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No. Question Reference 

3 3. ABC Company has decided to acquirea `5,00,000 pulp control device that has 

a use ful life of  ten years. A subsidy of `50,000 is available at the time the 

device is acquired and placed into service. The device would be depreciated on 

straight-line basis and no salvage value is expected. The company is in the 50% 

tax bracket. If the acquisition is financed with a lease, lease payments of ̀ 55,000 

would be required at the beginning of each year. The company can also borrow 

at 10% repayable in equal instalments. Debt payments would be due at the 

beginning of each year: 

(i) What is the present value of cash out flow for each of these financing 

alternatives, using the after-tax cost of debt? 

(ii) Which of the two alternatives is preferable?  

----------------------------[May 2006, 15 Marks] --------------------------------- 

PM_Q10_3.13 

4 4. Alfa Ltd. Desires to acquire a diesel generating set costing `20lakh which will 

be used for a period of 5 years. It is considering two alternatives (i) taking the 

generating set on lease or (ii)purchasing the asset out right by raising loan. The 

company has been offered a lease contract with a lease payment of `5.2lakh 

per annum for five years payable in advance. Company's banker requires the 

loan to be repaid @12% p.a. in 5 equal annual instalments, each instalment 

being due at the beginning of the each year. Tax relevant depreciation of the 

generator is 20%   as per WDV method. At the end of 5
th

year the generator can 

be sold at `2,00,000. Marginal Tax rate of Alfa Ltd. Is 30% and its post tax 

cost of capital is 10%. 

Determine: 

1. The Net Advantage of Leasing to Alfa Ltd. and recommend whether 

leasing is financially viable. 

2. Break Even Lease Rental.  

---------------------------------------[May 2010, 12 Marks] ---------------------------- 

 

PM_Q24_3.37 
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No. Question Reference 

5 5. A Company is planning to acquire a machine costing `5,00,000. Effective life of 

the machine is 5 years. The Company is considering two options. One is to 

purchase the machine by lease and the other is to borrow `5,00,000 from its 

bankers at 10% interest p.a. The Principal amount of loan will be paid in 5 equal 

instalments to be paid annually. The machine will be sold at `50,000 at the end 

of 5th year.  

Following further informations are given:  

(a) Principal, interest, lease rentals are payable on the last day of each year.  

(b) The machine will be fully depreciated over its effective life.  

(c) Tax rate is 30% and after tax. Cost of Capital is 8%.  

Compute the lease rentals payable which will make the firm indifferent to the 

loan option. 

PM_Q14_3.22 

6 6. Armada Leasing Company is considering a proposal to lease out a school bus. 

The bus can be purchased for `5,00,000 and, in turn, be leased out at`1,25,000 

per year for 8 years with payments occurring at the end of each year: 

1. Estimate the internal rate of return for the company as summing tax is 

ignored. 

2. What should be the yearly lease payment charged by the company in 

order to earn 20 percent annual compounded rate of return before 

expenses and taxes? 

3. Calculate the annual lease rent to be charged so as to amount to 20% after 

tax annual compound rate of return, based on the following assumptions: 

i. Tax rate is40%; 

ii. Straight line depreciation; 

iii. Annual expenses of`50,000; and 

iv. Resale value `1,00,000 after the turn.  

------------------------------------------[May 2003, 16 Marks] -------------------- 

 

 

PM_Q16_3.26 
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No. Question Reference 

7 Front Leasing Ltd. is in the business of providing automobiles on wet lease 

to Corporate Clients. The company is considering a new model of battery 

run Tesla car for which a good number of enquiries is received. The cost of 

the vehicle is `25 lakhs. Its operating, maintenance and insurance costs are 

expected to be `5 lakh in the first year. Thereafter it will be subject to 

inflation annually @ 6 percent in the second and third year and @ 4 percent 

during fourth to sixth year. The useful life of the vehicle is six years. The net 

salvage value of the vehicle at the end of six year will be `10 lakh. 

Depreciation for Tax purposes will be 40 percent under Written Down 

Value (WDV) method. Marginal tax rate applicable is 35 percent. Its cost of 

capital 8 percent. 

