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Paper Pattern : 

Dec 2019 paper contained two sections, A and B.  
 
Section A is compulsory and contains question no. 1 for 20 marks.  
Section B contains question numbers 2 to 8, each carrying 16 marks. ( Answer any 5 questions ) 
 
 
 
Weightage : 

 

Sec A : Cap budg. + Leasing  
Sec B : Mutual Funds + Theory  
Sec C : Portfolio Mngt  
Sec D : Derivatives + Forex +    
Theory  
 
 
 
 
 

 
 
 
Sequence to be followed while studying : 
 
Portfolio management  
Derivative  
Forex 
Capital Budgeting  
Leasing  
Mutual Funds 
Theory  
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PORTFOLIO MANAGEMENT : 

 
 
MCQ : 
 
 
1.  
 
A company is considering four projects A, B, C and D with the following information: 

 
 

 Project A Project B Project C Project D 
Expected NPV 
(Rs) 

60,000 80,000 70,000 90,000 

Standard 
deviation (Rs) 

4,000 10,000 12,000 14,000 

 
Which project will fit the requirement of low risk appetite? 
 
(A) Project A 
(B) Project B 
(C) Project C 
(D) Project D 

 
 
 
 
2. The probability distribution of security N is given below: 

 
Probability Return 

(%) 
0.30 30 
0.40 20 
0.30 10 

 
 
The risk of the return of the security will be around 
(A) 60% 
(B) 8% 
(C) 20% 
(D) 24% 
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3. 
A project had an equity beta of 1.3 and was going to be financed by a combination 
of 30% debt and 70% equity. Assuming debt-beta to be zero, the project beta is : 
 
(A) 0.81 
(B) 0.71 
(C) 0.51 
(D) 0.91 

 

4. 

A project had an equity beta of 1.4 and is to be financed by a combination of 25% 
Debt and 75% Equity. Assume Debt Beta as zero, Rf = 12% and Rm = 18%. 
Hence, the required rate of return of the project is 
 
(A) 16.72% 
(B) 18.30% 
(C) 17.45% 
(D) 12.00% 

 

5. 

The beta co-efficient of equity stock of Anjuna Ltd is 1.6. The risk free rate of return is 
12% and the required rate of return is 15% on the market portfolio. If dividend 
expected during the coming year ₹2.50 and the growth rate of dividend and earnings 
is 8%. At what price the stock of Anjuna Ltd. Can be sold (based on CAPM)? 
 
(A) ₹12.50 
(B) ₹16.80 
(C) ₹28.41 
(D) Insufficient Information. 

 

6. 

A project had an equity beta of 1.3 and was going to be financed by a combination 
of 30% debt and 70% equity. Assuming debt-beta to be zero, calculate the project 
beta and return from the project taking risk free rate of return to be 10% and return on 
market portfolio of 18%. 
 
(A) 14.28% 
(B) 17.28% 
(C) 15.28% 
(D) 16.28% 

 

7. 
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The following is not a systematic risk. 
 
(A) Market Risk 
(B) Interest Rate Risk 
(C) Business Risk 
(D) Purchasing Power Risk 

 

8. 

An investor has three alternatives of varying investment values. The data available for 
each of these alternatives are given below: 

 

Alternative Expected Return (%) Standard Deviation of Return 
I 23 8 
II 20 9.5 
III 18 5 
   
   

 

Which alternative would be the best if coefficient of variation is used? 
(A) Alternative III is the best as its co-efficient of variation is the lowest 
(B) Alternative II is the best as its co-efficient of variation is the lowest 
(C) Alternative I is the best as its co-efficient of variation is the lowest 
(D) None 

 

 

 

 

 

9. 

