Section C : Applied Theory (20 Marks)
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This section consists of questions with serial number 6 - 7.
Answer all questions.

Marks are indicated against each question.

Do not spend more than 25 - 30 minutes on Section C.
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6. i"‘f.l'hde concept of an industry life cycle includes various stages that can be applied to
ustries or li ithin, i trigs t ' cycle processes.

7. Valuation of real estate is a very important phenomenon which includes various
characteristics that are different from that of the valuation of bonds. Explain. (1
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8. The purpose of imm

(a)
(d)
(e)

9. A zero-investment portfolio with a positive expected

(a)

(c)
(d)
(e)

10. Which of the following is
It estimates ex post value added and relates t

@
(b)

(©)
(d)

(e) Value added depen
calculated as per Jensen's alpha i

sctivity . J

Political Risk
Currency Risk
Inflation Risk
Liguidity Risk
Interest Rate Risk.

unization in bond portfolio management is 1o eliminate

return arises when

An investor has downside risk only
There is a difference between risk free lending and borrowing rates

A risk free arbitrage opportunity exists
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An investor has upside risk only.

future

not the characteristic of information ratio?

his to ex ante opportunity available in the

describes the uppoﬂuniﬁes_aﬁﬁﬂﬁﬁiﬁ!’%’iﬁﬂf@

it identifies the residual frontier that

passive manager
it is the ratio of val
it decides the level

s return

ue added to residual risk incurred
of aggressiveness for eac
ds on the managers’ pros

h manager
pects and aggressiveness.

s interpreted by Eugene Fama as
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€8s return calculated as per Jensen's alpha is Interpreted by Eugene Fama a:
. e o ma as

~ (b) Return from inadequate diversification
(c) Return from total selectivity
Ay Return from manager’s risk

4{e) Return from business risk.

If»sysnamatlc rlskand unsystematic risk of a portfolio are 253 (%)? and 300(% respectively
the percentage of variance of the portfolio returns not explained by the index is

(a) 14.23%

(b)  25.42%

© 4575%

@) sS4\, sanket i cfai.weebly.com

62.50%.

trinsic value of an out-of-the-money call option is
| mium
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s of measuring returns is used, when the fund is valued
ragular intervals and not at each time when the cash flow occurs?

(@) Money weighted rate of return
J,Ié) Time weighted rate of return
{c) Linked internal rate of return
(d) Average return

(e) Holding period return.

Six months ago, an investor bought shares of Xene Ltd. at ¥ 38 each. Toda
for T 47. The investor now writes a ¥ 50 covered call at a premium of §
person can lose on his investment is :

@ ¥ 1150uuy sanketicfai . weebl'y,

(b) T 215
(c) %3685
(d) %3915
(e) 4585
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3. Ex-post SML can be used

l. For identifying the mispriced securities.
. For testing asset-pricing theories.
lll. For testing market efficiency.

V. For evaluating stock option performance.
- W sanket i cfal.weebly. com
- Aa) ) and (Il) above

I) and (lll) above
Both (lll) and (V) above

: -(li). and (lll) above

i) and (IV) above.




in the price of the : i
: underlyi assol, hoWave
Mﬂiﬂnn of the fluctuations ving assSa e r. he is not able to

Ons in the price of the asset and he is able to predict the direction of the

: . .ﬁﬂmuaﬂﬂnﬁ in the price of the underlying asset and he is not able to predict
lajor fluctuations in the price of the asset and that there
pward price movemant

‘Major fluctuations in the price of the asseat and that t
downward price movemeant. SIS O . Qe R e T

B. Convexity of a bond can be viewed as the sensitivity of the

(&) Duration to the term to maturity

(b) Market price to the interest rates

e Market price to the duration

Market price to the term to maturity

mraﬂﬂn to interest rates.

ratio and the unsystematic risk of a portfolio are 0.56 and 3% respectively. If

__Wan th ﬁl:r(ué nrtfc:tiqrm 14.7 5%, the rb IT‘I rpq;inddjy the investar will

is= a graater scope for

' Mgm = h,n“
Am.rmumtlnn phase.

[ END OF SECTION A |
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mber 1 - 30.

|« This section csl of questions with serial nu
e Answer all questions.
e Each question carries one mark.

[ Maximum time for answering Section A is 30 Mi

nutes.

