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Part A			                                 10x1/2=5
                                                      Choose the correct Answer 

1. Liquidity risk is:
a)  is risk investments bankers face                         b)   is lower for small OTC
c)    is risk associated with secondary market transactions
d)    increases whenever interest rates increases

2. Bondholders usually accept interest payments each
a) 1 year                        b)  six months                 c)    2 months          d)    2 years

3.       As the debt ratio increases, 
a) fewer assets are debt-financed, and the ratio of debt-to-equity increases 
b) fewer assets are debt-financed, and the ratio of debt-to-equity decreases 
c) more assets are debt-financed, and the ratio of debt-to-equity increases 
d) more assets are debt-financed, and the ratio of debt-to-equity decreases

4.      If interest rates rise, the price of preferred stock 
a) is not affected                 b)    rises           c)   falls           d)   may rise or fall
5.     Expected worth is the
a) inverse of standard deviation                                b)    correlation between a security
c)   same as discrete probability distribution       c)   weighted average of all possible outcomes

6.     Technical analysis reflects the idea that stock prices: 
a) move upward over time                     b)   move inversely over time. 
c)   move in trends.                                 d)  move randomly.

7.   All of the following are assumptions made by technical analysts except: 
a) Changes in trend are caused by shifts in supply and demand relationships. 
b) Stock price movements are independent. 
c) Security prices tend to move in trends. 
d) Supply and demand of securities are determined by various factors

8.   A price weighted index is an arithmetic mean of
a) future prices                                     b)  current prices        
c)  quarter prices                                   d)    none of these

9.   Equity does NOT include 
a) cash and paid-in capital                     b)   common stock and paid-in capital 
c)   paid-in capital and retained earnings 
b) common stock, paid-in capital and retained earnings 

10.   In the Treynor-Black model, the weight of each security in the portfolio should be proportional to its __________. 
a) alpha/beta 
b) alpha/beta/residual variance 
c) beta/residual variance 
d) alpha/residual variance 




    Part  –B  				(5x4 =20)
                                                                  Answer all questions
Ach answer should not exceed 200 word or one page

11 a) What are the elements of investment? Explain.
(Or) 
     b) If a particular share is bought in 2011 at Rs.50 and sold in 2012 at Rs.60, and the 
         dividend yield is Rs.5, Calculate the Rate of return.  

12 a) Interpret the Types of Bond Risk.
 (Or) 
     b) An investor purchases  a bond at Rs.900 with Rs.100 as coupon payment and sells it at 
         Rs.1000. What is the holding period return?

13 a) What are the Kinds of Industries? 
				(Or)
     b) Differentiate Technical and Fundamental Analysis.


14 a) Interpret the Objectives of Portfolio.
				(Or)
     b) Why Portfolio is necessary?

15 a) Explain modern portfolio theories.
(Or)
b) Sketch the rules for formula plans

  Part C 			            (5x7 =35)
Answer all Questions
Each answer should not exceed 600 words or three pages

16 a)  Sketch the features of an Investment Program
         (Or)
     b)   A Rs 100 par value bond bearing a coupon rate of 11 percent matures after 5 years. 
           The expected yield to maturity is 15 percent. The present market price is Rs 82. 
           Can the investor buy it?


!7 a)    A four –year born with a 7 per cent coupon rate and maturity value of Rs 1,000 is currently 
           selling at Rs 905. What is its yield to maturity?
(Or)


18 a)  Describe the Dow’s technical school of thought.
        (Or)
    b)   Describe Random walk theory

19 a)  Describe the traditional approach in the construction of portfolio.
       (Or)
     b)  Describe about portfolio management.

