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MULTIPLE CHOICE QUESTIONS (MCQs) 

 

 Question No.1 
 

 A company plans to issue convertible bonds of Rs. 1.2 billion at a 6% coupon. Comparable non-
convertible debt rates are 11%. The conversion option value is estimated at Rs. 150 million. What 
is the most practical financial reason for issuing convertible bonds instead of conventional debt?
 [04 Marks] 

 A To reduce interest expense due to lower coupon 

 B To avoid dilution of ownership 

 C To increase tax payments 

 D To prevent debt from showing on financial statements 

   

 Question No.2 
 

  A company wants to hedge a USD payment using the money market hedge. Spot rate = 285 
PKR/USD. USD interest rate = 6%, PKR interest rate = 16%. Payment required in 180 days = 
USD 500,000. What is the first step? [04 Marks] 

 A Borrow USD today equal to future value discounted for 180 days 

 B Buy USD today at spot and hold it 

 C Enter a forward contract at 295 

 D Convert PKR to EUR 

   
 Question No.3 

 

 A fast-growing IT firm projects free cash flows of Rs. 20m next year, growing at 5% annually. If 
the firm’s WACC is 12%, what is the practical terminal value often used by analysts in Pakistan’s 
software industry valuations? [04 Marks] 

 A Rs. 260 million 

 B Rs. 285 million 

 C Rs. 300 million 

 D Rs. 325 million 

   

 Question No.4 
 

 A company earns a profit after tax of Rs. 80 million. Management wants to retain 70% for 
expansion while shareholders demand at least a 50% dividend payout. What dividend per share 
should the company declare if it has 10 million shares outstanding to satisfy minimum 
shareholder expectations? [04 Marks] 

 A Rs. 4.0 

 B Rs. 3.0 

 C Rs. 2.5 

 D Rs. 1.5 

   
 Question No.5 

 

 A pharmaceutical firm is evaluating a merger target. The target generated Rs. 90m in FCFF. 
Analysts expect cost savings of Rs. 15m annually after the merger. With a WACC of 10%, what 
is the practical synergy value capitalized perpetually? [04 Marks] 

 A Rs. 120 million 

 B Rs. 135 million 

 C Rs. 150 million 

 D Rs. 165 million 
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 Question No.6 
 

 A firm expects credit sales of Rs. 6 million monthly. 70% is collected next month and 30% in the 
second month. What will be cash inflow in March if Jan sales = 5 million, Feb = 6 million, Mar = 
8 million? [04 Marks] 

 A 5.6 million 

 B 6.8 million 

 C 7.2 million 

 D 7.4 million 
 

 Question No.7 

 
 A Pakistani pharmaceutical firm is considering merging with another mid-sized company. The 

merged entity is expected to generate annual cost synergies of Rs. 250 million, mainly through 
elimination of duplicate HR, procurement, and marketing functions. If the discount rate applied is 
10% and the synergy is assumed to continue perpetually, what is the estimated present value of 
synergy benefits that should be added to the valuation? [04 Marks] 

 A Rs. 1.5 billion 

 B Rs. 2.0 billion 

 C Rs. 2.5 billion 

 D Rs. 3.0 billion 
   

 Question No.8 

 
 A firm needs equipment costing PKR 8m. 

 Lease rental = 2 million per year for 5 years 
 Discount rate = 12% 

(PV factor for annuity at 12% for 5 years = 3.605) 
What is the PV of leasing? [04 Marks] 

 A 6.21 million 

 B 7.21 million 

 C 8.00 million 

 D 9.25 million 
   

 Question No.9 

 
 Golden Foods Limited currently has a debt-to-equity ratio of 0.5. The CFO proposes raising PKR 

100 million through debt, which will increase the ratio to 0.8. The company’s current equity is 
PKR 300 million. What is the current total debt before the new borrowing? [04 Marks] 

 A 100 million 

 B 120 million 

 C 150 million 

 D 200 million 

   

 Question No.10 

 
 A company will receive Rs. 20 million in one week and needs the money after 60 days. It can 

invest in a money market instrument offering 10% annual return. What will be the approximate 
value of the investment after 60 days? [04 Marks] 

 A 20.33 million 

 B 20.50 million 

 C 21.00 million 

 D 21.20 million 
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CASE STUDY 

 
 

Case Study: 1 

NovaChem Industries Pvt Ltd is a mid-sized chemical manufacturer supplying raw materials 

to pharmaceuticals, textile exporters, and FMCG companies. Over the last two years, 

NovaChem has faced rising input costs due to rupee depreciation, energy price fluctuations, 

and global commodity supply disruptions. Despite this, the company reported reasonable 

profits because of strong demand and efficient production processes. 

The Board has set an ambitious 5-year target: expand the manufacturing plant, diversify 

product lines, and enter two export markets. However, several financial constraints have 

emerged. The company’s debt-to-equity ratio is already 68:32, and recent SBP tightening has 

made long-term borrowing expensive. Additionally, the company’s working capital cycle has 

worsened, with receivables stretching to 90 days due to credit pressure from export clients. 

Shareholders want a higher dividend payout because profits increased this year, but the CEO 

argues that internal cash must be preserved to support capital expenditure. Suppliers have 

also shortened credit terms, demanding earlier payments because the sector has become 

risk-sensitive. Meanwhile, PSX analysts evaluating the company highlight concerns about 

liquidity risks and excessive leverage compared to competitors. 

The CFO is responsible for aligning the company’s financial strategy with internal capacity, 

external constraints, stakeholder expectations, and long-term plans. Before the new financial 

strategy is finalized, the CFO must prepare a detailed assessment of strategic conflicts, 

financing limitations, and realistic financial objectives for the next 5 years. 

