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Answer any Five of the following qucstions.j Thc figures in the right margin indicate full marks]

I. a) What do you mean by investment? nrielly discuss the components or investment return. 2.5
b) Define the term "Risk". Compare and contrast or Systematic risk and Unsystematic risk. 2.5
c) Following are the historical return's of stock-X and stock-Y: 5 .

Year Stock X's return Stock Y's return
2008 (10%) (3%)
2009 18.50 21.29
20 I0 38.67 44.25
2011 14.33 3.67
2012 33 28.30

(i) Calculate the expected return of both stocks;
(ii) Determine the variability of both stocks and

Assess the risk per un it return 0 f both stocks.

2. a. You have $42,180.53 in a brokerage account, and you plan to deposit an additional 4
$5,000 at the end of every year until your account totals $250,000. You expect to earn
12 percent annually on the account. Ilow many years will it take to reach your goal?

b. You want to buy a car, and a local bank wil! lend you $20,000. The loan would be fully 4
amortized over 5 years (60 months), and the nominal interest rate would be 12 percent,
with interest paid monthly.

c. Distinguish between compounding and discounting. 2

3. a. An investor has two bonds in his portfolio that both have a face value of $1,000 and pay 5
a 12 percent annual coupon. Bond L matures in 10 years, while Bond S matures in 3
year.
I. What will the value of each bond be if the going interest rate is 9 percent?
II. What will the value of each bond be if the going interest rate is 15 percent?
III. Why does the longer-term bond's price vary more when interest rates change

than does that of the shorter-term bond?
b. Progoti 'Enterprises has bonds outstanding with a $1,000 face value and 10 years left 4

until maturity. They have an 11 percent annual coupon payment and their current price
is $1,175. The bonds may be called in 5 years at 109 percent of face value (Call price
$1,090).

1. What is the yield to maturity?
ii. What is the yield to call, if they are called in 5 years?

c. When would the issuer be likely to call a bond?
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4. a. AI3(' Corporation is expanding rapidly and currently needs to retain all 0(" its earnings: :)
hence it docs not pay dividends. However, investors expect ABC to begin paying
dividends, beginning with a dividend 0("$1.00 coming 2 years from today. The dividend
should grow rapidly at a rate 0("50 percent per year during Years 3 and 4. but alter Year
4 the growth should be a constant rate of X percent per year. If the required return on
ABC is 15 percent, what is the value or the stock today?

b. Martell Mining Company's ore reserves are being depicted, so its sales arc falling. Also. 3
its pit is getting deeper each year, so its costs are rising. As a result, the company's
earnings and dividends are declining at the constant rate 01'5 percent per year. IrDO_
$5 and rs _ 15%, what is the value or Martell Mining's stock?

c. Define each or the following terms: Proxy and takeover 2

5. a)
b)
c)

Define zero coupon bonds and call provision.
What do you mean by default risk and exchange rate risk?
The Pennington Corporation issued a new series of bonds on January I, 1977. The
bonds were sold at par tk.1 000, have a 12% coupon, and mature in 30 years, on
December 31,2006. Coupon payments are made semiannually.

(i) What was the YTM of the bonds on January I, 1977?
(ii) What was the price of the bond on January I, 1985,8 years later, assuming

that the rate of interest is 10%?
(iii)Find the current yield and capital gains yield on January 1985.

On July I, 1995, bonds sold 1'01' tk. 916.42. What was the YTM at that date?

2
2
6

6. a) What are the characteristics of an annuity? Explain the types of an annuity?

7.

2

b) It is now January 1, 2003. You plan to make 5 deposits of $100 each, one every 6 4
months, with first payment being made today. If the bank pays a nominal interest rate of
12%, but uses semiannual compounding, how much will be in your account after 10
years?

c) 10 years from today you must make a payment of $1,432.02. To prepare for this 4
payment, you will make 5 equal deposits, beginning today and for the next 4 quarters, in
a bank that pays a nominal interest of 12%, quarterly compounding. How large must
each of the 5 payments be?

Short notes:(4x2.5)
(i) Preferred stock as hybrid financing;
(iij.Financial lease vs. operating lease;
(iii)Warrant vs. convertible securities;
(iv) Lessor vs. lessee
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