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Note: 

1. The paper is divided into three sections: SECTION-A, SECTION-B and SECTION-C. 

2. There are seven questions in SECTION-A, attempt ANY FOUR. 

3. SECTION-B has five questions, attempt ANY THREE. 

4. All the questions of SECTION-C (Case Study) are compulsory.

SECTION-A (10 Marks each)

1.
What is economy analysis?  Discuss various approaches used in economy analysis.
2.
What is an Index option? What are the main differences between Index option and Stock option?
3.
Why the issues of selectivity, timing and diversification are important when forming the investment portfolio. Explain clearly.

4.
Compare APT and CAPM.  When would the risk-return relationship of the APT be equivalent to that of the security market line?
5.
Write short notes on: (i) Capital market line (ii) Random walk hypothesis
6.
Using suitable diagram, explain the concept of efficient frontier.  How many portfolios can be on an efficient frontier?  
7.
Briefly explain the approaches of equity valuation.  Common stock doesn‘t have term to maturity, then how can a stock that does not pay dividends have any value? 
SECTION-B (15 Marks each)
8.
Discuss Capital Asset Pricing Model (CAPM). How it helps investors in taking Buy, Sell or Hold decision? Explain with suitable examples.
9.
In terms of the Markowitz portfolio model, explain how an investor identifies his / her optimal portfolio. What specific information does an investor need to identify optimal portfolio? 

10.
What is portfolio revision?  List the reasons which cause investors managing their portfolios passively to make changes their portfolios?  State different portfolio revision strategies.  
(4+5+6)
11.
Can factors which are external to the firm, such as national economic conditions, affect the intrinsic value of a share of stock? Explain why or why not.
12.
What is the purpose of bond ratings? If the bonds ratings are so important to the investors why don‘t common stock investors focus on quality ratings of the companies in making their investment decisions?
SECTION-C (15 Marks)

Case Study (Compulsory)

13. 
The return on two stocks under four possible states of economy is given below:
	States of
Economy
	Probability
	Return on

Asset 1 (%)
	Return on

Asset 2 (%)

	1
	0.10
	5
	0

	2
	0.30
	10
	8

	3
	0.50
	15
	18

	4
	0.10
	20
	26


Case Questions:

a) What is the standard deviation of the return on Asset 1 and 2?
b) What is the covariance between return on Asset 1 and 2 and the coefficient of correlation between return on Asset 1 and 2?
c) What will be the expected return and risk of a portfolio having 60% of Asset 1 and 40% of Asset2? 
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