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Instructions for the candidates

Write your roll no on the top immediately on receipt of this question paper.

There are 7 questions in the question paper. Answer any 5 questions.

All questions carry equal marks.

The answer may be written either in English or Hindi, but the same medium should be used

throughout the paper.

Question 1
a) Discuss the Capital Asset Pricing Model. (12 marks)

b) Suppose drug-maker Cipla (CIP) has a beta of 0.7, whereas the beta of Infosys (INS) is
0.8y. If the risk-free interest rate is 3% and the market premium is 5%, what is the expected
return of an equally weighted portfolio of Cipla and Infosys, according to Capital Asset
Pricing Model? (6 marks) ]

Question 2

Assume that the expected rate of return on the market portfolio is 23% and the rate of return
on T-bills (the risk-free rate) is 7%. The standard deviation of the market is 32%, Assume that
the market portfolio is efficient

a) What is the equation of capital market line? (6 marks)

b) If an expected return of 39% is desired, what is the standard deviation of this
position? (6 marks)

c) If you invest $300 in the risk-free asset and $700 in the market portfolio, how much
money should you expect to have at the end of the year? (6 marks)

Question 3
i) Write short notes on the following: (12 marks)

a) Callable bonds

b) Convertible bonds
c) Put bonds

d) Floating rate bonds




ii) Find the price of a bond with 30-year maturity period, with par value of $1000 paying 60
semiannual coupon payments of $40 each. Consider that the rate of interest is 4% per 6-
month period. ( 6 marks)

Question 4

a) Sonia wants to buy a new car. Her uncle Ramesh will lend her the money if she agrees
to pay back in four years, and she offers to pay him the interest rate that he would
otherwise get by putting his money in a savings account. Considering her expenses,
Sonia thinks she will be able to pay rupees 5000 in one year, and then rupees each
year for next three years. If her uncle earns 6% on his savings account, how much can
Sonia borrow from him? (10 marks)

b) Define the following terms: (8 marks)

1) Perpetuity
ii) Annuity

Question 5

a) Discuss Markowitz Portfolio optimization model. (12 marks)

b) Suppose there are two assets with r1= 0.12 andr2=0.15,0¢ = 0.20,0, =
0.18 gy, = 0.01. A portfolio is formed with weights w1 =0.25 and w2 = 0.75. Find
out the mean and the variance of the portfolio. (6 marks)

Question 6

Stock ABC has an expected return of 12% and risk of B = 1. Stock XYZ has expected return
of 13% and risk of B = 1.5. The market’s expected return is 11% and rr = 5%.

a) According to CAPM which stock is better to buy? (6 marks)

b) What is the alpha of each stock? Plot the security market line and each stock’s risk-
return point. (6 marks)

¢) For a single index market, what are the key implications according to CAPM. (6
marks)

Question 7

¢

a) Simran has just graduated with her MBA. Rather than take the job she was offered at
an investment bank, she has decided to start her own business. Her business requires
an initial investment of 1000000 rupees. After that, it will generate a cash flow of
50000 rupees at the end of one year and this amount will grow by 4% per year
thereafter. What is the internal rate of return (IRR) of this investment opportunity. (6
marks)

b) Discuss the following terms: (12 marks)

i) Zero Coupon bonds
1) Yield to maturity
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