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Chapter-11 by, 1

MANAGING PORTFOLIO

A Ppodforio of mMvesiment means (Ombining. fnvesiment-
10 MO than  One assets. fne Lasic 1dea Wehind forming
Q_borifolio is 10 Aeduce invesiment Lick. A porifotiod
§LOh heduce kisk sometimes @ven without gacyi sfqing Aue

_iurn. . " ‘ -

The bOﬂ'FO\\'O'\’)O\'lCH»- and 0biec~|ives Loy an im")or-{ant-

v0le in asset anocaton while forming 4ve porffotios.
) K 7

* Measurement- 0 +he bevfpymance of (nves{ment vehicles:

The Yejurn performance of each individual wmvestmen

'S Measured 10 teyms o} hoiding. period Return (HPR).

A hOId\‘(\,q.. Peﬁod %elurn {¢ Q —[-o}b\'kal-e, of Seturn

zealized’ fom nvestment ©ver a pexiod 0f Hroe, usuarsy

One year Or 1ess. The hoding eriod’ Zejurn contains fuwo
types of Aejurng ¥
G——

. Cash Income

. Capial Gatn
J. \




—

+ HeR fov Socks and Qondg'.'
From common stock.

The hoding. _pe_n‘od reiuvn ]
comlaing both “cash fncormé! veceived ‘N the —~fovm,
s Jkesuited <om |

o] dsvidend ond capital gofn or '

Ave Cchange N Stock orice gt 4ne end of pbexiod as
Frabtt g o~ ERESES o~

Compbared” +0 -the \aeé\'nn\‘n}}) =z :
J "4 _ "y
SFR: VitoiC,m 2]

. 3 D % e

Where, : - . ]

V= Eﬂd?rﬂ\ \mlue-e{ nvesiment —

Vo = Deaianing value o} pvesyment

vV, -V <" CO)P"'Yb\ Goin or \vss

¢ = Cuvent ncome (:b'.v;aend on Siock orF

nerest on bond)

+ HPR Again,
< _. X d :

Aferdax HPR = HPR (1 _'.Q

whete,

t= tax fate -




_+ HPR Jor Muilual Funds:
The holding. period Yeturn 0n muiudl fund containg
dend -

nvesiment Snconve dividend and capital gain dive
and capital goin

T NOiR 4hat Investmend fntome d\‘vfdé'nc\
dividend disiributed +o nvestors are Jreated ‘as carrent
cash tncome gince ey are paid in Cash.
) I ;

ooo HPK: NHV;- NAVO-'*' ID.\ + CG.!. )('IOO
NAVe ‘

: . Wheve,
NAY, = Ned Asseds value at Ane end of tue year:
TRAV, - N dsseds valugat the beginniag 0} fhe Yarr
' me. dividend 04 fneend o[ the year

= Copftal Gain a4 Ahe end o} 4ne year-
s .

ca,

« HPR tor 0ptians and Fuluves:

T™e oMy income Anak AN’ options and futures
hoder Jea\isbs s Ane Capfial qoin which Zesuits
(‘—ﬂ)m 4ve chqnqe N t’.')\')'\GO\’\SIl oy /EL—:\L\V@Q value @t
Ae end O} poriod Qe compaved o tne -beq*'nn‘ng-

i = ;

2, HPR = Ending- Valug - Beginning valve
T meginning. \alue
] =




o . —

* HPR or 56\1\{‘0]10. . e

e hoiding. beriod vetuvn on povifotio contains

w0 4yves of tncorhe drdinavy or current intome and

cabtal gath - The Cuvrent intme aomes from dividends

and \o¥erest on 4ne siocks and bondt xes peckivel
whereas Capital goin comes Svom Fhne change 1n marﬁ\
o

Value o} gecuriies.

o’s HPR for ?orv\{‘olio = ' Regrucg+4c

Eo ¥/ NEX P \_/wF x WP\

N 12:/ -\, 1o )

Where, .

Req = Realized capHal §ain =

- UCq = Unvoalized Capital @ain
C = Dividend and’ infevect received

Eo = Initial €quity. \nvesimenF
NE="NeW Fund .M. 5
fp = Number 6f months in bortfolio
WF = withdrawn funds !
Wb = number of months coitndrawn Pom
‘ ?owfo\;o. .




