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Last Day Revision theory
1. Explain the significance of LIBOR in international financial
transactions.
LIBOR stands for London Inter Bank Offered Rate. Other features
of LIBOR are as follows:
a. It is the base rate of exchange with respect to which most
international financial transactions are priced.
b. It is used as the base rate for a large number of financial products
such as options and swaps.
c. Banks also use the LIBOR as the base rate when setting the
interest rate on loans, savings and mortgages.
d. It is monitored by a large number of professionals and private
individuals worldwide.
2.

Foreign Institutional Investment (FIIs)
•
•

•

Meaning: FII means an entity established or incorporated
outside India, which proposes to make investment in India. India
is being described as magnet to FIIs investments.
Advantage of FII invests in India: (a) Enhanced flow of equity
capital, (b) Improving capital markets, (c) Better corporate
governance, and (d) Foreign investors confidence in India
attracting FDI.
Disadvantage of FII investments in India: (a) Fear of
management control, (b) Potential capital outflows—foreign
capital is hot money, it may leave any time— and (c) Foreign
portfolio investment is described as notoriously volatile.

3. FCCB (Foreign Currency Convertible Bonds)
•

Meaning: A type of convertible bond issued in a currency
different than the issuer’s domestic currency. It acts like a bond
by making regular coupon and principal payments, but these
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bonds also give the bondholder the option to convert the bond
into stock. The investors receive the safety of guaranteed
payments on the bond & are also able to take advantage of any
large price appreciation in the company’s stock.
• Advantages of FCCBs
a) The convertible bond gives the investor the flexibility to convert
the bond into equity at a price or redeem the bond at the end of a
specified period,
b) Companies prefer bonds as it defers the dilution of equity and
earnings per share.
c) Easily marketable as investors enjoys option of conversion into
equity if resulting to capital appreciation.
4.

Venture Capital Financing.
•
•

•

Meaning: The Venture Capital Financing refers to financing of
new high risky ventures promoted by qualified entrepreneurs
who lack experience & funds to give form to their ideas.
Methods of Venture Capital Financing:
Equity Financing
Conditional Loan:
Income Note:
Participating Debenture:
Eligibility criteria which may be applied to find out the eligibility
of an undertaking for Venture Capital Financing (i)The venture
must be a technically feasible proposition(ii)It should be
commercially viable(iii)The entrepreneurs must be technically
competent & having managerial skill (iv)The undertaking must
have a long run competitive advantage

5. Short note on three forms of Efficient Market Hypothesis?
The EMH theory is concerned with speed with which information
affects the prices of securities. As per the study carried out technical
analyst it was observed that information is slowly incorporated in the
price and it provides an opportunity to earn excess profit. However,
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once the information is incorporated then investor can not earn this
excess profit.
According to FAMA, there exist three levels of market efficiency:• Weak form efficiency – Price reflect all information found in
the record of past prices and volumes.
• Semi – Strong efficiency – Price reflect not only all
information found in the record of past prices and volumes but
also all other publicly available information.
• Strong form efficiency – Price reflect all available
information public as well as private.
6. Explain the Random Walk Theory to Portfolio Management.
Many investment managers and stock market analysts believe that
stock market prices can never be predicted because they are not a
result of any underlying factors but are mere statistical ups and downs.
This hypothesis is known as Random Walk hypothesis which states
that the behavior of stock market prices is unpredictable and that
there is no relationship between the present prices of the shares and
their future prices.
7. What is Arbitrage Pricing Theory?
The arbitrage pricing theory (APT) describes the price where a
mispriced asset is expected to be. It is often viewed as an alternative
to the capital asset pricing model (CAPM), since the APT has more
flexible assumption requirements. Whereas the CAPM formula
requires the market's expected return, APT uses the risky asset's
expected return and the risk premium of a number of macroeconomic factors.
8. Systematic Risk and Unsystematic Risk
Unsystematic risk, also known as "specific risk," "diversifiable risk"
or "residual risk," is the type of uncertainty that comes with the
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company or industry you invest in. Unsystematic risk can be reduced
through diversification. For example, news that is specific to a small
number of stocks, such as a sudden strike by the employees of a
company you have shares in, is considered to be unsystematic risk.
Systematic risk, also known as "market risk" or "un-diversifiable
risk", is the uncertainty inherent to the entire market or entire market
segment. Also referred to as volatility, systematic risk consists of the
day-to-day.
9. Write a short note on Portfolio Rebalancing
It means the value of portfolio as well as its composition the relative
proportion of bond and stocks may change as stock and bonds
fluctuate in response to such changes. Portfolio rebalancing is
necessary.
There are three policies of portfolio rebalancing• Buy and hold policy
• Constant mix policy
• Constant proportion portfolio insurance policy (CPPI)
Purpose of Rebalancing (i) For increasing returns & (ii) Maintaining
risk profile
10. What are the functions of the Stock Exchanges?
•
•
•
•
•

Liquidity and Marketability of Securities:
Fair Price Determination:
Source for Long term Funds:
Helps in Capital Formation:
Reflects the General State of Economy

11. How is a stock market index calculated? Indicate any two
important market indices.
•

Calculate market capitalization of each individual company
comprising the index.
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•
•

Calculate the total market capitalization by adding the individual
market capitalization of all companies in the index.
Computing index of next day requires the index value and the
total market capitalization of the previous day and is computed
as follows:
𝑌𝑒𝑠𝑡𝑒𝑟𝑑𝑎𝑦′𝑠 𝐼𝑛𝑑𝑒𝑥 𝑃𝑜𝑖𝑛𝑡
Index Value
× 𝑇𝑜𝑑𝑎𝑦′𝑠 𝑀𝑘𝑡 𝐶𝑎𝑝
𝑌𝑒𝑠𝑡𝑒𝑟𝑑𝑎𝑦′𝑠 𝑀𝑎𝑟𝑘𝑒𝑡 𝑐𝑎𝑝

12. Book Building
Book building refers to the process of generating, capturing, and
recording investor demand for shares during an IPO. Book Building is
so called because the collection of bids from investors is entered in a
“book”.
These bids are based on an indicative price range. The issue price is
fixed after the bid closing date.
13. What is a ‘Depository Participant’?
•

•

•

Depository Participant (DP) is described as an agent of the
depository. They are the intermediaries between the depository
and the investors. The relationship between the DPs and the
depository is governed by an agreement made between the two
under the Depositories Act.
In a strictly legal sense, a DP is an entity who is registered as such
with SEBI under the sub section 1A of Section 12 of the SEBI Act.
As per the provisions of this Act, a DP can offer depository-related
services only after obtaining a certificate of registration from
SEBI.
SEBI (D&P) Regulations, 1996 prescribe a minimum net worth of
Rs. 50 lakh for stockbrokers, R&T agents and non-banking
finance companies (NBFC), for granting them a certificate of
registration to act as DPs.

14. What is Debt securitization?
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•

•

Debt Securitization is the financial practice of pooling various
types of contractual debt, such as residential mortgages,
commercial mortgages, auto loans, or credit card debt
obligations, and selling said consolidated debt securities, or to
various investors.
The cash collected from the financial instruments underlying the
security is paid to the various investors who had advance money
for that right. Securities backed by residential mortgage
receivables
are
called
residentialmortgage-backed
securities (RMBS), while those backed by other types of
receivables are asset-backed securities (ABS).

