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INV2601 2012 MAY/JUNE EXAM MEMORANDUM 

Question Option Solution 

1. 2 Diversification 

2. 2 Minimum  

஼ܧ  3 .3 ൌ ሺ0.5 ൈ 2ሻ ൅ ሺ0.3 ൈ 8ሻ ൅ ሺ0.2 ൈ 14ሻ       ൌ 1.00 ൅ 2.40 ൅ 2.80       ൌ 6.20% 

஽ܧ  ൌ ሺ0.5 ൈ 5ሻ ൅ ሺ0.3 ൈ 10ሻ ൅ ሺ0.2 ൈ 16ሻ       ൌ 2.50 ൅ 3.00 ൅ 3.20       ൌ ஽ߪ 8.70% ൌ ඥ0.5ሺ5 െ 8.70ሻଶ ൅ 0.3ሺ10 െ 8.70ሻଶ ൅ 0.2ሺ16 െ 8.70ሻଶ      ൌ √6.8450 ൅ 0.5070 ൅ 10.6580      ൌ √18.01      ൌ 4.24% 

4. 2 the present value of the cash flows expected from an asset. 

5. 3 Investment trusts 

6. 2 Market orders 
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7. 4  ݇ ൌ ௙ݎ ൅ ௠ݎሺߚ െ ௙ሻ     ൌݎ 7 ൅ 0.8ሺ12 െ 7ሻ     ൌ 7 ൅ 4     ൌ 11% 
 

ܴܲܪ ൌ ൤ ݁ݑ݈ܽݒ ݃݊݅݊݊݅݃݁ܤ݁ݑ݈ܽݒ ݃݊݅݀݊ܧ െ 1൨ ൈ 100 

         ൌ ൤5450 െ 1൨ ൈ 100 

         ൌ 8% 

 

The expected return (HPR) is 8% which is lower than the required 

rate of return (k) which is 11%. The share is overvalued hence you 

will have to sell the share. 

8. 2 (i) beta       (ii) standard deviation 

9 4  

ߚ ൌ ௜,௠ݎݎ݋ܥ ൈ ௜ߪ ൈ ଶ௠ߪ௠ߪ  

   ൌ 0.20 ൈ 0.12 ൈ 0.040.04ଶ  

   ൌ 0.0010 0.0016  

   ൌ 0.63 
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10. 3  ܸܲ െ  %17.10 ܴܻ/ܫ ܲܯܱܥ 4 ܰ 940 ܸܨ 500

 

11. 2  ܸܲ 20 000 ܰ 30    ሺ15 ൈ 2ሻ 5   ܴܻ/ܫ ሺ10 ൊ 2ሻ 438.85 86ܴ ܸܨ ܲܯܱܥ 

 

OR 

 ൌ 20 000ሺ1.05ሻଷ଴ ൌ ܴ86 438.85 

଴ܨܥ  3 .12 ൌ െ100 000 ܨܥଵ ൌ ଶܨܥ 000 20 ൌ ଷܨܥ 000 40 ൌ ସܨܥ 000 80 ൌ ܴܴܫ ܲܯܱܥ 000 100 ൌ 34.70% 
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13. 4  

଴ܸ ൌ ଵ݇ܦ െ ݃ 

     ൌ ଴ሺ1ܦ ൅ ݃ሻ݇ െ ݃  

     ൌ 1.00ሺ1.05ሻ0.09 െ 0.05 

     ൌ 1.050.04 

     ൌ ܴ26.25 

 

14. 
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Calculate the expected cash flows: ܦ଴ ൌ ଵܦ 2.00 ൌ 2.00ሺ1.10ሻ ൌ ଶܦ 2.20 ൌ 2.20ሺ1.10ሻ ൌ ଷܦ 2.42 ൌ 2.42ሺ1.05ሻ ൌ 2.5410 

ଶܲ ൌ ଷ݇ܦ െ ݃ 

      ൌ 2.54100.08 െ 0.05 

      ൌ ܴ84.70 

 

Calculate the intrinsic value: 

