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Instructions for Candidates

1. Write your Roll No. on the top immediately on receipt of this question paper.
2. Attempt all the questions.

3. All questions carry equal marks.
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Use of simple calculator is allowed.
Answers may be written either in English or Hindi; but the same medium should
be used throughout the paper.
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Q.1. (a) Discuss how taxes influence investment decisions. Also, explain the concept of taxable

equivalent yield with the help of an example. (6)
(b) The returns on two securities. A and B, under different possible states of nature are
given below:
State of Nature | Probabilities | Return A (%) | Return B (%)
1 0.2 10 6
2 0.3 15 10
3 0.3 20 12
4 0.2 25 15

You are required to find:

(i) Expected return on Security A and Security B.
(i) Risk (Standard Deviation) of Securities A and B.
(iii) Covariance between returns of securities A and B.

(iv) CoefTicient of correlation between the returns on securities A and B. (12)
OR
(c) Discuss the risk-return trade-off with the help of examples. (6)
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(d) An investor purchased an equity share at a price of ¥1.250. During the holding period,
he received a dividend of 110 and later sold the share for ¥1,380. The prevailing
inflation rate was 6%, and the applicable tax rate on investment return was 10%.
You are required to:

(i) Calculate the Holding Period Return (HPR).

(i1) Compute the return after tax.

(111) Determine the real rate of return after adjusting for inflation.

Also, explain briefly the impact of taxation and inflation on investment returns. (12)

Q. 2 (a) What is meant by credit rating? Explain its significance for investors and issuing
companies. (6)

(b) A company plans to issue a bond having face value of ¥ 10,000, which will be

redeemed over a period of 5 years in five equal annual instalments. The bond carries

a coupon interest rate of 9%. Find the price at which the bond should be 1ssued to the

investors having an expected rate of return of 10%. (12)
OR
(c) Write a short note on deep discount bonds and floating rate bonds. (6)

(d) A 12% bond with a face value of % 1,000 and maturity of 8 years is currently selling
at £ 950. The bond is callable after 5 years at Rs. 1,120.

1) Calculate the YTC.
11) Should the investor buy this bond if the investor’s required rate of return is 14%? (12)

Q.3 (a) Explain the Dow theory of technical analysis and illustrate it with a diagram. (6)

(b) STR Ltd. is currently paying a dividend of % 3 per share and is expected to grow at
11% infinitely. What is the value of the share if

1) Equity capitalisation rate is 15%

11) Equity capitalisation rate is 13%

1i1) Growth rate is 8% and equity capitalisation rate is 14%

1v) Equity capitalisation rate is 12%, and growth rate is 6%. (12)

OR

(c) Explain the efficient market hypothesis and three forms of market efficiency. (6)

(d) The dividend on equity shares of XYZ Co Ltd. is expected to grow at 12% per annum
for the first 6 year and 10% thereafter indefinitely. The most recent dividend received
is T 8 per share. If the required rate of return is 14%, determine the intrinsic value of

the share. If the current market price is ¥ 240, advise whether the investor should
purchase the share? (12)

Q.4. (a) Differentiate between the Security Market Line and the Capital Market Line.  (6)

(b) The expected returns and standard deviations of two securities, A and B, are given
below:
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R (]
12% 22%
B 18% 25%

The correlation coefficient between the returns of Securities A and B is 0.8.
An investor is considering the following alternative portfolios:

(i) 75% investment in A and 25% investment in B
(i1) 25% investment in A and 75% investment in B

Calculate the expected retum and risk of each portfolio and advise which portfolio
should be preferred.

OR

(c) Examine critically the Harry Markowitz Model, giving its assumptions and limitations.

(6)

(d) The following information is provided for two stocks, A and B. Find out the minimum
variance portfolio. Calculate the expected retum of this portfolio.