X Combarison of porifolio Relurn wHh overai farer Measures:
After measuring. bortfolio return 1} < compared

With Yhe oroad morkdd measure \ike NEPSE, 5 4 P500
10 Conclude whether 4he bortfolio s doing betertnan
e wmarket gs o whole. Note dnar such covhparison

Only ‘akes int0 actount +e retuvn bur does Mot

consider the %isk- |
S0, we ghould use Zisk-adjusied measure o wagte

04 %eturn 4o compare Ane portdolio performance such
As Sharpe's measuve, TreyAor's measure and fenceo
Y = w

measure.

* Sharpe's Measure of Pporifolio pedformance:

v - Sharpe's measure ’0§ por-\.fo\td berformane s c}evelopea
by winiam . sharpe. quis mlasure provides a borifolio per-
{8rmance fadex AWat Compares @ povifola’s Fick premiam
10 4We qotal % ick Assouidied with +he bortfolio. Y The porfolds
fotatl Jeisk 1s measured oy tne Standard deviation 0} birifoliot

: g ) 7 J G

Rqurn.

'ooo g‘P = RJD—-RF
: -5

.

Where,
_ Sp=Sharpe’s Index of Portforio Performance
: 1 . o

Meastire.
Rp = 4bial hate o kejurn on dorifolio




Rp = fhe Lisk free %ate O gefuvn

& = fhe atandard deviation ol ioﬂ{olro reyurn.
l .

—

For ™arkei: R TR, A R

Sharpe's Measure for mMaviet borifolio”
] I 4 x

Sm = Rm-Ry

Wher?,

Rm= Return on mavketr

Ry = Risk free kate :
& = Standard deviation o} marers

* Treynor's Meosure 0F borifolio performance.

: Teynor's meosure 0f Morifolio performante Vs

developed by- Jock L. Treynor - This meosure Arovides a

porifolio p2rfermance index twar compares 'a Aorrfolv's

ik premium 40 tne systematic &isk * f4 is measured

by 0n index of syclematic risk caled beda.
U U

Jno T‘P = R?- K&

Pe

Where

'P? - e bedq C,oe{'&idm\- o% Ane. ,Foq.‘}o\;o




For mavke4:

Im = RKm - K¢

~ Pm

Where,
" Tm= Treynors index o4 market /panfovman& measure.

Rm: Réturn 00 market

Ry = R‘\'S\Q free Raie ‘
@lm = be:\—Q COQHZ\‘Q‘Q()‘. ql maﬂ;g\. -_-_1

« Jensens measure 0f Portfolio berformance:
fenson's. measure OF borifolio Ferformance 1s develted

by Michel ¢. fensen . Jongéns measure of chorifolid berforman

Cdicutates the densens Alpha hith fs AW excess ©®

portfolio_veturn” avove the kequired kate of %eturn on

twe povifolio measured by CAPM - '
; U

& Ap= Pp-[Ri+ (Rm-R)Pel

Wher®

Ap = Jensens Avphg

Ry = Povifolio Refum
R: = Risk Jree iraie
Qv - parkeh refun.
' ‘FP = Yorifolio Beda




X _Why sharpe'c anq Tregnor"s measure are d°ffevent V-

. Sharpe'e and Treynor's meqsure of portfolio

beormance dilfers wiih each Oter {n derme of-

'methodology and assumptions. Shavpe's measure Aqges

fato account detal Ltk measured by standard cfeviation

- 04 Dovifolio wWhile Areynor's mMedsire Considers Syskematic
90 §

Gk meaqsured by bera.
4 .




Problem 11t
S

Gfven:
Return on bovdfolio (Rp) = 14-8%
~ Slandard deviation on bortFolio (&) = 1y-1 7
Risk free rvate (Ri)= 6-2 %

Retum on mavkeer (&m) = g o5 _
standard deviation on marteer (&) = 3V %

0-_Sharke's measuve for amuna's dortfolio:

Sp= Rp-Re . L187-69%

% Iy

= 0-2939.

. The gharpe's measure or Yamuna's portRlo ts 03979

Where s of Rabina's ‘bodfolio 1 0-43. Zower Value

0F Sharbe's measure For Yaroung'< dorifolio implieg

that i+ oifered lower %fsk premiam peramt GF

F040\ ik 0¢ Compared 40 Ahat of Davina's Hovtdolio-

S0, Ravina’s doridolio beddrmed betrlr. >
” ® ’ J _

C._Sharbe's measure thr maflc_‘e*‘yorwo\:o: .

