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Instructions for Candidates

Write your Roll No. on the top immediately on receipt of this question paper.
Attempt all the questions.
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3. All questions carry equal marks.

4. Use of simple calculator is allowed.

S, 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. ()

(b) The returns on two securities, A and B, under different possible states of nature are
given below:

State of Nature | Probabilities | Return A ("m Return B (%) \
1 0.2 0 | 6 |
2 03 5 | 10 |
3 0.3 20 12 \.
T S N S S T N A
You are required to find:
(1) Expected return on Security A and Security B.
(ii) Risk (Standard Deviation) of Sccurities A and B.
(ii1) Covariance between returns of securities A and B.
(1v) Coeflicient of correlation between the returns on securities A and B. (12)
OR
(¢) Discuss the risk-return trade-off with the help of examples. (6)
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(d) Anmvyestor purchased an equity share at a price of 21.250. During the holding period,
he recenved a dividend of 2110 and later sold the share for Z1.380. The prevailing
nflation rate was 6%, and the applicable tax rate on investment return was 10%.

You are required to

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

(11) Compute the retum after tax

(111) Determine the real rate of return after ad usting 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 Z 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 issued to the

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

(d) A12% bond with a face value of % 1,000 and maturity of 8 years is currently selling
at X 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 1s 14%? (12)

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

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

i) Equity capitalisation rate is 15%

11) Equity capitalisation rate is 13%

11) 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% thereafier indefinitely. The most recent dividend received
is 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 retums and standard deviations of two securities, A and B, are given
below:
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R (1]
A 12% 22%
18% 25%

B

The correlation coefYicient between the returns of Securities A and B is 0.8
An 1nvestor is considering the following alternative portfolios:

(1) 75% investment in A and 25% investment ip B
(i1) 25% mnvestment 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 lirrﬁtat;’g;ls

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

[ Stock A B
Expected Retum 12% 20%
Standard Deviation 20% 30%
Coefficient of correlation = -0 40

(12)

Q. 5 () What do you mean by Systematic Investment Plan (SIP)? How 1s 1t different from
Systematic Withdrawal Plan (SWP)? (6)

(b) Mr. Mittal has purchased both 2 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 2160 at a premium of 220
per share, and

Il One 3-month put option with an exercise price of 155 at a premium of 217
per share.
You‘are required to Fietermine 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
(11) 190, (12)

OR

(¢) Differentiate between American Option and European Option

(6)
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(d) The following information is available regarding four mutual funds

Mutual Fund | Return (%) Risk ()% | Beta(B)
W 15 18 0.8
X 20 | 25 | 085 |
Y =" = | &=
Zz | 11 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 retum is 10% Comment on the evaluation after ranking the funds.
(12)
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a1) Zerevyl gfed FifEa-ufae e Gqe (Risk-Return Trade-off) 3 care Hiford|
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(1) YRVT 3afY UfAWB (Holding Period Retum - HPR)
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(v)

(T) PTF TER ofY@ T (Efficient Market Hypothesis) T ST9IR g&icl & ot &1
3! e it (6)

(¥) XYZ Co. Lid 5 2@ ST R AN H WYH 6 TN T 122 Fiaad qur I9S
a1 S T 7o 10% Hfaad g 81 P 34T 2 | BT 8 7 U T 28
o S | T2 R R aX 14% 8, A SR T v e 91d il
ot adam R 09 240 2, 3 Fur AR & Fhvs 9 g8 W el
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U¥ 4 (@) IS grFe @5 (Secunty Market Line) Ul $fded Alde algH (Capital
Market Line) 5 3/dX W¥ Pifau| (6)

@) 3 ufenfadl A Tl B F Uk wfard qur A faaem FaeR &

s [ R [ e
[ A 2% [ 22%
[ B 18% | 25% |
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(F) QTR A TS B ¥ gay & Prafeif@d e & g @ | A e giémifam)
Fd PNT quT S UIEHIRerd) @t saféra ufewa 3ra SIfoe:

RI® A B
Ifea wiawa 12% 20%
SIECACERE| 20% 30%
egeY U = —0.40

(12)

UH 5 (@) Ry f4asT gieHT (Systematic Investment Plan - SIP) ] 41 82 18
afRyd ATl AISIT (Systematic Withdrawal Plan - SWP) ¥ {69 TR i 87
_ (6)
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