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I. (a) Define Investment. What is the impact of inflation on the rate of return?
Explain with the help of an example. (4)

(b) An investor wants to invest in one of the Iwo securitics having differemt
probabilities but equal returns. Compute the expected return and risk of
both the securities. Which of the two securities is a better choice for the
invesior? (11)
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Retum (%) Prob. X Prob. Y
- 0.2 0.1
10 0.3 0.1
12 0.2 0.3
15 0.2 0.2
18 0.1 0.3
OR

{c) What do you mean by risk premium? Critically examine “It is same for all

securities™. (4)

(d) Mr. Mohan Kumar has purchased shares at the rate of Rs.70 per sharc five
years ago. The market price at the end of the year and dividend received

during various years are given as below:

Year Year End Price Dividend
| ) 5
2 105 160
3 112 7
4 104 5
5 100 &

Calculate yearly Holding Period Retum for this share. Also, find the average

rate of return and variability in returns over a period of 5 years. (11}
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2. {a) "Mutual funds work mainly on the principle of diversification”. Explain with
special reference to small investors having low risk bearing capacity. (4)

(b) The data of 2 securities is given below :

State of Nature 1 12 ) 4

Probabilities k.4 | 03 i1 02
Return of Asset 1 1 8% | 14% % To%
Return of asset 2 | 28% | 18% 1% | 4%

(i) Find the expected return of the portfolio if it comprises of 60% of
Asset 1 and 40% of Asset 2.

(ii) Risk of the portfolio if the coefficient of correlation between the 2
assets is -0.78.

(i) At what level of coefficient of correlation, the nisk of the portfolio will

be minimum and what will be the risk of the portfolio in that case?
(11)

OR
(c) What is an Efficient Porifolio? How is it arrived at in the Harry Markowitz
Model? 4)

(d) A Mutual Fund has following details of its investments and expenses along
with number of units issued by it ;

Particulars ' Amt in Rs.
Cash and Bank balance 6 Lacs
Debentures and Bonds 4 lacs
Equity Shares 9 Lacs
Government Secunties 5 Lacs
Expenses 40,000
Outstanding Fund managers “fees 50,000
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No. of units outstanding is 2.00,000, Find MAV per unit of the Mutual Fund.
Also, recalculate the NAV if & dividend of Rs 0.75 per unit is paid during
the year. {4)

(e) Find out the expected return as per CAPM for the following Securitics,

whose Beta values are given below :

Security 1 2 3 4 5
Beta I 1.2 1.5 1.7 25
Actual return 10 % 11 % 11 % Q% 15%

Prevailing rate of return on Government securities is 5% whereas the rate of
rciurn on market index is 9%. Indicate whether cach security 15 efficiently

priced or not? (7).

3. (a) Discuss the relationship between Interest Rate and Bond Prices. (4)

{b) A company has issued 8% bond with a face value of Rs.1000. The bond is
currently selling at Rs.900 and the its maturity period is six years. Interest

is payable semi-annually and the bond is redeemable at par. Find the following:
(i} YTM of the bond using trial and error method,

{ii} 1{ the interest is payable annually and the required rate of return for
the investor is 11%, suggest whether he should buy this bond if it is

available at a current market price of Rs. 9757 (1)
OR

ic) Discuss the various types of risks attached 1o Bonds. (4)
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(d) A bond with a face value of Rs. 5,000 is currently available at Rs. 4,500 in

4. (a)

(b}

«)

(d)

the open market. The coupon rate on the bond is 12% while the maturity
period is 5 years, Calculate YTM of the bond using trial and error method.
If the required rate of return for the investor is 14% and the bond is callable
in 3 years at Rs. 5200, calculate YTC of the bond using trial and error
method. Suggest whether investor should buy this bond or not based on
YICc? (11)

*A technical Analysts relies heavily on past and present prices to predict

future trend”. Critically examine. (4)

A company's carnings are expected to grow at the rate of 18% for the first
four years. For the next two yvears’ growth rate is expected to be 12% per
annum. Thereafter the company 14 expected to grow at the rate of 6% p.a
forever. The most recent EPS is Rs. 4 and the dividend pay-out ratio is

50%. Calculate intrinsic value of the share if the required rate of the retumn

of the investor is 1 5%. (1)
OR

Explain the P/E ratio. What does a high P/E ratio Indicate? 4)

Renew Lid is currently paying dividend of Rs_1 per 3ha.rlt. and it is expected

to grow by 7% p.a. infimtely. What is the value of the share in each of the
following cases if,

(i} Equity share capitalisation rate is 10%
() Growth rate decreases to 4% instead of 7% and

(iii) ROI is 15% and the retention ratio is 60%. {7}

ET.0.
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(b}

()

L]
Rama Ltd. paid a dividend of Rs. 2 per share. The dividend is expected to

grow at the rate of 7% p.a. The rate of return on treasury bills 15 5% and
the expected return on NIFTY is 16%. The beta of the share is (.8, Calculate

the intrinsic value of the share. {4)

Short note on any three of the following :
(i) SCORES
{if) Price Sensitive Information
(ni) Securitics Ombudsman
{iv) Financial Engineering (3%5)
OR

Consider a 3-month futures contract of PQR Litd. The current value of its
share 1s Rs. 520 and continuously compounded dividend vield expected on
the underlying share is 2% per annum. The risk-free rate of return 15 10%
p.a, Calculate the price of one future contract if the lot size of a contract is
100. (e*0.10=1.1051, e™0.02=1.0202, ¢*0.08=].0832) i4)

A two months® call option is available at a premium of Rs. 7 and two months
put option at a premium of Bs. 5. The exercise price in both the cases is Rs.
150. Calculate the net payoff for Mr. Dhankar who is holding both the
options- put as well as call. The Market price of the share on the expiry
date is Rs. 130, 150, 160 and 180, Show graphically the break-even point

for a call option writer. (11)
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