Sm= Rm-R _ 97-tax

l -~




d. The shovpe's measure for Yamunas bortfolio ic 0.3339
Where ¢ 0f moviced ortfolio s 0-29%9 - Higher value of
Sharpe’s measure Hfor Namuna's portfolio (mlo\:es Yial-

tF olfered higner %Pk /prem\‘uf"n mper unit o ~total
92\°SK Qs Qo'm?;’arec\ +0 .—\h"e rnarket . ‘{qmuna‘; f\Dor-\fo\;o

hos outperfovmed Ane markef during Ve Year jusk
ended. , -

Problem 1.8
oy T

GQiven:

Porxiono peta (B) = 0-90

Redurn on poriforio (Rp) = 86 7.

Risk free Rale (&) = 4-3%

Refurn on morket (Pw)= 327

. Tveunors measure Jor Ashich’s Porolio
J

3

Tp= Kp-R¢ . &b/ -337

custi B Sk £ 0:90 = A4y

b.‘ The Treynor's measure for Ashich’s Dortfolio 1s 1uy anq

Tor bishals porfolio is 1-95. Higher value o} Treynor's

measure for Ashisht dorifolio implies 4vat it offered

higher Gitk premium ber unit 0f systemanic kisk as

Compared 40 +twak 0f ‘ishaic pofpio - Thus, Ashish'c

Por4k01i0 chowed Suberior herfevmance.
T X 1 .




C ‘f“re\jnov‘s measure for mavket portfolio
v

Tm = Rm-R$ _ 997 -38%

Pm j 3 - i'g

d. The Tveynor's measure +or Aschish's portfoio s 1-uy, whith

fc lower +nan that 0f mavket portfolo 19 . Zower \alue o}

Tvﬁ\{no*'i measauve for Qshmh‘s"fpoﬁ{o\;o \myplies 4nayr T+

op(éred \ower Yisk 'IPTem.‘um /perJuni{- oY S}fs"-%emqh'c Aisk

G compored 0 4we market- faus, Mazker Horifolio has

Ouiperformed Ashishs povifolo duving. the 'year jusk endeq -
I J U ' e

Problem 11-9

Sy

Qthn 2

Retare on porifoid (8= 1t-60 %

AYandavd deviation oF portfouo (&) = 15-207s

Beta Of doriforio (foy =42

Redum on'mozket (gm) = L2-40 Yo

Standard deviation 0L market (6m)= 20-40 7,

Risk Aree K‘me (&) = 5% |

0. Treynor's measure °f 4ne dboryto\o :

T?r Rp- R . 19607 =5/

Be 12 = 10.5




Treynor's inedsure for mMarkos:

Tm= Rm-Ry _ 18Uoy-57%
Bm 1 o= 43y

Qccording. 4o ﬂo,Qno"s Measure. the forifolio pexformance
e toferishe thot'He wnoveet. Siace ke itk premium.

pRe UNit 0F cystematic fisk is lower twan 4nar o} the
R )

- b. Sharpe's measure 0} e bortfolio: ;

9;,: Re-Re _ 1760/ -G
6

P 15-20y. = 0-82
Shavbe's measure for markpt
Sm = Qm-R.f- _ 1890/ -957. : ‘
S 2040y, - = 0.66 -

According 40 Sharpe's measure {ve bovtfolio has 0u|~.pe_rformecl

1he movielr since its &k premium hex unit 0&-'f\’0'\'¢ll

KSR Vg %?qheh than thak Of[. maikel -




Problem 11-10

S0’

GPven: ‘ :

Reduvn on bordfolio (Rp) = 16.8 %

beta o} Morifoliv(Bp) = 110

Risk Free Rate (Ry) = 34 %

Return on markel (Rm) = 15-2 %
‘ .

