Floating rate of interest: 7.75%

Note: The cost of switching over the loan will be 3% of the outstanding loan

amount.
You are required to calculate :
(a) Home loan from Unity Bank Ltd. on fixed rate for 10 years

(b) Home loan from Unity Bank Ltd. on fixed rate for first 6 years and then
switch to floating rate of Unity Bank

(c) Home loan from Unity Bank Ltd. on floating rate for first 6 years and then
switch to floating rate of Nova Bank Ltd. (18)

PTO.
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4.

BCA Ltd. manages its accounts receivable internally by its sales and credit
department. The cost of sales ledger administration stands at ¥15 crores annually.
The company has an accredit policy of 2/15, net 40. Past experience of the
company has been that on average, 30 percent of the customers avail of the
discount by paying within 20 days, while the balance of the receivables are
collected on an average of 90 days after the invoice date. Bad debts of the
company are currently 2.5 percent of total sales. The projected sales for the next

year are 31,500 crores.

BCA Ltd. finances its investment in debtors through a mix of bank credit and its
own long-term funds in the ratio of 60:40. The current cost of bank credit and

long-term funds is 15 percent and 13 percent, respectively.

The company is examining the possibility of outsourcing its factoring service for

managing its receivables with a guaranteed payment within 30 days.
The main elements of the proposal are :

* Advance: 75 percent and 80 percent for recourse and non-recourse

arrangements.

«  Discount charge in advance: 20 percent with recourse and 22 percent without

recourse.
»  Commission: 4 percent without recourse and 2.5 percent with recourse.

The opinion of the Chief Marketing Manager is that in the context of the factoring
arrangement, his staff would be able to exclusively focus on sales promotion,

which would result in additional sales of 15% of projected sales.

Kindly advise as a financial consultant on the alternative proposals. What advice

would you give? Why?
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OR

TechNova Ltd., a rapidly growing fintech company, is planning to raise capital
through an Initial Public Offering (IPO) to fund its expansion. To ensure an
optimal share price and broad investor participation, the company decides to use

the book-building process instead of a fixed-price method.

As a financial consultant, you have been approached by TechNova Ltd. to analyse

the effectiveness of the book-building process.

(a) How does the book-building process contribute to efficient price discovery

and allocation of securities in JPOs?

(b) Discuss the key steps involved in book building and explain the role of

investment banks, institutional investors, and retail investors in this process.

(c) How does this method benefit both the issuer (TechNova Ltd.) and the

investors?

(d) What potential challenges could arise in the book-building process, and how

can they be mitigated?

Provide recommendations based on real-world applications of book-building in

capital markets. (18)

NN .
5. Write short note on any three :

(1) Merchant Banking
(i) Forex & Commodities

(1if) principles of insurance

(iv) Depository in India (18)

PT.O.
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PRESENT VALUE TABLE

Present value of $1, that is (1+ r) " where r = interest rate; n = number of periods untit

payment or receipt.

Periods interest rates (1)
) 1% 2% 3% 4% 5% 6% 7% 8% 9% 10%
1 0990 0980 0971 0962 0852 0943 0935 0926 0917 0.909
2 ]0980 0961 0943 0925 0907 0890 0873 0857 0842 0826
3 |0971 0942 0915 0889 0864 0840 0816 0794 0772 0751
4 0961 0924 0888 0855 0823 0792 0763 0735 0708 0683
5 0951 0906 0863 0822 0784 0747 0713 0681 0650 0621
8 |0042 0888 0837 0790 0746 0705 0666 0630 0506 0564
7 0933 0871 0813 0760 0711 0665 0623 0583 0547 0513
8 |0923 0853 0788 0731 0677 0627 0582 0540 0502 0467
9 |0914 0837 0766 0703 0645 0592 0544 0500 0460 0424
10 | 0905 0820 0744 0676 0614 0558 0508 0463 0422 0386
1 0896 0804 0722 0650 0585 0527 0475 0420 0388 0.350
12 0887 0788 0701 0625 0557 0497 0444 0397 0356 0319
13 0879 0773 0681 0601 0530 0460 0415 0368 0326 0.290
14 0870 0758 0661 0577 0505 0442 0388 0340 0209 0263
15 | 0861 0743 0642 0555 0481 0417 0362 0315 0275 0239
16 | 0853 0728 0623 0534 0458 0394 0339 0202 0252 0218
17 0844 0714 0605 0513 0436 0371 0317 0270 0231 0198
18 [ 0836 0700 0587 0494 0416 0350 0296 0250 0212 0.180
19 | 0828 0686 0570 0475 0386 0331 0277 0232 0194 0.164
20 [0820 0673 0554 0456 0377 0312 0258 0215 0178 0.149