15. Steps involved ‘Debt Securitization’.
Steps involved in a Securitization Process:
The basic debt securitization process can be classified in the following
three functions.
(i) The Origination Function: A borrower seeks a loan from a finance
company, bank, housing company or a lease from a leasing company.
The creditworthiness of the borrower is evaluated and a contract is
entered into with repayment schedule structured over the life of the
loan.
(ii) The Pooling Function: Similar loans or receivables are clubbed
together to create an underlying pool of assets. This pool is transferred
in favor of a SPV - (Special Purpose Vehicle), which acts as a trustee for
the investor. Once the assets are transferred, they are held in the
originators’ portfolios.
(iii) The Securitization Function: It is the SPV’s job now to structure
and issue the securities on the basis of the asset pool The securities
carry a coupon and an expected maturity, which can be asset based or
mortgage based. These are generally sold to investors through
merchant bankers. The investors interested in this type of securities
are generally institutional investors like mutual funds, insurance
companies etc. The originator usually keeps the spread available (i.e.
difference) between yield from secured assets and interest paid to
investors.
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16. On Line Share Trading
Investing online, also known as online trading or trading online, is
where individual investors and traders buy and sell securities over an
electronic network, typically with a brokerage firm. This type of
trading and investing has become the norm for individual investors
and traders since late 1990s with many brokers offering services via a
wide variety of online trading platforms.
17. What are the functions of the Stock Exchanges?
•
•
•
•
•

Liquidity and Marketability of Securities
Fair Price Determination
Source for Long term Funds
Helps in Capital Formation
Reflects the General State of Economy

18. Types of ORDERS in a Future Market
Customers in futures and option markets are able to submit a
complete range of dealing instructions to their brokers. This
allows them to give precise instructions as to how their orders will
be treated. Generally, following types of orders are issued:
(i) Market Order (ii) Limit Order (iii) Market-if-touched (MIT)
Order (iv) Stop Loss Order (v) Good till Cancelled (GTC) Order:
Other type of orders include:(vi) Guaranteed stop.(vii) Spread
order.(viii) Scale order.(ix) Opening order.(x) Closing order.(xi)
Limit or Market on Close order.(xii) Stop limit order.(xiii) Public
limit order.
19. Write a note on "Credit Rating" in India.
Credit Rating is an act of assigning values to credit instruments by
assessing the solvency i.e. the ability of the borrower to repay debt.
Thus Credit Rating is an expression of opinion of a rating agency.
• The opinion is in regard to a debt instrument.
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•
•
•

The opinion is as on a specific date.
The opinion is dependent on risk evaluation.
The opinion depends on the probability of interest and principal
obligations being met timely.

20. Write a short note on Credit Rating Process
•
•
•
•
•
•
•
•
•
•

Request from issuer and analysis
Rating Committee
Communication to management and appeal
Pronouncement of the rating
Monitoring of the assigned rating
Rating Watch
Confidentiality of information
Rating Credibility
Rating Coverage
Rating Scores

21. Write a short note on CAMEL MODEL IN CREDIT RATING.
CAMEL Stands for Capital, Assets, Management, Earnings and
Liquidity.
•
•

•
•
•

Capital – Composition of Retained Earnings and External Funds
raised.
Assets – Revenue generating capacity of existing / proposed
assets, fair values, obsolescence, linkage of asset values to
turnover, Size, ageing and recoverability of receivables and its
linkage with turnover.
Management – Extent of involvement of management personnel,
team-work, authority, timeliness, effectiveness
Earnings – Absolute levels, trends, stability, adaptability to
cyclical fluctuations ability of the entity to service existing and
additional debts proposed.
Liquidity – Effectiveness of working capital management,
corporate policies for stock and creditors, management and the
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ability of the corporate to meet their commitment in the short
run.
22. Limitations of Credit Rating.
It may be noted that credit rating is only an opinion and not the
guarantee or protection against default. It is not a recommendation to
buy, or sell, or hold a security. Thus Credit Rating does not in any way
linked with (1) Performance Evaluation of the rated entity unless
called for.(2) Investment Recommendation by the rating agency to
invest or not in the instrument to be rated.(3) Legal Compliance by the
issuer-entity through audit.(4) Opinion on the holding company,
subsidiaries or associates of the issuer entity.
23. Write a short note on ‘Bond Indenture’or ‘Deed of Trust’?
A Bond or Debenture is a long term security. The agreement between issuer
and investor (or creditor and lender) is called the bond indenture or deed of
trust. It contains all the information, which is normally seen in any loan
agreement, including the following:
• Amount of Loan
• Rate of interest
• Schedule of interest payments
• Call feature if any
• Bond refunding
24. TREASURY BILLS (TBs)
• Meaning: T-Bills are short term instruments issued by RBI on
behalf of the Government of India to tide over short term liquidity
shortfalls.
• Periodicity: The periodicity of the T-Bills is 14 days, 28 days, 91
days, 182 days & 364 days.
• Issue Price: Treasury Bills are issued at a discount and redeemed
at face value.
• Yield / Return: The return from T-Bills is in the form of Capital
Profit i.e. difference between issue price (which is at a discount)
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& redemption price (at par). Their yields can be calculated with
the help of the following formula:
𝑭 −𝑷

𝟏𝟐

𝒀 = 𝑷 × 𝟏𝟎𝟎 × 𝒏
;
Y= Yield, F = Face Value, P = Issue Price/Purchase Price, M =Maturity
25. What is a ‘Yield Curve’?
In finance, the yield curve is a curve showing several yields or
interest rates across different contract lengths (2 month, 2 year, 20
year, etc...) for a similar debt contract. The curve shows the relation
between the (level of) interest rate (or cost of borrowing) and the
time to maturity, known as the "term", of the debt for a given
borrower in a given currency. Economists use the curves to
understand economic conditions.
Yield curves are usually upward sloping asymptotically: the longer
the maturity, the higher the yield.
26. Write a short note on Money Market Operations?
•
•
•
•
•

The money market is a market for short-term financial assets that
are close substitutes for money.
The important feature of money market instrument is that it is
liquid.
This is market for borrowing and lending Short-term funds.
Money market instrument are those instruments which have a
maturity period of less than one year .
It is a collection of markets such as Treasury Bills, Certificate of
Deposits, Commercial Paper, Repo etc.

27. Call/Notice Money
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The core of the Indian money market structure is the interbank call
money market which is centralized primarily in Mumbai, but with submarkets in Delhi, Calcutta, Chennai and Ahmadabad.
•

•

Meaning: Call money or inter-bank call money is the medium
through which the scheduled commercial banks lend, borrow or
call at short notice to manage the day-to-day surpluses and
deficits in the cash flow. The money that is lent for one day in this
market is known as ‘call money’ and if it exceeds one day (but less
than 15 days), it is referred as ‘notice money’.
Participants: The participants in the markets are commercial
banks, cooperative banks and primary dealers who can borrow
and lend funds. Large mutual funds promoted by nationalized
banks, private sector mutual funds and all India financial
institutions can participate in the market as lenders only. Brokers
are not permitted in the market

28. INTER-BANK PARTICIPATION CERTIFICATE (IBPC)
•
•

•
•
•

An IBPC is a deed of transfer through which a bank sells or
transfers to a third party (transferee) a part or all of a loan made
to its clients (borrowers).
In other words The Inter Bank Participation Certificates are
short-term instruments to even out the short-term liquidity
within the Banking system particularly when there are
imbalances affecting the maturity mix of assets in Banking Book.
It is called a participation certificate because through it, the PC
holder participates in a bank loan, and so also in the interest, the
security of the loan, and risk of default on a proportionate basis.
The primary objective is to provide some degree of flexibility in
the credit portfolio of banks & to smoothen the consortium
arrangements.
The IBPC can be issued by scheduled commercial bank and can be
subscribed by any commercial bank

29. COMMERCIAL PAPER (CP)
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•

•
•
•

CP is an unsecured debt instrument in the form of a promissory
note issued by highly rated borrowers for tenors ranging between
15 days to one year for meeting working capital requirement
directly from the market instead of borrowing from banks.
CP has to be issued at a discount to face value. Discount rate has
to be freely determined by the market
Benefits of CP to the Issuer: Low interest expenses, Access to
short term funding, Flexibility and liquidity, Investor recognition,
Ease and low cost of establishment.
Benefits of CP to the Investor: Higher yield, Portfolio
diversification, Portfolio diversification, Flexibility, Liquidity.