An investor owns a stock portfolio equally invested in a risk free asset and two stocks. 
If one of the stocks has a beta of 0.75 and the portfolio is as risky as the market, the 
beta of the stock in portfolio is 

 

(A) 2.12 
(B) 2.25 
(C) 2.56 
(D) 2.89 

 

10. 
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For a portfolio containing three securities A, B and C, 
correlation coefficients ρAB = +0.4; ρAC = +0.75; ρBC = - 0.4;  
 
standard deviation σA =9; σB = 11; σC = 6;  
 
weights ωA = 0.2; ωB = 0.5; ωC = 0.3;  
 
The covariance of securities A and B is 
 
(A) 3.96 
(B) 24.75 
(C) 39.6 
(D) 247.5 

 
 

 

Questions : 

 

11.  

 

 

12. 

Stock P has a Beta of 1.50 and a market expectation of 15% return. For Stock Q, it is 0.80 and 12.5% 
respectively. If the risk free rate is 6% and the market risk premium is 7%, evaluate whether these two 
stocks are priced correctly? I these two stocks to be regarded as correctly priced, what should the risk 
free rate and market risk premium be? 

 

13. 
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14. 

 

 

15. 

 

 

 

16. 

 

 

17. 
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18. 

 

 

19. 

The returns on Stock A and Market Portfolio for a period of 6 years are as follows: 

 

Year Return on A (%) Return on Market Portfolio (%) 
1 10 8 
2 17 10 
3 13 13 
4 2 -4 
5 10 11 
6 -10 -2 

 

You are required to determine: Characteristic line for Stock A  

 

20. 

A holds the following portfolio 

Share/Bond Beta Initial Price Dividend Market price at 
the end of year 

A Ltd. 0.9 30 3 60 
B Ltd. 0.8 40 3 70 
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C Ltd. 0.6 50 2 150 
G Bonds 0.01 1000 140 1010 

 

Risk Free return is 14% Calculate:  

(i) The expected rate of return on his portfolio using Capital Asset Pricing (CAPM)  

(ii) The average return of his portfolio 

 

 

 

DERIVATIVE 

 

 

21. 

 

 

22. 

 

23. 
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24. 

 

 

 

 

25. 

 

 

26. 
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27. 

Companies A and B face the following interest rates : 

 

A B 
US $                  FLOATING RATE              LIBOR + 0.5% LIBOR + 1 % 
Canadian $      FIXED RATE                                 5 % 6.5 % 

 

Assume that A wants to borrow US $ at a floating rate of interest and B wants to borrow 
Canadian $ at a fixed rate of interest . 
A financial institution is planning to arrange a swap and requires a 50 BPS ( basis point spread ). 
If the swap is equally attractive to A and B , what are the rates of interest will A and B end up 
paying. 

 

28. 

 

 

29. 
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30. 

An investor bought 2,000 shares of X Ltd. for Rs.90 per share. The initial margin is 50%. The 
maintenance margin is 40%. If the stock price decreases to Rs.70 per share. The additional funds 
put by the investors to his margin account is – 
(a) Rs.20,000 
(b) Rs.20,500 
(c) Rs.21,000 
(d) Rs22,000 

 

31. 

The spot value of NIFTY is 6430. An investor bought a two month NIFTY for 6410 call option for a 
premium of Rs.24. The option is 
(a) In-the Money 
(b) At-the Money 
(c) Out-of the Money 
(d) Insufficient Data 

 

32. 

Shares of C Ltd. is traded at Rs.1,150. An investor is bullish about the market. He buys two one 
month call option contracts (one contract is 100 shares) on C Ltd. with a strike price of Rs.1,195 at 
a premium of Rs.35 per share. Three months later, if the share is selling at Rs.1240 what will be net 
profit/loss of the investor on the position? 
(a) Rs.1000 
(b) Rs.1200 
(c) Rs.1500 
(d) Rs.2000 

 

33. 

A stock index currently stands at 7000. The risk free interest rate is 8% p.a. continuously 
compounded and the dividend yield on the index is 4% p.a. What should be the futures price for 
a four month contract? [Given e(.08-.04)4/12 = 1.013423] 
(a) 7093.96 
(b) 7097.34 
(c) 7098.68 
(d) 7099.25 

 

34. 

