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Note: (a) All questions are compulsory.
(b) The candidate is allowed to make Suitable numeric assumptions whereveiﬂ réquired
for solving problems :

(c) Use of calculator is allowed

Q.No | Question CO | Marks

An investor is provided with the following market 1nformat10n

Risk-free rate Rr = 6% ‘

Expected market return R,,, = 14% .

Covariance of stock with market = 0.012

Variance of market = 0.006 ; ;

Actual return of stock R; = 15%.

Standard deviation of market.gy;, = 10%
: - Standard deviation of portfolio g, = 8% : co4 |5
| L _Expected return of nsky portfoho =12%

Calculate the following: "; NA N e GG el

i) Beta (systematic risk of stock)

i1) Expected return usmg CAPM
iii) Alpha (stock performance)

iv) Expected return using CML
v) Expected returh using CAL

Explain the following futures contracts:
i) Foreign Exchange Futures

Q2 ii) Stock-Index Futures (6785 §+2+2=
iii) Option Contracts
Explain how firms issue securities in the financial market and

Q3 describe the process of trading securities in the stock market. Col | 4
a) Explain the Capital Asset Pricing Model (CAPM) and its key

Q4 assumptions. co2 |32=5

b) Discuss the role and significance of beta and alpha in measuring
the risk and performance of a security.
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Explain the Fama-French Three-Factor Model in detail by
describing its factor (market risk, size effect, and value effect). Also

@ discuss how this model improves upon the traditional Capital Asset 232
Pricing Model (CAPM) in explaining stock returns.
An analyst is evaluating a stock using the Multifactor Arbitrage
Pricing Theory (APT) model. The stock is influenced by 3
macroeconomic factors:
Factor Beta | Factor Return | Risk-Free Rate
GDP Growth (F1) [ 0.5 | 12% 4%
Interest Rate (F2) | -0.4 | 8% 4% ;
Q6 Inflation (F3) 0.3 10% 4% . |'CO4:
Given: g
Actual return of the stock = 13% and Risk-free rate = 4% S b
i) Calculate the expected return using Multifactor APT model )
ii) Identify which factor contributes the most to the stock return
iii) Explain the effect of interest rate changes on stock returns
iv) Determine whether the stock is undervalued or overvalued
Given: Sy,
a) Safe Government Securities ,
Investment = $1000, Guaranteed return = 4%
b) Stock Market Fund
Given different scenanos of stock market investment:
Market Scenario Probablhty "D1v1dend fYozzll“?gnzrlfSce)
il 25% 40 1310 A
Q7 :
Good (Normal) 45% 40 1140
Poor (Bear) 30% 40 932

Calculate the following:

i) Return after 1 year for the safe investment.

ii) Expected return on stock market investment.

ii1) Risk (Standard Deviation) on stock market investment.
iv) Risk Premium on stock market investment.

v) Expected Ending Value of that stock.
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