30. CERTIFICATE OF DEPOSITS (CDs)
•

•

•

•

Meaning: Certificate of Deposit (CD) is a front ended negotiable
instrument, issued at a discount and the face value is payable at
maturity by the issuing bank. There is a lock-in-period of 15 days,
after which they can be sold.
Eligible Issuers Of CD - CDs can be issued only by scheduled
commercial banks excluding Regional Rural Banks (RRBs).
Recently Financial Institution (FIs) has also been allowed to issue
CDs.
Subscribers/Investors to CDs: CDs can be issued to individuals,
corporations, companies, trusts, funds, association, etc. NonResident Indians (NRIs) may also subscribe to CDs, but only on
non-repatriable basis which should be clearly stated on the
Certificate. Such CDs cannot be endorsed to another NRI in the
secondary market.
Minimum size of issue: CDs can be issued for minimum amount
of Rs. 5 lakh to a single investor. CDs above Rs. 5 lakhs should be
in multiples of Rs. 1 lakh. There is however no limit on the total
quantum of funds raised through CDs.

31. REPO v/s REVERSE REPO
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•
•

•

Repurchase Agreement (or repo) is an agreement of sale of a
security with a commitment to repurchase or buy the security
back at a specified price and on a specified date.
Reverse repo is a term used to describe the opposite side of a
repo transaction. Reverse Repo is a purchase of security with a
commitment to sell at a pre-determined price and date.
Accordingly, there are two possible motives for entering into a
reverse repo: short-term investment of funds, or to obtain
temporary use of a particular security.
Repos/Reverse Repos are used: (i) to meet shortfall in cash
position (ii) augment returns on funds held (iii) to borrow
securities to meet regulatory requirement, (iv)An SLR surplus
bank and a CRR deficit bank can use the Repo deals as a
convenient way of of adjusting CRR/SLR positions
simultaneously (v)RBI uses Repo and Reverse Repo deals as a
convenient way of adjusting liquidity in the system.

32. Write a short note on External Commercial Borrowings (ECB)?
•

The foreign currency borrowings raised by the Indian corporate
from confirmed banking sources outside India are called
“External Commercial Borrowings” (ECBs).
• These Foreign Currency borrowings can be raised within ECB
Policy guidelines of Govt. of India/ Reserve Bank of India
applicable from time to time.
• External Commercial Borrowings (ECB) is defined to include, 1.
Commercial bank loans, 2. Buyer’s credit, 3. Supplier’s credit, 4.
Securitized instruments such as floating rate notes, fixed rate
bonds etc. 5. Investment by Foreign Institutional Investors (FIIs)
in dedicated debt funds
• Benefits:
a) Provides the foreign currency funds, which may not be available
in India.
b) The cost of funds at times works out to be cheaper as compared
to the cost of rupee funds.

Compiled by Archana Khetan ©

Page 16

c) ECB encourage infrastructure/core and export sector financing
which are crucial for overall growth of the economy.
33. What is Euro Convertible Bond?
A convertible bond is a bond that can be converted into a
predetermined amount of the company's equity at certain times
during its life, usually at the discretion of the bondholder. An Euro
convertible bond is a bond issued by a company in a market other than
its country of operation. Certain countries do not permit issue of ECBs
by its companies since till the time of conversion the amount will add
to the external debt of the country.
34. GDR (Global Depository Receipts) Or Impact of GDRs on Indian
Capital Market
•

•

•

A Global Depository Receipt or Global Depositary Receipt (GDR)
is a certificate issued by a depository bank, which purchases
shares of foreign companies and deposits it on the account. Global
Depository Receipts facilitate trade of shares, and are commonly
used to invest in companies from developing or emerging
markets.
Several international banks issue GDRs, such as JPMorgan Chase,
Citigroup, Deutsche Bank, Bank of New York. GDRs are often
listed in the Frankfurt Stock Exchange, Luxembourg Stock
Exchange and in the London Stock Exchange, where they are
traded on the International Order Book (IOB).
GDR are negotiable instruments issued to Overseas Depository
Bank on behalf of an Indian Company to raise funds abroad.

35. American Depository Receipts (ADR)
•

Meaning: An American Depositary Receipt (abbreviated ADR)
represents ownership in the shares of a non-U.S. company that
trades in U.S. financial markets. The stock of many non-US
companies trade on US stock exchanges through the use of ADRs.
ADRs enable U.S. investors to buy shares in foreign companies
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•

without the hazards or inconveniences of cross-border & crosscurrency transactions. ADRs carry prices in US dollars, pay
dividends in US dollars, and can be traded like the shares of USbased companies.
JPMorgan introduced the first ADR in 1927, for the British retailer
Selfridges. Four major commercial banks that provide depositary
bank services - JPMorgan, Citibank, Deutsche Bank and the Bank
of New York Mellon.

36. Indian Depository Receipts(IDRs)
•
•
•

•
•

IDR means any instrument in the form of depository receipt
created by the domestic depository in India against the
underlying equity shares of the issuing foreign company.
Companies incorporated outside the country can now raise
resources from the Indian capital market through the issue of
Indian Depository Receipts (IDRs).
An IDR is a financial instrument similar to a Global Depository
Receipt (GDR) and American Depository Receipt (ADR), the
objective of which is to provide a platform to foreign firms to
directly raise capital in India. For Indian investors,
Recent Example: Standard Chartered Bank became the first
foreign company to list IDR in India.
The largest foreign bank in India, which reeled in a billion dollar
of profit from domestic operations last year (India is its most
profitable unit after Hong Kong), will sell 24 crore IDRs through a
public issue.

37. Modes of Takeover
The two types of takeovers are:
• Friendly takeover.
• Hostile takeover.
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38. What is a Takeover by Reverse Bid or Reverse Takeover?
•

Meaning: It is the act of a smaller company gaining control over
a larger one .In ordinary case, the company taken over Is the
smaller company; in a ‘Reverse Takeover’, a smaller company
gains control of a larger one.
• Tests For Identifying Takeover by Reverse Bid :
a) The three tests in a takeover by reverse bid that are required to
be satisfied are, namely:
b) The assets of the transferor company are greater than the
transferee company, equity capital to be issued by the transferee
company pursuant to the acquisition exceeds its original issued
capital.
c) The change of control in the transferee company through the
introduction of a minority holder or group of holder’s ratio
increases, the equity portion of the acquisition financing shrinks
to a level
39. What are NBFCs”? What are the different forms of NBFCs?
• Meaning of NBFC (Non Banking Financial Companies):
a) NBFC stands for Non-Banking financial institutions, and the
Reserve Bank of India under RBI Act, 1934, regulates these.
b) NBFC’s principal business is receiving of deposits under any
scheme or arrangement or in any other manner or lending on any
other manner. They normally provide supplementary finance to
the corporate sector.
• Different categories of NBFC
1. Loan companies 2. Investment Companies. 3. Hire Purchase
Finance Companies. 4. Equipment Leasing Companies. 5. Mutual
Benefit Finance Companies. 6. Housing Finance Companies 7.
Miscellaneous Finance Companies.
40. Write a short note on Rolling Settlement?
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•

•

•

Meaning: A rolling settlement is that settlement cycle of the stock
exchange, where all trades outstanding at end of the day have to
settled, which means that the buyer has to make payments for
securities purchased and seller has to deliver the securities sold.
Example: Suppose if we have T+2 settlement cycles it means that
a transaction entered into on Day 1 has to be settled on the Day
1+2 working days.
For e.g.
Jan 1 Jan 2 Jan 3 Jan 4 Jan 5 Jan 6 Jan 7
Jan 8
Mon
Tue
Wed
Thu
Fri
Sat
Sun Mon
Stocks purchased/sold on Jan 1 should be settled on Jan 3. Stocks
purchased/sold on Jan 4 should be settled on Jan 8. (Note that Sat
& Sun, being holidays are again excluded for the T+2 counts).
Benefits of Rolling Settlement: (a) payments are quicker than
in weekly settlements. (b) It keeps cash and forward markets
separate. (c) Provide for a higher degree of safety.(d) From an
investor's perspective, rolling settlement reduces delays.