 20 a)  How many inputs are needed for a portfolio analysis involving 40 securities in the 
           Sharpe and Markowitz models?
      (Or)
     b)  The following table provides information regarding portfolio return and Risk.
	Portfolio
	Expected Return E(R)
	∑

	1
	10
	4

	2
	12
	7

	3
	13
	5

	4
	16
	12

	5
	20
	14


a) The treasury Bill rate is 5%. Which portfolio is the best?
b) Would it be possible to earn 12% return with o   of 4%.
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1. is risk associated with secondary market transactions
1. six months
1. more assets are debt-financed, and the ratio of debt-to-equity increases 
1. falls
1. weighted average of all possible outcomes
1. move in trends
1. Stock price movements are independent
1. current prices
1. cash and paid-in capital
1. alpha/beta/residual variance

Part  –B   (5x4 =20)
Answer all questions 
11 a) Elements of investment
1. Time
1. Return
1. Risk
1. Tax saving
1. Liquidity
	
(Or)
     b) If a particular share is bought in 2011 at Rs.50 and sold in 2012 at Rs.60, and the dividend yield is Rs.5, Calculate the Rate of return.  
Rate of return = 5%

12 a) Interpret the Types of Bond Risk.
1. Interest rate risk
1. Default risk
1. Marketability Risk
1. Callability Risk
				  (Or)

b) Holding period return = Price Gain + Coupon Payment    =   100+100    =  200
				Purchase Price	900	   900
			
				= 0.2222 =  22.22%

13 a) Kinds of Industries
1. Growth Industry
1. Cyclical industry
1. Defensive Industry
1. Cyclical growth industry

(Or)

b) Difference 
	Basis for Comparison
	Fundamental Analysis
	Technical Analysis

	Meaning
	Fundamental Analysis is a practice of analyzing securities by determining the intrinsic value of the stock.
	Technical analysis is a method of determining the future price of the stock using charts to identify the patterns and trends.

	Relevant for
	Long term investments
	Short term investments

	Function
	Investing
	Trading

	Objective
	To identify the intrinsic value of the stock.
	To identify the right time to enter or exit the market.

	Decision making
	Decisions are based on the information available and statistic evaluated.
	Decisions are based on market trends and prices of stock.

	Focuses on
	Both Past and Present data.
	Past data only.

	Form of data
	Economic reports, news events and industry statistics.
	Chart Analysis

	Future prices
	Predicted on the basis of past and present performance and profitability of the company.
	Predicted on the basis of charts and indicators.

	Type of trader
	Long term position trader.
	Swing trader and short term day trader.




14 a) Objectives of Portfolio.
1. Security of Principal Investment :Portfolio management not only involves keeping the investment intact but also contributes towards the growth of its purchasing power over the period. The motive of a financial portfolio management is to ensure that the investment is absolutely safe. 
1. Consistency of Returns : Portfolio management also ensures to provide the stability of returns by reinvesting the same earned returns in profitable and good portfolios. The portfolio helps to yield steady returns. 
1. Capital Growth : Portfolio management guarantees the growth of capital by reinvesting in growth securities or by the purchase of the growth securities. A portfolio shall appreciate in value, in order to safeguard the investor from any erosion in purchasing power due to inflation and other economic factors. 
1. Marketability : Portfolio management ensures the flexibility to the investment portfolio. A portfolio consists of such investment, which can be marketed and traded. It is always recommended to invest only in those shares and securities which are listed on major stock exchanges, and also, which are actively traded.
1. Liquidity : Portfolio management is planned in such a way that it facilitates to take maximum advantage of various good opportunities upcoming in the market
1. Diversification of Portfolio : Portfolio management is purposely designed to reduce the risk of loss of capital and/or income by investing in different types of securities available in a wide range of industries. 
1. Favorable Tax Status : Portfolio management is planned in such a way to increase the effective yield an investor gets from his surplus invested funds. By minimizing the tax burden, yield can be effectively improved.

