CAPITAL MARKET AND PORTFOLIO MANAGEMENT
April 2021 Examination

Ques 1. Explain how Capital Asset Pricing Model (CAPM) is effective in measuring risks to the returns expected by the investors. What is the relevance of Beta in the Capital Asset Pricing Model? (10 Marks)
Ans 1.

Introduction

The full form for CAPM is the Capital Asset Pricing Model. It is required to evaluate the asset and rate of return to make decisions relating to the adding assets to a well-diversified portfolio. The model calculates the asset's sensitivity to the systematic risk or marketing risk often denoted in the financial industry by beta (β). The return of the market is represented that is expected and also the return of the risk-free asset (theoretical) that is expected. A specific form of the utility function is then assumed by the CAPM (in which the moments that matters are first and second and is often measured by variance like a quadratic utility) or, on the other hand, the return of the assets whose Its Half solved only
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Ques 2. Compare the following portfolios on performance using Sharpe, Treynor and Jensen’s measure and rank them.
	Portfolio 
	Avg. returns 
	Std. deviation 
	Beta 

	X 
	15% 
	0.25 
	1.25 

	Y 
	12% 
	0.30 
	0.75 

	Z 
	10% 
	0.20 
	1.20 

	Market Index 
	12% 
	0.20 
	1.00 


Risk free rate – 7%.                                                                                            (10 Marks)
Ans 2.

Introduction
The management of portfolios requires a trade-off between risk and return. Many amateur investors erroneously rely solely on the factor of return and lose sight of the cost taken to obtain the return. The output indicators for the portfolio are meant as benchmarks to easily compare multiple portfolios. These 
Ques 3a.  Jassy plans to purchase equity shares of a pharma company named ‘Emerge Bio’ in an upcoming IPO with a price band of Rs. 150-175 per share. The company has been operating in India since 1998 has made a breakthrough with outstanding research in the field of virology. The company currently operates in Singapore, Australia, Europe and India with a total valuation of more than 3500 crores. As a financial planner you are required to advise Jassy on the following fronts:

a. What are the different aspects with respect to fundamental analysis of the company? (5 Marks)
Ans 3a.
Introduction

Financial analysis is the processing of finance-related transactions and evaluating of the business, along with business projects, budgeting, and other business transactions to determine the parameter of the given work's performance and appropriateness. In a nutshell, financial analysis analyzes 

3 | Page

