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Section A "hhsm tuncapts (30 Marks)

Thies soction consists of quoastions with serial number 1 - 30.
Answer all gueslions,

Each guestion carries one mark.

e Maximum time for answering Saction A is 30 Minutes._

1. Which of the following debl porifolio management stralegies is/are passive?

A
AL

<.
1.
(g)
(L)
«1c)
(d)
(e)

Bond Laddenng strategy.
Indening strategy.

Buy and nold strategy.
Bond swap stralegy.

Orly (1) above

Both {111}y eand {1V} above
(). (11 and (Ii1) above
(1), (1) and (IV) above
(11, (11 anc (IV) above.

2.  Which of the following is mot an exit stralegy available lo a venture capital (und?

(s)
(€)
(©)
(d)

@

Initial public offerings
Liguidation of the company
Buy back by pronioters
Merger and Acquisition
Stralegic buy.

3. Prince Mutual Fund has launched a new scheme (.. Prince Resurgeni Ultra Short-Term
Fund. For ihat. & mutual fund olficer and an agenl approached the prospeclive cuslomer,
wno is high net worth investor. | hey also ensured the clienl 1o provide the afier sales service.
The distribution channal used by Prince Mutual Fund is

(=)
(£)
lc)
()
()

Persunal selling

Direct marketing

Joint calls

Distnbution companies
Sales force distribution.

4. Inthe primary fund of funds seleclion preeess, which of the following factors Is not
considered for PE fund selection?

()
a9
&)

(e)

General pariner experience v

Fast perivrmance of general pariners
PE fund dus diigence

Past returns of PE fund

Growth forecast of PE fund

Page 2 of 20

2011, ICFA Univarsity. Al righls resServad. Photocogying issticty proribited.



CFAB50-0111

Mr. Agarwal is trying 1o analyze the performance of twva mutual funds. He has collacted the
following information regarding the same:

1 year Coefiicient of Comrelation
Fund Return (%) | Beta with the market index
Cornfit Mutuzl Fund 22.00 1.39 v.E0
Dura Mutual Fund 1732 | 128 n7s ]

if variance of the retums on 1he markel portfolio is 32413%)°, the tolal risks for both the funds
are respectively

{g) 27.80% and 30.24%
(b} 30.17% and 29 84%
(¢) 27.80% and 28.95%
(d) 30.17% and 27.95%
() 31.26% ard 3C.24%,

There are different strategic ways by which buyeult fransactions can build value. In this
context, which of the following statements isfere not true with respect to reca ?

L In recapilalizing, LBO funds farget low Ievpred hngh cash flows ganerating companies
le crogle value for themselvas. —
¢TIl focuses on strucluring an improved combinalion of equily and debt in order (0
restruciure the balance sheel to 8dd value. -
. Thesmall equity mvestment requiremant and svailability of tax shield on dedls are
basis for the valuation of company, which attracts LBO Funds for takeover.
IV. In Recapitzlizing, tha furds exit by relaunch of the company through IPD

—fa) Only(ll) above
(b)  Only (IV) 2bove
{¢) Both {lI}and (lll) above
{d) Both (It)and (I} above
{e) (N, ({l)yand (IV) above.

According to SEBI circular dated January G4, 2007, the ne! investmen! that can be made by
the mutual fund in ADRs, GDRs and foreign securlies is upto

(a) 5% of net assets managad by mutual fund
«1b)  10% of net assets managed by mutual fund
{c) 15% of net ass=ts managed by mutual fund
(¢) 20% of net assels managed by mutual fund
(e} 25% of net assets managed by mutual fund.

Which of the follow g stalements is not true reyading the fundamental trails which a
successful financial planner must possess?

(a) Familiarity with laxstion and estate planning issues <
(b)  Familiarily wilh the appropriaie asset aliocation sirategies <
¢) Fmencial planning at the individual level rather than at the macro level =
d) Linking his remuneration o the overall achievement of the client's geals. ensuring
consistency
(e) An undersianding of various stages of a client’s life and wealith cycle.~
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9.  The most common benchmark index for measuring returns of private equity market of rez|
estaic assels is 1

"'ﬁ] National Assaciation of Real Estate Invesimeni Fducianes Property Index ~ = TE ¢ ¥
{b)  National Organizalion of Real Estate Investment Fiduciaries Property Indax
(¢) National Institute of Real Estate Investment Fiducarnsas Property Indox
{(d) Mational Council of Real Estate Investment Fiduciaries Property Index
(8) National Academy of Real Estate Investmen: Fiduciaries Property Index,

10. Prasharti Ltd. . offerad right shares to jls shareholdars in the ratio of 41 at tha rate of 180
per share If the ex-righis price of the share is ¥ 175, the value of each right would be

f['a/] 625

(b} ¥B.75
(e} T6.95
{dy T7.05
() 27.25
11. Which of the following stalements is/ars true with respect o Gold Exchange Traded Funds
(GETFs|?