Requirements:          [15 Marks] 

Question No. 1 

Why is it important for NovaChem to balance shareholder dividend expectations with its long-

term expansion plan? 

Question No. 2 

What financial objective should NovaChem prioritize given its deteriorating working capital 

cycle? 

Question No. 3 

Why must the CFO consider external assessments such as PSX analysts’ concerns when 

aligning financial objectives? 

  

Case Study: 2 

Galaxy Foods (Pvt.) Limited, a Pakistani FMCG company, is evaluating a proposal to set up 

a new automated production line for ready-to-eat meals. The project requires an initial 

investment of PKR 180 million, including machinery and installation. The machinery will be 

depreciated over 5 years on a straight-line basis, with no residual value. 
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The project is expected to generate the following incremental after-tax operating cash flows: 

 Year 1: PKR 42 million 

 Year 2: PKR 48 million 

 Year 3: PKR 55 million 

 Year 4: PKR 55 million 

 Year 5: PKR 60 million 

To support increased operations, the company must invest PKR 12 million in working capital 

at the start, and an additional PKR 6 million in Year 2. All working capital will be recovered at 

the end of Year 5. 

The company’s nominal WACC is 13%, and expected inflation is 6% annually. 

The Board has also asked the finance team to evaluate whether the project should be 

assessed using: 

 Traditional NPV 

 APV, considering the financing plan 

 Real options, such as abandoning the project after Year 3 if cash flows fall below 

expectations 

 

Galaxy Foods wants a detailed financial analysis and recommendations regarding 

acceptance, risk factors, working capital impact, and whether real options materially improve 

decision quality. 

Requirements:          [15 Marks] 

Question No. 1 

What key steps should the finance team perform to compute the project’s NPV, considering 

the inflation-adjusted cash flows and timing of working capital? 

Question No. 2 

How should the working capital movements in Years 0, 2, and 5 be incorporated into the 

project cash flows? 

Question No. 3 

What is the purpose of performing an APV (Adjusted Present Value) analysis in addition to 

traditional NPV? 
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Scenario Based Question-1 

Part: (a) 

Al-Huda Steel Ltd plans a large capacity expansion. Shareholders favor aggressive growth, 

but the Board is worried because the company already has a high debt-to-equity ratio and 

limited banking lines. SBP has also tightened lending policies. The CFO must advise on 

financial strategy. What should be the primary consideration?    [05 Marks] 

A. Focusing only on sales growth 
B. Ensuring expansion decisions align with financial constraints and risk capacity 
C. Borrowing more despite limits 
D. Ignoring SBP policies 
 

Part: (b) 

Aquila Plastics Limited is preparing a 12-month cash flow forecast. Sales are seasonal, with 

60% revenue generated in the last quarter of the year. The sales team provided high sales 

projections, but past data shows a consistent pattern of delayed customer receipts, especially 

from export clients who typically pay after 60–75 days. Meanwhile, the procurement manager 

expects raw material costs to fluctuate because suppliers price their materials based on 

international oil rates. Management wants to understand how these uncertain variables, 

seasonal sales, late cash collections, and raw material price fluctuations, will affect the overall 

cash position. Which forecasting tool should the CFO use to test different combinations of 

these uncertain factors?         [05 Marks] 

A. Static budgeting to keep the assumptions fixed 
B. Scenario analysis with multiple cash flow environments 
C. Reviewing last year’s financial statements only 
D. Gross profit ratio comparison 

 
Part: (c) 

Omega Steel Limited needs Rs. 4 billion to install a new production line. The CFO warns that 

taking additional long-term loans may breach debt covenants with existing lenders. At the 

same time, management wants to avoid losing ownership control. After reviewing options, the 

CFO notes that one financing method allows raising equity without bringing in new 

shareholders. Which option should the CFO choose?    [05 Marks] 

A. Private placement to institutional investors 

B. Initial Public Offering (IPO) 
C. Rights issue to existing shareholders 

D. Issuance of corporate bonds 

 

Scenario Based Question-2 

Part: (a) 

Galaxy Foods (Pvt.) Limited conducts a review of its capital structure. The finance department 

discovers that although debt is cheaper, the company’s asset beta has increased over the last 

two years due to unstable cash flows. Investors are demanding a higher return on equity. How 

should management proceed?        [05 Marks] 
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A. Increase debt aggressively because it is cheaper 
B. Reduce debt to stabilize equity beta and lower overall WACC 
C. Pay higher dividends to satisfy investors 
D. Ignore beta changes and maintain current structure 

 

Part: (b) 

StarTex Garments imports sewing machines from Japan and must pay JPY 45 million in 60 

days. The PKR/JPY rate has been volatile due to global instability. The treasury team believes 

the rupee may depreciate further. Management wants certainty of the future cash outflow 

because margins are already tight. Which hedging strategy is most appropriate?  [05 Marks] 

A. Use a forward contract to lock the PKR/JPY rate today 
B. Wait for the spot market because it may improve 
C. Use an options contract to speculate on exchange rate movement 
D. Do nothing because currency risk is unavoidable 
 

Part: (c) 

A multinational company is assessing whether to invest in a packaging plant in Kenya. The 

expected cash inflows are in USD, while the majority of operating costs are in the Kenyan 

shilling (KES). Historical data shows significant volatility in KES/USD due to political instability. 

The CFO wants to incorporate exchange rate risk using international parity models. Which 

appraisal method should be used for forecasting future exchange rates?      [05 Marks] 

A. Use purchasing power parity (PPP) to forecast long-term expected exchange rates 
B. Convert all future cash flows at today’s spot rate 
C. Use an average historical rate over the last three years 
D. Ignore exchange rate changes because the project is long-term 

 

THE END 

 


