[This question paper contains 8 printed pages.]

Your Roll Jo [ P
Sr. No. of Question Paper s 4380A E
Unique Paper Code . 52417608 |
Name .of. the Paper . Fundamentals of Investment
Name of the Course . B.COM (P) CBCS _ e e, ';
Semester ' : Vit o N
Duration : 3 Hours % \ s Maximum/_b/{;_iflég =99

ot : \"

AN LT

Instructions for Candidates
1. Write your Roll No. on the top immediately on receipt of this question paper.

2. Attempt all questions.

3. Al questions carry equal marks

1. (a) "No investment is risk-free". In view of this statement, explain the meaning and types
of investment risk. - 3 : (5)

“(b) Following information about two shares X and Y is given:

Security . 'Expected Return(%) Standard Deviation(%)
X 10 30
¥ £ 30 60

Find (i) Portfolio expected return and risk if the allocation of total investible fund in the
share X and Y is made in the ratio of 4:5 and the coefficient of correlation between the
returns on the shares is -0.6. (11) Optimum allocation of fund to be invested in X and Y if
. the coefficient of correlation between their returns is -1. (iii) Portfolio's tax adjusted expected
return if the allocation of funds is done to the ratio found in (iv) above and the tax rate is
30%.
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(a) "Investment is a well-grounded and carefully planned speculation". Explain the difference
between speculation and investment in the light of the above statement.

(b) The return of two securities A and B are given below:

Situation Probability | Return on security A Return on sec‘urity B
Normal 0.5 12- | . 8
- Above normal 0.4 15 , 16
Boom P2 18 20
Depression 0.1 20 ; . 22

Find the following: |

(1) Expected return and risk of each of the individual security.
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(ii) Return and risk of the ijortfolio comprised of 75% of A and 25% of B.
- (iii) Portfolio's real expected return if inflation rate is 5%. (5+3+2)
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2. (a) What is market efficiency? Explain the three forms of market efficiency. (5)
(b) Write a short note on open-ended mutual funds. : (4)

(c) Three securities A, B and C are offering return of 15%, 20% and 17% respectively. The
return on T-bills is currently 6%. The beta coefficient of A, B and C have been estimated
as 1.4, 0.9 and 0.75 respectively and the market return is 18%. Using CAPM approach,
find is the securities are fairly priced. (6)
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(a) What is credit rating? How do they assist investors in bond market? What are the
disadvantages of credit rating? ’ (142+2)

(b) What are aggressive and defensive stocks? How would you interpret beta coefficients
of 0.5, 1 and 1.5 for three stocks A, B and C? 3)

(c) Market price of a share was Rs 60 at the beginning of the year and Rs 55 at the year
end. The earnings per share of the company is Rs 7 per share. What is the price-
earnings ratio (retrospective)? ; (4)

(d) Explafn returns from a mutual fund. 2 (3)
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3. (a) Mr. Nishant purchased a bond for Rs 8000 with a coupon payment of Rs 500 p.a. The
bond was sold at Rs 9010 after one year. What is the holding period return? Calculate
the holding period return if the bond is sold for Rs 7825. (5)

(b) Face value of a bond is Rs 1000 and the current market price is Rs 1080. The coupo.n
rate on the bond is 12% and it is redeemable in 8 years at par. Find the yield-to-
maturity of the bond through interpolation. : (10)
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 (a) A Deep-discount bond is issued for a maturity period of 10 years and a par value of
64000. Find out the value of the bond given that the required rate of return is 15%.

(b) Face value of a bond is Rs 1000 with a maturity period of 7 years. The bond's coupon

rate is:
Years ' Coupon rate
1% to 31 12%
4th and 5t 14% p.a.
6" and 7™ 16% p.a.

The required rate of return by investors is 16% p.a. Determine the current value of the
bond assuming the bond will be redeemed at 5% premium.
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(a) Differentiate between fundamental analysis and technical analysis. (5)

(b) Currently dividends on a share have been growing at a rate of 18% p.a. and they are

expected to grow at this rate for the next 4 years, after which the growth rate will fall
to 12% pea. for next 4 years. Thereafter the growth rate is expected to remain at 6%
pea forever. If the last dividend payment made by the company is Rs 2 and the required

rate of return by the investor is 15%, what is the intrinsic value of the share. (10)
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(a) A mutual fund raised Rs 48,67,000 by issuing 4867 units of Rs 1000 each under a
scheme. The amount was invested in different securities. The market value of these

“securities at present is Rs The mutual fund's liabilities amount to Rs and accrued expenses
amount to Rs 58,000. Find the NAV of the mutual fund scheme. ' (5)

(b) A company is expected to have EPS of Rs 9 and it is having a dividend payout ratio
of 60%. ROE of the firm is 20% and required rate of return by the investors is 14%.
How would an investor decide the market ﬁrice of the share with the help of Gordon's
model? What would be the market -p'rice if DP ratio changes to 45%? (7)

(c) Write a short note on SEBI. : 3)

(%) & HIAT ®S 7 T W D d8d 1000 WA N 4867 AT W FHD 48,67,000
T Fewi 7wl faftvr sl § FRw @ o adee § o wfesfal @
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5. (a) X whois shorta put option and Y who is long a call option wants to know their payoffs
if market price 'changes at a gap of Rs 10 from its current level which is Rs 500. The
exercise price of both the option is Rs 450 and the premium is Rs 12. Calculate their
payoffs with help of a table and show it with help ofa diagram also. (4+4+2)

(b) Write a short note on anv one of the following:
(i) Green shoe option
(i1) Securities Ombudsman
(ii1) Book Building .
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(a) What is the difference between a future and an option contract? Also, explain the

concept of American and European style of option contracts. : (3). .
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4380A 2

(b) Three months call option premium is Rs. 2 and 3 months put option premium is Rs. 3.
Assume that the exercise price for both the cases is Rs, 50, find out the net payoffs of
the call option buyer, call option writer, put option buyer and put option writer when
the spot price on the exercise day is Rs. 47, Rs. 49, Rs. 50, Rs. 52 and Rs. 53.

(10)
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