Aensenrs aipha OF bortolio

e

= I.QY - [1-\4‘7. A (15-92- 4%) §.10]

Ap: R~ [R 3 (Bn-Rp)B]

= 0.8,

Using fensen’s measure | borifolio has ouiperformed the

ma¥icet because Tt Offers the Mositive éxcets kaie of

rAUN aoove fue CAPM %Rquired %ate ofF Zeoturn.
l '

Roblem 1511

S

Beta o} doridolo (Bp)= 1.3

Redumn on doridolio (@)= 12-9 %6

R&k free fate (@)= 1-8%

Return on masket () = 1 %




0. 4ensen’s measure for Indu's /Porﬁfolfo:

Apz Rp- [Rp+ (Bn-4)G] .
1097 - (32241187 1) ——
0.94 /%

1

(o

b. Thwe J\ensan‘; measure for \ndu's /\—)or&{lo\;o (o.gq 7.) &
areater Anan thnat Of Bindus porifolio (-0:24) - go,
“Indy's \.)ovq-"lo\ro berfovmed better:

c. Tndu's )poq{’olrb hogs postlive 4ensens obha- It .7 mf\-‘a
Tnar Indb's borifolto 'has @arned {sositive extest merava

during. +ve \\'Qav'ab(we tve %ate o} fetuvn &equired on.
her Vbordfoli - :

Provjem 1412
co\"

0. Carcaintion o] charpe's measure Of five borifolios: (Sp)

Zaunon  Rickfree Standad Dovatien Q- Rp- Ry
Porifolios  Pordfolo (@) - Rate(8p 9} porifpolio(sp) T Kank
™M 7% 3% 3% 4% - 3% A
8% 2.
: = 132333 4
N 10% 3% g% oy - 3. B4
3% o

= 0.39%




0 . 10% .- 2% 67 = 13/ -2. 1
e 4 =
= 1%

i 15% 3% 97 -15%-3/ 4
“ | Rz
= 0.923

- €% % T57 - 18y-87 3
- 15

=

ormed fne best gccordmg fo Sharpe's measure

or{tolio @ pex )
Eqm‘?&‘;se 7-}{‘, Sick premium pex Lnit doral Jisk is heghest
among. au. ’ .
@) 7 :
b. Calcutation o} qreynor’s measure o} five borijolio (Tp):
- Avenge. Rixk free Bt = Rp-Rg
Porkols Retwn(Rp)  Rae(® (B '  Bp . Rank
ord 4% 3% 0y =HA%-8% 2
= A0
N 0% 3% 10 = 107.-37 4
. 1.0

- ‘:‘.
=
L




~/

O- 13% 3% 3L 219% -3/ 2y

14
= 9.09
P 5% 3% 12 = 15% - B% 2
' 12
- 10
X 18% 3% Y = 18Y. -3 ' A
19
= 10.-14

rorfolio & performed e bect Getording.4o Treynors measure

because 18 &isk premium per unft eMNgyslematic £k
S |

%5 highest among. an. ;
o J

C._Sharpe's and Treynor's measure of dorifolio performance

difers with 2ach other fn terme’ of method olog y and

asSumptions - Shavbe's measure 4aree 010 accouny. otal

725\ meosured by Standard deviation ot pori-foud white

Treyn0ts measure Yeonsider syStematic &isk’ measured
<

byVbeiq.
U




Problem {113

Sy
Qven: ' :
Foridolio X Market
Average Rejurn Rp= 20.% Rm =15 %,
peia By = 1-20 Pm = 1.00
clandard deviation 67,', - 29% b = 20 %

Risk free Rate (&)= b7

Cacuiation 0f Sharfe’s measure for Pordfotio X -

Sy = Rp-Ri . 20% -6y

s 037 = 064

Sharbe's measure 4or market

Sm= Rn-Ry . 15%- 6%

Tm . 90% =0us

“Calcuiation 0f Treynor's Measure <for Borfoid X -

Tom BB . D07 -b7

PP 1920 = 11-6t




Treynor's measure for markek
J

T = fm Ry _

———

Pm

Jg‘/o 1 60/9

J =8

—

——

Both Sharbes and Treqnovs measere Ok porifolio X hat

owibexRrmed the maiker because 8 %Ele

ove. V\\g\/\ﬂk +on ok of market-

premiv_
J

Caiculation 0 Jentens measure for boridelo X
ol J

Ap= Rp- [Ry+ (Qm—&) 23

= [ oG T

= 29%

o

lensen's measre

Doraol0 X Ras alco out

becawe it Aas dostiive excess felurn Over A

t CApM

9&?99?"26\ 95Q+urn ;