A 6-month forward contract on a non-dividend paying stock when the stock price is ` 60 and the 
riskfree interest rate (with continuous compounding) is 12% p.a. What is the forward price? 
[Given e0.06 =1.0618] 
(a) Rs.63.70 
(b) Rs.62.23 
(c) Rs.64.23 
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(d) Rs.65.27 

 

35. 

If you sell a call option on a share with a strike price of Rs. 375, market price of Rs360, and a 
premium of Rs.21.What is the maximum loss on expiry of this position? 
(a) Rs.354 
(b) Unlimited 
(c) Rs.396 
(d) None of these 

 

36. 

 

 

37. 

From the following data for certain stock, find the value of a call option using Black-Scholes 
Model : 
Price of stock now = Rs.80 
Exercise price = Rs.75 
Standard deviation of continuously compounded annual return = 0.40 
Maturity period = 6 months 
Annual interest rate = 12% 
[Given 1.062; log 1.0667 = 0.0646; N (0.5820) = 0.7197; N(0.2992) = 0.6176] 
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FOREX : 

 

 

39. 

XYZ Ltd. a US firm will need £ 3,00,000 in 180 days. 
In this connection, the following information is available: 
Spot rate 1 £ = $ 2.00 180 days 
forward rate of £ as of today = $1.96 
Interest rates are as follows: 

 

Particulars                                                                               UK                       US 

180 days deposit rate                                               4.5 %              5 % 

180 days borrowing rate                                         5 %                   5.5 % 

 

A call option on £ that expires in 180 days has an exercise price of $ 1.97 and a 
premium of $ 0.04. 
 
XYZ Ltd. has forecasted the spot rates 180 days hence as below 

 

Future rate                                                                         Probability  

$ 1.91                                                                                     25 % 
$ 1.95                                                                                     60 % 
$ 2.05                                                                                     15 % 

 

Which of the following strategies would be most preferable to XYZ Ltd.? 
(a) A forward contract; 
(b) A money market hedge; 
(c) An option contract; 
(d) No hedging. 
Show calculations in each case 
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40. 

The finance director of P Ltd. has been studying exchange rates and interest rates 
relevant in India and USA. P Ltd. has purchased goods from the US Co. at a cost of 
$ 51 lakhs payable in $ in 3 months time. 
In order to maintain profit margins the finance director wishes to adopt, if 
possible a risk free strategy that will ensure that the cost of goods to P Ltd. is no 
more than Rs.22crores. 
Rs./$ (Spot) 40/42 
Rs./ $ (1 month forward) 41/43 
Rs./$ (3 months forward) 42/45 

 

 

 

Calculate whether it is possible for P Ltd. to achieve a cost directly associated with 
transaction no more than Rs.22 crores, by means of a forward market hedge or 
money market hedge. Transaction costs may be ignored. 

 

41. 

Paper Products ltd. Has already received the invoices for HKD 2,10,000. 
Spot rate RS/HKD = 6.50 and 
60 day fwd rate is 6.60 . 
Determine whether PPL should avail the credit of 60 days or lead the payment if 
interest rates in India is (a)11% p.a (b) 6.5 % p.a. 
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42. 

On 15th January 2015 you as a banker booked a forward contract for US$ 250000 for your import 
customer deliverable on 15th March 2015 at Rs. 65.3450. On due date customer request you to cancel 
the contract. On this date quotation for US$ in the inter-bank market is as follows: 

Spot                                                                                                    Rs.65.2900/2975 per US$ 

Spot/ April                                                                                         3000/ 3100 

Spot/ May                                                                                          6000/ 6100 

 

Assuming that the flat charges for the cancellation is Rs.100 and exchange margin is 0.10%, then 
determine the cancellation charges payable by the customer. 

 

43. 

