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This was the last attempt for CA Final Old Syllabus and surprisingly we had a tough paper as
compared to the New Syllabus which was a cake walk. Nobody expected this because people felt
that they would show a bit of compassion and empathy towards the old syllabus students but the
case was entirely different - they have given all new sums. As an educationist, I am always in
favour of new sums coming in the examination because that differentiates “men” from the “boys”.
When I say “men”, I mean to say those people who can exercise their knowledge and apply their
brain in the examination and when I say “boys”, I mean the ones who simply mug up Past papers,
RTP, MTP, Practice Manual and just vomit in the examination hall. Still, I felt that the Institute
should not have done this, since it’s the last attempt of CA Final Old Syllabus. This goes to show the
type of questions that the Institute has in store for CA Final New Syllabus SFM as well. So, I feel
students of CA Final New Syllabus SFM should do this paper thoroughly, understand and feel the
type of challenges that they are about to face in SFM in coming terms.

For this we have-

 Review class on youtube

 Challenger series on youtube

 New types of sums on youtube.

 SFM Marathon

We also have-

 Money market lectures on ULURNAPP

 Super 100 series on ULURNAPP

The biggest resource is the Qforum...study hard, enquire rather than accept...raise doubts on
Qforum, appear for mocks on Qforum -take it as a challenge- show your character..there is no one
more prepared than you are on this planet earth...this feeling should resonate in you.

Sanjay Saraf Sir



Q.
No.

Broad Topic Sub Topic Marks Percentage Sanjay Sir's Comments

1a Mutual Fund
Dividend

Reinvestment
Plan

5 4.17%

This is a new sum on dividend reinvestment plan. First part of the sum is a piece of
cake. In the second part, one has to apply brain that if you had x units, how much
dividend are you receiving and that being reinvested at the NAV, is becoming how
many numbers of units. So, I think if people picked up that part, they could have done
the sum.

Similar sum present in SSEI Mat - Book no. 3, problem no. 22, page no. 224

1b Money Market Repo 5 4.17%

It’s a beautiful sum on repo, where the first leg (the amount borrowed) as well as the
second leg (the amount to be repaid) is given. Also, in first leg we have to consider the
margin of 1.25%. Such a wonderful sum, I think this type of sum will come in CA Final
New Syllabus paper in future.

Similar sum present in SSEI Money Market class uploaded as Super 100 class no 4.
(Check Handout)

1c
Risk Analysis in

Capital Budgeting
Certainty

Equivalent
5 4.17%

This is a simple sum on certainty equivalent with two different discount rates. Suru ke
2 saal alag discount rate hai, last ke 2 saal alag discount rate hai.  Very easy.

Similar sum present in SSEI Inter FM Mat question no. 1, page no. 435

1d Equity Valuation
Dividend Discount

Model
5 4.17%

This is a new sum on dividend discount model, where one needs to apply the brain of
outflow = inflow

Similar sum present in SSEI Mat – Book no. 2, problem no. 39, page no. 57

2a Leasing
Lessers point of

view
8 6.67%

This is a simple sum, although a new one. It is based on the lessor’s point of view,
where we are given lease rental and we have to find out the cost of equipment. Once
again, outflow = inflow approach.

Similar sums were present in old syllabus SSEI Mat in the leasing chapter.

2b Bond Valuation YTM and duration 8 6.67%

This is a new sum on bond valuation, where we have to find out the price, duration,
volatility of the bond and then find out the YTM.

Similar sum present in SSEI Mat – Book no. 2, problem no. 26, page no. 190

3a Dividend Policy Buy Back 12 10.00%

This is a beautiful sum on buyback of shares but students should be able to work out
the same if their minds are running properly.

Similar sum present in SSEI Mat – Book no. 2, problem no. 66, page no. 93



3b Equity Valuation Rights Issue 4 3.33%

This is a simple sum of rights issue. Ofcourse, if somebody had missed out the topic,
he/she may struggle.

Similar sum present in SSEI Mat – Book no. 2, problem no. 8, page no. 120

4a Financial Services Factoring 12 10.00%

This is a beautiful sum on Factoring. The way in which it is structured (1st part, 2nd part,
3rd part), it really requires a lot of patience to be able to handle such a question in the
examination.

Such sums on factoring were present in SFM old syllabus SSEI Book.