଴ܸ ൌ ଵሺ1ܦ ൅ ݇ሻଵ ൅ ଶሺ1ܦ ൅ ݇ሻଶ ൅ ଶܲሺ1 ൅ ݇ሻଶ 
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      ൌ 2.20ሺ1.08ሻଵ ൅ 2.42ሺ1.08ሻଶ ൅ 84.70ሺ1.08ሻଶ 

     ൌ 2.0370 ൅ 2.0748 ൅ 72.6166      ൌ ܴ76.73 

 

15. 
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ܸܣܰ ൌ ݏݐ݁ݏݏܽ ݈ܽݐ݋ܶ െ ݏ݁ݎ݄ܽݏ ݀݁ݑݏݏ݅ ݂݋ ݋ܰݏ݁݅ݐ݈ܾ݈݅݅ܽ݅ ݈ܽݐ݋ܶ  

          ൌ 4 500 000 െ 680 000200 000  

          ൌ ܴ19.10 

16. 4 Planned consumption, investment, government expenditure and 

net exports. 

17. 3 Price pressure from complementary products. 

18. 1  

݋݅ݐܽݎ ݄ݏܽܥ ൌ ݏݐ݁ݏݏܽ ݐ݊݁ݎݎݑܿ െ ݕݎ݋ݐ݊݁ݒ݊݅ െ ݏ݁݅ݐ݈ܾ݈݅݅ܽ݅ ݐ݊݁ݎݎݑܿݏ݈ܾ݁ܽݒ݅݁ܿ݁ݎ  

 

                      ൌ 1070 െ 625 െ 245745  

                      ൌ 200745 

                      ൌ 26.85% 

 

ݐ݂݅݋ݎ݌ ݐ݁ܰ ݊݅݃ݎܽ݉ ൌ ݏ݈݁ܽܵݐ݂݅݋ݎ݌ ݐ݁ܰ  
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                      ൌ 982400 

                     ൌ 4.08% 

19. 1 Cyclical  

20. 4  ݃ ൌ ܧܱܴ ൈ ܴܴ     ൌ 25% ൈ 0.40     ൌ 10% 

 

଴ܲ ଵൗܧ ൌ ܦ ൗ݇ܧ െ ݃ 

            ൌ 0.600.12 െ 0.10 

            ൌ 30 ൈ 

21. 1 Support 

22. 3 premium 

23. 2 Interest risk 

ܸܲ 1000     ܸܨ  1 .24 െ  %6.00 ܴܻ/ܫ ܲܯܱܥ 100  ܶܯܲ 15        ܰ 1388.49
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25. 1  

݈݀݁݅ݕ ݐ݊݁ݎݎݑܥ ൌ ݊݋݌ݑ݋ܿ ݁ܿ݅ݎ݌ ݀݊݋ܾݐ݊݁݉ݕܽ݌  

                            ൌ 0.10 ൈ 10001388.49  

                     ൌ 7.20% 

26. 2 A bond with a 15-year maturity and a coupon rate of 7%. 

݁ݑ݈ܽݒ ݁ݎݑݐݑܨ 1 .27 ݂݋ ݀݁ݐݏ݁ݒ݊݅݁ݎ ൌݏ݊݋݌ݑ݋ܿ 70ሺ1.07ሻሺ1.06ሻ ൅ 70ሺ1.06ሻ ൅ 70                            ൌ 79.3940 ൅ 74.20 ൅ 70                            ൌ ܴ223.5940 

݁ݑ݈ܽݒ ݁ݎݑݐݑ݂ ݈ܽݐ݋ܶ  ൌ 1000 ൅ 223.5940                                        ൌ 1223.5940 

ܸܲ 223.5940 1     ܸܨ  െ ܴܻ/ܫ ܲܯܱܥ 3        ܰ 950 8.80% 
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28. 2  ૚૛ 4.501.03 ࢋ࢚ࢇ࢘ ࢚࢕࢖࢙ ࢎ࢚࢔࢕࢓ ൅ 104.50ሺ1 ൅ ሻଶݔ ൌ 101.90 