41. Explain General Principles And Methods Of Technical Analysis?
•
•
a)
b)
c)
d)
e)
f)
g)
h)

The Dow Theory:
Market Indicators
Breadth Index:
Volume of Transactions:
Confidence Index:
Relative Strength Analysis:
Odd - Lot Theory:
Support and Resistance Levels
Moving Averages
Bollinger Bands

42. Dow Jones theory
The Dow Jones theory classifies the movements of the prices on the
share market into three major categories:
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•

Primary Movements: They reflect the trend of the stock market
& last from one year to three years, or sometimes even more.
a) During a Bull phase, the primary trend is that of rise in prices.
b) During a Bear Phase, the primary trend is that of fall in prices.
• Secondary Movements: These movements are opposite in
direction to the primary movements and are shorter in duration.
These movements normally last from three weeks to three
months.
• Daily Movements: There are irregular fluctuations, which occur
every day in the market. These fluctuations are without any
definite trend.
43. Timing of Investment on the basis of Dow Jones Theory
Dow Jones theory identifies the turn in the market prices by seeing
whether the successive peaks and troughs are higher or lower than
earlier. According to the theory, the investment manager should
purchase investments when the prices are at T1. At this point, he can
Ascertain that the bull trend has started, since T2, is higher than T1
and P2 is higher than P1.
Similarly, when prices reach P7 he should make sales. At this point he
can ascertain that the bearish trend has started, since P9 is lower than
P8 and T8 is lower than T7 Ideally speaking, the investment manager
would like to purchase shares at a time when they have reached the
lowest trough and sell them at a time when they reach the highest
peak. However, in practice, this seldom happens. Therefore, he has to
time his decision in such a manner that he buys the shares when they
are on the rise and sells them when they are on the fall. It means that
he should be able to identify exactly when the falling or the rising trend
has begun.
44. Write a short note on Asset Allocation Strategies?
Many portfolios containing equities also contain other asset
categories, so the management factors are not limited to equities.
There are four asset allocation strategies:

Compiled by Archana Khetan ©

Page 22

•

•

•
•

Integrated Asset Allocation: Under this strategy, capital market
conditions and investor objectives and constraints are examined
and the allocation that best serves the investor’s needs while
incorporating the capital market forecast is determined.
Strategic Asset Allocation: Under this strategy, optimal
portfolio mixes based on returns, risk, and co-variances is
generated using historical information and adjusted periodically
to restore target allocation within the context of the investor’s
objectives and constraints.
Tactical Asset Allocation: Under this strategy, investor’s risk
tolerance is assumed constant and the asset allocation is changed
based on expectations about capital market conditions.
Insured Asset Allocation: Under this strategy, risk exposure for
changing portfolio values (wealth) is adjusted; more value means
more ability to take risk.

45. Exchange Traded Funds (ETFs)
•

•
•
•
•

Exchange Traded Funds (ETFs) were introduced in US in 1993
and came to India around 2002. Exchange Traded Funds (ETFs)
are mutual fund schemes that are listed and traded on exchanges
like any other stocks.
Diversification of an index fund.
Expense ratios for most ETFs are lower than those of the average
mutual fund.
No paper work involved for investing in an ETF
Instant diversification, low cost and the flexibility.

46. What is ‘Money market mutual Fund’?
A money market fund's purpose is to provide investors with a safe
place to invest easily accessible cash-equivalent assets characterized
as a low-risk, low-return investment.
Money market funds typically invest in government securities,
certificates of deposit, commercial paper of companies, or other highly
liquid and low-risk securities.
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The biggest risk involved in investing in money market funds is the
risk that inflation will outpace the funds' returns, thereby eroding the
purchasing power of investor’s money.
47. What are the limitations/drawbacks of investing in Mutual Fund?
•

•
•

•
•

No guarantee of Return – There are three issues involved :
(a) All Mutual Funds cannot be winners. There may be some who may
underperform the benchmark index i.e. it may not even perform well
as a beginner who invests in the stocks constituting the index.
(b) A mutual fund may perform better than the stock market but this
does not necessarily lead to a gain for the investor. The market may
have risen and the mutual fund scheme increased in value but the
investor would have got the same increase had he invested in risk free
investments than in mutual fund.
(c) Investors may forgive if the return is not adequate. But they will
not do so if the principal is eroded. Mutual Fund investment may
depreciate in value.
Diversification – Diversification any minimize risks but does not
guarantee higher return.
Selection of Proper Fund – It may be easier to select the right share
rather than the right fund. For stocks, one can base his selection on the
parameters of economic, industry and company analysis. In case of
mutual funds, past performance is the only criterion to fall back upon.
But past cannot predict the future.
Cost Factor/ High Management Fee
Unethical Practices

48. Difference between ‘Capital Market’ & ‘Money Market’.
A financial market is a market that brings buyers and sellers together
to trade in financial assets such as stocks, bonds, commodities,
derivatives and currencies. The purpose of a financial market is to set
prices for global trade, raise capital and transfer risk.
Money markets are used for a short-term basis, usually for assets up
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to one year. Conversely, capital markets are used for long-term assets,
which are any asset with maturity greater than one year. Capital
markets include the equity (stock) market and debt (bond) market.
Together the money and capital markets comprise a large portion of
the financial market and are often used together to manage liquidity
and risks for companies, governments and individuals.
49. Leading And Lagging
•
•
•
•

This technique is used by subsidiaries for optimizing cash flow
movements by adjusting the timing of payments to determine
expectations about future currency movements.
MNCs accelerate (lead) or delay (lag) the timing of foreign
currency payments through adjustment of the credit terms
extended by one unit to another.
It helps in minimizing foreign exchange exposure.
Takes advantage of expected revaluations and devaluations of
currency movement.

50. Short note on Netting
•

•

Netting refers to offsetting exposures in one currency with
Exposures in the same or another currency, where exchange rates
are expected to move in such a way that losses or gains on the first
exposed position should be offset by gains or losses on the second
currency exposure.
Objective: The objective of the exercise is to offset the likely loss
in one exposure by likely gain in another. It is a technique of
optimizing cash flow movements with the combined efforts of the
subsidiaries thereby reducing administrative and transaction
costs resulting from currency conversion.

51. Short note on Exchange Rate Forecasting?
• Meaning: The amounts traded each day in the foreign exchange
market are now huge. Corporate need to do the exchange rate
forecasting for taking decisions regarding hedging, short-term
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•
•

•
•

•

financing, short-term investment, capital budgeting, earnings
assessments and long-term financing.
Techniques of Exchange Rate Forecasting:
Technical Forecasting: It involves the use of historical data to
predict future values. For example time series models.
Speculators may find the models useful for predicting day-to-day
movements.
Fundamental Forecasting: It is based on the fundamental
relationships between economic variables and exchange rates.
Market-Based Forecasting: It uses market indicators to develop
forecasts. The current spot/forward rates are often used, since
speculators will ensure that the current rates reflect the market
expectation of the future exchange rate.
Mixed Forecasting: It refers to the use of a combination of
forecasting techniques and forecast is a weighted average of the
various forecasts developed.