 

Rates to be rounded off to 4 decimals in multiples of 0.0025.  

On 10th June, Bank Swaps by selling spot and buying one month forward.  

Calculate:  

(i) Cancellation rate  

(ii) Amount payable on $ 2,00,000  

(iii) Swap loss  

(iv) Interest on outlay of funds, if any  

(v) New contract rate  
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(vi) Total Cost 

 

44. 

Consider the following quotes. Spot (Euro/Pound) = 1.6543/1.6557; Spot (Pound/NZ$) = 
0.2786/0.2800. Calculate the % spread on the Euro/Pound Rate. 
(A) 0.085% 
(B) 0.0085% 
(C) 0.85% 
(D) 0.00085% 

 

45. 

 

 

46. 
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CAPITAL BUDGETING 

 
 
 
Q.47 
 

 
 
 
Q.48 
 
A ltd is an all equity financed company .The current market price of share is RS.180/-. It has just paid a 
dividend of Rs.15 /- per share and expected future growth in dividend is 12 % . Currently , it is evaluating 
a proposal requiring funds of Rs.20 lacs with annual inflows of Rs.10 lacs for 3 years . 
Find out the NPV of the proposal , if flotation cost is 5 % of issue price 
 
 
Q.49 
 
Initial investment of a project is Rs. 25 lakh. Expected annual cash flows are Rs. 6.5 lakh for 10 
years Cost of capital is 15%. The annuity factor for 15% for 10 years is 5.019. What is the 
Profitability Index of the project? 
(i) 1.305 
(ii) 3.846 
(iii) 0.26 
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(iv) 0.7663 
 
Q.50 
If Annual CFAT is Rs.540000, Project life is 4 years and initial cost is Rs.1980000, what is the Payback 
Profitability of the project? 
(a) Rs.160000 
(b) Rs.195000 
(c) Rs.180000 
(d) Rs.120000 
 
Q.51 
 
The Gross Profitability Index of a project is 1.52 and its NPV is Rs. 52000, The cost of investment of 
the project is ___________ 
(a) Rs. 110000 
(b) Rs. 100000 
(c) Rs. 95000 
(d) Rs.105000 
 
 
Q.52 
The IRR of a project is 10%. If the annual cash flow after tax is RS.130000 and project duration is 4 
years,what is the initial investment in the project? 
(a) Rs. 4,10,000 
(b) Rs. 4,12,100 
(c) Rs.3,90,000 
(d) Rs. 4,05,000 
 
Q.53 
The Profitability Index of a project is 1.28 and its cost of investment is Rs. 250000. The NPV of the 
project is 
___________ 
(a) Rs.75000 
(b) Rs.80000 
(c) Rs. 70000 
(d) Rs.65000 
 
Q.54 
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Q.55 
 

 
 
Q.56 
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Q.57 

 

 
 
Q.58 
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Q.59 

 

 
 
Q.60 
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Leasing : 

 
Q.61 

 
 
Q.62 
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Mutual Funds : 

 
 

1. A mutual fund that had a net asset value of Rs.20 at the beginning of month - made income 
and capital gain distribution of Rs. 0.0375 and Rs. 0.03 per share respectively during the month, 
and then ended the month with a net asset value of Rs.20.06. Calculate monthly return. 

 

 

2. An investor purchased 300 units of a Mutual Fund at Rs.12.25 per unit on 31st December, 
2009. As on 31st December, 2010 he has received Rs.1.25 as dividend and Rs.1.00 as capital 
gains distribution per unit. 

Required :  

(i) The return on the investment if the NAV as on 31st December, 2010 is Rs. 13.00.  

(ii) The return on the investment as on 31st December, 2010 if all dividends and capital gains 
distributions are reinvested into additional units of the fund at Rs.12.50 per unit. 

 

 

3. SBI mutual fund has a NAV of Rs.8.50 at the beginning of the year. At the end of the year NAV 
increases to Rs. 9.10. Meanwhile fund distributes Rs. 0.90 as dividend and Rs.0.75 as capital 
gains.  

