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             First Term Exam – 2071

Level: BBS III                     Subject: Investment Management              	F.M.: 20
Time: 40 Min.                                                                              	P.M.: 08
Set-A

Attempt all the Questions                                                                                                 

1. What is investment? Explain, in brief, the intermediate and long-term debt securities available to the investors.	[10]
2. Assume an investor notices that the shares of XYZ Company are selling at Rs.200 each. He purchases 500 shares on margin. The initial margin requirement and maintenance margin requirement are 60 percent and 30 percent respectively. Annual interest rate on margin loan is 12 percent. At year end, the company distributes dividend per share of Rs.15.
(a) Compute the rate of return if the investor sells the shares at Rs.220 after one year holding period.
(b) Compute the stock price that will trigger a margin call.
(c) Assume the investor purchases shares on cash. What will be the rate of return if the shares are sold at Rs.220 after one year holding period?
(d) Explain why the rates of return in parts (a) and (c) are different.
[10]


***
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             First Term Exam – 2071

Level: BBS III                        Subject: Investment Management	F.M.: 20
Time: 40 Min.                                                                              	P.M.: 08
Set-B

Attempt all the Questions                                                                                                 

1. Explain the factors affecting the choice of investment alternatives.
[10]
2. Suppose that you sell short 500 shares of ABC Company at Rs. 200 per share. The initial margin requirement and the maintenance margin requirement are 60 percent and 30 percent respectively. The interest rate on initial margin deposit is 12 percent. At the year end, the company pays annual dividend of Rs.15 per share.
(a) Assume you deposited 100 percent equity in margin account at the time the shares are sold. Calculate the rate of return if you cover the short position at Rs.175 after one year.
(b) Calculate the stock price that will trigger a margin call.
(c) Assume you deposited 60 percent equity in margin account at the time the shares are sold. Calculate the rate of return if you cover the short position at Rs. 175 after one year.
(d) Explain why the rates of return in parts (a) and (c) are different.	[10]
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