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	JAIPURIA INSTITUTE OF MANAGEMENT, INDORE
Post Graduate Diploma in Management (Batch 2024-26)

	Course Title: Equity Analysis & Portfolio Management (Course Code: 40246)
End Term Examination, Term - IV (October, 2025) 

	 Time Duration: 2 Hours                                                                                          Total Marks: 40



General Instructions:

1. Answer the questions as directed. The break-up of the marks is given wherever necessary.
1. Marks against each question are indicated to its right.
1. Answer all the questions of a ‘Section/Question’ in one place in continuation.
1. Answers should be brief and to the point. Cite examples wherever required.
1. Do not write anything on the question paper except your roll number.
1. You can use any scientific/financial calculators.
1. MS Excel is not required to do calculations.
1. It is a closed-book exam

Q1. A company has a beta of 1.1. The risk-free rate is 5.6% and the equity risk premium is 6%. The current dividend of $2.00 is expected to grow at a rate of 5% indefinitely. The stock price is $40.
1. Discover the intrinsic value of the company’s stock (3 marks)
2. Dissect the dividend growth rate that would be required to justify the market price of $40. (3 Marks)
             (Marks 6)
Q2. Shania Twain wants to use the Gordon growth used in the Dividend Discount Model to find a justified P/E for the Canadian company “Enridge” (listed on the NYSE). This company transports crude oil, natural gas, and natural gas liquids and generates renewable energy. Twain has assembled the following information:
Current Stock Price = $47.46
Annual EPS (as per the latest P/L Statement) = $3.22
Current level of annual DPS =$1.03
Dividend growth rate = 7%
Risk-free rate = 4.4%
Equity risk premium = 6.39%
Beta of Enridge: 0.72
Questions:
a) Infer the justified forward P/E based on the above data. (3 Marks)
b) Compare whether “Enridge” is fairly valued, undervalued or overvalued based on forward P/E and actual P/E, as well as based on the Dividend Discount Model. 
(5 Marks)
             (Marks 8)

Q3. 	Swan Company has an FCFF of $1.7 billion and an FCFE of $1.3 billion. Swan’s WACC is 11% and its required rate of return for equity is 13%. FCFF is expected to grow forever at 7%	and FCFE is expected to grow forever at 7.5%. Swan has debt outstanding of $ 15 billion.  Compare and contrast the total value of Swan’s equity using the FCFF & FCFE evaluation approaches. 																			             (Marks 6)

Q4. 	Mr Sharma, a mid-level corporate executive, has recently begun investing in the equity markets. After attending a webinar on the Efficient Market Hypothesis (EMH), he became convinced that “stock picking is useless” since all information is already reflected in prices.
However, he is confused about whether to stick with passive index investing or try active fund management, especially since some of his colleagues claim to consistently “beat the market” by timing entry/exit in mid-cap and sectoral funds. Mr. Sharma approaches you, his portfolio advisor, for guidance. As his advisor, prepare a response that covers the following:
(a) Interpret the concept of semi-strong form EMH and illustrate its implications for Mr. Sharma’s concern. (2 Marks)
(b) Determine the relevance of passive vs active strategies in his situation. (2 Marks)
(c) Recommend and defend one hybrid approach that balances market efficiency with selective opportunities for generating alpha. (3 Marks)															                (Marks 7)
Q5.   Mr. Raghav, a high-net-worth investor, holds 45 Indian stocks spread across multiple sectors. His portfolio beta is 1.05, with a standard deviation of 18% and an expected return of 13%. The Nifty50 index has a return of 12%, a standard deviation of 16%, and a beta of 1.0. The risk-free rate is 6%.
Raghav observes that, despite holding many stocks, his portfolio's return is nearly identical to that of the Nifty50 index, and he wonders if he is truly being rewarded for the risks he is taking.
1. Using the CAPM, explain whether Raghav is earning an adequate return for the level of systematic risk (beta) in his portfolio. (3 Marks)
2. Interpret the systematic and unsystematic risk in his portfolio, explaining why adding more stocks (beyond 20–25) provides negligible benefit. (3 Marks)
3. As his advisor, formulate one strategy to improve portfolio efficiency without falling into the trap of over-diversification. (2 Marks)
										             (Marks 8)

Q6) A fund manager is evaluating the expected return of a diversified equity portfolio using a two-factor macroeconomic model. The factors considered are:
· Market Risk Premium = 8%
· Inflation Shock Factor = 3%
The portfolio has the following factor sensitivities:
· Beta (Market factor) = +1.1
· Sensitivity to Inflation factor = −0.4
The risk-free rate = 5%.
1. Estimate the expected return of the portfolio using a two-factor macroeconomic model. (2 Marks)
2. Briefly interpret what the negative inflation sensitivity means for this portfolio. 
(2 Marks)
3. Propose one sector or asset class the manager could add to hedge this inflation risk.
 (1 Mark)
             (Marks 5)
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