(Or)
b) Needs of Portfolio
1. Take inventory of the assets.
1. Reconsider the balance between risky and conservative assessments
1. Consider selling of investments
1. Keeping open to new opportunities
1. Partner with a fiduciary financial advisor
1. Best Investment Strategy
1. Risk Minimization

15 a) Modern Portfolio Theories
Modern Portfolio Theory (MPT) is an investing model where the investor attempts to take minimal level of market risk to capture maximum-level returns for a given portfolio of investments. However, although widely used within the financial industry, there are recent criticisms and variations of style to consider before applying MPT to your own investment portfolio and strategy.
Risk and expected return
MPT assumes that investors are risk averse, meaning that given two portfolios that offer the same expected return, investors will prefer the less risky one. Thus, an investor will take on increased risk only if compensated by higher expected returns.
Under the model: 
1. Portfolio return is the proportion-weighted combination of the constituent assets' returns.
1. Portfolio volatility is a function of the correlations of the component assets, for all asset pairs

(Or)

1. Rules for formula plans
The portfolio which is once selected has to be continuously reviewed over a period of time and then revised depending on the objectives of the investor. The important factors to take into consideration are the timing for revision. 
The timing for revision is found out by the use of formula plans. These plans are predetermined with distinctive objectives and rigidity of rules. Each of these has its own methodology and is useful for investors to make a profit. These are
1. Constant Rupee Value, 
1. Constant Ratio Value, and 
1. Variable Ratio Formula Plans. 

  Part C 			            (5x7 =35)
Answer all Questions
Each answer should not exceed 600 words or three pages
1. a. Essential features of an Investment Programme
1. Safety of principal
1. Liquidity and Collateral value
1. Stable income
1. Capital Growth
1. Tax implications
1. Stability of Purchasing Power
1. Legality
(Or)
b. Solution: 
Value of the bond is = 120 (5.216) + 1000 (0.270)
                                     = 625.92 + 270
                                     = 895.92 Ans. 
     17a. Yield to maturity can be found out by using trial-and-error method. Lets us try 10 percent as yield to maturity.
	Cash flow
	PV for 10%
	PV of CF

	70
	0.9091
	63.64

	70
	0.8264
	57.85

	70
	0.7513
	52.59

	1070
	0.6830
	730.82

	                                             904.90


The yield to maturity is 10 percent.
 (
C
+(
P or D/year to maturity)
               (P
0
 + F)
)            The approximate YTM can also be calculated using the following formula:
	                         Y=

               Y = Yield to maturity
               C = Coupon interest
               P or D = Premium or discount
               P0 = Present value
               F = Face value
 
 (
   70+ (95/4)  
 (905+1000)/2
 
93.75
 952.5
)
                                      =     			
	
			=			
			
                    = 0.098
	       Y = 9.8%	
                   Yield to maturity is 9.8 percent.
(Or)
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)b. Solution 
	NPV =                      +
                       = 11X 3.522 + 100 X 0.4972
	           = 36.87+ 49.72 = 86.59
	           = 86.59 – 82 = 4.59
The net present value is higher, i.e., the market value is lower than the calculated value and hence the bond is underpriced; the investor can buy the bond.
18 a. Dow’s technical school of thought.
The technical school of thought developed its own theory for determining the behaviour of stock prices by giving weightage to the intrinsic value of the share. Intrinsic value is different for each investor and to find out the intrinsic value the fundamental analysis undertook financial statement analysis. 
Accordingly the prices are determined in the following manner: 
a) Prices of securities are determined by the demand and supply of securities in the market. Demand and supply of securities are considered to be the main essence of the changes in security analysis. 
b) Technical analysis is a method of presenting financial data of the past behaviour and to find out the history of price movements and depict these on a chart. 
c) The charts have a method of prediction of significant price movements, project meaningful patterns and the practical applications of these patterns help in determining future price
d) Typical charts are made for making prediction about a single security. 
e) Charts are also used to find out the total broad spectrum of the market. 
f) Charts also determine the individual security prices and show the total market index