I, Tre daily price of each unit is linked to the prices of ine gold in the physical market.v-
Il Authorzed participants mimaily buy the units of GETF from the mulual fund in exchange
of actual pure geld. ~
lll. The underlying assets are held by a mutual fund house issuing such unils in a physical

form or throuah a gold rceipl giving right of ownership:—"

f{a) Only(l) above

{b) Only (Ill) above

(c)  Both (1) and (II) above
(Ld; Both (11} and (Ill} above
“{a) Al (1) and (111} above.

12. The shares of Duich Chemicz! Industries are cumently selfing ai ¥ 11 44 each. This yeer lhe
company has eamed 1 2 80 per share and pad dividend of T L.G5 per share, Eamings are
expected to grow at 7% a year forever. The risk-free rate is 6% and an average marke!
return is 14.2%. I the senstivity of returns of the shares of Dutch Chemical Industry to
markel returns increases by 40%, tha shares price of Dutch Chemical Industries is expected
o approximataly (2l other faciors are ramaining constant)

(a) Decreaseby? 2.41
(b} Increaseby I 241
(c) Decrease by 3.62
{d) Ircrease by T 362
fa) Decrease by ¥ 4.00.
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13. Mr. Salys and Mr. Sai have a corpus of 1 lakh each for investment. Hence, both of them
decided Io invesl in security market However, Mr, Satya is very positive about investing in
mutual funds and hence decidad to invest his corpug in securily markets through mutual
funds, Wheraas, Mr, Sai wanls to inves! his carpus dirsctly In the shares of differant
companies, as he feels that investment in mulual funds involves certain disadvantages,
Which of the following is not a disadvantage of investment in mutusl funds?

(@)
(o)
(c)
(d)

&

The investors face the nsk of the Fund Manager not performming well
The nvestor ¢2n not create tallor-made portiolic

A management fee charged by the Fund may reduce the rsturn available 10 the
Investors

Thare is a chance thal fund managers may focus on a short-term return ignoring the
ong-term return of the fund

There is no liguidily facilily avallable n case of mulual fund investment.

14. The following information pertains to Frobisher Pension Fund:

(a)
((b)
(c)
(d)

| Particulars Amount in T |
| Fixed assets 7.97.000 7
Investmenis 1,39.000 {*
Currentassels | 235,000
Share capital 1,El«E!h,{'.‘rFJi.'Zl‘-'1
Reserves 345()(]9_.
Secured ican 5,15,000
| Unsecured lcan 2.11.000 |
The solvency capital of pension fund is
1 826,000
T 797,000
¥ 726,000
T 515000
¥ 2.35.000.

(e}

15. Which of the following statements is not true with respect to the Security Market Line

{SML)?
{a) SML represents the normal trade-off between return and rsk="
ffr(:':} The vertical distance of the sacunty's piot on the graph :’rl::rr] he SML iscalled the
security's alpha
fc)  Valiaty of the CAPM can be lested by consirucling ex-post SML ~
(d) Ex-postSMLs are used (0 evaluate the performance of porifofio managers -
() The siope of ihe SML is the bela for a particular security involved.
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16. Which of the following statements is not true with respect to Self-Ragulatory Organizations
(SROs)?

’é\ )

()
(d)

(e}

Tre Government approved 5R0s zre given powers 1o regulate its members and sel a2
code of conduct for their activities ./~

SROs can ba a valuable compuniern | Uie regulalan in achieving the obiectives of
securities regulalion - _
Any organization representing e group of market partizipants can become an SRO~
To aclas an SRO, it should get Government rem}gmtu:rn and approval and it should be
grantad soecfic powsre of ragu atory authority .~

SRO can be defined as a 'non-governmen: arganization which has statLtory
responsibility to regulate its own members through the adoption and enforcement cf
rules of vonduct for fair, ethical and sfficien! practices:”

17. The corrzlation coefficient betwaen Lthe relurns un lhe slock of Drogue Parachuts Lid., (B7L)
and the returns an Sensexis 0.85 If risk of DPL's returns is 8% and the risk ol Sensex
returns is 12%, -he stock beta of the OPL is approximately

(@)
(b)
c)
(d)
(e)

0.21 ¢ ]
0.64 |{"':__,- : ,-*“r-_-jﬁ s
0.32 p &

1.13

1.20.

