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1. The question paper comprises two parts, Part | and Part Il.

2. Part | comprises Case Scenario based Multiple Choice Questions (MCQs)

3. Part Il comprises questions which require descriptive type answers.
PART | - Case Scenario based MCQs (30 Marks)

Part | is compulsory.

Case Scenario |

You are an investment analyst working for a financial advisory firm. You have been asked to
analyze the bond market's yield curve to assist your clients in making investment decisions. The
yield curve represents the relationship between the interest rates (yield) and the time to maturity

for debt securities, usually government bonds.

For simplicity, assume the following yield data for government bonds over various maturities

(measured in years):

Yield Curve Table
Maturity (Years) Yield (%)

1 Year 3.00%
2 Years 4.00%
3 Years 5.00%
5 Years 6.00%
7 Years 6.40%
10 Years 7.00%
15 Years 7.40%
30 Years 7.60%

From the information given above, choose the correct answer to the following questions:
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) Inverted

) Flat

) Normal (upward sloping)

d)  Humped

2. Which bond carries the highest interest rate risk (price sensitivity)?
) 1-year bond

b)  5-year bond
) 10-year bond

d)  30-year bond

3. If inflation expectations increase sharply, the most immediate impact will likely be seen
on yield curve.
(@)  Yield curve will become flat.
(b)  Yield curve will become humped.
(c)  Entire yield curve shifting upward
(d)  Entire yield curve shifting downward (3 x 2 =6 Marks)
Case Scenario Il

Mr. X, an investor buys the stocks of WBL Limited worth ¥ 21,60,000 due to very strong
fundamentals. Since last 3 months, the market sentiment is weak and witnessed a significant
volatility and considered to remain weak for about the next three months. Keeping in the mind
volatility in the market, Mr. X is planning to hedge his portfolio in the future market. The Beta of
WBL stock is 1.3 and the current value of NIFTY is 2250 and 3 months future is selling at 2310.
The current market price of the WBL stock is ¥ 240. Each Nifty future can be trade in units of
240 only.

Assume there is no transaction cost and M to M Margin.
From the information given above, choose the correct answer to the following questions:

4, Number of future contract to be buy/sell to hedge WBL stock against expected fall in the
market (rounded of contracts) ...............

(@) Buy 6 future contracts

(b)  Sell 5 future contracts



(c)  Buy 5 future contracts
(d)  Sell 6 future contracts

S. If Nifty index fall by 10% from 2250 to 2025 and WBL stock falls to ¥ 212, what will be
Net Gain/Loss if portfolio was hedged on NIFTY future?

(@)  Net Gain  3,42,000
(b)  Net Gain ¥ 3,02,100
(c)  NetGain % 50,100
(d)  Net Gain % 90,000

6. If NIFTY index rises by 6% from 2250 to 2385 and WBL stock rises to ¥ 255, what will
be Net Gain/Loss when portfolio was in hedged?

(@)  NetLoss ¥ 90,000

(b)  Net Gain ¥ 45,000

(c)  NetGain¥ 1,35,000

(d)  Net Gain ¥ 90,000 (3 x 2 =6 Marks)
Case Scenario lll

A Ltd. paid a dividend of T 5 for the last year. The dividend is expected to grow at 25% for the
next 6 years and at 10% per annum thereafter. The standard deviation of market return and A
Ltd.’s share is 12% and 18% respectively. The correlation between market return and A Ltd.
share return is 0.3733. The return of government bond is 13% per annum and market return is
expected to be around 20%.

From the information given above, choose the correct answer to the following questions:
7. The beta (B) of A Ltd.’s share is closest to.............cc...c....