4b Mutual Fund
Dividend Bonus

Plan
4 3.33%

This is a new sum on Dividend Bonus Plan, but similar type of sum had come in the
past. So, one could have handled the same.

Similar sum came in Nov 20 paper  (New Syllabus)

5a
Portfolio

Management
Diversification 10 8.33%

This is a new type of sum in portfolio management where we are trying to avoid
concentration risk - Instead of investing in a single stock, we are trying to diversify in
four different stocks.

5b Forex GDR 6 5.00%

This is a slightly twisted sum on GDR - we have had sums on GDR earlier, but this is
slightly twisted as we have to compare the GDR with loan interest rate at the end.

Similar sum present in SSEI Mat – Book no. 1, problem no. 12, page no. 130

6a Forex Early Delivery 10 8.33%
This is a straight forward sum on Early Delivery.

Similar sum present in SSEI Mat – Book no. 1, problem no. 11, page no. 128

6b Forex
Foreign

Investment
6 5.00%

I remember, when I do the warm up in forex i.e. when I start forex for the first time,
this is the sum I do in the warm up section.

Similar sum dictated in class 1 of Forex – check class notes

7 Theory - 20 16.67%
Theory questions have been designed beautifully – I am impressed – will we find this
level in CA Final SFM New Syllabus where theory has become  a mockery?



Practical Portion 100 83.33%

Theory Portion 20 16.67%

Total 120 100%

SFM Paper - Component Analysis (Macro)

Practical Portion 100 83.33%

Theory Portion 20 16.67%

Total 120 100%

83.33%

16.67%

SFM Paper - Component Analysis (Macro)

Practical Portion Theory Portion

Practical Portion 100 83.33%

Theory Portion 20 16.67%

Total 120 100%



SFM PAPER - COMPONENT ANALYSIS (MICRO)SFM PAPER - COMPONENT ANALYSIS (MICRO)



SFM July 2021 (Old Scheme) Paper Analysis

Sanjay Saraf Sir Page | 1

Question 1.

a. The Asset Management Company of the mutual fund (MF) has declared a
dividend of 9.98% on the units under the dividend reinvestment plan for the
year ended 31st March, 2021. The investors are issued additional units for the
dividend at the rate of closing Net Asset Value (NAV) for the year as per the
conditions of the scheme. The closing NAV was ` 24.95 as on 31st March,
2021, An investor Mr. X who is having 20,800 units at the year-end has made
an investment in the units before the declaration of the dividend and at the
rate of opening NAV plus an entry load of ` 0.04. The NAV has appreciated by
25% during the year.

Assume the face value of the unit as ` 10.00.

You are required to calculate :

i. Opening NAV,

ii. Number of the units purchased,

iii. Original amount of the investment.
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Answer:

i. Closing NAV = ` 24.95

Opening NAV = 24.95/(1.25) = 19.96

ii. Let number of units purchased be x

Assume face value of Mutual Fund be ` 10

10 0.0998x x 20,800
24.95


  

1.04x = 20,800

x = 20,000

Units purchased at beginning will be 20,000

iii. Original amount of investment = Number of units (Opening NAV + Entry Level)

= 20,000 (19.96 + 0.04)

= ` 4,00,000

Sanjay Sir's Comment

This is a new sum on dividend reinvestment plan. First part of the sum is a
piece of cake. In the second part, one has to apply brain that if you had x units,
how much dividend are you receiving and that being reinvested at the NAV, is
becoming how many numbers of units. So, I think if people picked up that part,
they could have done the sum.

Similar sum present in SSEI Mat - Book no. 3, problem no. 22, page no. 224
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b. The Bank BK enters into a Repo for 9 days with Bank NE in 6% Government
bonds 2022 for an amount of ` 2 crore. The other relevant details are as
follows:

First Leg Payment (Start Proceed) ` 2,00,06,750
Second Leg Payment (Repayment Proceed) ` 2,00,31,759
Initial Margin 1.25%
Days of accrued interest 240

Assume 360 days in a year.