18. Thers are many factors thet drive the growth of hedge fund ndustry. In this context, which of
the tollowing statements is not true?

(8]

(&)

The compensation structure common 12 hedge funds attracts and retains fnveslinenl
profossionals -

Investment professionals are attracted by the reedom to manage assets withoul any
caonstraints that clierts impese ~

There are fow regulatory requirsments and relatively ow start-up costs ©

The infrastructure for hedge fund has become more rabust in the form of inproved
fund administration, auditing, prime brokerage and the development of investible
benchmarks

The karrizrs to entry are significant.

19. Mr. Rawat invested in Monthly Income Fund ntroduced by Daga Mutual Fund Gompany. The
rumber of units outstanding in the scheme is 12 lakh. If the redamption price of each unit of
Monthly Income Fund is 2 24.6715 and unamortized inital issue expense Is ¥ 5,40,960, the
MAY of The mutual 'und schetne s

(2)
)
(c)
<td)
(&)

T 24,2207
7 21 4161
%24.8960
1251223
1 25.5751.
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20. Which of the lollowing statements is/are not true regarding the business ethics for mutuz!
funda?

- AMF1 ie mainly responsible for formulating reguiaions
Il.  Fund structuring and Govermnance are monitored by SEBI
I, AMFIwould moniter the exerciss of voting rights by funds.

{a) Only(lll) above
(b) Beth(l) and (1) above

) Both(1) end (1) above
(d) Beth(ll) and (11l) above
fe) Al (1) and {lll) above.

21. Since US hedge funds are private investment parinerships, lhe SEC limits the number of
investors in such hedge funds and also specifies a minimum number of invesiors that must
be “accrediled” In this regard, accradited nvesters are those investors with a

{a) Maximum networth of $ 1 million
{(b) Maximum nel worth of $ 10 million
(€] Minimum nzt worth of $ 1 million
(d)  Minimum net worth of § 10 million
(g)  Minimum net worth of & 100 milien.

22 Which ol the fallowing stataments is/are true with raspect to Bullet portfolic?

L it is @ porifoho of bonds with short and long-term matunties anc intenm coupan
payments,

Il It is 2 partfalio that constitutes of bonds matwing very closa o the investment horizon
and the nominal coupon payments over the investmaent honizon.

N Itis atso called Dumb-bell portfolio"

(a) Only(l) above
{b}  Only (Il) above
(c)  Only(lll)above
~10)  Both (1) and (IIl} above
(e) Both(ll) and (1ll) above.

23.  Which of the foflowing siralegies invuives buying orfand seling 2 securty ur lingncial
instrument believed 1o ba significantly overpncad o underpriced by the market relative tc its
potential?

«3) Relative value strategies
{b) Event driven stralegies
(c) Directional stralegies
(d) Converlible arbifrage strategies
(e} Market nautral sirategies.
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€ 2011, ICFAI Urswarsity. Al ighls restrven. Pholocopying is strichy prohitil=.



CFAE50-0111

24, \Which of the “ollowing is not true n the context of style analysis in asset allacatior?

(a)
(B)
(c)

o

(e)

It involves the use of quadratic programming

It determines a fund’s exposure to the changes in returns of the asset classes

Tho objective of this analysis i5 lo find the best asset ciass exposure that sums upto
100%

The goal of this analysis Is 10 seect a style Inet minimizes the variance of the ;
difterence between the return of tha fund and the aclive porfioio with the same siyle
The geal is to infer aboul the funds exposura as much as possible to variations in
returns of the assel classes

23. Mr. Yadav s holding TU bonds of Max Lid. The market price ot abond is T 1,500 and
standard devialior in change In the price of the bond is 10.25%. One year future coniract on
a similar bend Is available at ¥ 1.575. For minimizing risk, If M- Yadav has taken long
pasition in 7 future contracts on similar bond, the standard deviation of change in future price

is approximately
(a) 19.52%
(B)  16.65%
(e)  15.50%
(d) 1395%
{e) 1216%.

26. The funds that focus on major markel sub-sectors such as new economy and old economy
stocks are known as

(a)
(b)
(5
(d
<)

Growth funds

Value funds

Concentrated specialty funds
Tax saving funds
Broad-based specialty funds.