(i) What is the fund’s return during the year?  
(ii) Had these distributions been re-invested at an average NAV of Rs.8.75 assuming 200 units 
were purchased originally. What is the return? 

 

 

 

 

 

 

 



 

HGPA CLASSES, PUNE 
EXCLUSIVE CMA FINAL BATCHES 
FOR ADMISSIONS : CONTACT NO : 9665195753 

 

 

4. The following information is extracted from Steady Mutual Fund’s Scheme: - Asset Value at 
the beginning of the month - Rs.65.78 - Annualized return -15 % - Distributions made in the 
nature of Income - Rs.0.50 and Rs. 0.32 & Capital gain (per unit respectively).  

You are required to:  

(i) Calculate the month end net asset value of the mutual fund scheme (limit your answers to 
two decimals).  

(ii) Provide a brief comment on the month end NAV. 

 

 

 

5. A has invested in three Mutual Fund Schemes as per details below: 

Particulars MF A MF B MF C 
Date of investment 01.12.2009 01.01.2010 01.03.2010 
Amount of 
investment 

Rs.50,000 Rs. 1,00,000 50,000 

Net Asset Value 
(NAV) at entry date 

Rs.10.50 Rs. 10 Rs. 10 

Dividend received 
upto 31.03.2010 

Rs.950 Rs. 1,500 Nil 

NAV as at 31.03.2010 Rs.10.40 Rs. 10.10 Rs. 9.80 
 

 

6. Mr. X on 1.7.2000, during the initial offer of some Mutual Fund invested in 10,000 units 
having face value of ₹10 for each unit. On 31.3.2001, the dividend operated by the MF was 10% 
and Mr. X found that his annualized yield was 153.33%. On 31.12.2002, 20% dividend was 
given. On 31.3.2003 Mr. X redeemed all his balance of 11,296.11 units when his annualised 
yield was 73.52%. What are the NAVs as on 31.3.2001, 31.12.2002 and 31.3.2003? 
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7. 

Mr. A can earn a return of 16 per cent by investing in equity shares on his own. Now he is 
considering a recently announced equity based mutual fund scheme in which initial expenses 
are 5.5 per cent and annual recurring expenses are 1.5 per cent. How much should the mutual 
fund earn to provide Mr. A return of 16 per cent? 

 

 

8. 

\ The unit price of Equity Linked Savings Scheme (ELSS) of a mutual fund is Rs.10/-. 
The public offer price (POP) of the unit is Rs.10.204 and the redemption price is Rs.9.80.  
 
Calculate:  
 
(i) Front-end Load  
(ii) Back end Load 

 

 

9. 

Cinderella Mutual Fund has the following assets in Scheme Rudolf at the close of business on 
31stMarch,2014. 

Company  
 

No. of Shares  
 

Market Price Per Share  
 

Nairobi Ltd.  
 

25000  
 

20 

Dakar Ltd.  
 

35000 300 

Senegal Ltd.  
 

29000 380 

Cairo Ltd.  
 

40000 500 

 

The total number of units of Scheme Rudol fare 10 lacs. The Scheme Rudolf has accrued 
expenses of  
Rs. 2,50,000 and other liabilities of Rs. 2,00,000. Calculate the NAV per unit of the Scheme 
Rudolf 
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12. 