You are required to calculate the minimum annual lease rental that the 

company should quote. Assume that the cost of negotiation and lease 

administration is nil. 

PVIF @ 8 percent is 0.926, 0.857, 0.794, 0.735, 0.681 and 0.630 

PM_Q20_3.31 

8 1. The following are the details of a lease by RST Ltd. 

a. Cost of machine is `1,00,000 financed 80% through debt and balance 

through equity. Cost of debt before tax amount to 20% and equity 16%. 

b. The lessor is in 35% tax bracket. The rate of depreciation for machinery is 

20% WDV. 

c. The scrap value of machine is `10,000 at the end of 5th year. 

d. Estimated cost for maintenance is `1,000 per annum. 

e. The lessee agrees to pay the following: 

(i) Annual rent of `36,000 for 5 years payable at the end of each year. 

(ii) The security deposit of  `3,000 which is refundable at the end of lease 

period. 

(iii) Training fees payable at the beginning of lease period is `2,500. 

Decide whether the lessor should lease the asset (based on IRR). 

R_LD_Q5 
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3.   Dividend Decisions 

No. Question Reference 

1 1. The following information pertains to M/s XY Ltd. 

Earnings of the company   `5,00,000 

Dividend payout ratio    60% 

No. of shares outstanding    1,00,000 

Equity capitalization rate   12% 

Return on investment    15% 

a. What would be the market value per share as per Walter model? 

b. What is the optimum dividend payout ratio according to Walter’s model and 

the market value of the Company’s share at that payout ratio? 

---------------[May 2006, 8 Marks]------------[Nov 2010, 8 Marks]--------------------------- 

PM_Q11_4.9 

2 2. Calculate the implied Growth Rate and Return on Equity 

Current stock price  = `65 

Next year’s dividend    =`4 

Capitalization rate   =12% 

Earnings retention ratio =50% 

SM_4.29_Q14 

3 3. Buenos Aires Limited has 10 lakh equity shares outstanding at the beginning of 

the year 2013. The current market price per share is `150. The current market 

price per share is `150. The company is contemplating a dividend of `9 per share. 

The rate of capitalization, appropriate to its risk class, is 10%. 

(i) Based on MM approach, calculate the market price of the share of the 

company when: 

(1) Dividend is declared 

(2) Dividend is not declared 

(ii) How many new shares are to be issued by the company, under both the 

above options, if the Company is planning to invest `500 lakhs assuming 

net income of `200 lakhs by the end of the year? 

(iii) Also show how does the value of the company does not change according 

to the M M Hypothesis on payment of the dividend 

Supp_Q2_A.11 
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4 4. X Limited, just declared a dividend of  `14.00 per share. Mr. B is planning to 

purchase the share of X Limited, anticipating increase in growth rate from 8% to 

9%, which will continue for three years. He also expects the market price of this 

share to be `360 after three years. 

You are required to determine:  

(i) The maximum amount Mr. B should pay for shares, if he requires a rate 

of return of 13% per annum. 

(ii) The maximum price Mr. B will be willing to pay for share, if he is of the 

opinion that the 9% growth can be maintained indefinitely and require 

13% rate of return per annum. 

(iii) The price of share at the end of three years, if 9% growth rate is achieved 

and assuming other conditions remaining same as in (ii) above. 

Calculate the rupee amount up to two decimal points. 

PM_Q14_6.16 

5 5. Given the following information:  

Current Dividend      `5.00  

Discount Rate                                              10%  

Growth rate                                                 2%  

(i)    Calculate the present value of the stock.  

(ii)   Is the stock over valued if the price is `40, ROE = 8% and EPS = `3.00.  

Show your calculations under the PE Multiple approach and Earnings  

Growth  model. 

PM_Q13_6.15 

6 6. The following information is supplied to you: 

 ` 

Total earnings 2,00,000 

No. of equity shares (of `100 each) 20,000 

Dividend paid 1,50,000 

PE ratio 12.5 

Applying Walter’s Model 

a. Ascertain whether the company is following an optimal dividend policy. 

b. Find out what should be the PE ratio at which the dividend policy will have 

no effect on the value of the share. 

c. Will your decision change if PE ratio is 8 instead of 12.5? 

