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1) _____
2) _____
3) _____
4) C
5) A
6) B
7) B
8) D
9) The ability to bear risk is measured mainly in terms of objective factors, such as time horizon, expected income, and the level of wealth relative to liabilities. For example, an investor with a 20-year time horizon can be considered to have a greater ability to bear risk, other things being equal, than an investor with a 2-year horizon. This difference is because over 20 years there is more scope for losses to be recovered or other adjustments to circumstances to be made than there is over two years. Similarly, an investor whose assets are comfortably in excess of their liabilities has more ability to bear risk than an investor whose wealth and expected future expenditure are more closely balanced. For example, a wealthy individual who can sustain a comfortable lifestyle after a very substantial investment loss has a relatively high ability to bear risk. A pension plan that has a large surplus of assets over liabilities has a relatively high ability to bear risk.
10) The willingness to take risk, or risk attitude, is a more subjective factor based on the client’s psychology and perhaps also his or her current circumstances. Although the list of factors that are related to an individual’s risk attitude remains open to debate, it is believed that some psychological factors, such as personality type, self-esteem, and inclination to independent thinking, are correlated with risk attitude. Some individuals are comfortable taking financial and investment risk, whereas others find it distressing. Although there is no single agreed-upon method for measuring risk tolerance, a willingness to take risk may be gauged by discussing risk with the client or by asking the client to complete a psychometric questionnaire.
11) Introduction: This section describes the client
Statement of Purpose: This section states the purpose of the IPS
Statement of Duties and Responsibilities: This section details the duties and responsibilities of the client, the custodian of the client’s assets, and the investment managers 
Procedures: This section explains the steps to take to keep the IPS current and the procedures to follow to respond to various contingencies
Investment Objectives: This section explains the client’s objectives in investing
Investment Constraints: This section presents the factors that constrain the client in seeking to achieve the investment objectives
Investment Guidelines: This section provides information about how policy should be executed (e.g., on the permissible use of leverage and derivatives) and on specific types of assets excluded from investment, if any
Evaluation and Review. This section provides guidance on obtaining feedback on investment results. 
Appendices: (A) Strategic Asset Allocation (B) Rebalancing Policy. Many investors specify a strategic asset allocation (SAA), also known as the policy portfolio, which is the baseline allocation of portfolio assets to asset classes in view of the investor’s investment objectives and the investor’s policy with respect to rebalancing asset class weights. This SAA may include a statement of policy concerning hedging risks such as currency risk and interest rate risk.
12) LIQUIDITY REQUIREMENT:
The IPS should state what the likely requirements are to withdraw funds from the portfolio. Examples for an individual investor would be outlays for covering healthcare payments or tuition fees. For institutions, it could be spending rules and requirements for endowment funds, the existence of claims coming due in the case of property and casualty insurance, or benefit payments for pension funds and life insurance companies. When the client does have such a requirement, the manager should allocate part of the portfolio to cover the liability. This part of the portfolio will be invested in assets that are liquid, I.E., easily converted to cash—and have low risk when the liquidity need is actually present. For example, insurance companies invest in fixed income investments for short maturity and high liquidity.
TIME HORIZON:
The IPS should state the time horizon over which the investor is investing. It may be the period over which the portfolio is accumulating before any assets need to be withdrawn; it could also be the period until the client’s circumstances are likely to change. For example, retirement, when client would need to access funds generated from portfolios. Funds may not be liquidated but the structure might need modification.
LEGAL AND REGULATORY CONSTRAINTS:
The IPS should state any legal and regulatory restrictions that constrain how the portfolio is invested. In some countries, such institutional investors as pension funds are subject to restrictions on the composition of the portfolio. For example, there may be a limit on the proportion of equities or other risky assets in the portfolio, or on the proportion of the portfolio that may be invested overseas. Pension funds also often face restrictions on the percentage of assets that can be invested in securities issued by the plan sponsor, so called self-investment limits.
UNIQUE CONSTARIANTS:
This section of the IPS should cover any other aspect of the client’s circumstances, including beliefs and values, that is likely to have a material impact on the composition of the portfolio. A client may have considerations derived from his or her religion or ethical values that could constrain investment choices. For instance, an investor seeking compliance with Shari ‘a (the Islamic law) will avoid investing in businesses and financial instruments inconsistent with Shari ‘a, such as casinos and bonds, because Shari ‘a prohibits gambling and lending money on interest. Similarly, an investor may wish to avoid investments that he or she believes are inconsistent with their faith. Charitable and pension fund investors may have constituencies that want to express their values in an investment portfolio.
13) _____
14) 
	INVESTOR
	RISK TOLERANCE
	INVESTMENT HORIZON
	LIQUIDITY NEEDS
	INCOME NEEDS

	Individuals
	Varies
	Varies
	Varies
	Varies

	Banks 
	Very low
	Short term
	High to meet repayment of deposits
	Payment of interest on deposits and operational expenses.