Sun Moon Mutual Fund (Approved Mutual Fund) sponsored open-ended equity oriented 
scheme “Chanakya Opportunity Fund”. There were three plans viz. ‘A’ – Dividend Re-
investment Plan, ‘B’ – Bonus Plan & ‘C’ – Growth Plan.  
At the time of Initial Public Offer on 1.4.1999, Mr. Anand, Mr. Bacchan & Mrs. Charu, three 
investors invested ` 1,00,000 each & chosen ‘B’, ‘C’ & ‘A’ Plan respectively 

The History of the Fund is as follows: 

 

Date  
 

Dividend %  
 

Bonus 
Ratio  
 

Net Asset Value per Unit (F.V. Rs.10)  
 

   Plan A  
 

Plan B  
 

Plan C  
 

28.07.2003  
 

20  
 

 30.70  
 

31.40  
 

33.42  
 

31.03.2004  
 

70 5 : 4  
 

58.42  
 

31.05  
 

70.05  
 

31.10.2007  
 

40  42.18  
 

25.02  
 

56.15  
 

15.03.2008  
 

25  46.45  
 

29.10  
 

64.28  
 

31.03.2008  
 

 1 : 3  
 

42.18  
 

29.10  
 

64.28  
 

24.03.2009  
 

40 1 : 4  
 

48.10  
 

19.95  
 

72.40  
 

31.07.2009  
 

  53.75  
 

22.98  
 

82.07  
 

 

On 31st July all three investors redeemed all the balance units.  
 
Calculate annual rate of return to each of the investors.  
 
Consider:  
1. Long-term Capital Gain is exempt from Income tax.  
2. Short-term Capital Gain is subject to 10% Income tax.  
3. Security Transaction Tax 0.2 per cent only on sale/redemption of units.  
4. Ignore Education Cess. 
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14. 

Five portfolios experienced the following results during a 7- year period: 

 

Portfolio  
 

Average Annual 
Return (Rp) (%)  
 

Standard 
Deviation (Sp)  
 

Correlation with 
the market returns 
(r)  
 

A 19 2.5  
 

0.840  
 

B 15 2.0  
 

0.540  
 

C 15 0.8  
 

0.975  
 

D 17.5 2.0  
 

0.750  
 

E 17.1 1.8  
 

0.600  
 

Market Risk (σm)  
 

 1.2  
 

 

Market rate of 
Return (Rm)  
 

14.0  
 

  

Risk-free Rate (Rf)  
 

9.0  
 

  

 

Rank the portfolios using  

(a) Sharpe’s method,  

(b) Treynor’s method  

 (c) Jensen’s Alpha 
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15. 

Year Your Portfolio BSE INDEX 
2005 2 -5 
2006 20 21 
2007 10 23 
2008 11 6 
2009 31 32 
2010 21 18 
2011 1 5 
2012 14 17 
AVG RETURN 13.75 14.63 
BETA 0.72 1 
STD DEVIATION 9.43 % 11.08 % 

 

Average treasury bill rate from 2005 to 2012 was 8.7 % 

Evaluate your performance based on : 

a. Sharpe 

b. Treynor 

c.Jensen 

d.Morning Star model 
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THEORY QUESTIONS : 
 
 

DECEMBER 2021 

Q.1 

Write Short Notes on Foreign Currency Convertible Bonds.  

Answer: Foreign Currency Convertible Bonds A foreign currency convertible Bond (FCCBs) is a quasi-debt 
instrument that is issued in a currency other than the issuer’s domestic currency. Over the last few 
years, a majority of Indian Companies issuing FCCBs raised fund in several foreign currency. FCCBs could 
have a coupon rate of zero but have yield on maturity or FCCBs could also carry lower interest rate and 
yield on maturity. This is a bullet payment of interest at maturity if the bondholder opts for redemption. 
This bond is a mix between the debt and equity instrument and provides the bondholders an option to 
convert the bonds into equity. This bond gives the issuers an ability to access capital available in foreign 
markets and make their presence felt in the international market. 

 

Q.2 

Write Short Notes on Asset-Backed Risk. 

Answer: Asset-Backed Risk. It is the risk that the changes in values of one or more assets that support an 
asset-backed security will significantly impact the value of the supported security. This kind of risk 
especially arises in securitisation transactions where by cash flows due on assets/receivables are pooled 
together to issue securities, the servicing of which is backed by the cash flows on such underlying assets 

 

Q.3 

Write Short Notes on Exposure netting of currency.  