(@) 042
(b)  0.56
(c) 0.67
(d 0.84
8. The equity risk premium as per the given datais..................coee
(@ 5%
(b) 6%



©) 7%

9. The valuation approach can be used to compute the intrinsic value of A Ltd. shares

(d) 8%
iSevvirirnenn
a Single-stage Dividend Discount Model

)
b)  CAPM valuation model

) Two-stage Dividend Discount Model
d)  Price-Earnings valuation model
Case Scenario IV

On 39 April, 2025, Royal Bank quotes the following:

(3 x 2 =6 Marks)

Bid Ask
Spot Exchange Rate (US$ 1) % 84.2525 % 85.5945
2 months’ swap points 60 80
3 months’ swap points 150 178

In a spot transaction, delivery is made after two days.

Assume spot date as 5t April, 2025 and 1 swap point = 0.0001.

Calculation up to 4 decimal places.

From the information given above, choose the correct answer to the following questions:
10.  The swap points for 2 months & 15 days (i.e., for 20t June, 2025) will be............

(@)  Bid-90 and Ask - 98
(b)  Bid - 105 and Ask — 129
(c)  Bid-98 and Ask — 90
(d)  Bid - 129 and Ask — 105

11.  Foreign exchange rate for 20th June, 2025 will be

a) Bid - 85.2525 and Ask — ¥ 84.5945

b)  Bid - 84.5945 and Ask - 85.2525

c) Bid-384.2630 and Ask — ¥ 85.6074
)

(
(
(
(d)  Bid -3 85.6074 and Ask - X 84.2630




12.  On an average rate, the annual rate of premium/discount of US $ on Indian ¥ will be

a)
b)
c)

)

(
(
(
(

d

Bid — 0.0498% and Ask — 0.0524% (Premium)

Bid - 0.0598% and Ask - 0.0723% (Discount)

Bid - 0.0723% and Ask - 0.0598 % (Premium)

Bid — 0.0598% and Ask — 0.0723% (Premium) (3 x 2 =6 Marks)

Case Scenario V

A Ltd. is planning to borrow an amount of ¥ 300 crores for a period of 3 months in the coming 6
months’ time from now. The current rate of interest is 9% p.a., but it is likely to go up in 6 months’
time. The company wants to hedge itself against the likely increase in interest rate.

You as CFO has been asked to suggest both traditional as well as modern methods to hedge
interest rate risk.

Suppose the banker of A Ltd. has quoted the following Forward Rate Agreement (FRA) rates:

3x6 8.10% 8.15%
6x9 8.20% 8.30%
9x12 8.35% 8.45%

A Ltd. has already issued redeemable bonds or debentures.

From the information given above, choose the correct answer to the following questions:

13.  Inan FRA contract, the company intending to borrow funds in future should..........
buy FRA at bid rate.
sell FRA at bid rate.
buy FRA at offer rate.
sell FRA at offer rate.
14.  If interest rates rise above the FRA rate, the A Ltd. under FRA will...............

a
b
c

(
(
(
(d

)
)
)
)

(a)
b

(b)
(c)
(d)

incur loss and pay banker.

neither gain nor lose.

receive compensation from banker.

cancel the contract.



15.

The FRA settlement amount is discounted because..................

(
(
(
(

a
b
c
d

)
)
)
)

interest rates are uncertain
FRA is settled in advance
principals are not exchanged
only interest differential is paid (3 x 2 =6 Marks)

PART - || DESCRIPTIVE QUESTIONS

Question No.1 is compulsory. Candidates are required to answer any four

(a)

questions from the remaining five questions.
Working notes should form part of the answers.
Maximum Marks - 70 Marks

The Investment portfolio of a Fund is as follows:

Government| Coupon Rate (%) Purchase Rate Duration (Years)
Bond (FV 100 per Bond)

GOI 2026 11.68 106.50 3.50

GOI 2030 7.55 105.00 6.50

GOI 2035 7.38 105.00 7.50

GOI 2042 8.35 110.00 8.75

GOI 2052 7.95 101.00 13.00

Face value of total Investment is T 5 crores in each Government Bond.
Required:

(i) |dentify the type of the Fund.

(i) Calculate NAV per unit of the Fund if number of units is 2.50 crore.

