Encl. 1

PGDM (IBM) 2014-16
Corporate Finance
INS-206
Trimester — I, End-Term Examination: December 2014

Time allowed: 2 hrs 30 min Max Marks: 50

Roll No:

Instruction: Students are required to write Roll No on every page of the question paper,
writing anything except ihe Roll No will be treated as Unfair Means. In case of rough work
please use answer sheet.

Sections No. of Questions to attempt . Marks Marks
A 3 but of 5 (Short Questions) 5 Marks each 3*5 =15
B 2 out of 3 (Long Questions) 10 Marks each 2*10 =20
@ ] Ccr;.é;!sory Case S’"«d\7 15 Marks 15
o Total Marks 50
Section A

Q1.What is the difference between perpetuity and an annuity? Derive a formula for
an annuity.

Q2.A factory costs Rs.8,00,000. You estimate that it will produce cash inflows of
Rs.170,000 per year for 10 years. If opportunity cost of capital is 14% pa what is the
NPV of the project?

Q3. Consider a common stock whose dividend was $3 at the end of last year and is
expected to pay a cash dividend every year with a growth rate of 10%. Assuming the
investor's required rate of return is 12% what is the value of the stock?

Q4 What is the Capital Asset Pricing Model? Explain its assumptions, validity and
role.

Q 5. Compare with reasons Internal Rate of Return, Net Present Value & Payback
methods for project evaluation.

Section B

Q1. a) Define unique risk and market risk and derive the risk for a 2 stock portfolio.
What is the limit to diversification with an N stock portfolio when N tends to infinity.
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Q1 b) What is the portfolio risk for the following :

Encl. 1

Stock o Standard Weight For Corelation
deviation coefficient
A 20% 113 PaB = -1,0,+1
B8 10% 213

Q2 What is Gordon’s Growth model ? Consider a common stock whose dividends
are expected to grow at 25% per annum (pa) for 2 years after which the growth rate
is expected to fall to 5% pa. The dividend paid last period was Rs.20. The investor
desires a 12% return. What is the value of the stock?

Q3. A bond has 4 years remaining until maturity and pays interest half yearly (most
recent payment being yesterday) . a) What is the yield to maturity of the bond if its

maturity value is $1000 its coupon yield is 8% and it currently sells for $821?
b) What if it currently sells for $ 1070?

Section C

A project has the following cash flows:

Cash flow in $ thousands
Co Cq C, Cq
-100 +40 +60 +50 N

The estimated project beta is 1.5. The market return ryis 16% and the risk free rate
rsis 7 %.
a. Estimate the opportunity cost of capital and the project's PV (using the same
rate to discount each cash flow)
b.What is the certainty equivalent of cash flows in each year?
c. What is the ratio of certainty-equivalent cash flow to expected cash flow in
each year? '
d. Explain why this ratio declines
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