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Condidates are required to onswers in their own words as

far as procticable. The figures in the rnorgin indicote fult morks.

Group "A"

Brief Answer Questions
Attempt ALL questions

1. Why might conflicts arise beiween stockholders and debt hciders?

2. Differentiate betu,een prima-ry nrai'I.ets a:lei secondaiy lna-il<ets"

3. Who are the key participants in ttrre uaiisacticru oi firiiu*-i*j
ir-rstitutions

4. l-)ci"rne the term financiai !sv.3r:ig'.:.

5. Assurne that lire interesl rate r:l a i -,v-,ear l'-liorrd is <;uirrcrntl,v 7Ya and,
tire rate on a 2--vezir bond is 9?ro. xf the maturity nsk premium is zero,
*'tiat is a r,:asonable lorecasi otr tire 3'ai-e cn a tr-year bond ne>;.t _vear?

i A c()tnpan\"s sales. r,ariab!c cosrs eu:d fixcd cost "rre R.s. 500.00U.
Rs. i00,000 and Rs, trt'lC,Cr00 respecrivel,v" It has bomowed Rs. 200.$C0
at i0 percent. Caiculate tlre degree *f finarlcinl ieverage

7. under rvater Technology stock ls currenriv tr*ding at Rs. 30(i a share.
\\'hal is rhe r,uluc of t:all opticn i1-elcrc!sc irlcr LS Rs.2-5i1.

8" What is the annuai peroentage cosi of T.rad* *rcCit {based r: 3ii0-rlay
basis) under the credit terms cf 21{}, net 4tJ?

9. Assume that todav one Canadian dollar is rvorth 0.6667 U.S. doiiar.
How many Canadizur doliars wruld 5'ou receive fcr onc tI"S. dollar?

10. Suppose you rvant to bu1, a comlruter and tocal bank u,ill lend you
Rs. 100,000. Then loan wiil be fully amor-tizerl over 5 years, and the
nominal interest rate will be 129ls per axnurrr, \\&at will be ihe arrnual
instalJalent?
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Group "B"

Attempt any FIVE questions. r

11. Define forward and future contracts. Differentiate between forward and
future contracts? [4+6]

13. An analyst evaluating securities has obtained the following
information. The real rate of rnterestis2%o and is.expected to remain
constant for the next 3 years. Inflation is expected tobe 3Yo Rext year,
3.s%the following year, and4Yothe third year. The maturity risk
piemium is estimated to be 0.1 x (t - 1)%, where
t: mrmber of years to maturity. The liquidirypremium on relevant
3-year securities is A.25o/o and the default risk premium on relevant
}-year securities is 0.6%.

a. What is the yield on a l-year T-bitl?
b. What is the yield on a 3-year T-bond?
c. What is the yield cn a 3-year corporate bond? [3+3+4]

'14. N{agee Computers rnakes bulk purchases of smail computers, stocks
them in convenientiy locateci warehouses, and ships them to its chairi of
retail stores. Magee's balance sheet as of December 31,2018, is shown
here (Rs rnillions):

12. Why is preferred stock called hybrid security? Explain the
of preferred stock.

Balance Sireet as of 3i 201 8
.Assets and
Current assets

Cash
Accounts
Receiriable
lnventory
'fokl current
assets

Fixed assets

Net plant and
equipment

Rs" 87.5

Current liabilities
Accounts Payable
Notes payable
Accruals
Total Current Liabilities
Long-tenn debt

Owners'equiry
Common stock and paid-

key features

Rs. 15.0
66.0

P.T.O"

Rs. 35.0 in surplus
Retained eamings
Total liabilities and

Total Rs. 122.5 owners'

(a)

Rs.9,0
r 8.0
8.5

Rs.35.5
6.0

Rs.3.5

26.0
58"CI



r ouestions t2x15=30]Analytical Answer Questions
Attempt any TWO questions.
17. Define merger and acquisitions? f)escribe the concepts of horiz'ontal,l'ert'rcal'

and conglomerate meiger. Also explain the growing need of rnergers *nd

acquisitiin in bank andhnancial instituticns in Nepal' [4+6'''5]