-------------------------------[May 2007, 8 Marks] -------------------------------------- 

PM_Q12_4.10 
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7 7. SAM Ltd. has just paid a dividend of `2 per share and it is expected to grow @ 

6% p.a. After paying dividend, the Board declared to take up a project by 

retaining the next three annual dividends. It is expected that this project is of same 

risk as the existing projects. The results of this project will start coming from the 

4th year onward from now. The dividends will then be `2.50 per share and will 

grow @ 7% p.a. 

An investor has 1,000 shares in SAM Ltd. and wants a receipt of atleast`2,000 

p.a. from this investment. 

1. Show that the market value of the share is affected by the decision of the 

Board.  

2. Also show as to how the investor can maintain his target receipt from the 

investment for first 3 years and improved income thereafter, given that the 

cost of capital of the firm is 8%. 

PM_Q28_6.35 

8 

 

 

Piyush Loonker and Associates presently pay a dividend of Re. 1.00 per share 

and has a share price of `20.00. 

a. If this dividend were expected to grow at a rate of 12% per annum forever, 

what is the firm’s expected or required return on equity using a dividend-

discount model approach? 

b. Instead of this situation in part (i), suppose that the dividends were 

expected to grow at a rate of 20% per annum for 5 years and 10% 

PM_Q15_6.18 

9 Two companies A Ltd. and B Ltd. paid a dividend of `3.50 per share. Both 

are anticipating that dividend shall grow @ 8%. The beta of A Ltd. and B Ltd. 

are 0.95 and 1.42 respectively. 

The yield on GOI Bond is 7% and it is expected that stock market index shall 

increase at an annual rate of 13%. You are required to determine: 

(a) Value of share of both companies. 

(b) Why there is a difference in the value of shares of two companies. 

(c) If current market price of share of A Ltd. and B Ltd. are `74 and `55 

respectively. As an investor what course of action should be followed? 

------------------------------------------[Nov 2015, RTP] ------------------------------- 

R_DD_Q19 
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10 In December 2011 AB co’s share was sold for `146 per share. A long term 

earnings growth rate of 7.5% is anticipated. AB Co. is expected to pay dividend 

of `3.36 per share.  

(i) What rate or return an investor can expect to earn assuming that 

dividends are expected to grow along with earnings at 7.5% per year in 

perpetuity? 

(ii) It is expected that AB co. will earn about 10% on book Equity and shall 

retain 60% of earnings. In this case, whether, there would be any 

change in growth rate and cost of equity? 

-----------------------------------[May 2012, 6 Marks] ------------------------------- 

PM_Q25_4.25 

11 X Ltd is a shoes manufacturing company and is all equity financed and has 

paid up capital `10,00,000 (`10 per shares) 

The other data related to the company is as follows: 

Year EPS Net dividend per share Share price 

2010 6.30 2.52 63.00 

2011 7.00 2.80 46.00 

2012 7.70 3.08 63.75 

2013 8.40 3.36 68.75 

2014 9.60 3.84 93.00 

X Ltd  has hired Swastika Consultants to analyze the future earnings and other 

related item for the forthcoming years. 

The report of Swastika consultants states as follows:  

1. The earnings and dividend will grow at 25% for the next two years. 

2. Earnings are likely at rate of 10% from 3rd year and onwards 

3. Further if there is reduction in earnings growth occurs dividend payout 

ratio will increase to 50% 

You may assume that the tax rate is 30% (not expected to change in future) 

and post tax cost of capital is 15%.  

By using the Dividend Valuation Model, calculate  

(i) Expected Market Price per share   

(ii) P/E Ratio.  

PM_Q26_4.26 
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12 Rahim Enterprises is a manufacturer and exporter of woolen garments to 

European countries. Their business is expanding day by day and in the 

previous financial year the company has registered a 25% growth in 

export business. The company is in the process of considering a new 

investment project. It is an all equity financed company with 10,00,000 

equity shares of face value of `50 per share. The current issue price of this 

share is `125 ex-divided. Annual earning are `25 per share and in the 

absence of new investments will remain constant in perpetuity. All 

earnings are distributed at present. A new investment is available which 

will cost `1,75,00,000 in one year’s time and will produce annual cash 

inflows thereafter of `50,00,000. Analyse the effect of the new project on 

dividend payments and the share price. 

