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Note : No additional answer sheets will be provided.

Answer ANY FIVE QUESTIONS.  ALL QUESTIONS CARRY EQUAL MARKS.
1.
Explain the principle of dominance.  Define the efficient portfolio and efficient frontier.

2.
Two shares, P and Q have the following expected returns, standard deviation and correlation.


E(rP)=18%

E(rQ)=15%

((P=23%

((Q=19%


Co-efficient of correlation between P & Q = 0.00

(a)
Determine the minimum risk combination for a portfolio of P and Q 


(b)
If the correlation of returns P and Q is - 1.0, then what is the minimum risk 
portfolio of P and Q?

3.
What is sensitivity analysis?  What are its advantages and limitations?

4.
Explain how modern portfolio theory can be applied to lower the risk of a portfolio.

5.
Discuss option strategies for foreign exchange risk management by citing practical examples of such strategies.

6.
Suppose a bank has assets of ` 200 crores and liabilities of ` 175 crores with equity capitals of ` 25 crores
.  The duration of assets is 7 years and the duration of liabilities is 5 years.  The rise in interest rate is expected by 100 basis from 10% to 11% in next three months.  A future contract price is quoted at ` 65 per ` 100 face value for 10 years bond with 8% coupon and the minimum at size is ` 1 crore.  The duration of bond is 5 years.  Calculate the loss of banks net worth for expected rise in interest rate.  How many number of future contracts is the bank to buy or sell to hedge the net worth loss?

7.
What is securitization?  Explain how securitization can be made for asset backed and mortgage based securities.
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