You are required to calculate :

i. Repo Rate

ii. Dirty Price and

iii. Clean Price
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Answer:

i. x 92,00,06,750 2,00,31,759 2,00,06,750
100 360
   

= 5,001.6879x = 25,009

x = 5%

Repo Rate = 5%

ii. Let y be dirty price

y % of 2 crore × 0.09875 = 2,00,06,750 (Since initial margin 1.25%)

y% = 2,00,06,750/1,97,50,000

y = 101.3%

Dirty price = 100 × 101.3% = ` 101.3

iii. Clean price = Dirty price – Accrued Interest

= 240101.3 6
360

 

= ` 97.3

Sanjay Sir's Comment

It’s a beautiful sum on repo, where the first leg (the amount borrowed) as well
as the second leg (the amount to be repaid) is given. Also, in first leg we have
to consider the margin of 1.25%. Such a wonderful sum, I think this type of
sum will come in CA Final New Syllabus paper in future.

Similar sum present in SSEI Money Market class uploaded as Super 100 class
no 4. (Check Handout)
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c. M/s. SKPD Ltd. employs certainty-equivalent approach in the evaluation of
risky investments. The finance department of the company has developed the
following information regarding a new project :

Year Expected CFAT (`) Certainty-equivalent quotient
0 (Initial Outlays) 300,000 1.0

1 140,000 0.8
2 130,000 0.7
3 120,000 0.6
4 115,000 0.4
5 80,000 0.3

Following is the other information :

i. The firm's cost of equity capital is 18%;

ii. Cost of debt is 9%,

iii. Present risk free rate of interest in the Market on the treasury bonds is
6%, which will rise by 200 basis points from 4th year onwards.

Year (t) 1 2 3 4 5
PVIF(6%, t) 0.943 0.890 0.840 0.792 0.747
PVIF(8%, t) 0.926 0.857 0.794 0.735 0.681

You are required to :

i. To find out the viability of the project; and

ii. To advise on the popularity of this method.
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Answer:

Year Expected CFAT (a) CEQ (b) PVIF (C) (a) × (b) ×(c)
0 (3,00,000) 1 1 (3,00,000)
1 1,40,000 0.8 0.943 1,05,616
2 1,30,000 0.7 0.890 80,990
3 1,20,000 0.6 0.840 60,480
4 1,15,000 0.4 0.735 33,810
5 80,000 0.3 0.681 16,344

(2,760)

NPV = (2,760)

SKPD should not accept the project. Since the project NPV is negative.

Sanjay Sir's Comment

This is a simple sum on certainty equivalent with two different discount rates.
Suru ke 2 saal alag discount rate hai, last ke 2 saal alag discount rate hai.  Very
easy.

Similar sum present in SSEI Inter FM Mat question no. 1, page no. 435
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d. NM Ltd. (NML) is aspiring to enter the capital market in a three years' time.
The Board wants to attain the target price of ` 70 for its shares at the end of
three years. The present value of its shares is ` 52.03. The dividend is expected
to grow at a rate of 15% for the next three years. NML uses dividend growth
model for its projections.

The required rate of return is 15%.

You are required to calculate the amount of dividend to be declared by the
board in the base year so as to achieve the target price.

Period (t) 1 2 3
PVIF (15%,t) 0.8696 0.7561 0.6575
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Answer:

Let dividend paid (D0) be x

 
     
 
 

 
 

 
   

0 2 3 3
0 2 3

2 3

2 3 3

D 1 g D D PP
1 r 1 r 1 r

x 1.15 x 1.15 x 1.15 7052.03
1.15 1.15 1.15 1.15

 
  

  

   

52.03 = x + x + x + 46.025

x = D0 = ` 2.001667

Sanjay Sir's Comment

This is a new sum on dividend discount model, where one needs to apply the
brain of outflow = inflow

Similar sum present in SSEI Mat – Book no. 2, problem no. 39, page no. 57
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Question 2.

a. XL Limited (XLL) is considering a proposal to expand its plant capacity and is
seriously considering equipment on lease for a period of three years. The CFO
has advised that an amount of ` 15,78,039 will be available during the next
three years. This amount can be utilized towards annual lease rent to be paid
at the end of the each year. However, this amount will be available in an
increasing manner such that they are in the ratio of 1 : 2 : 3 over the next three
years.

LF Limited (LFL), a leasing company, can provide the required equipment.
Depreciation is to be charged at Written Down Value (WDV) basis at the rate of
20%. Marginal Income Tax Rate of LFL is 30%. The required rate of return is
12%.

Ignore salvage value.

You are required to calculate the cost of equipment (to be leased), which can
be supported by the cash flow of XLL.