52. Interest Rate Parity (IRP)
•

•

Meaning: Interest rate parity is a theory which states that ‘the
size of the forward premium (or discount) should be equal to the
interest rate differential between the two countries of concern”.
or In other words Investment Opportunity in any two given
country will always be same.
Covered Interest Arbitrage: When interest rate parity exists,
covered interest arbitrage is not feasible, because any interest
rate advantage in the foreign country will be offset by the
discount on the forward rate. Thus, the act of covered interest
arbitrage would generate a return that is no higher than what
would be generated by a domestic investment.

•

Formula:

F
S

=

1+𝑛𝑖𝐴
1 +𝑛𝑖𝐵

53. Purchasing Power Parity (PPP):
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•

Purchasing Power Parity theory focuses on the ‘inflation –
exchange rate’ relationship.
There are two forms of PPP theory:-

a. The ABSOLUTE FORM, also called the ‘Law of One Price’ suggests,
“Prices of similar products of two different countries should be
equal when measured in a common currency”. If a discrepancy in
prices as measured by a common currency exists, the demand
should shift so that these prices should converge.
b. The RELATIVE Form
For Relative Form, Equation is given by:△ 𝑺 = △ 𝑷𝑫 – △ 𝑷𝑭
i.e. in equilibrium the rate of change in exchange equals interest
rate differential.
It is generally found that PPP is more closely approximated in the long
run than in the short run, and when disturbances are purely monetary
in character.
54. Short note on Foreign Exchange Exposure
Exposure refers to those parts of a company’s business that would be
affected if exchange rate changes. Foreign exchange exposures arise
from many different activities.
For example, an importer knows foreign currency payable but home
currency equivalent is unknown.
Types of Exposure: The foreign exchange exposure may be classified
under three broad categories:
1. Transaction Exposure: It measures the effect of an exchange rate
change on outstanding obligations that existed before exchange rates
changed but were settled after the exchange rate changes. Thus, it
deals with cash flows that result from existing contractual obligations.
2. Translation Exposure: Also known as accounting exposure, it
refers to gains or losses caused by the translation of foreign currency
assets and liabilities into the currency of the parent company for
accounting purposes.
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3. Economic Exposure: It refers to the extent to which the economic
value of a company can decline due to changes in exchange rate. It is
the overall impact of exchange rate changes on the value of the firm.
55. Write a note on ‘Nostro Account’ and ‘Vostro account’
Nostro Account: Account held by a particular domestic bank in a
foreign bank is called Nostro account. Here in the above example given
in Vostro account the same account is a Nostro account for UBS
Switzerland, or if SBI India opens an account in UBS Switzerland then
that account is a Nostro account for SBI India. Nostro accounts are
usually in the currency of the foreign country. This allows for easy cash
management because currency doesn't need to be converted.
Vostro Account: Account held by a foreign bank in a domestic bank is
called vostro account. For example UBS of Switzerland opening an
account in SBI in India, this is vostro account for SBI India.
56. What is ‘Initial margin’ and ‘Maintenance margin’?
Initial Margin
This is the initial amount of cash that must be deposited in the
account to start trading contracts. It acts as a down payment for the
delivery of the contract and ensures that the parties honor their
obligations.
Maintenance Margin
This is the balance a trader must maintain in his or her account as the
balance changes due to price fluctuations. It is some fraction perhaps 75% - of initial margin for a position. If the balance in the
trader's account drops below this margin, the trader is required to
deposit enough funds or securities to bring the account back up to
the initial margin requirement.
57. What is ITM, ATM & OTM?
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In-the-money option: An in-the-money (ITM) option is an option that
would lead to a positive cash flow to the holder if it were exercised
immediately. A call option on the index is said to be in-the-money
when the current index stands at a level higher than the strike price
(i.e. spot price > strike price). In the case of a put, the put is ITM if the
index is below the strike price.
At-the-money option: An at-the-money (ATM) option is an option
that would lead to zero cash flow if it were exercised immediately. An
option on the index is at-the-money when the current index equals
the strike price (i.e. spot price = strike price).
Out-of-the-money option: An out-of-the-money (OTM) option is an
option that would lead to a negative cash flow it were exercised
immediately. A call option on the index is out-of-the-money when the
current index stands at a level which is less than the strike price (i.e.
spot price < strike price). In the case of a put, the put is OTM if the
index is above the strike price.

Compiled by Archana Khetan ©

Page 29

Compiled by Archana Khetan ©

Page 30

58. What is an Underlying’?
In finance, the underlying of a derivative is an asset, basket of
assets, index, or even another derivative, such that the cash flows of
the (former) derivative depend on the value of this underlying.
59. Interest rates futures
An interest rate future is a financial derivative (a futures contract)
with an interest-bearing instrument as the underlying asset. It is a
particular type of interest rate derivative. Examples include
Treasury-bill futures, Treasury-bond futures. Interest rate futures are
used to hedge against the risk that interest rates will move in an
adverse direction, causing a cost to the company.
60. What is Forward Rate Agreement?
A Forward Rate Agreement, or FRA, is an agreement between two
parties who want to protect themselves against future movements in
interest rates. By entering into an FRA, the parties lock in an
interestrate for a stated period of time starting on a future
settlement date, based on a specified notional principal amount.
61. Short note on EMBEDDED DERIVATIVES
An Embedded option is a component of a financial bond or other
security, and usually provides the bondholder or the issuer the right
to take some action against the other party. There are several types of
options that can be embedded into a bond. Some common types of
bonds with embedded options include callable bond, putable bond,
convertible bond, extendible bond, and exchangeable bond. A bond
may have several options embedded if they are not mutually exclusive.
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62. Interest Rate Swaps
•

•

Meaning: An Interest Rate Swap is a transaction involving an
exchange of one stream of interest obligations for another. In an
interest rate swap, no exchange of principal takes place but
interest payments are made on the notional principal amount.
Interest payments can be exchanged between two parties to
achieve changes in the calculation of interest on the principal, for
example :(a) Floating to fixed;(b) Fixed to floating;(c) LIBOR to
prime - based;(d) Prime to LIBOR;

• Types of Interest Rate Swaps
(a) Liability Swap - Where there is an exchange of interest
obligation i.e., interest is to be paid, the swap is liability swap.
(b) Asset Swap - Where there is an exchange of interest receipts i.e.,
interest is to be received, the swap is asset swap.
63. INTEREST RATE CAP
An interest rate cap is a derivative in which the buyer receives
payments at the end of each period in which the interest rate exceeds
the agreed strike price. It is a type of European Call Option and for
this buyer is required to pay premium.
64. INTEREST RATE FLOOR
An interest rate floor is a derivative in which buyer of the floor receives
money if on the maturity, the interest rate is below the agreed strike
price of the floor. It is a type of European Put Option and for this
buyer is required to pay premium.
65. INTEREST RATE COLLAR
Collar can be created in two manners:
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•
•

Buy a collar (whereby you buy a cap and sell a floor both with the
same expiry but different strike prices and notional). Premium is
received by selling a Floor and Premium is paid by Buying a Cap.
Sell a collar (whereby you sell a cap and buy a floor both with the
same expiry but different strike prices and notional)

66. Type of Leasing:
The different leasing options may however, be grouped in by two
broad categories as under:
Operating Lease: Features of Operating Lease
• It is a short-term arrangement and the lease term is significantly
less than the economic life of the equipment.
• The lessee prior to its expiration date can cancel it.
• The lease rental is generally not sufficient to fully amortize the
cost of the asset.
• The cost of maintenance, taxes, and insurance is the responsibility
of the lessor.
• The lessee is protected against the risk of obsolescence.
• The lessor has the option to recover the cost of the asset from
another party on
• Computers & other office equipment are very common assets,
which form subject matter of any operating lease.
67. Financial Lease: Features of Financial Lease
a. In case of It is a long-term arrangement and during the primary
lease period, the lease cannot be cancelled.
The lease is more or less fully amortized during the primary
lease period.
b. The lessee is required to take the risk of obsolescence. The lessor
is only the Financier and is not interested in the asset.
c. The lease term generally covers the full economic life of the
equipment.
d. The cost of maintenance, taxes, insurance etc. is to be incurred by
the lessee unless the contract provides otherwise.