1.  Progress Tech Ltd., specializes in manufacturing Laptops. It is predominantly an asset rich
ives due to rapid

firm. Somp of its assets have experienced changes in their economic |
technological changes. The Progress Tech Ltd., is said to have experienced

(@) Financial risk
(b) Liquidity risk
(c) Investment risk
Business ri : . 2
%9 Crodit risk ¥ww. sanket i cf ai . weebl y. com s
Ms. Ruchi. an investor, selected Mr. Nikhil as her investment advisor with great care. She
emphasizes on safety of capital while making investments and prefers to devote significant
dion.of her investments to government securities and guaranteed return investments.
4 Biehl and Kaiser five way model, Ms. Ruchi can be categorized as alax

- - e LAyt Aarer
i =10 = —Ar=1A%

. e

(@) Individualist
(b) Adventurer
(c) Celebrity

 _dj Guardian
(e) Straight Arrow.
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14, Consider ¢ MB3G2F.07141
he founwmg details of a portfolio consisting of four smtm ;

Stock | Proportion | Eeta =
A 0.133 0.97 j'”'f-.,

' Ty B 0.200 1.08
5 s C 0.167 0.87
. . D | 0500 1.08

'ﬂf*tha mﬁmt return is 12.47% and the risk frae rata is 6.5%. the expected return on the

Ly

portfolio is approximately
(a) 13.75% Hﬁ-_.- - E

12.63% (%) ) 3
(G; 11.50% ¢/ "
fﬂ 5-.3..
e SMQVW sanket i cf al . weebl y. co

5. Which of the following statements is/are not true with respect to strategic : assat allocation?

I Itemphasizes on the changing risk tolerance levels of the investors/

ii, It indicates an uptimal asset mix to be held under normal marke itions.
-advantage of inefficiencies in different classes of securities on a




on pertaining to the coefficient of correlations of returns

between different stocks:
Stocks Kic Auto | Pee Cee | Mid Cyber | Jiv Agro | GVK Ltd,
Kic Auto = 0.60 0.74 0.56 0.15
Pee Cee 0.60 - -0.54 0.32 -0.40
| Mid Cyber | 0.74 -0.54 - 0.38 0.49
| Jiv Agro 0.56 0.32 0.38 - 0.66
| GVK Ltd. 0.15 —0.40 0.49 0.66 -

Each stock has an expected return of 16% and a standard deviation of 22%.

If your entire portfolio is composed of only stock of Kic Auto and you ¢an add one more stock
to your portfolio, the stock that you should select is
weebl y. com

@ PeecdbMW. Sanketi cf ai .
(b)  Mid Cyber
(e} Kic Auto

.....

(Please ‘\

lﬂt Page 3 of 16
Al University. Al rights reserved. Photocopying is strictly probibited



etalled working
Do not spend

' __WEMSICasalet (50 Marks)

S| '_ of questions with serial number 1 - 5.

ed against each question,
slexplanations should form part of your answer,
more than 110 - 120 minutes on, Section B,

Probabilityof | Rewmin ——
Sgenario | Slock A | Sic :

nax | Stook B [ Wiarker
015

205 [ 265 12 |
0.25 90 | 75 ] 105 |
0.35

0.35 =50 | 45 [ 425 |
50 | 80 | 20|

From the above information,

A portfalic ma

2,

3|.

gﬁnmd Is 50.

% 12,000. The settiement p

nager is:considering the following two bonds for Inciusion in the
v tur
KT
00 @ 8.25% on the face

settiement price of a Nifty fulures conract, an a particuler day in a particular
mﬂ} of the year 2010 on NSE was 5462.35, The muitiple associated with each

you are required to calculate the unzystemnatic risk of
(12marks)

w bR s eebh yes€om

ond, 'elirrently seffing at ¥ 905 It pays an
valuie of € 100,

.8 25-year bond will give a YTM of 10% and a
Eﬁﬁ%ﬁiﬁﬂ!ﬁmﬁﬁﬁﬂmmmﬂm#hmqwbﬂ
ger if his investment horizon is five years and ,

el et

The initial margin for the contract is T 16,000 and the maintenance margin is set at

rices on subsequent eight days were as follows:

D Settlement price
I~ 5477890

5408.70
541545
5402.40
5471.85
5486.15
479,40

b flows, the daily closing.
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4. Duration of a bong portfolio is 3 years and its average YTM is 12.50%. if ave YTM
- decreases to 12.30%, percentage change in the value of the portfolio is approximately




a. Long at 516300 MB3G2F.g71
D.  Short at 9462 35 bis
Marks
( 5 mark
Casele 5
Answer the following questions b t

ased on the given Caselet:

great benefit q

ion, bl

f blue chip stocks is that when the
stocks. Not only during economic t

Jﬁn E:rlﬂps :SLIHH}P stand up better than other
) : » Under normal conditi 1] i

que_nmp‘stocks to }he portfolio helps in reducing the risk. In if;llﬂh?r:;sf 31?:’ h:;idn;g
you !denhfylblue chip stocks? And also analyze the basic theme of indﬂéi blue
chip stocks in the portfolio. <