Year (t) 1 2 3
PVIF (12%, t) 0.893 0.797 0.712
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Answer:

Years LR PTLR DTS DF PVLR PVDTS
1 2,63,007 1,84,105 0.06 0.89286 1,64,379 0.053571429
2 5,26,013 3,68,209 0.048 0.79719 2,93,534 0.038265306
3 7,89,020 5,52,314 0.0384 0.71178 3,93,126 0.027332362

0.1464 8,51,039 0.119169096

X = 851039 + 0.119169X

or, 0.880830904X = 851039

= 966177.5554

Sanjay Sir's Comment

This is a simple sum, although a new one. It is based on the lessor’s point of
view, where we are given  lease rental and we have to find out the cost of
equipment. Once again, outflow = inflow approach.

Similar sums were present in old syllabus SSEI Mat in the leasing chapter.
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b. An investor has recently purchased substantial number of 7 year 6.75% ` 1,000
bond with 5% premium payable on maturity at a required Yield to Maturity
(YTM) of 9%. However, due to a financial crunch he is looking to sell these
bonds and has got a proposal from another investor, who is willing to purchase
these bonds by shelling out a maximum amount of ` 897 per bond. Investors
follow intrinsic value method for valuation of bonds.

i. You are required to determine

1. The Market Price, Duration and Volatility of the bond and

2. Required YTM of the new investor

ii. What is relationship between the price of the bond and YTM ?

Period (t) 1 2 3 4 5 6 7
PVIF (9%, t) 0.917 0.842 0.772 0.708 0.650 0.596 0.547
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Answer:

i.
1.

Year (x) CF PVIF@9% w wx
1 67.5 0.917 61.8975 61.8975
2 67.5 0.842 56.835 113.67
3 67.5 0.772 52.11 156.33
4 67.5 0.708 47.79 191.16
5 67.5 0.650 43.875 219.375
6 67.5 0.596 40.23 241.38
7 1,117.50 0.547 611.2725 4278.908

914.01 5262.72

P0 = 914.01

Duration = 5262.72/914.01 = 5.7578 years

Volatility = 5.7578/(1.09) = 5.2824

2. YTM for new investor, through IRR method

IRR = 10%

= PVIF (10%, 7y) × 1050 + PVAF (10%, 7y) × 67.5 – 897

= (1050 × 0.5132 + 4.8688 × 67.5) – 897

= (538.86 + 328.64) – 897 = -29.496

IRR = 8%

= PVIF (8%, 7y) × 1050 + PVAF (8%, 7y) × 67.5 – 897

= (1050 × 0.5835 + 67.5 × 5.2063)

= (612.675 + 351.4253) – 897 = 67.1003

YTM = 67.10038 2 9.3892%
96.5963
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ii. Bond price and YTM has an inverse relationship, if YTM rises, bond prices fall
and vice versa.

Alternative Solution:





F PI
nYTM F P

2

=






1050 89767.5
7 9.18% (approx)1050 897

2

Sanjay Sir's Comment

This is a new sum on bond valuation, where we have to find out the price,
duration, volatility of the bond and then find out the YTM.

Similar sum present in SSEI Mat – Book no. 2, problem no. 26, page no. 190
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Question 3.

a. SM Limited has a market capitalization of `3,000 crore and the current
earnings per share (EPS) is `200 with a price earnings ratio (PER) of 15. The
Board of directors is considering a proposal to buy back 20% of the shares at a
premium which can be supported by the financials of the company. The Boards
expects post buy back market price per share (MPS) of `3057. Post buy back
PER will remain same. The company proposes to fund the buy back by availing
8% bank loan since available resources are committed for expansion plans.

Applicable income tax rate is 30%.

You are required to calculate :

i. The interest amount which can be paid for availing the bank loan,

ii. The loan amount to be raised and

iii. The premium per share and percentage premium paid, over the current
MPS.
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Answer:

Market Cap = ` 3,000 crore

EPS = ` 200

P/E ratio = 15

MPS = 200 × 15 = 3,000

Number of shares = 3,000 crore/3000= 1 crore

Number of share buyback = 1 × 0.2 crore = 0.2 crore = 20 lakhs

Post buyback price = 3057

i. New EPS = 3057/15 = ` 203.8

Number of share after buyback =1 crore - 0.2 crore= 0.8 crore

New PAT = 203.8 × 0.8 crore= 163.04 crore.

