Corporate Finance
Apr 2026 Examination


Q1. A leading Indian pharmaceutical company, recently listed on the National Stock Exchange, is planning to expand its operations by setting up a new manufacturing plant. The CFO must decide the optimal capital structure for financing this project, considering options like issuing new equity, securing bank loans, or issuing bonds. The firm is mindful of fluctuating interest rates, investor sentiment, and evolving regulatory requirements in the Indian market. The board expects the financial strategy to minimize the cost of capital while maintaining financial flexibility and safeguarding shareholder interests.Based on the scenario, how should the CFO apply corporate finance theories to determine the most suitable mix of debt and equity for the new plant’s financing? Illustrate how principles of capital structure optimization can be leveraged to balance cost, financial risk, market conditions, and regulatory factors in the Indian context. (10 Marks)
Ans 1.
Introduction 
India’s pharmaceutical sector is entering a phase of capital-intensive expansion driven by export growth, regulatory tightening, and demand for quality manufacturing capacity. For a newly listed company planning a greenfield plant, the capital structure decision is not only a funding choice but a strategic signal to markets and lenders. The CFO must align financing with risk appetite, shareholder expectations, and macroeconomic uncertainty, particularly fluctuating interest rates and evolving SEBI and RBI norms. An optimal mix of debt and equity should lower the weighted average cost of capital while preserving operational flexibility during demand cycles. Applying corporate finance theories allows management to evaluate tax benefits, financial distress risk, market timing, and information asymmetry in a structured manner, enabling a 
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Q2. A corporate investor is considering two investment strategies for deploying Rs.8,00,000 over a five-year period. Option A is a 5-year fixed deposit with a bank that offers a nominal annual rate of 7.2% compounded quarterly. Option B is an investment in a systematic investment plan (SIP), where the investor contributes a fixed sum of Rs.16,000 at the beginning of each month for 5 years into a mutual fund scheme expected to yield a nominal 7% annual rate compounded monthly. However, after 3 years, the SIP scheme increases its return to a nominal 8% annually (compounded monthly) for the remaining period. Calculate: (i) The final maturity value for both options; (ii) The effective annual rate (EAR) for each strategy over the 5-year period; and (iii) By how much (in Rs.) does one strategy outperform the other at maturity? Justify your answer using appropriate compounding logic, conversion of rates, and stepwise calculations for all time intervals. (10 Marks)
Ans 2.
Introduction 
Investment decisions in corporate finance are not only about choosing higher returns but also about understanding how time value of money, compounding frequency, and cash flow timing influence long-term wealth creation. When an investor compares a lump-sum bank deposit with a phased investment such as a systematic investment plan, the underlying logic differs significantly even if headline rates appear similar. A fixed deposit emphasizes certainty and capital protection, while a SIP emphasizes disciplined investing and exposure to market-linked growth. The comparison becomes more meaningful when returns change during the investment horizon and when compounding intervals differ. Therefore, theoretical evaluation helps investors judge not only which option generates a higher maturity value but also which approach offers 


Q3(A). An Indian company has the following capital structure and associated component costs. However, due to recent changes in interest rates and dividend growth expectations, you must recalculate the current Weighted Average Cost of Capital  (WACC) using updated market values and cost estimates. Use the data in the table and the following assumptions: (i) The company’s Rs.12,00,000 of debt consists of 8% debentures issued 5 years ago, with current market value at 94% of face value, and a new effective cost of debt of 9% p.a. (before tax). (ii) The Rs.4,00,000 in preference shares originally paid a 10% dividend on face value, but market prices have fallen to Rs.96 per Rs.100 face value and the company is planning to redeem these shares at Rs.105 per share in 4 years. (iii) The Rs.14,00,000 equity capital trades at Rs.140 per Rs.100 face value. Last year’s dividend was Rs.15 per share, and the company expects dividends to grow at 7% per annum perpetually. (iv) The corporate tax rate is 25%. Calculate the latest WACC using market value weights and appropriate cost formulas for each capital component, considering the redemption and growth where applicable.
	Component
	Amount (Book Value,
Rs.)
	Market Info

	
Debt
	
12,00,000
	Market Value 94% of face, Coupon
8%, Effective Cost 9%

	

Preference Shares
	

4,00,000
	Issue Price Rs.100, Market Price Rs.96, Dividend 10%, Redemption Value Rs.105 in 4 years

	
Equity Capital
	
14,00,000
	Market Price Rs.140, Dividend Last
Year Rs.15/share, Dividend Growth
7%



(5 Marks)
Ans 3a.
Introduction 
Weighted Average Cost of Capital represents the average rate of return a firm must earn on its investments to satisfy all providers of capital. When market conditions change, such as interest rate movements or shifts in investor expectations, recalculating WACC becomes essential. For an Indian company operating in a dynamic financial environment, using updated market values and realistic component costs ensures that capital budgeting and financing decisions remain accurate. A well-estimated WACC acts as a benchmark for evaluating projects and preserving 


Q3(B). For a 5-year wind energy project, an Indian company faces uncertainty in the terminal (year 5) cash inflow due to power market volatility. The initial investment is Rs.100 crore, and yearly net cash inflows are Rs.24 crore for years 1–4. The terminal cash inflow in year 5 has a 60% probability of being Rs.40 crore and 40% probability of being Rs.20 crore. If the required rate of return is 11%, calculate (i) the Expected Net Present Value (ENPV) of the project incorporating these probabilities, and (ii) the minimum terminal cash inflow needed in year 5 for the project to break even (zero NPV), showing stepwise reasoning for probability-weighted outcomes and interpretation for investment decision-making.  (5 Marks)
Ans 3b.
Introduction 
Investment projects often involve uncertainty, especially in industries such as renewable energy where revenue depends on market prices and policy conditions. Traditional NPV analysis assumes certainty, but when outcomes are probabilistic, Expected Net Present Value provides a more realistic evaluation framework. ENPV combines probability theory with discounted cash flow analysis to assess whether a project is financially viable under uncertain future conditions 