PM_Q27_4.28 
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4. Portfolio Management 

No. Question Reference 

1 1. The market price of an equity share is `100. Following information is available in 

respect of dividends, market price and the expected market condition  after one year: 

Market condition Probability  Market Price     Dividend 

Good              0.25   115   9 

Normal             0.50   107   5 

Bad              0.25   97   3 

The existing market price of an equity share is Rs.106 (FV Rs.1) which is cum  10% 

bonus debenture of Rs.6 each, per share.  M/s. X Finance Company Ltd. had offered 

the buy-back of debentures at face value. 

Find out the expected return and variability of returns of the equity share. Also 

advise whether to accept the buy back offer? 

PM_Q36_5.28 

2 2. Consider the following information on two stocks, A and B: 

Year   Return on A (%)  Return on B (%) 

2006   10   12 

2007   16   18 

You are required to determine 

(i) The expected return on a portfolio containing A and B in the proportion of 

40% and 60% respectively. 

(ii) The standard deviation of return from each of the two stocks. 

(iii) The covariance of returns from the two stocks. 

(iv) Correlation coefficient between the returns of the two stocks. 

(v) The risk of a portfolio containing A and B in the proportion of 40% and 60%. 

------------------------------------------[Nov 2008, 5 Marks] ----------------------------- 

 

 

 

PM_Q14_7.13 
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3 3. An investor has decided to invest to invest `1,00,000 in the shares of two 

companies, namely, ABC and XYZ. The projections of returns from the shares of 

the two companies along with their probabilities are as follows: 

Probability        ABC(%)        XYZ(%) 

0.20             12  16 

0.25                     14                    10 

        0.25             -7  28 

0.30   28   -2 

You are required to 

1. Comment on return and risk of investment in individual shares. 

2. Compare the risk and return of these two shares with a Portfolio of these 

shares in equal proportions. 

3. Find out the proportion of each of the above shares to formulate a minimum 

risk portfolio. 

PM_Q17_7.17 

4 4. Calculate the risk of the following multiple asset portfolio 

Security 𝑋𝑖 𝜎𝑖 Correlation 

coefficient 

X 0.25 16 X and Y = 0.7 

Y 0.35 7 X and Z = 0.3 

Z 0.40 9 Y and Z = 0.4 

It may   coefficient between X and X, Y and Y, Z and Z is 1. 

Regular Batch 

Videos 

5 5. The following information is available in respect of Security X 

Equilibrium Return 15% 

Market Return 15% 

7% Treasury Bonds trading at $140 

Covariance of Market return and security Return 225% 

Coefficient of Correlation 0.75 

You are required to determine the Standard Deviation of Market Return and 

Security Return. 

 

PM_Q29_7.37 
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6 An investor is holding 1,000 shares of Fatlass Company. Presently the rate of 

dividend being paid by the company is `2 per share and the share is being sold at 

`25 per share in the market. However, several factors are likely to change during 

the course of the year as indicated below: 

 Existing  Revised 

Risk Free Rate 12% 10% 

Market Risk Premium 6% 4% 

Beta Value  1.4 1.25 

Expected Growth Rate 5% 9% 

In view of the above factors whether the investor should buy, hold or sell the 

shares? And why? 

PM_Q39_7.48 

7 6. An investor holds two stocks A and B. An analyst prepared ex-ante probability 

distribution for the possible economic scenarios and the conditional returns for 

two stocks and the market index as shown below: 

Economic scenario  Probability    Conditional Returns% 

        A B Market 

Growth   0.40    25 20 18 

Stagnation                0.30    10 15 13 

Recession   0.30    -5 -8 -3 

The risk free rate during the next year is expected to be around 11%. Determine 

whether the investor should liquidate his holdings in stocks A and B or on the 

contrary make fresh investments in them. CAPM assumptions are holding true. 