New EBT = 163.04/0.7 = 232.914286 crore

Old PAT = 200 crore

Old EBT = 200/0.7 = 285.714286

Interest amount = Old EBIT - New EBIT= 52.8 crore.

ii. Loan amount to be taken = 52.8 crore/0.08 = ` 660 crores

iii. Price of buyback = 660 crore/20 lakhs = `3,300

Premium = 3,300 – 3,000 = ` 300

Percentage premium = 300
3,000

 

Sanjay Sir's Comment

This is a beautiful sum on buyback of shares but students should be able to
work out the same if their minds are running properly.

Similar sum present in SSEI Mat – Book no. 2, problem no. 66, page no. 93
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b. Aggressive Ltd., is proposing to fund its expansion plan of ` 12 crore by making
a rights issue. The current market price (CMP) is ` 40. The Board is willing to
offer a discount of 20% on the CMP for the rights issue. The Board is also
desirous that the fall in Ex-right price of the shares be restricted to 10% of
CMP.

You are required to calculate :

i. The number of new equity shares to be offered for each rights held,

ii. Theoretical value of right and

iii. The total number of equity shares to be issued.



SFM July 2021 (Old Scheme) Paper Analysis

Sanjay Saraf Sir Page | 17

Answer:

i. Let N be the new shares to be held to apply for 1 share

Theoretical  ex-right price = weighted average  companies and strike price

 
40N 32 136

N 1
 




36N + 36 = 40N + 32

4N = 4

N = 1

So, for 1 equity share will be offered for every 1 right

ii. Value of right = cum price – ex-price

= 40 – 36 = ` 4

iii. Total number of equity share to be issued

12 crore/32 = 37,50,000

Sanjay Sir's Comment

This is a simple sum of rights issue. Ofcourse, if somebody had missed out the
topic, he/she may struggle.

Similar sum present in SSEI Mat – Book no. 2, problem no. 8, page no. 120
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Question 4.

a. M/S. Poor Ltd. (PL) has logged in a credit sales of ` 6 crore for the year ended
31st March, 2021. The receivables are 15% of credit sales. The average
financing cost of receivables is 5%. Administration cost and Bad debts, on an
average, amount to 2% and 7% of the receivables respectively. PL, as per an
internal assessment, expects that the Bad debts may rise to 10% of the
receivables in the coming year.

PL is actively looking for a factor who can undertake management of credit
administration on non-recourse basis. Factor, as per industry norms, will
maintain a receivable collection period of 30 days and keeps a reserve of 20%
of the receivables. The Factor charges an interest rate of 7% per annum on the
advances.

You are required to advise

i. The maximum amount which PL can offer as the commission to the
Factor,

ii. Whether a deal can be structured, if Factor requires a commission of
2.5% on the credit sales,

iii. Whether a deal is possible by negotiation wherein PL may offer extra
commission due to savings on account of probable increase in Bad debts
and the Factor, who is also eager to get business offers a 20% discount
on its commission.
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Answer:

i. Cost Benefit analysis of Factoring

Benefit
Bad Debt Saved at 7% 6.3
Administrative Cost saved 1.8
Net Interest saved
Interest cost saved
Receivables 90
Interest cost saved 4.5
Interest cost to be paid to factor
Collection Period 1 month
Receivables 50
Less : Factor Reserve 20% 10
Net 40
Interest cost at 7% 2.8
Therefore, Net interest saved 1.7
So, total benefit 9.8
Therefore, total commission that can be paid 9.8
Commission rate 1.63%

ii. Commission rate given 2.50%
Decision No

iii.
Benefit
Bad Debt Saved at 10% 9
Administrative Cost saved 1.8
Net Interest saved
Interest cost saved
Receivables 90
Interest cost saved 4.5
Interest cost to be paid to factor
Collection Period 1 month
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Receivables 50
Less : Factor Reserve 20% 10
Net 40
Interest cost at 7% 2.8
Therefore, Net interest saved 1.7
So, total benefit 12.5
Therefore, total commission that can be paid 12.5
Commission rate 2.08%
Commission after discount 2
Decision Yes

Sanjay Sir's Comment

This is a beautiful sum on Factoring. The way in which it is structured (1st part,
2nd part, 3rd part), it really requires a lot of patience to be able to handle such a
question in the examination.

Such sums on factoring were present in SFM old syllabus SSEI Book.
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b. M/s. Strong an AMC has floated a dividend bonus plan on 1st April, 2016 at a
certain net asset value (NAV). The fund has a robust growth and has declared a
bonus of 1 : 5 (1 bonus unit for 5 right units held) on 30th September, 2017
and a second bonus of 1 : 4 (1 bonus unit for 4 right units held) on 30th
September 2019. The fund, as on 31st March 2021, has generated an average
yield of 17.5%.

