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The beginning value of an investment 1s R1 200 After 4 years the ending value 1s R1 540

Calculate the holding penod yield (HPY) of the investment

1. 511%
2 6 44%
3 13.28%
4 22 08%

The following information relates to the share of Sun Ltd

Possible Outcomes Probability (%) Return (%)
Pessimistic 30 10
Most Likely 50 15
Optimistic 20 18

Calculate the Coefficient of varration (CV) of Sun Ltd

1 0 206
2 0604
3 0782
4 1660

On April 1, you bought 100 shares at R75 a share and a year later you sold them at R82 a share
Duning the year, you received dividend of R3 per share Assuming the rate of infiation during the
year 1s 5% Calculate the real rate of return on this investment

1 413%
2 6 44%
3 7 93%
4 11 76%

Identify the financial market that deals with the Over-The-Counter (OTC) trading of listed shares by
brokers and investors to trade shares that are either suspended on the exchange or while the

exchange Is closed

Third Market
Fourth Market

Primary Market
Secondary Market

Which means of measurement i1s used in calculating nisk in the Security market ine (SML)?

alpha
beta

bW -

correlation coefficient
standard dewviation
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The Markowrtz efficient frontier represents those set of portfolios (of nsky investments) that have
the (a) returns for every given level of risk, orthe  (b)  nsk for every level of retumn

(@ (b)
1 Maximum Maximum
2 Maximum Minimum
3 Minimum Maximum
4 Minimum Minimum

Portfolio A and B consists of the following assets

PORTFOLIO A PORTFOLIO B
Asset Proportion Beta Proportion Beta
1 01 165 01 085
2 03 100 01 100
3 02 130 02 065
4 02 110 01 075
5 02 125 05 1056

Calculate the beta of Portfolio A and B respectively

Portfolio A Portfolio B
1 1195 0915
2 1260 0 860
3 1815 0 980
4 2 645 0795

An analyst has gathered the following infformation

Expected return on the market = 15%
Risk-free rate = 8%

Estimated rate of return of Copen Ltd = 20%
Beta of Copen Ltd =1 35

Based on the above-mentioned information, which of the following statements i1s correct?
The Copen Ltd share i1s

1 Overvalued by 2 55%
2 Overvalued by 5%

3 Undervalued by 2 55%
4 Undervalued by 5%

Calculate the beginning of year payments that would be necessary to amortize a R15 000 loan
over 6 years at an 8% annual interest rate

R1 598 28
R3 004 38
R3 24473
R23 803 11

BOON
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Gold Resources Ltd has a required rate of return of 10% They invest R20 000 with ABC capital
(cash outflow) and can earn the following annual cash flows over the next 5 years

Years Cash inflow
R4 000

R7 000

R9 000
R12 000
R16 000

O BN =

Calculate the NPV of the investment and determine the investment decision that should be taken
as a result

NPV Investment decision
1 -R34 314 Investment 18 not acceptable
2 -R14 314 Investment 1s not acceptable
3 R14 314 Investment 1s acceptable
4 R54 314 Investment 1s acceptable

Bombela Consortium Ltd has a dividend payout of 30% and its ROE 1s 25% Calculate the growth
rate of the firm

1 7 50%
2 17 50%
3 25%

4 30%

Green Environ Ltd 1ssued 10% preference share at R40 each Determine the intrinsic value of a
preference share assuming a 5% required rate of return

1 R4

2 R20
3 R40
4 R80

The constant rate of dividend growth for ZA Investments 1s 10% The firm 1s expected to pay an
annual dividend (D,) of R2 00 next year The required rate of return (k,) equals 15% Calculate the

value of the share using the constant growth model

1 R13 33

2 R20

3 R25

4 R40

Bronze Ltd currently retains 80% of its earnings which are R5 a share this year It earns a ROE of

20%. Assuming a required rate of return of 18%, how much would you pay for Bronze Ltd on the
basis of the earning multtipiier model?

