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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 ofnon-programmable scientific calculator is allowed.

5.     If required, 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°/o per annum.

P.T.O.
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Option (b):  Lease the  equipment fi.om 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

(i)  Sum of Years Digit Method (SOYD)

(ii)  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.

®   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. (lN)
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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°/o

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

rate will become 9.250/o.

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:  8.750/o

•       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

a)   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)

P.T.O.



6153

4.     BCA Ltd.  manages  its  accounts  receivable  internally by  its  sales  and  ci.edit

department. The cost of sales ledger administration stands at €15 crol.es 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 ai-e currently 2.5 percent of total sales. The projected sales for the next

year  are  €1,500  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 altemative proposals. What advice

would you give? Why?



6153

TechNova Ltd., a rapidly growing fintech company, is planning to raise capital

through an Initial Public Offer.ing (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 IPOs?

(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.

5.     Write shortnote on anythree :

(i)  Merchant Banking

(ii)  Forex & Commodities

(iii)  principles of insurance

(iv)  Depository in India

(18)

(18)
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PRESENT VALUE TABLE
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Table Ai}    Relationship Between Nominal and Effective Rates Of interest and Discount
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