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Instructions for the candidates
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There are 7 questions in the question paper. Answer any 5 questions.
All questions carry equal marks.

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

throughout the paper.

a). How do Net Present Value (NPV) and Internal Rate of Return (IRR) help in selecting
profitable projects? A project requires an initial investment of 260,000 and generates cash
inflows of 320,000 per year for 4 years. The discount rate is 10%. Calculate the NPV and
state whether the project should be accepted. 3+3

b). What are perpetual annuities? A perpetual annuity pays $5,000 per year forever. If the
interest rate is 15%, calculate the present value of this perpetuity. 3+3

c). What is the difference between Macaulay duration and Modified duration? 343

a). Explain portfolio diagram lemma ‘Prove that the curve in a return risk diagram defined
by a non-negative mixture of two assets 1 & 2 lies within the triangular region defined by
the two original assets and the point on the vertical axis of height A = (11 62 + 12 61y OC1+
02).(6)



b). What do you understand by a feasible set? What do you understand by the minimum
variance point? 3+3

c¢). Suppose that there are two assets with r1=15, 61=20, r2=18, 52=.01. A portfolio is
formed with weights w1=.25 and w»=.75. Calculate the mean and the variance of the
portfolio? 6

a). What do you understand by Passive and Active trading? Explain with the help of
examples. 3+3

b). What is the difference between the Securit y Market Line (SML) and the Capital
Market Line (CML)? Explain with the diagram? 3+3

c). Explain the Capital Asset Pricing Model. And what is meant by the beta coefficient
(Bi) for a security? 3+3

a). Consider a two-asset portfolio with the following parameters: Asset 1: Expected return
0.12, standard deviation 0.20. Asset 2: Expected return 0.15, Standard Deviation
0.18. Covariance between the two assets is 0.01. Portfolio weights: w1=0.25 and
w2=0.75. (i) Calculate the expected return of the portfolio. (ii)Calculate the variance
of the portfolio. 3+3

b). Explain one fund theorem? What do you understand by the degeneracy condition?
3+3

¢). Suppose you buy 200 shares of the Walt Disney Company at $30 per share and 100
shares of Coca-Cola stock at $40 per share. If Disney's share price goes up to $36 and
Coca-Cola's falls to $38, what is the new value of the portfolio, and what return did it
earn? Show that the price change, what are the new portfolio weights? 6

a). Explain the difference between systematic risk and idiosyncratic risk with figures?
3+3

b). Explain what you understand by the linearity of pricing and the certainty equivalent
form? 6

c). What is the significance of portfolio diversification? What is a feasible set in
portfolio theory? Discuss two important properties of a feasible set. (3+3)

a). How is Behavioural Finance different from Conventional Finance? Explain in points.
b). What is an efficient market? Explain 3 forms of market efficiency.

¢). You are about to purchase a new car and have two options to pay for it. You can

pay $20,000 in cash immediately, or you can get a loan that requires you to pay $500
each month for the next 48 months (four years). If the monthly interest rate you earn
on your cash is 0.5%, which option should you take?



7

a). Difference between Jensen’s index and Sharpe ratio with a diagram? 3+3
b). Explain the theories of the term structure 6

a). What is immunisation of a bond? Calculate the Macaulay duration of a 10 %
coupon, 30-year bond that is trading at par, with a yield is 10 %, assuming semi-
annual coupon payments. 3+3
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3. F). 4T 3R e BT A 39T FAT ATCIT &2 ITEON H TETIaT § HSIST| 3+3
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