Compiled by Archana Khetan ©

Page 33

68. Short Note on Cross Border Leasing.
Cross-border or international lease, the lessor and the lessee are
situated in two different countries, it is called cross-border lease.
Benefits Of Cross Border Leasing:
• 100% funding off-balance sheets financing
• Funding for long period and at fixed rate internationally
• Tax benefits can be shared by the lessee or lessor
• Choice of assets for cross border lease is different than domestic
lease because those assets may find here attractive bargain which
are internationally mobile, have adequate residual value and
enjoy undisputed title.
69. Write a short note on Social Cost Benefits Analysis
•
•
•

Social Cost Benefit Analysis is a systematic evaluation of an
organization’s social performance as distinguished from its
economic performance.
Social Cost Benefits Analysis is an approach for evaluation of
projects. It assesses gain/ loss to the society as a whole.
We have to write about the effects of the project on society like
pollution, job-creating opportunities, effect on natural habitat
and so on.

70. Zero Date Of Project Management
Zero Date of a Project means a date is fixed from which
implementation of the project begins. It is a starting point of incurring
cost. The project completion period is counted from the zero date. Preproject activities should be completed before zero date.
The pre-project activities are:
(a) Identification of project/product
(b) Determination of plant capacity
(c) Selection of technical help/collaboration
(d) Selection of site.
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(e) Selection of survey of soil/plot etc.
(f) Manpower planning and recruiting key personnel
(g) Cost and finance scheduling.
71. Write a short note on Real Option In Capital Budgeting?
The traditional measure of investment decision criterion i.e. NPV, does not
take into account the value of options inherent in capital budgeting.
Three of the most common real call options in capital budgeting include:
• Option to delay until key variables change favorably,
• Option to expand if a project turns out to be more promising
• Option to abandon if worse case occurs.
Two models are normally used in determining the Real Option in Capital
Budgeting
(a) The Binomial Model of Option Pricing:
(b) The Black-Scholes Model.
72. Explain ‘Sensitivity Analysis’ or ‘Scenario Analysis’.
Sensitivity Analysis enables managers to assess how responsive the
NPV is to changes in the variables, which are used to calculate it.
Steps: Sensitivity Analysis involves three steps:
• Identification of all those variables having an influence on the
project’s NPV or IRR.
• Definition of the underlying quantitative relationship among the
variables.
• Analysis of the impact of the changes in each of the variables on
the NPV of the project. Sensitivity Analysis answers questions
like,
(i) What happens to the present value (or some other criterion of
merit) if flows are, say Rs. 50,000 than the expected Rs.
80,000?
(ii) What will happen to NPV if the economic life of the project is only
3 years rather than expected 5 years?
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73. Explain ‘Capital Rationing’.
Capital Rationing is a situation where a constraint or budget ceiling
is placed on the total size of capital expenditures during a particular
period.
In other words “Capital Rationing refers to a situation where a
company cannot undertake all positive NPV projects it has identified
because of shortage of capital ”.
Reasons for Capital Rationing:
External Factors: Under this the firm does not have funds & it also
cannot raise them from financial markets. Some reasons can be:
(i) imperfections in capital markets (ii) non-availability of market
information (iii) investor’s attitude (iv) Firm’s lack of Credibility in
market (v) High Flotation costs
Internal Factors: Internal capital rationing arises due to the selfimposed restrictions imposed by management. Under this though the
funds can be arranged but firm itself impose restrictions on
investment expenditure. Some reasons can be:
(i) Not to take additional burden of debt funds (ii) laying down a
specified minimum rate of return on each project (iii) No further
Equity Issue to prevent dilution of control, (iv) Divisional Budgets
used to prevent any inefficiency or wastage of funds by them.
74. Explain the factors/determinants for determining Dividend Policy?
•
•
•
•
•

Legal Considerations
Stability of Earnings
Effect on Market Prices
Cash flow
Tax and other considerations

75. Write a short note on Swaptions.
A swaption is an option granting its owner the right but not the obligation
to enter into an underlying swap. Although options can be traded on a
variety of swaps, the term "swaption" typically refers to options on interest
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rate swaps.
There are two types of swaption contracts:
• A payer swaption gives the owner of the swaption the right to enter
into a swap where they pay the fixed leg and receive the floating leg.
• A receiver swaption gives the owner of the swaption the right to enter
into a swap where they will receive the fixed leg, and pay the floating leg.
Uses of Swaption:
• Swaptions can be used as an effective tool to swap into or out of
fixed rate or floating rate interest obligations.
• Swap traders can use them for speculation purposes or to hedge a
portion of their swap books
• Swaptions also provide protection on callable/putable bond issues.
• Swap also provide arbitrage opportunity
76. Explain the terms ‘Intrinsic Value of an Option’& the ‘Time Value
of an Option’
Option Premium is the component of two parts: Intrinsic value + Time
Value of an option.
Intrinsic Value Intrinsic Value is the gross profit that the option buyer
would realize upon immediate exercise of the option. It is defined as
the difference between the option’s strike price and the stock’s actual
current price. Intrinsic Value is the value or profit that any given
option would have if it were exercised today. It can never be negative
(always equal to or greater than zero).
Time Value of Option: Time Value of Option is the amount by which
the option price exceeds the Intrinsic Value. On the expiration date,
the time value of option is zero and the premium is entirely
represented by the Intrinsic Value. If there is At the Money or Out Of
the Money position, it means there is no intrinsic value and the entire
premium is represented by the time Value. Time Value is basically the
risk premium that the seller requires, to provide the option buyer
with the right to buy/sell the Stock up to the expiration date. This
component may be regarded as “insurance premium” of the option.
This is also known as extrinsic value.
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77. Distinguish between Forward Contracts and Futures Contracts?
Distinction between forward and futures contracts are as follows:
· Trading
· Size of contract
· Organized exchanges
· Settlement
· Delivery date
· Transaction costs
· Marking to Market
· Margins
· Credit Risk
· Liability extent
· Liquid
78. Briefly explain ‘Buy Back of Securities’ and give the management
objectives of buying Back Securities
Meaning: Buyback is reverse of issue of shares by a company, where
it offers to take back its shares owned by the investors at specified
prices.
The Companies (Amendment) Act gives the power to the corporates to
purchase its securities by virtue of Sections 77A. Section 77AA and
77B.
Objectives of Buyback: The following are the management objectives
of buying back securities:
• To return excess cash to shareholders, in absence of appropriate
investment opportunities.
• To give a signal to the market that shares are undervalued.
• To increase promoters holding, as a percentage of total
outstanding shares, without additional investment. Thus, buy
back is often used as a defense mechanism against potential
takeover.
• To change the capital structure
• To Increase Earnings per share
79. Forms of Takeover:
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There are three forms of Takeover:
• Negotiated/ Friendly
• Open Market / hostile
• Bailout
• Takeover by reverse Bid
80. Note on ‘Negotiated or Friendly Takeover’.
Friendly takeover is an acquisition, which is approved by the
management. Before a bidder makes an offer for another company, it
usually first informs the company's board of directors. In an ideal
world, if the board feels that accepting the offer serves
the shareholders better than rejecting it, it recommends the
shareholders accept the offer.
In a private company, because the shareholders and the board are
usually the same people or closely connected with one another, private
acquisitions are usually friendly.
81. Note on ‘Open Market Offer’ or ‘Hostile Offer’ or ‘Tender Offer’.
A "hostile takeover" allows a suitor to take over a target company
whose management is unwilling to agree to a merger or takeover. A
takeover is considered "hostile" if the target company's board rejects
the offer, but the bidder continues to pursue it, or the bidder makes
the offer directly after having announced its firm intention to make an
offer.
A hostile takeover can be conducted in several ways. A tender offer can
be made where the acquiring company makes a public offer at a fixed
price above the current market price. An acquiring company can also
engage in a proxy fight, whereby it tries to persuade enough
shareholders, usually a simple majority, to replace the management
with a new one, which will approve the takeover. Another method
involves quietly purchasing enough stock on the open market, known
as a "creeping tender offer", to effect a change in management. In all of
these ways, management resists the acquisition, but it is carried out
anyway.
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82. What is ‘Takeover by reverse Bid’?
When a small company takes over a big company, it is known as
‘takeover by Reverse Bid’. The acquired company is said to be big if
any one of the following conditions if satisfied:
• The net assets of the company acquired are more than those of
Acquirer Company.
• Equity capital to be issued by the acquirer company, as purchase
consideration, exceeds equity capital of acquirer (before issuing
equity capital as purchase consideration)
• Shareholders of the acquired company acquire the change in
control of acquirer i.e. after takeover the control.
83. Note on ‘Bailout’.
Takeover of financially weak company is known as ‘Bailout’. Bailout
can be in the form of ‘Rescue financing’ or ‘Buyout’
84. What is ‘Buy Out’ in the context of merger n acquisition?
In finance, a buyout is an investment transaction by which the
ownership equity of a company or a majority share of the stock of the
company is acquired. The acquirer thereby "buys out" the present
equity holders of the target company. A buyout will often include the
purchasing of the target company's outstanding debt, which is
referred to as "assumed debt" by the purchaser.
85. What a short note on LBO.
•