R5 80
R40
R50
R58

HWON =
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An expansive monetary policy leads to

1 Raised reserve requirement, selling previously bought government securities and increase
in the repo rate

2 Raised reserve requirement, selling previously bought government secunties and decrease
in the repo rate

3 Reduced reserve requirements, purchasing additional government securities and decrease
in the repo rate

4 Reduced reserve requirements, selling previously bought government securities and

increase in the repo rate
The rnisk associated with the differentiation competitive strategy 1s that

Higher production costs could result due to small volume

Competitors may imitate the technology

The firm may be at the mercy of powerful suppliers

Customers tastes may change and wipe out the competitive advantage

W N -

Based on the information provided in the table below Calculate the current asset ratto and ROE of
Grand Canyon Ltd respectively

Grand Canyon Ltd Balance Sheet
December 31, 2009 {(R’000)

Cash 200 Accounts payable 205
Receivables 245 Notes payable 425
Inventory 625 Other current habilities 115
Total current assets 1070 Total current liabilities 745
Net non-current assets 1200 Long-term debt 420

Common equity 1105
TOTAL ASSETS 2270 TOTAL LIABILITIES AND EQUITY 2270

Grand Canyon Ltd Income Statement
For the year ended December 31, 2009 (R’000)

Sales 2400

Cost of goods sold 1834

Gross profit 556
Selling expenses 175
General and administrative expenses 216

Earnings before interest and taxes (EBIT) 175
Less Interest expense 35

Earnings before taxes (EBT) 140
Less Taxes (30%) 42

NET INCOME (NI) 98

Current asset ratio ROE

1 0 60x 4 32%

2 0 60x 8 87%

3 1 44x 4 32%

4 1 44x 8 87%
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Which one of the following would be a bearish signal to a technical analyst?

1 The debit balances in brokerage accounts increase

2 The market shows poor performance when compared to individual stocks

3 The yield differential between high-quality and low-quality bond increases

4 The ratio of short sales by specialists to total short sales becomes abnormally low
A non-callable, AA-rated, 10-year zero-coupon bond 1s most likely to have

1 call risk

2 default nsk

3 price nsk

4 reinvestment risk

A 6% coupon bond pays Interest semi-annually and has a face value of R1 000 Its market price Is
R800 and 1s priced at a yield to matunty (YTM) of 8% Calculate the current yield of the bond

375%
5 00%
7 50%
10 00%

A WON-

Calculate the yield to maturity of the following bond

Time to matunty 10 years
Coupon rate 12% per annum
Coupon payments  Semi-annual
Face Value R1 000

Market price R950

1 928%

2 11 75%

3 12 90%

4 23 50%

Which statement does not correctly describe the relationship between the yield to maturity,
coupon rate and price of a bond?

Coupon rate = yield to matunty, then price = face value
Coupon rate > yield to matunty, then price > face value
Coupon rate < yield to matunty, then price < face value
Coupon rate > yield to matunty, then price < face value

BWN -
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The following information relates to bond X

Yield to matunity 15%

Coupon rate 10%
Coupon payments  Semi-annual
Tine to matunty 2

Market price R916 267
Face value R1 000 000

Given a reinvestment rate of 20%, calculate the realised compound yield on bond X

1 1052%
2 1537%
3 1978%
4 2561%

An investor can decide to invest in (1} a 1-year, zero-coupon bond yielding a spot rate of 10% per
annum or (11) a 6-month, zero-coupon yielding a spot rate of 8% per annum, and then reinvest this
return in a new bond Calculate the forward rate 6 months from now that would leave an investor
indifferent between these two options

10 90%
11 50%
12 02%
12 45%

BWON-—-

A 12% coupon bond that pays interest semi-annually has an effective duration of 1 71 If the yield
to matunty increases by 100 basis points (1%), what would be the approximate percentage change
in pnce due to duration (duration effect)?

1 -171%
2 -0 20%
3 012%
4 171%

Calculate the convexity of the following bond taking into account a 1% change in the yield to
maturity

Time to matunty 2 years

Coupon rate 10% per annum
Coupon payments  Semi-annual
Face Value R1 000

Yield to matunty 14% per annum
Market price R932 26

1 00193

2 0 0671

3 1 9303

4 3 8627
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The following characteristics describe a dervative instrument

It 1s privately traded

It 1s traded in Over-The-Counter market (OTC)
The contract 1s customised

The nsk of default i1s high

Which of the following derivatives 1s described above?