4.3689 ൅  104.50ሺ1 ൅ ሻଶݔ ൌ 101.90 

104.50ሺ1 ൅ ሻଶݔ ൌ 101.90 െ 4.3689 

104.50ሺ1 ൅ ሻଶݔ ൌ 97.5311 

ሺ1 ൅ ሻଶݔ ൌ 104.5097.5311 

ሺ1 ൅ ሻଶݔ ൌ 1.0715        1 ൅ ݔ ൌ 1.0715଴.ହ       1 ൅ ݔ ൌ ݔ               1.0351 ൌ ሺ1.0351 െ 1ሻ ൈ 2 ൈ 100                   ൌ 7.02% 

29. 2 It is a private and customized transaction. 

30. 3 The option can be exercised only on its expiration date. 

31. 2 ܺ ൌ 50 െ 2     ൌ ܴ48 

ൌ  ݎ݁ݐ݅ݎݓ ݐݑ݌ ݋ݐ ݏݏ݋݈ ݉ݑ݉݅ݔܽܯ  2 .32 ܺ െ ൌ                                                             ݌ ൌ                      ݊݁ݒ݁ ݇ܽ݁ݎܾ 50 െ 4 
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                      ൌ ܴ46 

ݎ݁ݐ݅ݎݓ ݈݈ܽܿ ݄݁ݐ ݋ݐ ݊݅ܽ݃ ݉ݑ݉݅ݔܽܯ  ൌ ൌ ݉ݑ݅݉݁ݎ݌ ݈݈ܽܿ ܴ2 

33. 3  

ܽݐ݈݁݀ ൌ ݂ା െ ݂ିܵା െ ܵି 

           ൌ 13 െ 3105 െ 95 

           ൌ 1.0 

 ݂ା ൌ  ܵା െ  ܺ        ൌ 105 െ 92        ൌ 13 

 ݂ି ൌ ܵି െ ܺ; ൌ       0 ܺܣܯ 95 െ 92 ൌ  3 

 ܵା ൌ 100 ൅ 5 ൌ 105 ܵି ൌ 100 െ 5 ൌ 95 

 



10 
 

ݐݑܲ  2 .34 െ  :ݕݐ݅ݎܽ݌ ݈݈ܽܥ
ܿ ൅ ܺሺ1 ൅ ሻ்ି௧ݎ ൌ ܵ ൅  ݌

ܿ ൅ 100ሺ1.08ሻ଴.଻ହ ൌ 92 ൅ 5 

ܿ ൅ 1001.0594 ൌ 97 

ܿ ൅ 94.3931 ൌ 97 ܿ ൌ 97 െ 94.3931    ൌ ܴ2.61 

35. 4 Vega  

36. 2 Covered call 

37. 1 Accumulation phase 

݁ܿ݊ܽ݅ݎܽݒ݋ܥ  1 .38 ൌ ௉,ொݎ ൈ ௉ߪ ൈ ொ                         ൌߪ 0.85 ൈ 0.56 ൈ 0.92                      ൌ 0.44 

ൌן  1 .39 ௣ݎ െ ሾݎ௙ ൅ ௠ݎሺߚ െ ൌீן ௙ሻݎ 15 െ ሾ7 ൅ 0.8ሺ14 െ 7ሻ      ൌ 15 െ 12.60      ൌ 2.40% 
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ுൌן  16 െ ሾ7 ൅ 1.1ሺ14 െ 7ሻ       ൌ 16 െ 14.70       ൌ 1.30% 

௅ൌן  18 െ ሾ7 ൅ 1.4ሺ14 െ 7ሻ      ൌ 18 െ 16.80      ൌ 1.20% 

 

Fund G has the highest Jensen measure. 

݁ݎݑݏܽ݁݉ ݁݌ݎ݄ܽܵ  2 .40 ൌ ுݎ െ ுߪ௙ݎ  

                                  ൌ 16 െ 710  

                                  ൌ 0.90 

݁ݎݑݏܽ݁݉ ݎ݋݊ݕ݁ݎܶ  ൌ ுݎ െ ுߚ௙ݎ  

                                    ൌ 16 െ 71.1  

                     ൌ 8.18 

 