A good company may not always be a good investment. In thi
substaniflate the argument that constructing a portfolio of excellent or we;'lsm:;?;;tge:t;
companies does not always yield benefits. And also suggest the precautions to be
taken by the investor before investing in blue chip stocks. ( 7 marks)
Dgsptte their reputation as boring, stodgy and perhaps even a little outdated, blue

chip stocks have long reigned supreme in the portfalio of retirees, non-profit
foundations and conservative individuals. Blue Chip stock has always made up an

iImportant part of investors’ portfolios. But like most things in life, there is an upside

and a downside to investing in Blue Chip stock. On the one hand, it is considered a

low risk investment because it is stock of economically stable and ious

ooyl <otk R B S o

of the

Everyone always h;:ﬁts for a great bargain, and with the recent tyrmoil iln the stock
market, it further increased around the markets. The best time to invest in biue chip

@;}/-stﬂcks is when they are steeply discounted. The term 'Blue Chip' stock commonly

refers to high quality stock from leading companjes. They are usually high in price,
regarded as safe and are known to pay good dividends. They make up the core of Lol
the BSE Sensex and NSE Nifty 5o their price usually follows the index's growtt,

The term is said to have originated as an allusion to the mosl vqluam i

in casinos for gambling. Some examples of Biue Chip stock are L=
Reliance Industries, Infosys etc.

Blue Chip stocks are traditional companies with a long

arSm——

| ings. Year over year, these staWarl o g o
B oons o1 2 conservative portolio. Since they a8 26 ey
risen over the past twenty years or so fo MEEEEE time
prohibitive to add to most portfolios. kes now the perfect

1o of the market ma 60 NS
But the recent decline in the overall ‘““Wfﬁw b the B1 (P SUIG0

add blue chip stocks to a portfolio- 1

o ino’ hips are the
m% orld of casino's, where blue ¢
hi spd’hﬁcthataphrasebonmedfmmma

- E 18 y . d ﬂead}‘.
what some considers the most boring ancd stead
ue Chip stocks are considered a gold crown in any

Ty L] "
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6.

This section consjer
Answer all questione
Marks are indicated ﬁgal_nst each question.

Do not spend more than 25 - 39 minutes on Section C.

of questions withseﬁalnummg

In recent years, equity sty

investment community. The popularity of style investing is evident from the number 3 -
of style funds coming up. Describe the concept of style investing and also discuss
different types of equity styles. '

In context of investments, risk is referred as variability of .expgctedf,rewm':ﬁr itis an
attempt to quantify the probability of actual return being different from expected St
return. Discuss three main components of risk. | (10marks)

le management has attracted great attention from the

WW. S ankehs sfseénoeepl y. com

END OF QUESTION PAPER




ﬂfﬂﬁky ﬁﬁcﬂn’tfes_, ot ;
heirrespeciive marke v

s above
£ and (ll) abovs
Both (1) and (111 above
Both (I1) and (111} above.
19- Wh[ﬁh of Lh'E fﬂ“ﬂ‘-’ﬂ'll‘lg Stalﬁmal'l*_s Fﬂl’ﬂl’E true 'I'I"“h rE-E-p:Eﬂ o constant mi sira 4
L. Trl'.esa strategies are more Elatic in nature.
Il. Risk tolerance level of the inv
. When the stock markets are perectly ca
favor the constant mix sirategies ovar the buy and hold strategies.
(a) Only () above
jb‘) Only (II) above
(c) Both {I) and (Il) above
(d) Both (I) and (1) a?uve - I m
) RePIct ai . weebly. co
MB gﬁt@tggl the investor's objeclivesis larmedas
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investment portfolio, and the ' som il ey -
: : ' potential to make incre e o

Investors can buy at almost histo T =
investing in companies with solid historic ref: A tha

. . ' S0Nd ¢ returns a e LS
Ehh?ncamnfkmakmg hugesumggfnw"a}, B na il Is im g
eﬁe?:ts oKs at the time of turmoil is smart gain sale pricing is in
One way that some people have tried lﬁ-rﬁit‘ibat'a failures in stock market investing

is to invest in blue chip stocks. Blue-chip stocks usually pay high dividends and are
thought to be safer or at least less risky than other stocks.

However, a good company may not always be a good investment. Limiting to only
blue chips may result in being too conservative. Keeping in blue chips to around
30% of overall portfolio is optimal. But, going beyond that is not advisable.

Because, ¢ i ar at Blumé@:p af Wi @rpinue to value
itself but tmgug%ﬂuﬁchignﬁiimuﬁs so far Gll?'l cate we are in heading
toward improvement. If you are careful enough, you can invest significant amounts
and still take advantage of the situation.

END OF CASELET

| END OF SECTION B