Mr. Optimistic has made an investment of ` 16 lakhs in the plan before the
declaration of the first bonus and remain invested thereafter.

The following information is also available :

Date 01.04.2016 30.09.2017 30.09.2019 31.03.2021
NAV (`) ? 85 92 100

You are required to advise to Mr. Optimistic the opening NAV, which is
required by him to calculate the capital appreciation.
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Answer:

Yield P0 = 17.5%

Return over 5 years period = 17.5% × 5 = 87.5%

So Ending value = 16 lakhs × 1.875

= ` 30 lakhs

Ending Units = ` 30 lakhs / 100 = 30,000

Initial Units =
4 530,000 20,000
5 6
  

So Initial NAV = 16 lakhs/ 20,000 = ` 80

Sanjay Sir's Comment

This is a new sum on Dividend Bonus Plan, but similar type of sum had come in
the past. So, one could have handled the same.

Similar sum came in Nov 20 paper  (New Syllabus)
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Question 5.

a. Mr. X is having 1 lakh shares of M/s. Kannyaka Ltd. The beta of the company is
1.40.

Mr. Y a financial advisor has suggested having the following portfolio :

Security Beta % holding
S 1.20 10
K 0.75 10
P 0.40 30
D 1.40 50

100

Market Return is 12%

Risk free rate is 8%

You are required to calculate the following for the present investment and
suggested portfolio :

i. What is the expected return based on CAPM and also

1. If the market goes up by 2.5%

2. If the market goes down by 2.5%

3. If the market gives Negative Returns of 2.5%

ii. If the probability of market giving negative return is more, please advise
Mr. X whether to continue the holdings of M/s. Kannyaka Ltd. or to buy
the portfolio as per the suggestion of Mr. Y. If so why ?
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Answer:

Portfolio Beta = 1.2 × 0.1 + 0.75 × 0.1. + 0.4 × 0.3 + 1.4 × 0.5
= 0.12 + 0.075 + 0.12 + 0.7
= 1.015

i.

Kannyaka Portfolio
Expected Return = 8 + (12 – 8) × 1.4 = 13.6% = 8 + (12 – 8) × 1.015= 12.06%
Goes up by 2.5% = 2.5×1.4 = 3.5%  = 2.5×1.015 = 2.5375%
Goes down by 2.5% = 2.5×1.4 = 3.5% = 2.5×1.015 = 2.5375%
Negative Return  8 + -2.5 - 8 ×1.4 = -6.7%  8 + -2.5 - 8 ×1.015 = -2.6575%

ii. Beta of Kannyaka : 1.4.

Beta of Proposed portfolio : 1.015.

Forecast - Probability of Rm negative is higher.

So, we should choose the lower beta alternative as it will fall less.

So, we advice the proposed portfolio as suggested by Mr. Y

Sanjay Sir's Comment

This is a new type of sum in portfolio management where we are trying to
avoid concentration risk - Instead of investing in a single stock, we are trying to
diversify in four different stocks.
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b. M/s. Raghu Ltd. is interested in expanding its operation and planning to install
manufacturing plant at US. It requires 8.82 million USD (net of issue expenses/
floatation cost) to fund the proposed project. GDRs are proposed to be issued
to finance this project. The estimated floatation cost of GDRs is 2%.

Additional information :

i. Expected market price of share at the time of issue of GDR is ` 360 (Face
Value ` 100)

ii. Each GDR will represent two underlying Shares.

iii. The issue shall be priced at 10% discount to the market price.

iv. Expected exchange rate is INR/USD 72.

v. Dividend is expected to be paid at the rate of 20% with growth rate of
12%.

1. You, as a financial consultant, are required to compute the number of
GDRs to be issued and cost of the GDR.

2. What is your suggestion if the company receives an offer from a US Bank
willing to provide an equivalent loan with an interest rate of 12% ?

3. How much company can save by choosing the option as recommended
by you?
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Answer:

1. Gross Funds reqd.
8.82= = $9 million
0.98

Cost of GDR (`) = (360 × 2) × 0.9 = ` 648

Cost of GDR ($)
648= = $9
72

Number of GDR to be issued
9M 1Million
9

 

D1 = 20 Pnet = 360 × (1 – 0.1) (1 – 0.02) = 317.52

g = 12%

    1
e

net

D 20R g 0.12 18.3%
P 317.52

2. Cost of GDR = 18.3%,

Cost of loan = 12% (ignore tax).