------------------------------------[June 2009, 10 Marks] ------------------------------- 

PM_Q43_7.53 

8 7. Mr. Nirmal Kumar has categorized all the available stock in the market into the 

following types: 

(i) Small cap growth stocks 

(ii) Small cap value stocks 

(iii) Large cap growth stocks 

(iv) Large cap value stocks 

 

PM_Q50_7.63 
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Mr. Nirmal Kumar also estimated the weights of the above categories of stocks in 

the market index. Further, more the sensitivity of returns on these categories of 

stocks to the three important factor are estimated to be: 

Category of the stock Weight in 

the market 

index 

Factor I 

(Beta) 

Factor II 

(book price) 

Factor III 

(Inflation 

) 

Small cap growth 25% 0.80 1.39 1.35 

Small cap value 10% 0.90 0.75 1.25 

Large cap growth 50% 1.165 2.25 8.65 

Large cap value 15% 0.85 2.05 6.75 

Risk Premium  6.85% -3.5% 0.65% 

The rate of return on treasury bonds is 4.5% 

Required: 

a) Using Arbitrage Pricing Theory, determine the expected return on the market 

index. 

b) Using Capital Asset Pricing Model (CAPM), determine the expected return 

on the market index. 

c) Mr. Nirmal Kumar wants to construct a portfolio constituting only the ‘small 

cap value’ and ‘large cap growth’ stocks. If the target beta for the desired 

portfolio is 1, determine the composition of his portfolio. 

9 8. A has portfolio having following features: 

Security 𝜷 Random Error 𝝈𝒆𝒊      Weight 

L  1.60  7  0.25 

M  1.50  11  0.30 

N  1.40  3  0.25 

K  1.00  9  0.20 

You are required to find out the risk of the portfolio if the standard deviation of the 

market index 𝜎𝑚 is 18%. 

----------------------------------[May 2012, 8 Marks] ------------------------------------ 

 

PM_Q47_7.60 
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10 9. A study by a Mutual fund has revealed the following data in respect of three 

securities: 

Security   𝝈(%)  correlation with Index, Pm 

A    20   0.60 

B    18   0.95 

C    12   0.75 

The standard deviation of market portfolio (BSE Sensex) is observed to be 15%. 

(i) What is the sensitivity of returns of each stock with respect to the market? 

(ii) What are the covariance’s among the various stocks? 

(iii) What would be the risk of portfolio consisting of all the three stocks 

equally? 

(iv) What is the beta of the portfolio consisting of equal investment in each 

stock? 

(v) What is the total, systematic and unsystematic risk of the portfolio in (iv)?  

--------------------------------[Nov 2009, 8 Marks] -------------------------------------- 

PM_Q24_7.29 

11 10. Following are the details of a portfolio consisting of three shares: 

Share Portfolio Weight Beta Expected Return % Total Variance 

A 0.20 0.40 14 0.015 

B 0.50 0.50 15 0.025 

C 0.30 1.10 21 0.100 

Standard Deviation of Market Portfolio Returns = 10% 

You are given the following additional data: 

Covariance (A, B)  0.030 

Covariance (A, C)  0.020 

Covariance (B, C)  0.040 

Calculate the following: 

(i) The Portfolio Beta 

(ii) Residual variance of each of the three shares 

(iii) Portfolio variance using Single Index  Model 

(iv) Portfolio variance (on the basis of modern portfolio theory given by 

Markowitz) 

PM_Q44_7.55 
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12 Ramesh wants to invest in stock market. He has got the following information about 

individual securities: 

Security Expected Return Beta σ2ci 

A 15 1.5 40 

B 12 2.0 20 

C 10 2.5 30 

D 09 1.0 10 

E 08 1.2 20 

F 14 1.5 30 

Market index variance is 10 percent and the risk free rate of return is 7%. What should 

be the optimum portfolio assuming no short sales? 

----------------------------------[May 2010, 10 Marks] -------------------------------------- 

 

 

PM_Q45_7.56 

13 11. Indira has a fund of `3 lacs which she wants to invest in share market with 

rebalancing target after every 10 days to start with for a period of one month from 

now. The present NIFTY is 5326. The minimum NIFTY within a month can at 

most be 4793.4. She wants to know as to how she should rebalance her portfolio 

under the following situations, according to the theory of Constant Proportion 

Portfolio Insurance Policy, using “2” as the multiplier: 

(1) Immediately to start with. 