1 Forward contract
2 Futures contract
3 Option

4 Swap

Calculate the futures price of a 3-month futures contract on the share of Lansdowne Ltd when the
price 1s R80 and the nisk free rate 1s 7%

R80

R81 36
R82 75
R85 60

HWN -

You wish to obtain an exposure to a specific share Suppose that you buy a call with a R50 strike
at R5 25 Calculate the effective price paid to the share If the share price at expiration 1s R45

R45 25
R50 25
R52 25
R55 25

> LW =

call option is an option contract that

1 gives the holder the obligation to buy a certain quantity of an underlying secunty
2 gives the holder the obligation to sell a certain quantity of an underlying security
3 gwves the holder the right to buy a certain quantity of an underlying security
4 gives the holder the rnight to sell a certain quantity of an underlying secunty

The buyer of a put option will exercise the option at expiration when

the exercise price 1s less than the spot price

the exercise price equals the spot price

the exercise price 1s greater than the spot price
cannot be determined with the information given

WM -

Ciint Westwood purchased a call option with a stnke price of R50 for R5 At the same time, he
purchased a put option on the same share with a strike price of R50 for R6 If the share 1s currently
selling for R70 per share, calculate the profit or loss from this option strategy

1 -R11
2 RS

3 R14
4 R156
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A 6-month European call option with a strike price of R40 sells at a premium of R5 00 It has a nisk
free rate of 8% and a current share price of R42 Using the put call panty, what 1s the equivalent
value of the European put option

1 -R3 51

2 R1 49

3 R5 42

4 R8 51

A non-dividend paying share is currently trading at R120 This share price 1s expected to increase

or decrease by R10 over the next three-month period The delta of a 3-month European put option
on this share with a strike price of R120 should be close to

1 -0 50
2 020
3 050
4 100
An investor wishes to construct a portfolio consisting of a 60% allocation to a share index and a
40% allocation to a nsk free asset The return on the nisk free asset 1s 6% and the expected return

on the share index 1s 15% The standard devtation of returns on the share index 1s 8% Calculate
the expected standard deviation of the portfolio

0 00%
320%
4 80%
540%

AWN =

Calculate the covanance of Secunties A and B

Probability of occurrence | Rate of return-Security A | Rate of return-Security B

060 12% 6%
040 10% 9%
1 -144
2 029
3 086
4 312

Shares M, N and O each have the same expected return and standard deviatton The following
table shows the correlation between the returns on these shares

Correlation of Share Returns
Share M Share N Share O
Share M +10
Share N -08 +10
Share O +01 +0 2 +10

Given these correlations, the portfolio from these shares having the lowest risk 1s a portfolio

Equally invested in shares Mand N
Equally invested in shares M and O
Equally invested in shares N and O
Totally invested in shares O

BWON -
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38 Mr and Mrs Brown are both 49 years old They have repaid their debts and have an income that
exceeds their expenses Therr children have left home and they are now emphasizing active
retirement planning by accumulation of an investment (retrement) portfollo Their portfolio 1s
focused on medium risk with portfolios weighting heavier in fixed income generating instruments In
which phase of the individual life cycle would Mr and Mrs Brown be classified

Accumulation phase
Capital preservation phase
Consolidation phase
Spending phase

HWUN =

39 A portfolio manager would ke to derive supenor nsk-adjusted returns In order to achieve these
returns, he shouid have (a) timing regarding market cycles and adjusting the portfolio
accordingly, and consistently select (b) shares

(a) {b)
1 inferior overvalued
2 inferior undervalued
3 superior overvalued
4 superior undervalued

40 Evaluate the performance of the Magnum portfolio according to the Treynor measure

Portfolio Average rate of return Standard deviation | Beta
Magnum 26% 022 1256
Market Index | 24% 020

Assume a risk free rate of return of 15% The Treynor measure 1s closest to

1 6 80%
2 7 56%
3 8 80%
4 8 20%
TOTAL: [40 MARKS]
©
UNISA 2010
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