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2071
     Class: BBS               Subject: Fundamentals Of Investments                  F.M: 100
     Time: 3 hrs.	 						   	 P.M: 40
Set ‘A’

Group ‘A’
Attempt all Questions:
1. Explain the factors to be considered in choosing investment alternatives.
2. What do you understand by the term “investment”? How does investment differ from speculation?
3. What are the trading mechanisms of securities in Nepal?
4. Consider the following information:
Stock price per share 			Rs.60
Margin requirement			50%
Interest rate on margin accounts		90%
Maintenance margin			30%
	Ignoring transaction cost and taxes:
a. Assume that an investor takes a long position without using margin.
	Calculate the rate of return if the stock is sold for Rs.70 per share after year.
b. Assume that an investor takes a long position-using margin.
i. Calculate the stock price that will trigger margin call.
ii. Calculate the rate of return if the stock is sold for Rs.70 per share after one year.
c. Explain why the rate of return using margin is different from the rate of return without margin.
5. What is portfolio? Explain the Markowitz’s portfolio theory.
6. Consider the following subjective probability distribution for a potential investment:
	State of economy
	Probability
	Estimated rate of return

	Strong growth
	0.10
	25%

	Moderate growth
	0.40
	15

	Weak growth
	0.40
	10

	Recession
	0.10
	-12


a. Calculate the expected rate of return.
b. Calculate the variance.
c. Calculate the standard deviation.
d. Calculate the coefficient of variation.
7. Distinguish between systematic and unsystematic risk.
8. Consider the following statistics from returns of the Resorts and the market.
	
	Regency Resorts
	Market

	
Variance of returns
	141.7
	73.50

	Mean return (HPR)
	8.0%
	3.4%


	The correlation coefficient between the returns of the Resorts and the market (pjm) is 0.50.
a. 

Calculate the beta , and the intercept 

9. The XYZ Corporation announced a three for two stock split. Prior to the announcement, the stock’s closing price was 29.75.
a. Assume you currently own 100 shares of this stock. How many shares will you own after the split?
b. What will be the price of the stock after the stock split, assuming the marketplaces no value on the split?
c. The company is currently paying dividends of Re.1 per share (DPS). Assume the company does not want to increase its cash dividend payout after the split. Calculate the DPS after the split.
d. Assume that in the split announcement, the company indicates that DPS will remain at Re.1 after the split. Would you expect to see a positive stock price adjustment because of the split and dividend announcements? Explain.
10. Write short notes on:
a. Maintenance margin
b. Common stock
c. Optimal portfolio

Group ‘B’

11. Describe briefly the investment alternatives available in Nepal.
12. Consider the following historical HPR for Assets A  and Asset B:
	Year
	HPR for Asset A
	HRP for Asset B

	1991
	11%
	16

	1992
	-2
	14

	1993
	3
	16

	1994
	0
	-1

	1995
	6
	3

	1996
	-4
	11

	1997
	6
	6

	1998
	5
	10

	1999
	5
	-2

	2000
	16
	12


Using the historical returns for Asset A and Asset B, calculate each asset’s 
a. i. Mean return,	ii. Variance,	iii. Standard deviation,	iv. The covariance of asset A and B, and 	v. the correlation  coefficient between A and B.
b. Suppose that the asset A and B are combined in equal proportions , for forming a portfolio ( that is, 50 percent of the portfolio value is invested in asset A, and 50 percent in asset B ). Calculate the risk of the portfolio.
c. Comment on the risk of  the portfolio by comparing it with the risk of individual assets.
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Set ‘B’

Attempt all Questions:
1. What do you understand by investment process? Describe the various steps involved in the investment process.
2. Explain the problems facing the individual investor in today’s investment environment in Nepal.
3. What is buying and selling of securities? Explain in the time limit and order size.
4. Consider the following information:
Stock price per share 		Rs.25
Margin requirement 		50%
Maintenance Margin		 30%
Ignoring transaction costs and taxes:
a. Assume that an investor takes a short position with a cash deposit equal to 100% of the initial margin requirement. Calculate the rate of return if the investor covers          (purchases) the stocks at Rs.20 after one year.
b. Assume that an investor takes a short position with a cash deposit equal to 50% of the initial margin requirement.
i. Calculate the stock price that will trigger a margin call.
ii. Calculate the rate of return if the investor covers (purchases) the s tock at Rs.20 after one year.
c. Explain why the rates of return in part (a) and (b) are different.
5. Consider the following ex-post HPRs:
	Year
	Investment A
	Investment B