(2) 10 days later being the 1st day of rebalancing if NIFTY falls to 5122.96. 

(3) 10 days further from the above date if the NIFTY touches 5539.04. 

For the sake of simplicity, assume that the value of her equity component will 

change in tandem with that of the NIFTY and the risk free securities in which 

she is going to invest will have no Beta. 

----------------------------------[May 2012, 8 Marks] ---------------------------------------- 

 

 

 

PM_Q74_5.68 
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14 12. Ms. Sunidhi is working with an MNC at Mumbai. She is well versant with the 

portfolio management techniques and wants to test one of the techniques on an 

equity fund she has constructed and compare the gains and losses from the 

technique with those from a passive buy and hold strategy. The fund consists of 

equities only and the ending NAVs of the fund he constructed for the last 10 

months are given below: 

Month Ending NAV Month Ending 

NAV 

Dec 2008 40.00 May 2009 37.00 

Jan 2009 25.00 Jun 2009 42.00 

Feb 2009 36.00 Jul 2009 43.00 

Mar 2009 32.00 Aug 2009 50.00 

Apr 2009 38.00 Sep 2009 52.00 

Assume Sunidhi had invested a notional amount of `2 lakhs equally in the equity 

fund and a conservative portfolio (of bonds) in the beginning of December 2008 

and the total portfolio was being rebalanced each time the NAV of the fund 

increased or decreased by 15%. 

You are required to determine the value of the portfolio for each level of NAV 

following the Constant Ratio Plan. 

 

PM_Q41_9.42 

15 13. 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       12     8 

  2       15     12 

  3       11     11  

  4       2     -4 

  5       10     9.5 

  6       -12     -2 

You are required to determine: 

(i) Characteristic line for stock A 

(ii) The systematic and unsystematic risk of stock A. 

------------------------------------[Jun 2009, 8 Marks] ---------------------------------------- 

PM_Q21_7.24 
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16 14. Assuming that shares of ABC Ltd. and XYZ Ltd. are correctly priced according to 

Capital Asset Pricing Model. The expected return from and Beta of these shares are 

as follows: 

Share Beta Expected Return 

ABC 1.2 19.8% 

XYZ 0.9 17.1% 

You are required to derive Securities Market Line. 

PM_Q30_7.38 

17 15. Mr. Abhishek is interested in investing `2,00,000 for which he is considering 

followingthree alternatives: 

A. Invest `2,00,000 in Mutual Fund X (MFX) 

B. Invest `2,00,000 in Mutual Fund Y (MFY) 

C. Invest `1,20,000 in Mutual Fund X (MFX) and `80,000 in Mutual Fund Y 

(MFY) 

Average annual return earned by MFX and MFY is 15% and 14% respectively. 

Risk free rate of return is 10% and market rate of return is 12%. 

Covariance of returns of MFX, MFY and market portfolio Mix are as follow: 

Shares MFX MFY Mix 

MFX 4.800 4.300 3.370 

MFY 4.300 4.250 2.800 

Mix 3.370 2.800 3.100 

You are required to calculate: 

(i) variance of return from MFX, MFY and market return, 

(ii) portfolio return, beta, portfolio variance and portfolio standard deviation,  

(iii) expected return, systematic risk and unsystematic risk; and 

(iv) Sharpe ratio, Treynor ratio and Alpha of MFX, MFY and Portfolio Mix 

PM_Q27_7.33 
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5. Derivatives 

No. Question Reference 

1 1. Mr. X, is a Senior Portfolio Manager at ABC Asset Management Company. He 

expects to purchase a portfolio of shares in 90 days. However he is worried about 

the expected price increase in shares in coming day and to hedge against this 

potential price increase he decides to take a position on a 90-day forward contract 

on the Index. The index is currently trading at 2290. Assuming that the 

continuously compounded dividend yield is 1.75% and risk free rate of interest 

is 4.16%, you are required to determine: 

(a) Calculate the justified forward price on this contract. 

(b) Suppose after 28 days of the purchase of the contract the index value stands 

at 2450 then determine gain/ loss on the above long position. 

(c) If at expiration of 90 days the Index Value is 2470 then what will be gain on 

long position. 