Periods Interest rates (1)
(m 1%  12%  13%  14%  15%  16%  11%  18% _ 19% _ 20%
] 0901 0893 0885 0877 0870 0862 0855 0847 0840 0833
2 0812 0797 0783 0769 075 0743 0731 0718 0706 0604
3 0731 0712 0603 0675 0658 0641 0624 0609 0503 0579
4 0659 0636 0613 0592 0572 0552 0534 0516 0499 0482
5 0.503 0567 0543 0519 0497 0476 0456 0437 0419 0402
6 |0535 0507 0480 0456 0432 0410 0390 0370 0352 0335
7 0482 0452 0425 0400 0376 0354 0333 0314 0206 0279
8 |0434 0404 0376 0351 0327 0305 0285 0266 0249 0233
9 |[o0301 0361 0333 0308 0284 0263 0243 0225 0209 0194
10 |0352 0322 0295 0270 0247 0227 0208 0191 0176 0.162
1 0317 0287 0261 0237 0215 0195 0178 0162 0148 0135
12 | 0286 0257 0231 0208 0187 01868 0152 0137 0124 0112
13 0258 0220 0204 0182 0163 0145 0130 0116 0104 0093
14 |0232 0205 0187 0160 0341 0125 0111 0099 0088 0078
15 0209 0183 0.160 0140 0123 0108 0095 0084 0079 0.065
16 0188 0163 0141 0123 0107 0093 0081 0071 0062 0054
17 0170 0146 0125 0.108 0083 0080 0069 0060 0052 0045
18 0153 0130 0111 0005 0081 0068 0059 0051 0044 0038
19 0138 0116 0098 0083 0070 0060 0051 0043 0037 0031
20 |o0124 0104 0087 0073 0061 0051 0043 0037 0031 0026
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Annuity

FEUWY TRRTEN 1aRD (]
) 1% 2% 3% 4% 5% % 7% 8% 9% 0%
1 09906 0080 0071 0962 0952 0943 0935 0926 0917 0909
2 1970 1942 1913 1886 1850 1833 1808 1783 1759 1736
3 2041 2884 2820 2775 2723 2673 2624 28571 2531 2487
4 3902 3808 3717 3630 3546 3465 3387 3312 3240 3170
5 4853 4T3 4580 4452 4320 4212 4300 3993 3800 3791
6 5795 5601 5417 5242 5076 4917 4767 4623 4486 4355
7 6728 6472 6230 6002 5786 5582 5380 5206 5033 4868
8 7652 7325 7020 6733 6463 6210 5971 5747 5535 5335
g 8566 8162 7786 7435 7108 6802 6515 6247 5995 5759
10 9471 8983 8530 811 17122 7360 7024 6710 6418 6145
1" 10368 9.787 9253 8760 8306 7887 7499 7130 6805 6495
12 11.255 10575 9954 9385 8863 8384 7943 7536 7161  68M
13 12134 11348 10635 9.986 9.394 8853 8358 7904 7487  7.103
14 13004 12105 11206 10563 9.809 9205 8745 8244 7786  7.367
15 13865 12849 11938 11118 10380 9712 9108 8550 8061 7606
16 14718 13578 12561 11652 10838 10106 0447 8851 8313 7824
17 15.562 14.292 13166 12166 11.274 10477 9763 9122 8544 8022
18 16308 14902 13754 12650 11680 10828 10050 9372 8756 8201
19 17.226 15679 14324 13134 12085 11158 10336 9604 8950 8.365
20 18046 16351 14.878 13500 12462 11470 10584 9818 9120 8544
periods Interest rates (1)
(n %  12%  13%  14%  15%  16%  17%  18%  19%  20%
1 0001 0893 0885 0877 0870 0862 0855 0847 0840 0833
2 1713 1690 1668 1647 1626 1605 1585 1566 1547 1528
3 2444 2402 2361 2322 2283 2246 2210 2174 2140 2106
4 3102 3037 2974 2914 2855 2798 2743 2690 2630 2589
5 3606 3605 3517 3433 3352 3274 3189 3327 3058 299
6 4231 411 3908 3880 3784 3685 3580 3408 3410 332
7 4712 4564 4423 4288 4160 4039 3922 3812 3706 3605
8 5146 4968 4799 4630 4487 4344 4207 4078 3954 3837
g 5531 5328 5132 4946 4772 4607 4451 4303 4163 4031
10 5880 5650 5426 5216 5019 4833 4650 4404 4339 4192
" 6.207 5938 5687 5453 5234 5020 4836 4656 4486 4327
12 6492 6194 5918 5660 5421 5197 4988  2.793 4611 4439
13 6750 6424 6122 5842 5583 5342 5118 4910 4715 4533
14 6982 6628 6302 6002 5724 5468 5220 5008 4.802 4611
15 7091 6811 6462 6142 5847 5575 5324 5002 4876 4675
16 7379 6974 6604 6265 5954 5668 5405 5162 4938 4730
17 7540 7120 6720 6373 6047 5748 5475 5222 4990 4775
18 7702 7250 6840 6467 6128 5818 5534 5273 5033 4812
19 7830 7366 6938 6.550 6198 5877 5584 5316 5070 4843
20 7063 7460 7025 6623 6259 59029 5628 5353 5101 4870