(i) Suggest a suitable action to reduce risk by churning out investment
portfolio in the following scenario:

A. Interest rates are expected to lower by 25 basis points.
B. Interest rates are expected to raise by 75 basis points.
Also calculate the revised duration of investment portfolio in each scenario.

Note: Use simple average to make calculations. (10 Marks)



|dentify the type of risks to which the Bond Funds are exposed to. (4 Marks)

You, a foreign exchange dealer of your bank, are informed that your bank has sold
a T.T. on Copenhagen for Danish Krone 10,00,000 at the rate of Danish Krone
(DKK) 1 =1INR 14.4480. You are required to cover the transaction either in London
or New York market though your bank has correspondent banking relationship in
London. The rates on that date are as under:

Mumbai-London INR 124.2000 INR 124.2300
Mumbai-New York INR 94.0100 INR 94.0390
London-Copenhagen DKK 08.6000 DKK 8.6150
New York-Copenhagen DKK 06.5100 DKK 06.5250

Advise the bank in which market it will be better to cover the transaction, London
or New York, and what will be the exchange profit or loss on the transaction?

Note: 1. Ignore brokerages.

2. All intermediate calculations should be rounded off to two decimal
places, while the final computation in INR should be rounded off to
the nearest whole number. (8 Marks)

Explain main features of the Value at Risk (VaR). (6 Marks)

D and Co.is a company which installs pipes for supply of oxygen in the hospitals
as per their specifications. It is planning to invest T 40 crore in a new facility to
convert vans and trucks into ambulance. Each ambulance will be designed and
built according to customer requirements. D and Co. expects ambulance
production and sales in the first four years of operation to be as follows:

Year 1 2 3 4
Ambulances produced and sold 250 300 450 450

The selling price for an ambulance depends on the van or truck which is
converted, the quality of the units installed and the extent of conversion work
required. D and Co. has undertaken research into likely sales and costs of
different kinds of ambulances which could be selected by customers, as follows:

Ambulance type Basic Standard Deluxe
Probability of selection 20% 45% 35%
Selling price (3/unit) 30,00,000 42,00,000 72,00,000

Conversion cost (Z/unit) 23,00,000 29,00,000 40,00,000



Fixed costs of the production facility are expected to depend on the volume of
ambulance production as follows:

Production volume (units/lyear)  200-299 300-399 400-499
Fixed costs (3 crorelyear) 40 50 55

The applicable tax rate for D and Co. is 28% per year, being settled in the year in
which it arises. The company can claim tax allowable depreciation on the cost of
the investment on a straight-line basis over ten years.

D and Co. evaluates investment projects using an after-tax discount rate of 11%.
Required:

() Advise the company on the financial viability of the planned investment for
the first four years of operation if tax benefit on unabsorbed depreciation
for the remaining period will not available.

(i) Advise the company on the financial viability of the planned investment
continuing to produce and sell ambulances beyond the first four years if
after the fourth year of operation, D and Co. expects to continue to produce
and sell 450 ambulances per year for the foreseeable future.

Note: (1) Use PV Factors rounded off upto three decimal points.

(2) Present all calculation in ¥ Crore rounded off upto three decimal
points. (10 Marks)

Explain the features of Securitization. (4 Marks)

A has portfolio having following features:

Security B Random Error o Weight
L 1.60 7 0.25
M 1.15 1 0.30
N 1.40 3 0.25
K 1.00 9 0.20

If the risk (op) of the portfolio is 25.03 then suggest what will be the standard
deviation (om) of the market index.

Note: Round off all calculations upto two decimal points. (6 Marks)



Carry out a comparative evaluation of three different policies of portfolio

rebalancing on the basis of following three points:
(i) Pay-off Line
(i) Protection in Down/ Up Markets
(i) Performance in flat market
Either

Explain the concept of ‘Unicorn’ and its main features.

Or

Explain Venture Capital method for valuing startups.

