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Answers to questions are to be given only in English except in the case of candidates
who have opted for Hindi Medium. If a candidate has not opted for Hindi Medium,

his/her answers in Hindi will not be valued.
Question No. 1 is compulsory.
Candidates are also required to answer any four questions from the remaining five questions.

Working notes should form part of the respective answer.
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I. (a) ZX Ltd. has made(purchases worth USD 80,000 on 1 May 2020 for 8

which it has to make a payment on 1* November 2020. The present
exchange rate is INR/USD 75. The company can purchase forward
dollars at INR/USD 74. The company will have to make an upfront
premium @ 1 per cent of the forward amount purchased. The cost of

funds to ZX Ltd. is 10 per cent per annum.

The company can hedge its position with the following expected rate

of USD in foreign exchange market on 1* May 2020 : ¢

Exchange Rate Probability

(i) INR/USD 77 *0.15 oo : 3

D 0

(i) INR/USD 71 0.25 . 2
(iii) INR/USD 79 0.20

‘040 24

(iv) INR/USD 74 ——
dvise the company for a suitable cover for risk.
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r (b) A two year tree for a share of stock in ABC Ltd.. is as follows - 8
l Now 1 year later 2 years later
(N2) 116 64
108
100 102.60
¢ (N1) 95
(N3) 90.25

Consider a two years American call option on the stock of ABC Ltd.,

with a strike price of ¥ 9§7The current pri::e of the stock is ¥ 100. Risk

free return is 5 per cent per annum with a continuous compounding

and e%% = 1.05127.

Assume two time periods of one year each.

Using the Binomial Model, calculate:

(i) The probability of price moving up and down;

(ii) Expected pay offs at each nodes i.e. NI, N2 and N3 (round off

upto 2 decimal points).

(c) On Tuesday morning (before opening of the capital market) an 4
investor, while going through his bank statement, has observed that an
amount of T 7 lakhs is lying in his bank account. This amount is
available for use from Tuesday till Friday. The Bank requires a
minimum balance of ¥ 1000 all the time. The investor desires to make

a maximum possible investment where Value at Risk (VaR) should not

|
i

exceed the balance lying in his bank account. The standard deviation

of market price of the security is 1.5 per cent per day. The required

confidence level is 99 per cent.
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| Gtandard Normal Probahilltlw
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You are required to determine the maximum possible investment.

!23;.

2 (a)/AB Industries has Equity. Capital of 12 Lakhs, total Debt of ¥ & 8
7/ Lakhs, and annual sales of ¥ 30 Lakhs. Two mutually exclusive
proposals are under consideration for the next year. The details of the
proposals are as under :
r Particulars Proposal | Proposal
no. 1 no. 2
Target Assets to Sales Ratio 0.65 0.62 | Pe=ebs.
» ,
Target Net Profit Margin (%) 4 l 5 gt fso s
y : : ,
0 -1 Target Debt Equity Ratio (DER) 2:3 !' 4:1
¢ - ‘
y Target Retention Ratio of Earnings) 75 -
N .
(%) |
Annual Dividend ®Inl Lakhs) - 030 |
p D‘Lg ,__———-—-—’—"-—————‘—-——— s — — l * l
< / New. Equ1ty Ralsed (?‘ in Lakhs) - 1
You are required to calculate sustdmable growth rate for both the
ot “  proposals.
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