P.T.O.
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Table A-3 Relationship Between Nominal and Effective Rates of Interest and Discount

ifeffective rate ¥ s i i v 7 s
Interest

+0.01
0.02
0.03
0.04
0.05
0.06
0.07
0.08
0.09
0.10
0.11
0.12
0.13
0.14
0.15
0.16
047
0.18
0.19
0.20
0.21
0.22
0.23
024
0.26
0.28
0.30
0.32
0.34
0.36
0.38
040

1.0025
1.0050
10074
1.0099
1.0123
1.0148
1.0172
1.0186
1.0220
1.0244
1.0266
1.0292
1.0315
1.0339
1.0362
1.0385
1.0408
1.0431
1.0464
1.0477
1.0600
1.05623
1.0545
1.0568
1.0612
1.0657
1.0701
1.0745
1.0788
1.0831
1.0874
1.0916

1.0037
1.0075
1.0112
1.0149
1.0816
1.0222
1.0259
1.0295
1.0331
1.0368
1.0404
1.0439
1.0475
1.0511
1.0546
1.0681
1.0617
1.0652
1.0687
1.0722
1.0756
1.0791
1.0825
1.0860
1.0928
1.0996
1.1064
11131
11197
1.1264
1.1330
1.1395

1.0046
1.0091
1.0137
1.0182
1.0227
1.0272
10317
1.0362
1.0406
1.0450
10495
1.0539
1.0583
1.0626
1.0670
1.0714
1.0757
1.0800
1.0843
1.0887
1.0929
10972
1.1015
1.1057
1.1142
1.1226
1.1310
1.1393
1.1476
1.1559
1.1641
114722

1.0075
1.0150
1.0224
1.0299
1.0373
1.0448
1.0522
1.0596
1.0670
1.0744
10818
1.0892
1.0965
1.1039
11112
1.1185
1.1258
1.1331
1.1404
1.1477
1.1550
1.1623
1.1695
1.1768
1.1912
1.2057
1.2201
1.2345
1.2488
1.2631
1.2774
1.2916

1.0062
1.0125
1.0187
1.0249
1.0311
1.0372
1.0434
1.0495
1.0556
1.0618
1.0679
1.0738
1.0800
1.0861
1.0921
1.0981
1.1042
1.1102
1.1162
11222
1.1281
1.1341
11400
1.1460
1.1578
1.1696
1.1814
1.1931
1.2047
1.2164
1.2280
1.2395

10004
1.0108
1.0162
1.0215
1.0269
1.0322
10375
1.0428
1.0481
1.0534
1.0086
1.0639
1.0691
1.0743
1.0795
1.0847
1.0899
1.0950
1.1002
1.1053
1.1104
1.1155
1,1206
1.1257
1.1359
1.1460
1.1560
1.1660
1.1759
1.1859
1.1957
1.2055

(500)