•

Meaning: A Leveraged buy-out (LBO) is an acquisition of a
company in which the acquisition is substantially financed
through debt. Typically in the LBO 90% or more of the purchase
price is financed with debt.
Attractive candidate for acquisition through leveraged
buyout should possess three basic attributes:
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a) If firm have a good position in its industry with a solid profit
history and reasonable expectations of growth.
b) The firm should have a relatively low level of debt and a high level
of bankable assets that can be used as loan collateral.
c) It must have stable and predictable cash flows that are adequate
to meet interest and principle payment of the debt.
86. What is Management Buyout (MBO)?
When the management of the company goes for a buyout, it is referred
to as ‘Management Buyout’ of the company. The force behind the
concept of buyout is that when the staff and management become
owners of the business, they may pull out the concern out of red as (i)
they fully understand that business and (ii) they will take full interest
in running company as their fortunes will be linked with success/
failure of the company. The MBO usually turns the previous workers
and managers into owners, thereby increasing the incentive to work
harder.
Purpose:
• To save jobs, either when the business has been scheduled for closure.
• An outside purchaser would bring in its own management.
87. Write a short note on GREEN SHOE OPTION (GSO)
•
•
•

•

It is an option that allows the underwriting of an IPO to sell
additional shares if the demand is high.
It can be understood as an option that allows the underwriter for
a new issue to buy and resell additional shares up to a certain
predetermined quantity.
In the Indian context, green shoe option has a limited connotation.
SEBI guidelines governing public issues contain appropriate
provisions for accepting over-subscriptions, subject to a ceiling,
say, 15 per cent of the offer made to public
The name comes from the fact that Green Shoe Company was the
first entity to use this option.

88. What is Financial Restructuring?
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Corporate financial restructuring is any substantial change in a
company’s financial structure, or ownership or control, or business
portfolio, designed to increase the value of the firm. If you want to
increase the value of your firm, you may need to reorganize your
financial assets in order to create the most financially beneficial
environment for the company.
What does financial restructuring entail? In the case of excessive
debt, we negotiate directly with creditors and vendors to create
repayment plans that are acceptable to both parties. Through limited
asset liquidation and accounts receivable funding, we secure capital
that the company can use to expand. We also help create a business
plan that details the financial direction of the company and the steps
needed to achieve success.
89. What is ‘synergy in the context of M & A’?
The concept that the value and performance of two companies
combined will be greater than the sum of the separate individual
parts. Synergy is a term that is most commonly used in the context of
mergers and acquisitions.
If two companies can merge to create greater efficiency or scale, the
result is what is sometimes referred to as a synergy merge.
Two businesses can merge to form one company that is capable of
producing more revenue than either could have been able to
independently, or to create one company that is able to eliminate or
streamline redundant processes, resulting in significant cost
reduction.
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90. Delta of an option
The delta of an option is the sensitivity of an option premium relative
to changes in the price of the underlying asset. It tells option traders
how fast the price of the option (here price means premium) will
change as the underlying stock moves.

The above graph illustrates the behavior of both call and put option
deltas as they shift from being out-of-the-money (OTM) to at-themoney (ATM) and finally in the money (ITM). Note that calls and puts
have opposite deltas - call options are positive and put options are
negative.
91. Option Greeks
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Option Greeks measure the sensitivity of the option price to four
different factors i.e. Change in the price of the underlying stock,
interest rate, volatility and time decay.
The five option Greeks are:
Delta (Greek Symbol δ) - a measure of an option's sensitivity to
changes in the price of the underlying asset .
Gamma (Greek Symbol γ) - a measure of delta's sensitivity to
changes in the price of the underlying asset .
Vega - a measure of an option's sensitivity to changes in the volatility
of the underlying asset .
Theta (Greek Symbol θ) - a measure of an option's sensitivity to
time decay .
Rho (Greek Symbol ρ) - a measure of an option's sensitivity to
changes in the risk free interest rate .
92. What is Factoring
It is a financial transaction in which a business sells its accounts
receivable (i.e., invoices) to a third party (called a factor) at a discount.
In "advance" factoring, the business owner sells his receivables in the
form of invoice to the factor, who makes an advance of 70-85% of the
purchase price of the receivable amount. The factor collects the full
amount from the customer in due course and pays the balance amount
due to the business owner after deducting his commission and other
charges. In "maturity" factoring, the factor makes no immediate
advance on the purchased accounts, but sees to it that the customer
pays the invoiced amount within the stipulated time i.e. on maturity.
However, if the customer fails to make payment within the stipulated
time e.g. 30 days, the factor makes payment to the client and proceeds
to collect the payment from the customer.
93. Types of Factoring