Note: Take 365 days in a year and value of 𝑒0.005942 = 1.005960, 𝑒0.001849 = 

1.001851. 
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2 2. On April 1, 2015, an investor has a portfolio consisting of eight securities as 

shown below: 

Security Market Price No. of Shares Beta 

A 29.40 400 0.59 

B 318.70 800 1.32 

C 660.20 150 0.87 

D 5.20 300 0.35 

E 281.90 400 1.16 

F 275.40 750 1.24 

G 514.60 300 1.05 

H 170.50 900 0.76 
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The cost of capital for the investor is 20% p.a. continuously compounded. The 

investor fears a fall in the prices of the shares in the near future. Accordingly, he 

approaches you for the advice to protect the interest of his portfolio. 

You can make use of the following information: 

(i) The current NIFTY value is 8500. 

(ii) NIFTY futures can be traded in units of 25 only. 

(iii) Futures for May are currently quoted at 8700 and Futures for June are 

being quoted at 8850. 

You are required to calculate: 

1. the beta of his portfolio. 

2. the theoretical value of the futures contract for contracts expiring in May and 

June. 

Given (e0.03 =1.03045, e0.04 = 1.04081, e0.05 =1.05127) 

3. the number of NIFTY contracts that he would have to sell if he desires to 

hedge until June in each of the following cases: 

(A) His total portfolio 

(B) 50% of his portfolio 

(C) 120% of his portfolio 

 

3 3. Ram buys 10,000 shares of X Ltd. at a price of `22 per share whose beta value is 

1.5 and sells 5,000 shares of A Ltd. at a price of `40 per share having a beta value 

of 2. He obtains a complete hedge by Nifty futures at `1,000 each. He closes out 

his position at the closing price of the next day when the share of X Ltd. dropped 

by 2%, share of A Ltd. appreciated by 3% and Nifty futures dropped by 1.5%. 

What is the overall profit/loss to Ram? 
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4 4. Details about portfolio of shares of an investor is as below: 

Shares No. of shares Price Per Share Beta 

A Ltd 3.0 500 1.40 

B Ltd 4.0 750 1.20 

C Ltd 2.0 250 1.60 

The investor thinks that the risk of portfolio is very high and wants to reduce the 

portfolio beta to 0.91. He is considering two below mentioned alternative 

strategies: 

(i) Dispose off a part of his existing portfolio to acquire risk free securities, 

(ii) Take appropriate position on Nifty Futures which are currently traded at 

`8125 and each Nifty points is worth `200. 

You are required to determine: 

(1) portfolio beta, 

(2) the value of risk free securities to be acquired, 

(3) the number of shares of each company to be disposed off, 

(4) the number of Nifty contracts to be bought/sold; and 

(5) the value of portfolio beta for 2% rise in Nifty. 

PM_Q70_5.62 

5 5. The following data relates to AnandLtd’s share prices: 

Current price per share    `1800 

Price per share in the forward market  `1950 

It is possible to borrow money in the market for securities transactions at the rate 

of 12% per annum. 

Required: 

i) Calculate the theoretical minimum price of a 6 month forward contract 

ii) Explain if any arbitraging opportunities exist. 

----------------------------------[May 2004, 6 Marks] ---------------------------------- 
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6 6. Mr. X established the following spread on the Delta Corporation’s stock :  

7. (i) Purchased one 3-month call option with a premium of ` 30 and an exercise 

price of ` 550. 

8. (ii) Purchased one 3-month put option with a premium of ` 5 and an exercise 

price of ` 450. 

9. Delta Corporation’s stock is currently selling at ` 500. Determine profit or 

loss, if the price of Delta Corporation’s : 

10. (i) remains at `500 after 3 months. 

11. (ii) falls at `350 after 3 months. 

12. (iii) rises to `600. 

13. Assume the size option is 100 shares of Delta Corporation. 

PM_Q52_5.41 

7 14. You as an investor had purchased a 4 month call option on the equity shares of X 

Ltd. of `10, of which the current market price is `132 and the exercise price of 

`150. you expect the price to range between `120 and`190. The expected share 

price of X Ltd. and relate probability is given below:  

Expected Price (`) 120 140 160 180 190 

Probability 0.05 0.20 0.50 0.10 0.15 

Compute the following: 

(1) Expected share price at the end of 4 months. 

