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Maximum Marks — 100

Answers to questions are to be given in English except in the case of candidates who have

opted for Hindi Medium. If a candidate who has not opted for Hindi medium his answers in

1. (a)

(b)

Hindi will not be valued.

Question No. 1 is compulsory.

Attempt any five from the rest.

Working Notes should form part of the answer.

Marks

Mr. Tamarind intends to invest in equity shares of a company the value of 5

which depends upon various parameters as mentioned below :

Factor " Beta Expected value in % | Actual value in %

GNP 1.20 -5 R 7.70

Inflation 1.75 5.50 7.00 .
' Interest rate 1.30 7.75 9.00 :

Stock market index 1.70 1000 12.00

Industrial pmductiuh l 1.00 7.00 7.50

If the risk free rate of interest be 9.25%. how much is the return of the share

under Arbitrage Pricing Theory ?

The current market price of an equity share of Penchant Ltd is ¥ 420. Within a 5

period of 3 months, the maximum and minimum price of it is expected to be ¥

500 and T 400 respectively. 1f the risk free rate of interest be 8% p.a.. what

should be the value of a “3 month’s” CALL option under the *Risk neutral’

method at the strike rate of ¥ 450 ? Given "2 = 1.0202
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(c) A Mutual Fund is holding the following assets in ¥ Crore : 5
Investments in diversified equity shares 90.00
Cash and Bank Balances 10.00
100.00

The Beta of the portfolio is 1.1. The index future is selling at 4300 level. The
Fund Manager apprehends that the index will fall at the most by 10%. How
many index futures he should short for perfect hedging so that the portfolio

beta is reduced to 1.00 ? One index future consists of 50 units.

Substantiate your answer assuming the Fund Manager’s apprehension will

materialize.
(d) Mr. 'Ef:mpest has the following portfolio of four shares : 5
Nmn:: Beta | Investment ¥ Lac.
Oxy Rin Ltd. 0.45 . 0.80
Boxed Lid 0.35 1.50
Square Ltd 115 | 2.25
Ellipse Ltd 1.85 4.50

The risk free rate of return is 7% and the market rate of return is 14%.
Required.

(i) Determine the portfolio return.

(i) Calculate the portfolio Beta.
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(a) X Lid had only one water pollution control machine in this type of block of 8

asset, with no book value under the provisions of the Income Tax Act. 1961 as
it was subject to rate of depreciation of 100% in the very first year of

installation.

Due to funds crunch. X Ltd decided to sell the machine which can be sold in

the market to anyone for T 5,00,000 easily.

Understanding this from a reliable source, Y Lid came forward to buy the
machine for ¥ 5,00,000 and lease it to X Ltd for lease rental of ¥ 90,000 p.a. for
5 years. X Ltd decided to invest the net sale proceed in a risk free deposit,
fetching yearly interest of 8.75% to generate some cash flow. It also decided to

relook the entire issue afresh afier the said period of 5 years.

Another company, Z Ltd also approached X Ltd proposing to sell a similar
machine for ¥ 4,00,000 to the latter and undertook to buy it back at the end of 5
years for ¥ 1,00,000 provided the maintenance were entrusted to Z Lid for
yearly charge of ¥ 15,000. X Ltd would utilise the net sale proceeds of the old

machine to fund this machine also should it accept this offer.

The marginal rate of tax of X Ltd is 34% and its weighted average cost of

capital is 12%.

Which Alternative would you recommend ?
Discounting Factors @ 12% -

Yehr 1 2 3 4 3
0.893 0.797 0.712 0.636 0.567
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