27.  Which nf the lollowing statements isfara nat true with respect fo call prica?

/
,[Eai
(b)
(c)
(d)
(e

Wher lhe debenlures are redeemed by call, they are done so at the call price, which is
usually above the par value.

The call prica is minimum af the start of the effective call option perind

The call price increasas stop-wise towards the face valus as the call date approaches
the maturity date

Only (1) acove

Orily (111} sbove

Both (1) and (ll) abowva
Both (1) end (111} above
Al (1), (1) and (111} above.
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28. Which of the following statemenls is not true with respect ta the role of Stionsar?

(a)
(b)
()
(d)

Te)

Sporeor has lo appoint the Board of Trustees and incorporate an Assat _
Management Company

Sponsor has to submit o SEBI tha drafie of tha Trust Dacd for the croation of Mutual
Fund Trust with particulars of the persons, from both the Sponsor company and also
oulsiders, who gave conzent lo be the Truslees -~

Sponsor should locate and appoint both the Trustees and the Fund Managers s
Sponsor has fo sugges! the neme and parlmulﬁrs of the Custodians to be engaged
tor the Mutua! Fund

Sponsor plays a major role in mrnmhuuhg to the assets growth under the fund houses.

29. Which of the lollowing staternen's is not true with respect o varfous features cf privale
equily investment?

“Ta)
(b)
(c)
()

(e)

Private equity investment is & lype of invesiment in isted company

I he realization of tund and return on investment often takes a longar tima
Angel investors are one of the major categories of privale equity investment
Private equily fund issuers are generally thase firms thal dn not have seeese in
convertional source of finandng

It is considered as nne of e mos! expensive forms of financa.

30. The following information pertsing to Muktha Ltd -

@Juslﬁd esmings [ 452 crore |
Currert cost of ca_;t_rlal 12.50% |

According te Graham method, the Eamning Mower Valus (EPV) of the Muktha Lid., is

(a)
(b)
(c)
(d)
(e)

T 56.50 goie
¥ a07.78 crore
T 508.50 crore
¥1,560.00 crore
7 3.61€.00 crore.
| ENDOF SECTION A |
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Sections B&C
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Section B : Problems/Caselets (50 Marks)

This section consists of questions with senal number 1 - 3.
Answer all questions.

Marks are indicated against each question.

Detziled workings/explanations should form part of your answer,
Dec not spend more than 110 - 120 minutes on Section B.

1. Mr. Goyal wenis o invest his money for fulure. Nol just hs own fulure his
retiremant or hie dream house, but in the futura of his community, his environmeni,
his world. Mr. Goyal is at the heant of socially responsible investing, one of flie mast
optimistic emerging frends in the financial world. Socially responsibe investng
integrates financial goals with posilive personal values to give inveslors a voice in
shaping Ihe future of our sodety

The beauty of sacially responsible investment is thal everyone's vision of a brighter
future is nol the same. Some investors are more concerned about emdronmental
probiems. some feel strongly aboul how companies freal their employees, whil2
olhers worry about ithe socictal offccts of ceriain producls, such as lobaczo,
weapons, or alcohol. There are as many angles to socially responsible nvesting as
there are investore, representing a mosaic of sccial concems. But all these angles
share In common |e., each respective individual's or instilution’s highes! espirations
far the worid.

As a parl of research for finding out an investment avanue whizh would enable him
to satisty his desire of making soCally responsibie investment Mr. Goval selecled
the Sustainable Development Fund of BNP Parbas Mutual Fund for analysis. The
objective of this fund is lo invest in eguily shares of the companies which arz:
socially responsible. However, many mutual fund companies, in the name of
innovation, come oul with altractive advisemenis (o luie the nwvesling conwmurity.
But. many a lime ‘1 is old wine in a naw holle’ Hence he waniad in ohsarva to
which exten| the investment style of Susiainable Development Fund is -different
Trom thal of Eguity fund of BENP Paribas in true sense. The details of both the
schemes arc gs follows:

BNP Paribas Sustainable Development Fund

Objective of this scheme is lo generale lang-term capital growth from an actively
managed portiolio of equily and equity reated securities primarily of the Socially
Responsible Companies focusing -on Suslainable Development The scheme will
aim at identifying investmecn! opportunilies in companies ecross all ranges of
market-capitalization, defired as "Soclally Resgonsible Companies”. The scheme
doee not guarantee / indicate any returns.

BNP Paribas Equity Fund

The investment ohjective of the schame s o generale long-lerm capital growth
from a diversified and actively managed portiolic of equity and equily related
secuntizs. 1he scheme will invest in & range of companies. with a bas towards
large & medium market capitalization companies.

