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Instruction :  All questions are compulsory and carry equal marks.

1. (@) Explain the nature and functions of financial markets. (10)
(b) Explain the relationship between financial system and economic growth. (10)
OR
(@) Describe the role of SEBI in development and regulation of Capital Markets. (10)
(b) What is Book-building ? Explain the functions and advantages of
book-building. (10)
2. Explain the following (any two) : (20)
(i) Difference between factoring and forfeiting.
(it) Treasury Bills.
(iii) Dupont split of Rol ratio.
(iv) Relationship between EBIT and EPS.
3. (8 What is Efficient Market Hypothesis (EMH) ? Discuss the three forms of Market
Efficiency. (10)
(b) What is a Mutual Fund ? Explain the advantages and types of Mutual Fund. (10)
OR
(@) Explain the Internal Rate of Return technique of Capital Budgeting. )
(b) Following is the Cash Flow of Projects X and Y. (12)
Year X Y
0 (2,00,000) | (3,00,000)
1 40,000 40,000
2 40,000 40,000
3 40,000 40,000
4 40,000 40,000
5 40,000 40,000
6 40,000 30,000
7 40,000 30,000
8 40,000 20,000
9 40,000 20,000
10 40,000 20,000
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The Cash flow is before Depreciation and Taxes. The Scrap value at the end of the
life of the projects is zero. The company depreciates its assets under the Straight
Line Method (SLM). The required rate of return is 10 percent. The company falls
under 40 percent tax bracket.

The PVIF at 10 percent for ten years is :

Year 1 2 3 4 5 6 7 8 9 10

PVIF 0.909 | 0.826 | 0.751 | 0.683 | 0.621 | 0.564 | 0.513 | 0.467 | 0.424 | 0.386

Evaluate the projects under the following methods.
(i) Pay-back Period.

(i)  Average Rate of Return and

(ili) Net Present value.

4 (@ What is Risk ? State the different types of Risk. Clarify the relationship between
Risk and Return. (10)
(b) Explain the relationship between Capital Market Line (CML) and Security Market
Line (SML). (10)
OR
(@) The risk—free rate of return is 9%. The expected rate of return on the market
portfolio is 13%. The Beta of ‘A’ stock is 1.2. Calculate the required rate of return
of Stock ‘A’. 5
(b) Following is the rate of return on Security ‘J’ and Market Portfolio for 10 year
period. (15)
Year Return on Return on Market
Security J (%) Portfolio (%)
1 10 12
2 6 5
3 13 18
4 -4 -8
5 13 10
6 14 16
7 4 7
8 18 15
9 24 30
10 22 35
Calculate the Beta of Security ‘J’.
5. Write short notes on (any two) : (20)
(i) Credit Rating.

(if) Revival of Industrial Sickness.
(iii) International Financial Management.
(iv) Causes and Advantages of Mergers.
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