Answer: Exposure Netting. Exposure netting is the act of offsetting exposures in one currency with 
exposures in the same or another currency. Example: If an entity has Dollar Receivables, which is 
exposed to currency risk, it may enter into an offsetting position by entering into a Dollar Payable 
arrangement. Objective: The objective of netting is to offset the likely loss in one exposure, with the 
likely gain in another. Hedging tool: It is a form of hedging foreign exchange risks. When a Firm opts for 
exposure netting, it hedges its risk without taking any forward cover or options cover. 

 

Q.4 

Write Short Notes on The Efficient Frontier in portfolio comparison.  
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Answer: Efficient Frontier. Markowitz developed the concept of efficient frontier. For selection of a 
portfolio, comparison between combinations of portfolios is essential. A portfolio is not efficient if there 
is another portfolio with — Higher expected value of return and a lower standard deviation (risk). Higher 
expected value of return and the same standard deviation (risk). Same expected value but a lower 
standard deviation (risk). 

 

Q.5 

Write Short Notes on Leading and Lagging in foreign exchange management.  

Answer: Leading and Lagging. It refers to the adjustment of the times of payments that are made in 
foreign currencies. Leading is the payment of an obligation before due date while lagging is delaying the 
payment of an obligation past due date. The purpose of these techniques is for the company to take 
advantage of expected devaluation or revaluation of the appropriate currencies. Lead and lag payments 
are particularly useful when forward contracts are not possible. It is more attractive to use for the 
payments between associate companies within a group. Leading and lagging are aggressive foreign 
exchange management tactics designed to take the advantage of expected exchange rate changes. 
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Q.6 

State the differences between Commercial Paper(CP) and Certificate of Deposit (CD) on the following 
aspects:   

(i) Issuer  

(ii) Conditions to be satisfied by an issuer to be eligible for an issue 

Answer : 
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Q.7 

State the differences between Indian Treasury Bills and Central Government securities on the following 
aspects:  

(i) Purpose of issue  

(ii) Tenor 

Answer : 

 

Q.8 

State the differences between the commodity market and equity market futures in the following 
aspects: 

(i) Initial Margin  

(ii) Basis of price movements 

Answer : 
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Q.9 

State the type of risk in each of the following independent situations :   

(i) The owner of a house property wants to sell it, but he is not able to find buyers.  
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(ii) The risk of recession anticipated by the automobile industry  

(iii) The risk of loss in value of investment that cannot be eliminated by an investor through 
diversification.  

(iv) The risk of a bank which has given a car loan to a person who has no defaulted two instalments of 
EMIs. 

Answer : 

(i) Liquidity Risk  

(ii) Market Risk  

(iii) Systematic Risk  

(iv) Credit Risk 

 

Q.10 

Classify the following items under the appropriate category – whether Money Market (MM) or Capital 
Market (CM) :  

i. Inter Bank Participation Certificate  

ii. Equity Shares  

iii. SWAPS  

iv. REPOS  

v. RBI and government are participants  

vi. Commercial paper  

vii. Global Depository Receipts (GDRs)  

viii. Deep Discount Bonds (DDBs)  

Answer : 

i. Money Market  

ii. Capital Market  

iii. Money Market  

iv. Money Market  

v. Money Market  

vi. Money Market  

vii. Capital Market  
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viii. Capital Market 

 

 

 

Q.11 

Write short notes on ‘repo’ and ‘reverse repo’ 

Answer : 

Repo or ready forward contact is an instrument for borrowing funds by selling securities with an 
agreement to repurchase the said securities on a mutually agreed future date at an agreed price which 
includes interest for the funds borrowed. Repo rate is the return earned on a repo transaction expressed 
as an annual interest rate.  

