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ENGLISH VERSION

Instructions : (1) There are five questions.

1 (3
(b)
1 (a)
(b)

(2) Each questions carries equal marks.

Explain money market and capital market. Briefly explain
any four money market instruments.

Evaluate the role of the stock market as a secondary market.
OR
Explain the importance of the mutual funds in India.

Explain the role of Bombay Stock Exchange in the Indian
capital market.

2 Explain the concept of the leverage analysis. Explain with
illustration the positive and negative effects of the degree of
financial leverage.

OR

2 Briefly explain the degree of operating leverage, the degree of
financial leverage and the degree of total leverage.

3 (@

(b)
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Briefly explain the traditional approach to the capital
structure theory.
Following details relate to an investment proposal :

Initial Investment (Ygy) = Rs. 1,10,000
Estimated Life = 4 years (Y, to Y,)

Terminal value of the project = Rs. 10,000 (Y,)
Operating Net cash flow after taxes :

Rs. 40,000 per annum excluding terminal recovery in

the last year.
The company provides depreciation under the
straight line method. The required rate of return of the

3 [Contd...



company is 12%. The present value interest factor of
Re. 1 @ 12% for the first four years are 0.893; 0.797;
0.712 and 0.636 respectively. Evaluate the project
under following methods :

(a) Pay back period method
(b) Accounting rate of return method
(c) Net present value method.

4 (a) Following details relate to the two securities A and B :
Period : 1 2 3 4 5
Return on A (%) : 15 20 (-5) 30 40
Returns on B (%) : | 36 30 22 20 12
Answer the following :

(1) Calculate the average return on each security.

(2) Calculate the standard deviation of the return
on each security.

(3) Calculate the portfolio return of only two secu-
rity A and B portfolio with a weightage of
30% in A and 70% in B.

(4) Give only the formula for the calculation of
the portfolio risk of above portfolio (3).

(b) Briefly explain the Capital Asset Pricing Model (CAPM).
OR

4  (a) Briefly explain the advantages and disadvantages of leasing
an asset from lessee's view point.

(b) Briefly explain the significance of the profitability ratios
and liquidity ratios. Explain any three ratios in each
category.

5  Write notes on : (any two)
(a) Government securities market in India.
(b) The favourable effects of the mergers and acquisitions
(c) Types of the foreign exchange risk

(d) The role of the CRISIL in the credit rating.

(e) Calculation of the weighted Average cost of capital un-
der the book-value weights.
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