Company should accept loan offer from US Bank purely based on cost
consideration.

Note – It is pertinent to note that there is a financial risk involved in loan offer.

3. Saving for the company = 18.3 – 12% = 6.3% p.a.

Sanjay Sir's Comment

This is a slightly twisted sum on GDR - we have had sums on GDR earlier, but
this is slightly twisted as we have to compare the GDR with loan interest rate
at the end.

Similar sum present in SSEI Mat – Book no. 1, problem no. 12, page no. 130
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Question 6.

a. On 1st October, 2020 Mr. Guru, an exporter, enters into a forward contract
with the Bank to sell USD 1,00,000 on 31St December 2020 at INR/USD 75.40.
However, at the request of the importer, Mr. Guru received the amount on
30th November, 2020. Mr. Guru requested the bank take delivery of the
remittance on 30th November, 2020 i.e. before due date.

The inter-bank rate on 30th November 2020 was as follows :

Spot INR/USD 75.22-75.27

One Month Premium 10/15

Assume 365 days in a year.

i. If bank agrees to take early delivery then what will be net inflow to Mr.
Guru assuming that the prevailing prime lending rate is 18%. per annum.

ii. If Mr. Guru can deploy these funds in USD, he gets return at the rate of
3% per annum. Which is better? Why?
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Answer:

i. Step 1:

Swap Difference

Bank sells at 75.22
Bank buys at 75.42
Swap loss 0.20
Swap loss in INR=20,000

Step 2:

Interest on outlay of Funds

Bank sells at 75.22
Bank buys at 75.40
Outlay USD 0.18
Outlay in INR 18,000

   
31Interest 18,000 18% 275

365

Step 3:

Changes for Early Delivery = 20,000 + 275 = ` 20,275

Step 4:

Inflow to MR. guru = 1,00,000 × 75.4 – 20,275 = 75,19,725

ii. Option 1- Early delivery exercised

Receivable if early delivery is taken(November)= 75,19,725

Since the amount above we will receive in November we have to consider
opportunity cost of these funds for 1 month

So Amount received = 75,19,725 (1 + 0.18/12)= 76,32,521

Option 2- Invest the funds in USD

Step 1:

Amount available at the end of December = 1,00,000 (1 + 0.03/12) = 1,00,250
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Step 2:

This is sold 1 month forward at 75.22 + 0.1 = 75.32

So inflow = 75,50,830

Conclusion: Since the receivable is more in early delivery, we should take
early delivery option.

Sanjay Sir's Comment

This is a straight forward sum on Early Delivery.

Similar sum present in SSEI Mat – Book no. 1, problem no. 11, page no. 128
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b. Mr. Mammen, an Indian investor invests in a listed bond in USA. If the price of
the bond at the beginning of the year is USD 100 and it is USD 103 at the end
of the year. The coupon rate is 3% payable annually.

Find the return on investment in terms of home country currency if :

i. USD is Flat.

ii. USD appreciates during the year by 3%.

iii. USD depreciates during the year by 3%.

iv. Indian Rupee appreciates during the year by 5%.

v. Will your answer differs if Mr. Mammen invests in the bond just before
the interest payable.
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Answer:

i. If USD is flat

 
  

103 3 100Return 100 6%
100

ii. If USD appreciates by 3%

      Return 1.06 1.03 1 100 9.18%

iii. If USD depreciates by 3%

      Return 1.06 0.97 1 100 2.82%

iv. if ` appreciates by 5%

 
 
 
    
 

1.06
Return 1 100 0.95%

1.05

v. No there would be no difference if Mr. Mammen invest in Bond just before
interest payable, because then price of Bond would $ 103 & coupon amount $
3 would have been received from the company, so as to our total investment
would be $ 100 only.

Sanjay Sir's Comment

I remember, when I do the warm up in forex i.e. when I start forex for the first
time, this is the sum I do in the warm up section.

Similar sum dictated in class 1 of Forex – check class notes
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Question 7.

Theory

Sanjay Sir's Comment

Theory questions have been designed beautifully – I am impressed – will we
find this level in CA Final SFM New Syllabus where theory has become  a
mockery?
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