	Endowments
	Usually, high
	Very long term
	Ver low usually
	To meet spending commitments

	Insurance
	Very low
	P&C- short term
Life Insurance- long term
	High to meet claims 
	Low

	Mutual Funds
	Varies
	Varies
	Varies
	Varies

	Defined benefit pensions 
	Very high
	Long term
	Varies according to maturity of the plan
	Hugh for mature funds, low for growing funds




15) DEFINED CONTRIBUTION:
DC plans are retirement plans in the employee’s name usually funded by both the employee and the employer. Examples include 401(k) plans in the United States, group personal pension schemes in the United Kingdom, and superannuation plans in Australia. With DC plans, individuals will invest part of their wages while working, expecting to draw on the accumulated funds to provide income during retirement or to transfer some of their wealth to their heirs. The key to a DC plan is that the employee accepts the investment and inflation risk and is responsible for ensuring that there are enough assets in the plan to meet their needs upon retirement.
DEFINED BENEFIT PLANS:
Defined benefit pension plans (DB plans) are company-sponsored plans that offer employees a predefined benefit on retirement. The future benefit is defined because the DB plan requires the plan sponsor to specify the obligation stated in terms of the retirement income benefits owed to participants. Generally, employers are responsible for the contributions made to a DB plan and bear the risk associated with adequately funding the benefits offered to employees. Plans are committed to paying pensions to members, and the assets of these plans are there to fund those payments. Plan managers need to ensure that sufficient assets will be available to pay pension benefits as they come due. The plan may have an indefinitely long-time horizon if new plan members are being admitted or a finite time horizon if the plan has been closed to new members. 
















UNIT- 4

1) D
2) D
3) __
4) __
5) __
6) B
7) A
8) B
9) A
10) A
11) Porter's Five Forces is a business analysis model that helps to explain why various industries are able to sustain different levels of profitability. The model was published in Michael E. Porter's book, "Competitive Strategy: Techniques for Analyzing Industries and Competitors" in 1980.1﻿ The Five Forces model is widely used to analyze the industry structure of a company as well as its corporate strategy. Porter identified five undeniable forces that play a part in shaping every market and industry in the world, with some caveats. The five forces are frequently used to measure competition intensity, attractiveness, and profitability of an industry or market.
Porter's five forces are:
1. Competition in the industry
2. Potential of new entrants into the industry
3. Power of suppliers
4. Power of customers
5. Threat of substitute products
12) ____
13) Stock splits: When company announces the split of a share it is known as stock split. The number of shares increases and the price of share decreases. For example, a two for one stock split.
Reverse stock split: When company announces merging of shares it is known as reverse stock split. Number of shares decreases and price of share increases.
Share repurchase: When company decided to buy back its own shares it is known as share repurchase. It is also known as buyback.
Cash dividend: Cash distribution made out to shareholders, typically paid out at regular known intervals.
Extra dividends: Dividend paid out by company that does not pay out dividends. It is also known as special dividend.
Stock dividends: A type of dividend where company distributes additional shares to shareholders instead of cash. No economic effect. No effect on shareholders proportional ownership. No relevance for valuation. It is also known as bonus issue of shares.
14) In practice, many analysts prefer to use a free-cash-flow-to-equity (FCFE) valuation model. These analysts assume that dividend-paying capacity should be reflected in the cash flow estimates rather than expected dividends. FCFE is a measure of dividend paying capacity. Analysts may also use FCFE valuation models for a non-dividend paying stock.
The calculation of FCFE starts with the calculation of cash flow from operations (CFO). CFO is simply defined as net income plus non-cash expenses minus investment in working capital. FCFE is a measure of cash flow generated in a period that is available for distribution to common shareholders. What does “available for distribution” mean? The entire CFO is not available for distribution; the portion of the CFO needed for fixed capital investment (FCInv) during the period to maintain the value of the company as a going concern is not viewed as available for distribution to common shareholders. Net amounts borrowed (borrowings minus repayments) are considered to be available for distribution to common shareholders. Thus, FCFE can be expressed as,
 FCFE = CFO – FCInv + Net borrowing
15) ______
16)  EV/EBITDA=
   __________________________________________________________________________


Market value of equity= Stock price × No. of shares o/s= 50×160000=8000000
 Market value of long-term debt= $700000
 Book value of total debt= Book value of short term + Book value of long-term debt
                   2100000                          = 1000000 + Book value of short-term debt
Book value of short-term debt= 1100000
Assume,
Book value of short-term debt= Market value of short-term debt
Market value of total debt=1100000+700000=1800000
EV/EBITDA= 8000000+1800000-200000/1000000
                    =9.6 
17) P/E= D/E
          r-g
      =40%/ (12%-4%)
      =5




















UNIT- 3

1) Cov(p,q)= Sp×Sq×0.5= 250%%
Wp=[Sq^2- cov(p,q)]/[Sp^2+Sq^2-2cov(p,q)]=0.714285=71.429%
Wq=1-Wp=28.571%
2) Wl=Sm/Sl+Sm= 18%/15%+18%=54.545%
Wm=1-Wl=45.455%
3) E[Rp]=WaE[Ra]+WbE[Rb]=WcE[Rc]=1/3×(27+24+22)=24.33
Varp=471.39109%%
Risk=sigma p= 21.711543%%
      