Stock A B
Expected Return 12% 20%
Standard Deviation 20% 30%
Coefficient of correlation = -0.40

(12)

Q. 5 (a) What do you mean by Systematic Investment Plan (SIP)? How is it different from
Systematic Withdrawal Plan (SWP)? (6)

(b) Mr. Mittal has purchased both a call option and a put option on the same stock. Each
option contract consists of 500 shares. He purchased:
I. One 3-month call option with an exercise price of T160 at a premium of ¥20
per share, and
II. One 3-month put option with an exercise price of 155 at a premium of 17
per share,
You are required to determine Mr. Mittal’s position and calculate the total profit or
loss if the market price of the stock on the expiration date is:

(1) 2125 '
(ii) T190. (12)
OR
(c) Differentiate between American Option and European Option. (6)

PT.O.
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(d) The following information is available regarding four mutual funds:

Mutual Fund | Return (%) Risk (6) % Beta (B)
w 15 18 0.8
X 20 25 0.85
Y 25 36 1.5
Z 17 26 1.4
Market 18 22 1

Evaluate the performance of these mutual funds using the Sharpe Ratio and Treynor’s
Ratio if the risk-free return is 10%. Comment on the evaluation after ranking the funds.
(12)

UH 1. (@) PR (Taxes) a1 ol &t fooer ypR wvifaa sxa &2 Ty . aswﬁqum
YfdWd (Taxable Equivalent Yield) P SIGURUN &I 38R0l Aled Wy iU

(6)
(@) fafvre Trfdd uRIRUTCRIT (States of Nature) & iciid I ufayfddi ATIB &
gfdwd FEaR §;
aRRufl BT UG (%)|B BT ARIEH (%)
1 | o2 10 6
2 0.3 15 10
| 3 0.3 20 | 12
4 02 | 25 | 15
e Fafefea sra s s:
(i) Wiy A U9 B &7 3ufer wfawer|
(ii) gfafd A Td B &1 Sifew @ e fagem)|

(iii) Tfegfaat A Td B & ufawal & Heg T8-URRT (Covariance) |
(iv) ufafcat A Td B & ufaal & 79T T8y VI (Coefficient of Correlation) |

(12)
SYqr

(1) I31eR0 Higd SH-Ufdw e Fde (Risk-Return Trade-off) 31 SIS BT
(©6)
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(¥) U a9 7 21,250 7 U 3B Dar wder| 4Ry 3@l F eRA IV 2110 FT
ATHIRT UTE §3HT T &1¢ # I IR 1 21,380 H 37 feam| vwaferd garemify
&R 6% It quT a9 ufavd o B @1 @3 10% 2t

31up! fAgfafad ot AT S &

(i) YR 3(af¥ UfAB e (Holding Period Return - HPR)
(i) PR UYTd ufawd
(iii) X1 S THIOH P ULTd IRdTde Ufawd g3

1Y g1, fHaw uiamd R S04 vd gErmifa & uHie 1 S8 § Wy #fu
(12)

U 2 (@) hise e = g ¥ fawre! qur ufayfadl 9 s arwdt sufEr &
oY 59 e @t ourem B | (6)

(&) TP HYAT 210,000 ﬂmn@wa@gwmﬁmwﬁ%ﬁw
forrer 5 st 3t srafy ¥ ura guF aiiffe feeat & frar o) &fos oR 99 &
QU ST R &T &1 Af et &1 Srifdra ufawd v 10% &, df yid i i
§1U8 ! ford Hed W WX} fapar S =nfgw (12)

3Hyar
(M) SiY f&wpTde qivs aur waife Ye aivs ur wfdg fRuh fifdu) ©)

(&) 21,000 3Hfhd Yo 7T 8 T @ GRUHdr @i arer 129 a0 IFaA A
gsomﬁaﬂl%’lm%! Ig €108 5 98 UYTd 1,120 TR il T (Callable)
|

(i) Yield to Call (YTC) P! U PIforg|
(ii)%ﬁgﬁﬁmﬁ&rﬂf‘&mnﬁwa 14% ®, a1 1 a9 &) g8 |ive |l
? (12)