18. The Pawlowski Supply Company needs to increase its working c6pitnl

by Rs. 4.4 rniuion. The fotlowing three financing alternatives rrre

:1

Sales for 2018 were Rs. 350 million, while net income for the year was

Rs. 10.5 million. Magee paid dividends of Rs- 4.2 million to common

stockholders. Sales aie pio5ected to increase by Rs. 70 million or 20

percent during 21lg. Th; fimn is operating at full.capacity- Assume that

the profrt margin and dividend payout ratios reTaP constant.

a. 
^Using 

thJequation, calculate the extemal funds needed for next

vear.
b. 'Conr*., 

Magee's pro forma balance sheet.for December 31, 2019.

Assume that au extemal capital requirements are met uv uant<]gary

and are reflected in notes payable. [5+5]

15. The Bowman, [nc., curently has 320,000 shares outstanding- The stock

sells for Rs. 400 per share. To raise Rs. 20 million for a new particle

. accelerator, the finn is considering a right offering at Rs. 250 per share'

a. How many shares will have to be sold'/

b., How many rights are required to purchase one new share?

c. What is the value of a right?

d. A shareholder has 1,000 shares and Rs. 50,000 cash balance

before the offering. Shorv the stockholders wealth before righs

offering and after rights offering if all rights are exercised.

16. Rise Against corporation is comparing ttwo different cipital structure-

an all-equity ptan gtan I) and a levered-plan-(Plan II). Under Plan I, the

company *t"tO have 210,000 shares of stock outstanding. Under Plalt

II, there would be 150,000 shares of stock outstanding and Rs. 2'28

million in debt outstanding. The interest rate on the debt is 8 percent,

and there are no taxes.

a. If EBIT is R.s. 500,000, which ptan w'ill result in the higher EPS?

b. 'If EBIT is Rs. 750,000, which plan wilt result in the higner EPS?

c. What is the break-even EBIT? [3+'3+4]
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i. Forgo cash discounts (granted on a basis of "3/10, net 30") and pay

ii. ltffffl.u:" fii;"" rrorn a bank at 15 percent interest, rhis
altemative would necessitate maintaining a 12 percent Compensating

balance.
iii. Issue Rs, 4.7 million of six-month commercial paper to net Rs- 4.4

million. Assume that new paper would be issued every six months.

Commercial paper has no stipulated interest rate. It is sold at a

discount, and the amount of the discount determines the interest cost

to the issuer.

Assuming that the firm would prefer the flexibility of .bank financing,

piovidedihe additional cost of this flexibility was no more than 2 percent

Per annum.
a. Calculate the annual percentage cost for each alternative.

b. Which altemative should Pawlowski select? Why?

c. What additional qualitative factor should Pawtrowski consider before

reaching a decision? [4x3+l'5+1'5]

19. Giventh.e Rate for 3l 2020

8- H*"'v much milngy be reali.zed by NePalese expofter for

IJ.5. l-)cliar 1,0C0?

b. Fl*ur ffiuch m.#ney l,vculd b'e payabie fcr European F,uro 10,000?

c. Ya;r had Rs, t*s,*00 *'ith yo:r rvhile traveling to i.]sA. Y*'*had
I:itern ccnvsted into U.S. Dollar. trIorvever, your <lecision to travel:

eai,m*ll*d. Ttrre U.S. Dollar you had now are requiretl to be -

c.cnm"srted in Nepa!,ese rupees. What is the profit or loss by this

transactie.rn?

{. The curresrt spot exchange rate betlveen U.S. Dollar and Nepalese

rupees is: ]{.PR 120.05ruS$ and the t-year forward rate is: NPR

123.01{is$. The expected in{lation rate in Nepal is 8.5 pereent.

What is the'.xpected inflation rate in US? [3-l-3+4+5]
n

t4)

Market Rates
Selling/RsTT,

upen
Currerrcy

120.05119.451U.S. Dollar
141.16140.46IEuropean Euro
156.271s5.49UK Found_rSteri"ng
131.391,3A.731Swiss Frana
85.851,4.r.rstralian Deilar
87.3085.87Sirrgai:*re Doiar

I

85"42

1