The reverse of the repo transaction is called ‘reverse repo’ which is lending of funds against buying of 
securities with an agreement to resell the said securities on a mutually agreed future date at an agreed 
price which includes interest for the funds lent. It can be seen from the definition above that there are 
two legs to the same transaction in a repo/reverse repo. The duration between the two legs is called the 
‘repo period’. Predominantly, repos and undertaken on overnight basis, i.e., for one day period. 
Settlement of repo transactions happens along with the outright trades in government securities. 

 

Q.12 

What is ‘credit default risk’ and ‘counter party risk’? 

Answer : 

i) Credit default risk : The risk of loss arising from a debtor being unlikely to pay its loan obligations in full 
or the debtor is more than 90 days past due on any material credit obligation ; default risk may impact 
all credit sensitive transactions, including loans, securities and derivatives. 

ii) Counterparty risk : The risk of loss arising from non performance of counterparty in trading activities 
such as buying and selling of commodities, securities, derivatives and foreign exchange transactions. If 
inability to perform contractual obligations in such trading activities is communicated before the 
settlement date of the transaction, then counterparty risk is in the form of pre-settlement risk, while if 
one of the counterparty defaults in its obligations on the settlement date, the counterparty risk is in the 
form of settlement risk. 
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Q.13 

Explain the concept of 'option' in relation to a capital budgeting decision. What would be the value of 
the option? 

Answer : 

An option is a special contract under which the option owner enjoys the right to buy or sell something 
without any obligation to do the same. The option to buy is a ‘call option’ and the option to sell is a ‘put 
option’. In the context of capital budgeting decision, the opportunities that managers have are called 
managerial option or real option, involving the real assets, not financial assets. The options provide the 
managers opportunity or flexibility to increase gains or reduce losses. The holder of a real option is often 
unclear as to what the precise right is and low long the same will last. Value of the option = NPV with 
option - NPV without option. 

 

Q.14 

Identify the following financial instruments:  

(i) X is a negotiable instrument issued in US $ and issued by a US Depository Bank for the benefit of a 
non US company that wishes to raise money in the US. X is listed on NYSE and NASDAQ. Issue of X offers 
access to both institutional and retail markets in the US.  

(ii) Y is an instrument issued abroad by authorized overseas corporate bodies against shares or bonds of 
Indian companies held with nominated domestic custodial banks. An Indian company intending to issue 
Y will issue the corresponding number of shares to an overseas depository bank. Y is freely transferable 
outside India and dividend in respect of the shares represented by Y are paid in Indian rupees. Y is 
traded on OTC basis (Over the Counter). Y is listed on the London Stock Exchange.  

(iii) Z is a zero - interest bond sold at a discount and redeemed at face value on maturity. Investors in Z 
are not looking for immediate return. Z is issued by the issuer to meet the long term requirements 
spanning 20 - 30 years. Z can also be traded in the market.  

(iv) W is a negotiable certificate issued by a company or the Government, entitles the holder to 
repayment of principal and interest. Interest is paid periodically at predetermined intervals and the 
principal is repaid at a specified maturity date. 

 

Answer : 

(i) ADR or American Depository Receipt  
(ii) GDR or Global Depository Receipt  
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(iii) Deep Discount Bond  

(iv) Bond 

 

Q.15 

State the type of risk in the following situation:  

(i) The risk of loss arising from sovereign State freezing foreign currency payments.  

(ii) The risk that stock prices or stock indices values and/or their implied volatility may change.  

(iii) The risk arising from the people, system and processes through which a company operates.  

(iv) Changes in currency exchange rates. 

Answer : 

(i) The risk of loss arising from sovereign state freezing foreign currency paymentsCountry risk under 
Credit risk.  

(ii) The risk that stock prices or stock indices values and/or their implied volatility change-Equity risk 
under Market risk.  

(iii) The risks arising from the people, systems and process through which a company operates-
Operational risk.  

(iv) Changes in currency exchange rates- Foreign Investments Risk. 

 

 

 

 

 
 
 
 