Page 11 of 20 (Please Tum Page)
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Mutual Fund BNF Paribas Mutual Fund
Sci = BNP Paribas Sustainabie | BNP Fanbas
= Development Fund | Equity Fund
Scheme Type Open Ended | Open Ended
Inception Date March 5, 2007 August 9, 2004
 Minimum Eubscriﬂan Amount | 5,000 5000
' Fund Manager Karthixraj Lakshmanan Amit Nigam
BN Paribas Sustenabie Developmenl Fund's holdings as on 29 Oclober 2010
were as fullows.
ST Pl (S A | % of Net
Company Name Y Company Name iy
ICIL':[ Bank 6.30 Wiysth 1.84
 Reliance Industries 540 DLF i i
Infosys Technoicgias 488 |ITC | 168
Largen and Toukro 4.33 Exida Imiustr’ses 168 |
| Federal Bans .49 Sterlite Indus-tnes! ‘:dlal '__1 66 |
"indian Bank 3.36 Bharti Airtel 1.60 |
ggggﬂinn Sl 3:.‘.':‘1 Sadbhav Enginsenng 1.51
Tata Consultancy Services 3.1 HDFC Banx 1.50
Bherat Heavy Eleciricals 301 | Corpuralion Baik 1.47
| Sinlex India  Z2.68 Tata Steel | 145
Siaie Bank of India 259 Jubilant Life Sciences 1.29 |
Lupin 252 | NTPC 1.28
Alstom Projects 2.49 Kotak Mahindrz Bank 1.22
CESC > 44 Jainnl-rnnu and Kashmir 1 20
'GAIL India 2.42 | Jaiprakash Associales | 119 |
Reliance Communications 2.40 United Phosphorous LIS |
Housing Cevelopment Jingai Steel & Power !_ 1.15
“ 226 | Zee Entertainmert
Fmnance Corparation | Frterprises I 1.14
: | Powsr Finance
Hindustan meer 2.18 Corgoration 0.82 il
Hindustan Feficleun 200 | Reliance Infrasiructure 0.85
Corperation
Chenna Felroleum ] v
& tion 1.88 EID Parry {India ) | L'I.['n:i
MNet Receivable / | 482
HEL .lnfusyslm = _1 .EE_. Payable !
Tata Power Company 1.84 Others | Unlisted 012 |

Sector wise Allocation as on 28 Octaber 2010 were as folows.

_Sector % of Net Assets
Banking & Fingncial Senvices 24.27
Ol & Gas 15 002
in-f:armhﬂn Technology 0 86
‘Engineering & Capital Goods 9.83
Page 12 l# 20
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I Sector % of Net Assets |
Utlitizs N 6.41
Pharmaceuticals 5.65
Meatals & Mining 4.26
| Telecommunication 4.00
| Conglomerates 258
Consumer Non-durables 2.18
Real Estate 1.73
| Tobasoo 1.69
Aulpmolive 1.58
‘Chemicals 1.15
Media & Enlertainment 1.14 o
Fcoc & Beverages . 0.82
| Net Receivable / Peyeble 482
Others | Unlistad 012 J
BNP Paribas Equily Fund's hoigings as on 29 Oclober 2010 were as foliows
' % of Net |% of Net|
Company Name Assots Company Name Assols
Rediancg hdustries _ 9.84 | Hincustan Uniever 2.04
Infosys Technologies 9.28 | Jindal Steel & Puwer 1.23
{ICIC] Bank 8.71 |Hincalco Industries 1.88
' | Sleriie Indusines
Larseﬂ_arﬂ Teubro 7.05 (India) 1.65
ITC 6.03 Tats Power Company | 1.56
Housing Development Finance : .
Carparation 583  Maruli Suzuki India 1.45_
State Bank of India 576 | Wipro | 139 |
HDEC Bank ] | 549 Cpla ] 126 |
Tsta Consultancy Services 4.04 |Hero Honda Motors 125 |
Oil and Nalural Gas Curperation 3.01 | Reliance Infrastructure |  1.04
Bharl Alrtel . 283 DLF 3 102
Bharat Heavy Electncals 2,73  Jalprakash Associates | 0.97
'Reliance
Talz Motars E.AFI iR 0.87
Tata Steel ) 244 ACC 0.70
Money Market
I‘”PG . St e Instruments _1 y
3 Mal Receivable |
Mahindra and Mehindra l 2.09 Payable _ ‘ -0.49 l
Sector wise Allocation as on 29 October 2010 were as follows:
Sector % of Net Assets |
Bankiny & Financial Services 25.79
_Infermation Technology 14,7
| Oil & Gas ' 13.55
Enginezring & Capital Goods 978
Page 13 of 20 (Please Turn Page)
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Sector % of Net Assets
Metals & Mining 7.9C
Autamulive 727
Tobacco 6.03
Utilities 4BY
| elecommunication 3.70
| Consumer Non-durables 204
Cement & Construction 167
Pharmaceuticals 126
Real Eslate 102 |
Ne: Reczivable ( Fayable 045
Money Market 1.04