HQﬁCQ. au- Ahe . bori

N
fo\r0- Measures shows e Suberior

Y

performance. 0} borifolo X Over the market-
= I 4 .




froblem 114y

Sof’
Ghven: :
RfsK dree Rate ()= &1%
QeMs porifolio - Mavker portfol@
Raie of Qetuvn. Rp= 12.87. R = )27
_Slondord Devrmtion 6 =357 6 =3 6%
etq g.‘F - 110 Bm=4.00

0. Caiculation of Shavpe's measure of fporkdolio*
= 4;

Sp = Rp- Re _' 12:8% = 8-4 %
4 5 1357 = 0.2421
|

Shavpe's measure for martet dortfein:

Sm = Rm-Ry _ 112/ -8 17 :
- 67 - . 8.6% . = 0.2229

0 .
Gems porifolro of Shavpe's measure Has out poerformecl
e movicer loelaute Tt ofders 1dvaer Sersie premium
pex unit 0] todal Pk @s Combpared %0 twe wdavket-




b. CQICQ!QHOn 04 Tveynors measure 6 GEM'S hortolid:
J T
Tp= Rp-Ri . 1987 -217.
B? 1. 10 = A9%
Treynors MNeasuve -or marketr Host folio:
J : ¥
Tm= Rm-Rp _ 119% -84
Pm 1.0 =31
Freynors Measure oF QEMS Porifolio A0S Dutberformasr
the JmaYFQF bQCGu-‘é |¥ a‘,',;_er_( "quu }C\\Sk\
per unit of sustematic Jisk
J U .

Yem AT

As_comspared 40 4he markek- .
J
AQNsens  measure

Rp -

c. Ca)eutation o0

"

ft)O\'-\'\lD\\'O.‘
J
Ap

Ky + (Km- R&)EA

198y ~ (817 +(Ll-'271—2-1 ¥%)1.10)
+ 1:00%.

1 1]

J

‘he pory

folio s bosifive Jensen’s aipha . 1% fmplies 4var
e boriforo tas 1.99,, excess aetavn avoove Hne
CAPM Jefquived “etum. Tuus borid

excest ypfun on Hoth kK- qdiucH
adjusted basis-

olip Yhar Carned]

-

and - snavket




Povtem nas B S

n

Cr\0|) S
- btus Rave (R)= 6 e
/\w\qu\’\wﬂ 0] ‘\‘)O\lgo\“’(\w)” W
o Q{(mclmd leviatio V- )0‘\&0\&&6;)" \RY -
peta_of Pnafolio (‘”\ 3 o
L\\,th (‘i@_ vedonn (\(S mavpe} (Qm) = V9 % e T
T Sanda " o{ MO (g 187

dumh
gefa of marpep U?.,,)- 1.0

.-

0. Cateulation of sharpe’s measure v poriolv:

Sp= Pp-Ri . 10%-6%
on 18% = 0.9009% .

Sharbe's measu@_ﬁh mao et

Sm= Rm- Ry _ 10%-C%

Sm_ 13% = 04615

Calewadion OF Treyna's measure dov povifolio:
. v J

To= Rp-Ry_ W0yv-6%

+—

. B 7 06 = 6666




Treynor's meagsure Jor mavkel:

Tm = B R 197'-67.
Bm 1 =t S

Calculation oF 4ensen's measuve r}')OY-}f-o\.’O .
Loy

Ap= Rp-[Rp+ (Rm-Ry) By
=y - (6% (0% =670

~ Y%

Jencens wmeasure fov enaver:

A = Rem - Ry + (R~ ) By )
Yo -6y s iza-6x)1]
2y =124

P, B

-
.

b, . Actording. o Treynor's ANd {ensen's meature Ane
porifolid % Mad ourperio’med ‘he morie-
"because tuete valdes o tue povifolo ave
frrquer Yran e morket. 1

c. Sharpe's Measuvd, Treynor’s measure and Jensen’ ¢ e
meosuve ©f bordfol0 derfovmance Arkiers wotth
- eath O i eyme \r'ne-\’hoc\o\oq;‘,"and QSUMpA -

oo 1




ghavbe’s measuve JaFes tnto account Xote Aisk measured

by, Standard devration OF povtplio While Treygors Meaure

O\Ho\ fomsen’s Measure Coneide! systemat’c g & easuved
0 » :

by L4
0