UH 3 (@) AP-p! A% & B3 RIGT (Dow Theory) B e HIT a2 R gl
WE DI ©

(@) STR Ltd. T49H H 23 Ufd TR AT b1 1 3 38T & a7 9P 3d el
P 11% I & A gl A F1 3fen 31 o oRfRufedi 3 TR &1 9w 7@
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(i) S IellehRoT &R 15% BT
(if) S YolTPRT TR 13% B
(111)@3? S%meﬂﬁﬂ 14% 8|
(iv) ST USRI &R 12% aUT §fs R 6% Bl (12)
3ryar
@T) S SISTR YRS (Efficient Market Hypothesis) TUT TSR G&fdT & ol &4l
P TRAT HiforT| (6)

(&) XYZ Co. Ltd. P 3! TR IR AU & UUH 6 a8 b 12% Wlday a1 3db
a5 ST Bra d 10% ufaas afg 819 & orden 51 810 ot J UId AT 28
ufer R U1 TS e ufasd &R 14% §, O VAR BT SHidRe Hed Fid PIfSTI
I} I SR G 2240 B, o Gars difog i g i a8 IR @lie

EIREIEHEL | (12)

Y 4 (@) GRS ATbe TS (Security Market Line) GUT HfUed HIdbE WIZH (Capital
Market Line) H 3fdR T BIfod| (6)

@) < TR AT B ¥ S e qu e e FEraR &
Uﬁ"@ R G

A | 12% 22%
B | 18% 25%

yfasfordl A Td B & wfawal & He TeEey TP 0.8 5
s PRz i@ Jefas tdwifo R ffaR R @16

(i) AT 75% faa=r aur B & 25% a9
(i) A ¥ 25% AT a1 B H 75% fAd=r
TP Ui & 3féd ufdtrd ug Sifew 91d SIfSe guT sast fé &iH-a1
UiEwmiferat i Iugdd sr | (12)
ryar

@) 8 Wi iaes HisT BT THAEIES Y& PIOIC Tl 8! Hdre 9
Haraii @t sarem Sifo| (©)
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(9) ST A U9 B $ Haiy T Fufaf@d omert i 8 | Iaw feeru ddwiferay
1A BT qUT 39 U &1 30férd ufawa Jid Sifu.

wib A || B
[3raféd afapa 1 12% 20%
i faere | 20% 30%
HEEY T0TP = —0.40

(12)

Y 5 (P) HIRYT 13 FISHT (Systematic Investment Plan - SIP) ¥ FT 3RUT 22 T8
Hafyd &R TISAT (Systematic Withdrawal Plan - SWP) & g TR R 22
(6)

@) 41 friel 5 Uep g1 Wi W Bidl ST Ud Ye T ST Bele § 1 udes 3
Y 500 IR &1 81 611 FAufafaa sieq e

(i) 2160 & TIRT H& (Exercise Price) TR 220 Ufd IR Hifgw S Uap 3 A8 &1
P AT

(ii) 2155 P YN Hed WR 217 Ufcl R gy Sa U 3 118 &1 Ye 3|

3op! 4t forae ot fRufa Fuffka Ht 8 9ur @ @y 3ruar g1 &t o

B! ©, Al I I IR i &1 SR Jea FUaR 8
(i) 2125

(ii) T190 (12)
SYdr
(M) 3ARD T aU GO T & 3R Wy Fifvw| (6)
() IR FFard Gel & Yay & Fmfifed orert 3uas -
| AE@Be | wiawd (%) ©% || k1)
] W 15 | 18 0.8
X 20 25 0.85
Y I 25 36 | 1.5
z 17 ] 26 1.4 |
SIS 18 | 2 1
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gfe Sifen Aea ufipa e 10% 8, a1 Sharpe Ratio YT Treynor Ratio P IUGNT
$d §U 31 I3 Bof & UGRI DI i Pifod | Tl @l Libil b YR
R feaguft ot oo (12)
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