The NAVs of both the schemes and S&F CNX NIFTY value at the end of every

month during the period under consiceration are as oliows:

NAV of BNP Paribas NAV of BNP S&P
Date Sustainable Paribas CNX
. Development Fund (¥) | Cquity Fund (Y) | NIFTY
30-0cl-09 10.9756 28.72 471170
30-Nov-ug 11.7306 3029 5032.70_|
31-Dec03 | 12.0100 31.18 | 5201.05
29-Jar-10 11.2285 29.33 | 488205
26-Feh-10 | 112481 29 48 | 497230 |
“31-Mar-10 11.9645 30.96 | 524910 |
30-Apr-10 12.0713 31.74 5278 .00
3 -May-10 11.6952 30.34 5086 30
3C-June-10 12.3568 31.80 531250 |
30-July-10 12.4428 3241 | 535760 |
31-Aug-10 12.5281 32.40 5402 40
30-Sep-10 137613 | 3620 ANPQ 95
| 29-Oct-10 13.8020 | 35.98 8017 70

As per historical observation, the average auction price of 182 day T-Bills is T96.72

each. You are required to:

a.  Observe whether the investment criteria of fund manager of 3NP Parlbas
Sustainable Development Fund is different from thal of fund manager of BNP
Paribas Equily Fund of not, considering the portiolio composition of each
fund and also the coeflicien| of comelation between the relums of bolh he

funds.,

b. Compare the performance of BNP Paricas Sustainable Development Fund

and BNF Paribas Equity Fund:

I.  With respect to the extent of diversification achieved, by observing the

proportion of explainable risk to total rizk.

Il. By decomposing the difterential (excess) return into two parts i.e. the
return due to supenor stock selection ability of the fund managers and

the return due to imperfect diversification.
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Caselet 1
Answer the following questions based on the given Caselet:

¢ According to the caselet tha sefting up of Real Estate Investmen! Trists (REITs)
/ paves the way lor wider penticipalion by refail investors in the vountry's booming
roal astate secter and ensures thal property markete are suitably expanced with
proper reguiation for benefits of invesiors in real estate. In this conlexl, explain the
advantages of REITs to the reteil investors in specific end property markets and
ecanamy in ganeral ( 8 marks)

3. As mantioned in the cesslel, SEB| came out with a number of draft guidelines for
setting up and operaling of REITs. Inlerprel the rationgle behind the vanious
guidglines highlighted in the caselet. { 10marks)

The Asspeiated Chambers of Commerce and Indusiry of (ndla (Assocham) has
proposad creation ¢f Real Estate invesiment Trusts (REITs) on the lincs of those
prevalent in countries such as Singapors, the LS. and Japan 1o ensure that
properly markels are suilably expanded with proper regulaton for benefits of
invesiors in real estate. Presently in India, the presence of high stamp duties and
capital gains taxes led to high Incidences of non registretion of property
transactions and no proper disclosures. The proposed real estale investment frusis
have baen existing in several econormies with a deweloped property markal sinte
1860's. Generally, they hold, manage and maintain real estetes for investment
purposas which are leased tn tenants RFE(Tx tend Io have A broad sharehalder
bas= and are often, bul not always, baded on a public stock exchange.

On the basls of proposal made by Assoccham, on December 28" 2007, india's
market regulator, SEBI proposed sefting up of Real Estate Invesimont Trusls
(REITs). by releasmng the drait guidelines. paving the way for wider parlicipation by
retail investors in the country's booming real estate sector.

The draft inciudes varivus prerequisiltes for any entily o launch 2 REIT schemne,
including the valuation aspect, which has been considered a key roadbiock lo the
launch. The marke! requiator sald every such scheme should appoint an
indapenden! property valuer, who will value all tha resl estale under the echeme
afler physical inspeclion. "The valuation methodelocy shail Tollow the 'valuauon
standards on properties’ published from bme-to-time by the concerned Indian
instifute or the inlemational vaiuation standards ssued from fime-in-tme by the
Inlernational Valuation Slandards Commitles,” the diefll proposal said, while listing
the requirements of the indacendent principal valuer.