(Or)
b. Random walk theory
The random walk theory is based on the efficient market hypothesis in the weak form that states that the security prices move at random. The Random Walk Theory in its absolute pure form has within its purview. 
Some of the concepts of the efficient market theory are described below
1. A perfectly competitive market which according to it operates in an efficient manner in order to bring about the actual stock prices with its present discounted value.
1. It further states that since the market is in its most efficient form the participants in the market have free access to the same information so that the market price which is prevailing reflects the stocks’ present value.
1. If there is any deviation from this equilibrium theory, it is quickly corrected and the stock find its way back to the equilibrium price.
1. This theory also states that a price change occurs in the value of stock only because of certain changes which affect the company or the stock markets.
(5) The change in price alters the stock prices immediately and the stock moves to a new equilibrium level. 
(6) This rapid shift to a new equilibrium level whenever new information is received is the Random Walk Theory. 
(7) The instant adjustment is recognition of the fact that all information which is known is truly reflected in the price of stock. 
(8) Further change in the price of stock will be only as a result of some other new piece of information which was not available earlier. 

19 a. Traditional approach in the construction of portfolio.
Financial plan of an individual is evaluated with regard to an individual`s needs in terms of income and capital appreciation and appropriate securities are selected to meet those needs. The traditional approach basically deals with two major decisions like a) Determining the objectives of the portfolio and b) Selection of securities to be included in the portfolio.
Factors:
1. Analysis of Constraint
1. Determination of Objective
1. Selection of Portfolio
1. Risk & Return Analysis
1. Diversification
1. Growth in Income
1. Appreciation of Capital

(Or)

b. About portfolio management.
Portfolio management refers to managing an individual’s investments in the form of bonds, shares, cash, mutual funds etc so that he earns the maximum profits within the stipulated time frame.

Need for Portfolio Management
Presents the best investment plan to the individuals as per their income, budget, age and ability to undertake risks.
1. Mimizes the risks involved in investing and also increases the chance of making profits.
1. Portfolio managers understand the client’s financial needs and suggest the best and unique investment policy for them with minimum risks involved.
1. Enables the portfolio managers to provide customized investment solutions to clients as per their needs and requirements.

Objectives of Portfolio Management
1. It is aptly put as the customization of the investment needs catered by the portfolio managers as per the defined requirements.
1. Portfolio management helps in providing the best options for investments to individuals as per the defined criterions of their income, budget, age, holding period and risk taking capacity.
1. This is mainly done by the Portfolio managers who understand the investors’ financial needs and accordingly suggest the investment policy that would have maximum returns with minimum risks involved. Aptly put, it is risk reduction through diversification.
1. This is the method preferred by those who believe in having liquidity in investments so that one can get the money back when needed.
1. Some of the portfolio management schemes are also done for tax saving purposes.
1. It helps the investors maintain the purchasing power. 

 Types of Portfolio Management
1. Active Portfolio Management: As the name suggests, in an active portfolio management service, the portfolio managers are actively involved in buying and selling of securities to ensure maximum profits to individuals.
1. Passive Portfolio Management: In a passive portfolio management, the portfolio manager deals with a fixed portfolio designed to match the current market scenario.
1. Discretionary Portfolio management services: In Discretionary portfolio management services, an individual authorizes a portfolio manager to take care of his financial needs on his behalf. The individual issues money to the portfolio manager who in turn takes care of all his investment needs, paper work, documentation, filing and so on. In discretionary portfolio management, the portfolio manager has full rights to take decisions on his client’s behalf.
1. Non-Discretionary Portfolio management services: In non discretionary portfolio management services, the portfolio manager can merely advise the client what is good and bad for him but the client reserves full right to take his own decisions.

20 a) Solution
Sharpe = (3N) + 2 = 50 X 3 + 2  = 152
Markowitz = [N(N + 3)]/2 = 1325
(Or)

b) The information given is only the R1, E(R) and ∑. With This, The return to risk ratios can be found and highest yielding return to risk ratio can be selected as the best portfolio
	Portfolio
	Expected Return E(R)

	1
	(10-5)/4= 1.25

	2
	(12-5)/7= 1.0

	3
	(13-5)/5= 1.6

	4
	(16-5)/12= 0.92

	5
	(20-5)/14= 1.07


3. The third portfolio yields the highest return for a unit of risk.
3.  If ∑ =4, then the best portfolio will yield: = 5+4(1.6) = E (R) = 11.4
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