Compiled by Archana Khetan ©

Page 45

Recourse factoring is an agreement where a company sells its current
invoices to a factoring company with the understanding that the
company will buy them back if they go uncollected. This factoring plan
is generally affordable since the company is agreeing to absorb some
of the risk involved in the transaction.
Non-Recourse Factoring Non-recourse factoring allows a company
to sell its invoices to a factor without the obligation of absorbing any
unpaid invoices. Instead, if the customers renege on their payments or
pay their invoices late any losses are absorbed by the factor, leaving
the business unscathed.
94. What is Forfaiting?
The purchasing of an exporter's receivables (the amount importers
owe the exporter) at a discount by paying cash. The forfaiter, the
purchaser of the receivables, becomes the entity to whom the importer
is obliged to pay its debt.
By purchasing these receivables - which are usually guaranteed by the
importer's bank - the forfaiter frees the exporter from credit and from
the risk of not receiving payment from the importer who purchased
the goods on credit. While giving the exporter a cash payment,
forfaiting allows the importer to buy goods for which it cannot
immediately pay in full. The receivables, becoming a form of debt
instrument that can be sold on the secondary market, are represented
by bills of exchange or promissory notes, which are unconditional and
easily transferred debt instruments.
95. Put call parity theorem
Put Call Parity states that the premium of a call option implies a certain
fair price for the corresponding put option having the same strike
price and expiration date, and vice versa. Support for this pricing
relationship is based upon the argument that arbitrage opportunities
would materialize if there is a divergence between the value of calls
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and puts. Arbitrageurs would come in to make profitable, riskless
trades until the put-call parity is restored.
To begin understanding how the put-call parity is established, let's
first take a look at two portfolios, A and B. Portfolio A consists of a
European call option and cash equal to the number of shares covered
by the call option multiplied by the call's striking price. Portfolio B
consists of a European put option and the underlying asset. Note that
equity options are used in this example.
Portfolio A = Call + Cash, where Cash = Call Strike Price
Portfolio B = Put + Underlying Asset
96. State any four assumptions of Black Scholes Model
The model is based on a normal distribution of underlying asset
returns. The following assumptions accompany the model:
1. European Options are considered,
2. No transaction costs,
3. Short term interest rates are known and are constant,
4. Stocks do not pay dividend,
5. Stock price movement is similar to a random walk,
6. Stock returns are normally distributed over a period of time, and
7. The variance of the return is constant over the life of an Option.
97. Investor Rights as per SEBI
Right to get
* The best price
* Proof of price/brokerage charged
* Money/shares on time
* Shares through auction where delivery is not received
* Square up amount where delivery not received in auction
Right for redressal against
* Fraudulent price
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* Unfair brokerage
* Delays in receipt of money or shares
* Investor unfriendly companies
98. Investor obligations as per SEBI
The obligation to
* Sign a proper member constituent/ sub- broker client agreement
* Possess a valid contract or purchase/ sale not
* Deliver securities with valid documents and proper signatures
The obligation to ensure
* To make payment on time
* To deliver shares on time
* To ensure that securities purchased are received in the client's
beneficiary account
* To send securities for transfer to the company on time
* To deal only with SEBI registered trading members and sub brokers
99. Open ended & Close Ended Scheme
Open-end fund (or open-ended fund) is a collective investment
scheme, which can issue and redeem shares at any time. An investor
will generally purchase shares in the fund directly from the fund itself
rather than from the existing shareholders.
It contrasts with a closed-end fund, which typically issues all the
shares it will issue at the outset, with such shares usually being
tradable between investors thereafter.
100.What are the signals that indicate that is time for an investor to
exit a mutual fund scheme?
(1) When the mutual fund consistently under performs the broad
based index, it is high time that it should get out of the scheme.
(2) When the mutual fund consistently under performs its peer group
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instead of it being at the top. In such a case, it would have to pay to
get out of the scheme and then invest in the winning schemes.
(3) When the mutual fund changes its objectives e.g. instead of
providing a regular income to the investor, the composition of the
portfolio has changed to a growth fund mode which is not in tune
with the investor’s risk preferences.
(4) When the investor changes his objective of investing in a mutual
fund which no longer is beneficial to him.
(5) When the fund manager, handling the mutual fund schemes, has
been replaced by a new entrant whose image is not known.
101.Spin Off & Carve Outs
Sometimes known as a partial spinoff, a carve out occurs when a
parent company sells a minority (usually 20% or less) stake in a
subsidiary
for
an
IPO
or
rights
offering.
Also, when an established brick-and-mortar company hooks up with
venture investors and a new management team to launch an Internet
spinoff.
The common definition of a spin-off is when a division of a company
or organization becomes an independent business. The "spun off"
company takes assets, employees, intellectual property, technology, or
existing products from the parent organization. Shareholders of the
parent company receive equivalent shares in the new company in
order to compensate for the loss of equity in the original stocks.
102. Fundamental analysis
Fundamental analysis of a business involves analyzing its financial
statements and health, its management and competitive advantages,
and its competitors and markets.
Fundamental analysis is performed on historical and present data, but
with the goal of making financial forecasts. There are several possible
objectives:
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•
•
•
•

To conduct a company stock valuation and predict its probable
price evolution,
To make a projection on its business performance,
To evaluate its management and make internal business decisions,
To calculate its credit risk.

103. What is Marking to Market?
The act of recording and/or updating the price or value of a security,
portfolio, or account to reflect its current market value rather than its
book value. (2) In mutual funds, an MTM is when the net asset value
(NAV) of the fund is based on the most current market values.
This often is done in the future's market to help ensure that margin
requirements are met. If the current market value causes the margin
account to fall below its required level, the trader will be faced with a
margin call. (2) Mutual funds are marked to market on a daily basis at
the market close so that investors have an idea of a fund's NAV.
104. What are Moving averages?
A widely used indicator in technical analysis that helps smooth out
price action by filtering out the “noise” from random price fluctuations.
A moving average (MA) is a trend-following or lagging indicator
because it is based on past prices. The two basic and commonly used
MAs are the simple moving average (SMA), which is the simple average
of a security over a defined number of time periods, and the
exponential moving average (EMA), which gives bigger weight to more
recent prices. The most common applications of MAs are to identify
the trend direction and to determine support and resistance levels.

105. What is stock lending?
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Securities lending is important to short selling, in which an investor
borrows securities in order to immediately sell them. The borrower
hopes to profit by selling the security and buying it back at a lower
price. Since ownership has been transferred temporarily to the
borrower, the borrower is liable to pay any dividends out to the lender.
The act of loaning a stock, derivative, other security to an investor or
firm Securities lending requires the borrower to put up collateral,
whether cash, security or a letter of credit. When a security is loaned,
the title and the ownership is also transferred to the borrower.
106. What is Dematerialization benefit?
Demat services provide solutions to problems faced by investors while
dealing with securities. A depository is an organization where the
securities of a shareholder or investor are held in electronic form at
the request of the shareholder through the medium of a depository
participant. A depository is akin to a bank. If an investor wants to
utilize the services offered by a depository, he has to open an account
with the depository through a depository participant, just like in case
of a bank. The depository can legally transfer beneficial ownership.
The main objective of a depository is to minimize the paper work
involved with the ownership, trading, and transfer of securities.
107. Objectives of portfolio management
•
•
•
•
•

Security of principal investment
Consistency of Returns
Capital Growth
Marketability
Liquidity

Compiled by Archana Khetan ©

Page 51

•

108.

Diversification

What is a Hedge Fund?

An aggressively managed portfolio of investments that uses advanced
investment strategies such as leveraged, long, short and derivative
positions in both domestic and international markets with the goal of
generating high returns (either in an absolute sense or over a specified
market benchmark). Legally, hedge funds are most often set up as
private investment partnerships that are open to a limited number of
investors and require a very large initial minimum investment.
Investments in hedge funds are illiquid, as they often require investors
keep their money in the fund for at least one year.
109.

CE Approach VS RADR Approach

Under the CE approach, the decision maker must first evaluate a cash
flow’s risk and then specify how much money, to be received with
certainty, will make him or her indifferent between the riskless and
the risky cash flows.
With the risk-adjusted discount rate method, we use the expected cash
flow values, CFt, and the risk adjustment is made to the denominator
of the NPV equation (the discount rate) rather than to the numerator.
110. What is Financial Restructuring?
The term “ Financial restructuring ” is the process of reshuffling or
reorganizing the financial structure, which primarily comprises of
equity capital and debt capital. Financial restructuring can be done
because of either compulsion or as part of the financial strategy of the
company. Financial Restructuring is done for various business
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reasons and those could be…. Poor financial performance External
competition Erosion (loss) of market share Emerging market
opportunities.
111. What is the difference between cash and Derivatives market?
Cash and derivatives markets are the terms, which are used in
the context of stock market; they both refer to trading of stocks.
However they both are different, let’s look at some of the
differences between cash and derivatives market –
Basis

Cash Market

Size of order
Purpose of use

Any Number
Investment

Ownership rights
Index

Yes
Can buy
stocks

only

Derivatives
Market
Strictly in lots
Hedging,
speculation
No
Can
buy
derivatives both
on stocks n index

----------------------------------------------------------------------------------------
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