One of the proposals is-that the REIT should be in the form of a trust created under the
Indian Trusts Act Trustees should be either a scheduled bank, frust company of &
scheduied bank, public financial nsttution, Insurance gompany, ura budy wipoate A
scheme should be launched by a trust and be managed by a real estate investment
management campany, with both parties having (o register with SEBI. Only clese-ended
schemes ¢an be launched by the trusts, and thece schemes have to be lislod on the
stock exchanges mentioned in the offer document.

On irvestmant limilations, SEBI said a REIT, under &l ils schemes. should nol
have sxposure lo more than 15% of any single real estate project. While i can buy
uncompiated unils in a building, which is unoccupied and non-income preducing or
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in the course of development, the aggregale contract velue of such real esizie
should not excecd 20% of the total net assel value of the scheme at the time of
acquisition, the marke! reguiator said

Further. It is said REIT. uncer al |ls schemes, should not have exposure 1o mare
than 25%: of all the real eslale projects devaloped, marketed, or financed by the
sams group ol companies. | he scheme 1S prohibiled from investing in vacant kand
ar participaling in property deveopment activities.

The mariet regulator has put some restrictions on the borrowing capabiliics of &
REIT scheme for lunding 'nvestmenis and operating expenses. Accordingly. a
scheme cannot oorrow more than one-fifth of the value of the scheme’s total gross
assets. While the scheme can morigage its assets for such barrowings. the REIT
should disclose its borrowing policy in its offer document, ncluding its maximum
horrowing Imil, the draft 3aid Even credit rafing for the scheme is compulsony,

The markal ragulalor said the scheme shall distribute not less than 90% of its annual
net profit afie- tax as dividends every year to unit- holders. “The resl eslaie
inuesimant trust shall datammine any revaluation surplus crediled o income. ar gains
an dispusal of 1eal estaie, which shall fom part of net income for distribution to unit-
hoders” tha da® ompasal said.

| ENDOF CASELET1 |

Caselet 2

Answer the lollowing guestions based on the given Caselet:

4. Onc peculiar quality of the orbitrage strolegy which is adopted by E3LA0F is that il
gdoss nol paricipate in the upside or cownside of the markel. rather it makes &
market-neutral investment decision there by bringing o dogrec of stability in the
gerformance. However, there are various lypes of nsks associated with such tund.
which need o be addressed by the investors before investing. In this context
analyse the vanous risks associaled wih SBI-AQE. { 7 marks)

5. Arbiirage opportunities funds usually propose to capilaiise on lhe arbitrage
cpportunities ansing out of mis-pricing of stocks in the equilies and derivalives
markets. In this regard, axplain the conditiors for arbitrags and also analyse how
identification of arbirage oppcriunities halps in bringing in market sfficiency. { 7 marks)

In Indig, vanous mutual fund houses such 2§ SBl. JM, Kotak, Lotus launched
arbitrage opporiunities funds These funds usually oropose to capitalisc on the
grbilrage cpporiunilies ansing oul of mis-pricing of sltocks in the eguitiss and
derivatives (Futures & Oplions) markets, [quity markets can be volatile over short
term, typically generating sleady rick adjusted returns only over long lam.

Arhitrage Funds. with low nisk posifioning. are emerging 2s an altractive investment
options for investors seeking higher risk adjusted retumns over an invesiment time
period longar than & months Arbitrage Funds, which caolure the intsrest element in
the Equity Markst, offer an opportunity for investars fo eam higher returns without
taking an ecufy market nsx Operating nn the concepl of “Fully Hedged Faquity
Exposure”, these investment options ensurs that invastors are not exposed fo
Eguity Market Risk by creating a porffolic whare each position in Equity Stock is
Fedged by an equal & oppusile pusitions in the relevant derivative inslrument.

Page 16 of 20

0 20, ITRAL Liniverslity. Al rights ressrved . Pholocopying is aiictly prohititod.