(2) Value of Call option at the end of 4 months, if the exercise price prevails. 

(3) In case the option is held to its maturity, what will be the expected value of 

the call option? 

-------------------------------------[Nov 2012, 8 Marks] --------------------------------- 

PM_Q54_5.42 

8 15. Consider a two year American call option with a strike price of `50 on a stock 

the current price of which is also `50. Assume that there are two time periods 

of one year and in each year the stock price can move up or down by equal 

percentage of 20%. The risk free interest rate is 6%. Using binominal option 

model, calculate the probability of price moving up and down. Also draw a 

two step binomial tree showing prices and payoffs at each node. 

PM_Q50_5.39 
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9 A call option on gold with exercise price `26,000 per ten gram and three 

months to expire is being traded at a premium of `1,010 per ten gram. It 

is expected that in three months time the spot price might change to 

`27,300 or `24,700 per ten gram. At present this option is at-the-money 

and the rate of interest with simple compounding is 12% per annum. Is 

the current premium for the option justified? Evaluate the option and 

comments. 

PM_Q73_5.67 

10 16. The shares of TIC Ltd. are currently priced at `415 and call option exercisable 

in three months time has an exercise rate of`400. Risk free rate of interest is 

5% p.a. and standard deviation (volatility) of share price is 22%.  

i) Based on the assumption that TIC Ltd. is not going to declare any 

dividend over the next three months, is the option worth buying for `25? 

ii) Calculate value of the call option based on Black Scholes valuation 

model if the current price is considered as `380. 

iii) What would be the worth of put option if the current price is considered 

`380? 

iv) If TIC share price is taken as `408 and a dividend of `10 is expected to 

be paid in the two months time, then calculate value of the call option.  

SM_Q3_5.48 

11 17. Mr. Dayal is interested in purchasing equity shares of ABC Ltd. which  

18. are currently selling at `600 each. He expects that price of share may go upto 

19. `780 or may go down to `480 in three months. The chances of occurring 

20.  such variations are 60% and 40% respectively. A call option on the shares of  

21. ABC Ltd. can be exercised at the end of three months with a strike price of  

22. `630. 

i. What combination of share and option should Mr.Dayal select if he  

wants a perfect hedge? 

ii. What should be the value of option today (the risk free rate is 10% p.a.)? 

iii. What is the expected rate of return on the option? 
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12 23. TMC Holding Ltd. has a portfolio of shares of diversified companies valued at 

`400 crore enters into a swap arrangement with None Bank on the terms that it 

will get 1.15% quarterly on notional principal of ̀ 400 crore in exchange of return 

on portfolio which is exactly tracking the Sensex which is presently 21,600. 

 

You are required to determine the net payment to be received/ paid if Sensex 

turns out to be 21,860, 21,780, 22,080 and 21,960 at the end of each quarter. 

 

RTPMay18_Q4 

13 24. ABC Bank is seeking fixed rate funding. It is able to finance at a cost of six 

months LIBOR + 1/4% for `200 million for 5 years. The bank is able to swap 

into a fixed rate at 7.5% versus six month LIBOR treating six months as 

exactly half a year. 

25. (a) What will be the "all in cost" funds to ABC Bank? 

26. (b) Another possibility being considered is the issue of a hybrid instrument 

which pays 7.5% for first three years and LIBOR – ¼% for remaining two 

years. 

27. Given a three year swap rate of 8%, suggest the method by which the bank 

should achieve fixed rate funding. 

--------------------------------[May 2010, 10 Marks] -------------------------------  
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14 28. TM Fincorp has bought a 6 x 9 `100 crore Forward Rate Agreement (FRA) at 

5.25%. On fixing date reference rate i.e. MIBOR turns out be as follows: 

Period Rate (%) 

3 months 5.50 

6 months 5.70 

9 months 5.85 

You are required to determine: 

(a) Profit/Loss to TM Fincorp in terms of basis points. 

(b) The settlement amount. 

(Assume 360 days in a year) 

PM_Q76_5.70 


