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Answer any eight questions fiomthe following :

5x8
Briefly explain thekey decision areas falling
within the scope of financial strategy.

I
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(2)

2. Distinguish betwoen American Depository
Receipts (ADRs) and Global Depository
Receipts (GDRs).

3. PUT Ltd" paid a dividend of ?5 forthe current
year. The dividend is expectld to grow at
4oo/o for the next 5 years and at l|o/oper
annum thereafter. The return on 182 days
T-bills is 12%o per annum and the market
return is expected to Qe around l4% with a
variance of25Yo. The covariance ofpIJT's
return with that of the market is 28%. you
are required to calculate the required rate of
retunr and intrinsic value of the stock.

4 The preference shares of the Brinda Ltd.
have a face value oft iOO ana dividend rate
is 9.5%o. You require a ll%o returnon this
stock. What is the maximum price you would
pay for it ? Would,you buy it at thp mErket
price of?95 ?
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5. Distinguish between risk adjusted discount
rate technique and certainty equivalent
approaeh.

6. Write notes on : (f) Joint venture and
(ii) Intellectual property rights. 2 + 3

7. Discuss the related and unrelated diversifi-
cation strategies.

8. Given the following information, suggest the
proposal should be accepted using the
certainty equivalent approach.

Year Project A Project B
Cash
Flows(Rs.)

CE Cash
Flows(Rs.)

CE

0 (25,000) I (25,000) I
I l5 ,000 0.8 10,000 0.9
2 15,000 0.7 t4 000 0.8
3 t5 000 0.6 ll 000 0.7
4 l5 ,000 0.5 21,000 0.4
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Risk-free discormt rate is 6 per cent. Use the
NPV method for evaluation.

9. Differentiate between spot rate, forward rate
and cross-currency rate with examples.

10. Define Leverage Buy-Out (LBO). How is it
different from a traditional acquisition ? 2 + 3

ll. Discuss the motives for cross-border mergers
& acquisitions.

12. Explain at least three sources of funding
available for a start-up at different stages.

GROUP-B

Answer any four questions from the following :

l0x4
1 3. F,rylain the rrain reasons why business mergers

often fail.
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14. Describe the following business valuation
methods: 5+5
(r) Dividend Yield Method; and

(ii) Capital Asset Pricing Model (CAPM)

15.ABC Co. Ltd. is a producer of turbine
generators. The financial condition of the
company is as follows :

Since company's product market is stable and
the company expects no growth, all earning
are paid out as dividends. The debt consists
ofperpetual bonds.

(r) What are the Company's earnings per
share @PS) and its price per share (p) ?

EBM (4Olakh Debtoutstanding@) t20lrkhs

Tax rate 35o/o Shares of stock

outstanding (Nos.) 6,oo,ooo
K. l0o/o 'Book value per share (10

K
c l5o/o I
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(ii) What is the Company's weighted averyge
cost of capiral (KJ ?

(idr)The Company can increase its d€bt by
( 80,00,000 to a total of { I crore, using
the new debtto buy backand retire sasri
ofits shares at the current price. Its inter-
estrate on debt will be l2% (it will have
to call and refund the old debt) and its
cost of equity will raise from l5%o to
lTYo.EBlT will remain corrstant. $hould
theCompanychange its capital structure ?

L6.XYZ Ltd. is considering merger withABC
Ltd. and whose shares are currently traded
at 120. It has 2,50,000 shares outstanding
and its earnings after taxes (EAI) amount to
? 5,00,000. ABC Ltd. has 1,25,000 shares
outstanding; Its current market price is ( l0
and its EAf are t 1,25,000. The merger will
be effected by means of a stock swap
(exchange). ABC Ltd. has agreed.to aplan
under which XYZLtd. will offercurrent
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market value ofABC Ltd.'s shares :

(r) What is the pre-merger eamings per share
(EPS) and P/E ratios of both the
companies ?

(r0 If ABC Ltd.'s P/E ratio is 6.4, what is
its current market price ? What is the
exchange ratio ? What will be XYZ
Ltd.'s post-merger EPS ?

(ur)What should be the exchange ratio; if
XYZ Ltd.'s pre-merger and post-merger
EPS are to be the sqme ?

17. Write notes on : (i) Sell Off; (u) Spin Otr; and
(iir)SplitOtr 3+4+3

,lS.Explain Purchasing Power parity (pPp)
theory. How is it relevant in foreign exchange
ratedetermination? 6+4

I Internal Assessment - 20 Marksl
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