CFAB3C-0111

It secks lo exploil differences in prices prevailing for epol lransactiors in the Stozk
Market and those prevaling for the sames stocks Inithe F&O Segment These
differances are determined by prevaiing interest rate conditions adjusted for
volatility conditions in Equity Markels. Expenierice suggssts Ihal lhese prive
differences increase with increasing volatility. Normal arbitrage opportunity is
described as a situslion where price of a parlicuar slock in spol markel is lower
than the price for the same stock in fulures markal. Arbitrage Fund would seek 1o
lock in this differential by buying stoek In spot markel and simuitanecusly selling its
futures. This effectively negales any equity nsk immediately and difference in twe
prices, termed as “cammy” would b2 eamed by the Fund,

An opportunity where price of stock In fulures manket is luwes than price in spol
markel is termed as “Reverse Arbitrage”. Until recently, this form of arbitrage could
not be exploiled as the ndiarn Eyuity Markels lacked a sysiematic Stock Eorrowing
and Lending mechanism. However, anncuncements in Union Budget 2007.08
periaining 1o such a mechanism Deing instluled shortly, as well as allowing
institutions to take shorl positions in the F&D segment based an borrowad stock
would serve 1D make Reverse Arbiirage & reglily. Point thal deserves allenbon in
both these forms of arbitrage is that 31 no point of Gme is the Fund or its investors:
are exposed 10 an unhedged aquily risk,

For instence, il we consider the Arbitrage Cppeortunibes Fund [ACQF) launchcd by
SBI, It is an open-ended equity criented fund SBI-ACF seaks 1o expol mis-prizing
ppoorlunities  ansing in equiles: end Jerivatives makets. In the absence af
profitahle arbitrage opportunities, the furd will hole its assets in debt and money
kel instruments,

Besides adopling the most commaonly used arbiirage sirategy of purchasing stocks
in equity markets and simultaneously selling fulures contract of the same stocks,
SBAOF will use olher complex siratecies es pemiltted by SEEBL. An mporant
ferure of an arbitrage stralegy is that it can 2ct as a safeguard against market
volatiity as both the buying and selling legs offset each other. The returns in an
arhitrage fransaction are locked at the time of the ransaction. In that respect, the
fund offers a relatively low-risk investment option for invesiors. SBI-AOF is
mandated to invest betwean 65%-85% in equity and equity refaled instruments and
dervatives. The func has siated that every derivalive position will be backed by an
equal and appnsite poasition in equily markets and that the fund will ramain hedgad
at all tmes under the respeclive arbitrage strategy. The fund can also park uple
35% of its corpus in money markel/ceodt instruments in the absence of adequate
arbitrage ocpportunities in the market. One peculiar guality of the arbirage siralegy
is that il does not parlicipate in the upside or downside of the markel, ralhar it
makes a market-neutral investment decsion. Thus, even if the market gets
corracted to a large extent, the fund is unlikely In get affecied Given that the
arbitrage sirategy can insulate the fund from the risk of market volatility, cne can
expect a degree of siability n SBI-AOF's performance:

| FND OF CASFLET2 |

| ENDOF SECTIONB |
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INSTRUCTIONS FOR MARKING ANSWERS ON THE OMR SHEET

1. Section-|
Lise Ball Point Pen oaly
Fill in all the particulars in the space provided.

Section - Il

Lse HB Pancil anly.

Fill in one characlor/digit per coll and darkan tha corresponding circle below that cell

Details 10 be filled include enrolment no., question booklet no., lest centre code & CMR
answer sheel number.

In case you wan! to change any of the information in this section, erase completely the pencil
markng in the already derkened circle before darkening a new cell.

3. Section -1l
(i} Marking the answer

= Mark your answers in this seclion using HB Pencil only.

= Foranswaring each question five circles markad with options A, B, C, D and E are
provided corresponding ¢ the five aptions given in the queston,

= Mark your answer by darkening completely the circle consisling of the cptior you
think is the right answsr.

= Do nct darken more than ong circle for any answer.

ka3

= Do not il the circle by darkening partly or pulling a tick mark, cross mark or any
@ other kind of mark. :
; WRONG METHOD CORRECT METHOD
[@XO @T-D@j [OXCKCK XGC)
WRONG METHOD CORREGCT METHOD

[ii] Changing the answer
= To change your response, ersse compietely the penci marking in the cicle befure
darkening a new circle.
For Example assume thal you have marked opticn (g] as the answer 1o a guestion

as follows:
1 @ ® © © @

If you wan! o dhange his answer (o oplion (c), erase completely the drcle marked
earlier i.e., (e} and darken the circle with oplion (c) as follows

T @ ® @ © @

4. DO NOT fold, tear or crumple the OMR answer sheat

kﬁ. DO NOT use the OMR answer sheel for any rough werk or scribbling
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