	1
	10%
	14%

	2
	15
	-10

	3
	8
	30


a. Calculate the arithmetic mean HPR for each investment.
b. Calculate the geometric mean HPR for each investment.
c. Explain why the arithmetic and geometric means are different.
d. Assume that investments A and B have equal risk. Which investment provides the “best” return performance? (Hint: Assume that Rs.10,000 was invested in each alternative and then calculate the rupee value of the investment at the end of year 3, using the geometric means.)
6. Consider the following ex-post –quarterly HPRs provided by a common stock:
	Quarter
	1
	2
	3
	4
	5
	6
	7
	8

	Quarterly HPR
	-4.3%
	-1.0
	1.5
	3.0
	6.0
	2.0
	0.0
	-2.5


a. Assuming that each of the ex-post quarterly returns has an equal probability of occurring, calculate the expected HPR for quarter.
b. Using the assumption in part (a), calculate the variance and standard deviation..
7. The risk free rate is 8 percent, and the expected return on the market is 16 percent. The  betas  for the common  stock of five  companies are as follows:
Common stock		Beta
1 1.60
2 0.80
3 0.70
4 1.20
5 1.40
a. Draw the security market line (SML)
b. Locate each common stock on the SML.
c. Based on your answers to part (b), estimate the required return for each stock. Verify your answer s by using equation.
8. Assume that the risk free  rate is 6 percent, the expected return on the market over the next year is 10 percent, the beta of the common stock of  Merchantile Computer is 1.75, and the beta of Beltronic Computer is 0.90. You are considering a portfolio of 100 shares Merchantile Computers and 150 shares of Beltronic Computer. The current price of a share of Merchantile Computer is Rs.380, and the price of a share of Beltronic Computer is Rs.200.
Calculate:
a. The required rate of return for the common stock of Merchantile Computer.
b. The required rate of return for the common stock of Beltronic Computer.
c. The required rate of return for the portfolio.
9. ABC Corporation announced that instead of the normal cash dividend of Rs.2 per share, a 25 percent stock dividend would be paid. Before the announcement, the stock had a closing period of 49.75.
a. Assume that you currently own 100 shares of this stock. How many shares will you own after the stock dividend?
b. What will be the price of the stock after the stock dividend, ignoring the possible negative reaction to the cash dividend announcement? Also assume the market places no value on the stock dividend.
c. As a stockholder, would you be indifferent between the customary cash dividend of Rs.2 and the 25 percent stock dividend? Explain.
10. Write short notes on:
a. Initial margin
b. Preferred stock
c. Indifference curve










Group ‘B’

11. “An optimal portfolio must be an efficient portfolio but an efficient portfolio need not be an optimal portfolio.” Discuss.

12. The quarterly HPRs for Atlantic and S&P 500 are given below:
	Year
	Quarter
	Atlantic HPR
	S&P 500 HPR

	1
	1
2
3
4
	21.73%
4.31
-2.21
-1.69
	9.70%
0.17
-0.59
4.59

	2

	1
2
3
4
	9.44
-7.93
0.76
-2.99
	5.76
0.65
3.90
7.50

	3
	1
2
3
4
	-1.8
-12.90
13.2
-17.45
	-4.86
-5.79
4.78
-9.26



a. Calculate the expected return, based on the historical data, of common stock of Atlantic and S&P 500.
b. Calculate the standard deviation of the historical returns of common stock of Atlantic and the S&P 500.
c. What is the estimated beta of the common stock of  Atlantic if the covariance of the returns of common stock of Atlantic and S&P 500 is 45.57?
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