(4 Marks)

(4 Marks)

During the audit of the Weak Bank (W), RBI has suggested that the Bank should
either merge with another bank or may close down. Strong Bank (S) has submitted
a proposal of merger of Weak Bank with itself. The relevant information and

Balance Sheets of both the companies are as under:

Particulars Weak Bank | Strong Assigned
(W) | Bank (S) | Weights (%)
Gross NPA (%) 40 5 30
Capital Adequacy Ratio (CAR) 5 16 28
Total Capital/ Risk Weight Asset
Market price per Share (MPS) 12 96 32
Book value 10
Trading on Stock Exchange Irregular | Frequent
Balance Sheet (X in Lakhs)
Particulars Weak Bank (W) | Strong Bank (S)
Paid up Share Capital (X 10 per 150 500
share)
Reserves & Surplus 80 5,500
Deposits 4,000 44,000
Other Liabilities 890 2,500
Total Liabilities 5,120 52,500
Cash in Hand & with RBI 400 2,500




Balance with Other Banks - 2,000
Investments 1,100 19,000
Advances 3,500 27,000
Other Assets 70 2,000
Preliminary Expenses 50 -
Total Assets 5,120 52,500

You are required to

()  Calculate Swap ratio based on the above weights:

(i) Ascertain the number of Shares to be issued to Weak Bank;
(i) Prepare Balance Sheet after merger; and

(iv)  Calculate CAR and Gross NPA of Strong Bank after merger.

Note: Present all calculation in ¥ lac rounded off upto two decimal points.

(10 Marks)

The data given below relates to a convertible bond:

Face value T 250

Coupon rate 12%

No. of shares per bond 20

Market price of share 312

Straight value of bond T 235

Market price of convertible bond T 265
Calculate:
(i) Stock value of bond.
(i) The percentage of downside risk.
(i) The conversion premium
(iv)  The conversion parity price of the stock. (4 Marks)

Mr. X is of the opinion that market has recently shown the Weak Form of Market
Efficiency. To test the validity of his impression he has collected the following data
relating to the movement of the SENSEX for the last 20 days.
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Days Open High Low Close
1 33470.94 33513.79 33438.03 33453.99
2 33453.64 33478.11 33427.82 33434.83
3 33414.06 33440.29 33397.65 33431.93
4 33434.94 33446.18 33377.78 33383.41
5 33372.92 33380.27 33352.12 33370.93
6 33375.85 33389.49 33331.42 33340.75
f 33340.89 33340.89 33310.95 33330.98
8 33326.84 33340.91 33306.17 33335.08
9 33307.16 33328.22 33296.43 33301.97
10 33298.64 33318.60 33254.28 33259.03
11 33260.04 33228.85 33241.66 33251.53
12 33255.92 33289.46 33249.46 33285.89
13 33288.86 33535.67 33255.98 33329.28
14 33335.00 33346.21 33276.72 3328417
15 33293.83 33310.86 33278.54 33298.78
16 33300.02 33337.79 33300.02 33325.38
17 33323.36 33356.34 33322.44 33329.95
18 33322.81 33345.98 33317.44 33319.67
19 33317.51 33321.18 33294.19 33302.32

20 33290.86 33324.96 33279.62 33319.61

You are required to test the Weak Form of Market Efficiency using Auto-
Correlation test, taking time lag of 10 days.

Note: Round off all calculations upto 2 decimal points.

a period of 7 days.
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(8 Marks)

Derivative Bank entered into a plain vanilla swap through on OIS (Overnight Index
Swap) on a principal of ¥ 10 crores and agreed to receive MIBOR overnight
floating rate for a fixed payment on the principal. The swap was entered into on
Monday, 2 August, 2010 and was to commence on 3 August, 2010 and run for




Respective MIBOR rates for Tuesday to Monday were:
7.75%,8.15%,8.12%,7.95%,7.98%,8.15%.

If Derivative Bank received ¥ 317 net on settlement, calculate Fixed rate and
interest under both legs.

Notes:
(i) Sunday is Holiday.
(i)~ Work in rounded rupees and avoid decimal working.

(i) Assume 365 days a year. (6 Marks)
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