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Question No: 1 (Marks: 1) - Please choosae
Which of the following statement truly represeriits tnain difference between debit card
and store value card?

» Debit card is operated by ATM machine while Storevalue card
doesn’t




» Debit card appearance is different from Store e/alard
» Debit card is not specific for user but store eatard is specific
» Debit card is specific for user but store valuelda not

Question No: 2 (Marks: 1) - Please choosae

The Consumer Price Index (CPI):
» Tends to overstate inflation due to substituti@asb

» Tends to understate actual inflation
» Is more accurate than the GDP deflator
» Is based on basket of goods that changes monitilycansumer expenditures

Question No: 3 (Marks: 1) - Please choosae

Which of the following ifNOT a financial instrument?
» A share of General Motors stock

» A tuition bill
» A U.S. Treasury bond
» A home insurance policy

Question No: 4 (Marks: 1) - Please choosae

A derivative instrument:

» Gets its value and payoff from the performance athe underlying
instrument

» Is a high risk financial instrument used by highgk averse savers

» Comes into existence after the underlying instmingein default

» Should be purchased prior to purchasing the uyidgrsecurity

Question No: 5 (Marks: 1) - Please choosae

The financial intermediary that obtains funds l&dberough premium payments and
uses those funds to purchase corporate bonds arigages is:

» Credit unions

» Mutual funds

» Life insurance companies

» Pension funds

Question No: 6 (Marks: 1) - Please choosae

Which one of the following financial instrumentNKOT primarily used as store of
value?

» Banks loans

» Asset-backed securities

» Insurance contracts
» Stocks

Question No: 7 (Marks: 1) - Please choosae

Which one of the following iNNOT an example of Centralized exchange?
» New York Stock Exchange



» NASDAQ

» Large exchanges in London
» Large exchanges in Tokyo

Question No: 8 (Marks: 1) - Please choosae

Which of the following market allowed networks aalers that are connected
electronically?
» New York Stock Exchange

» NASDAQ
» Large exchanges in London
» Large exchanges in Tokyo

Question No: 9 (Marks: 1) - Please choosae

Risk sharing is the characteristic of which on¢hef following?
» Checks
» Checking accounts
» Money

» Bonds

Question No: 10 (Marks: 1) - Please choosee

The future value of $200 at a 5% per year intast at the end of one year is:
» $195.00
» $210.00
» $197.50
» $100

Question No: 11  (Marks: 1) - Please choosee

What will be the Future Value (FV) of $1000 in Saye at 5% interest rate?
» $1300.00

> $1276.28
> $1999.99
> $1500.52

Question No: 12 (Marks: 1) - Please choosee

If a bond sells at a premium, where price exceads ¥alue, then we would expect to
see:

» Market interest rate the same as the coupon rate

» Market interest rates above the coupon rate

» Market interest rates below the coupon rate
» None of the given options

Question No: 13 (Marks: 1) - Please choosee

measures the probability of worst outconaay investment project.
» Variance



» Standard deviation
» Value at risk
» Hedging

Question No: 14 (Marks: 1) - Please choosee

Most of the people among us are
» Risk lovers
» Risk enhancers

» Risk averse
» Risk tolerating

Question No: 15 (Marks: 1) - Please choosee

The risk premium for an investment:

» Increases with risk

» Is a fixed amount added to the risk free return
» Is negative for U.S. Treasury Securities

» Is negative for risk averse investors

Question No: 16 (Marks: 1) - Please choosee

When the auto manufacturing industry does poorly tdua recession in an economy,
this is an example of:

» Idiosyncratic risk

» Systematic risk

» Risk premium

» Unique risk

Question No: 17 (Marks: 1) - Please choosee

If YTM is less than the coupon rate the price of the li®nd

» Greater than its face value
» Lower than its face value

» Equals to its face value

» Insufficient information is given

Question No: 18 (Marks: 1) - Please choosee

The return on the bond is equal to which of théofeing?

» Coupon rate + rate of capital gains
» Current yield + rate of capital gains

» Coupon rate - rate of capital gains

» Current yield - rate of capital gains

Question No: 19 (Marks: 1) - Please choosee

Which of the following ratings shows “Highest quyaland credit worthiness”?

> AAA
> AA



> BB

> A
Question No: 20 (Marks: 1) - Please choosee
Bond A Bond B
Maturity 5 years 10 years
Default risk 5% 5%
Tax rate 30% 30%
Yield ? ?

See the above table and choose the one option vdWAT correct about the yield of
Bond A and Bond B?

» Bond tax status and default rate are not the faalprs that affect the yield of the
two bonds

» Bond A has different yield from that of Bond B beause of
change in maturity period

» Yields of both the bonds are not disturbed by migtperiod

» Yield of Bond B depends on what people expectgplen in years to come

Question No: 21 (Marks: 1) - Please choosee
Mr. Ali has a bond, which is issued by local goveamt of Punjab which isIOT true
for situation?

» He faces tax affects on return on bond
» His bond can also be named as municipal bond

» He receive interest on that bond throughout léequl of bond
» Default risk affects its return on bond

Question No: 22 (Marks: 1) - Please choosee
An index number is a valuable tool because:

» The number by itself provides all of the usefidbmmation needed

» The index provides a meaningful measurement scaie calculate
percentage changes

» The index is more stable than the data it reflects

» It does not require any calculations to computegr@age changes

Question No: 23 (Marks: 1) - Please choosee
Consider a game which involves the rolling of & feiir of dice. The winner is the
individual who calls the outcome correctly, thedpsbviously called the wrong
outcome. The Theory of Efficient Markets would say:

» Part of the key information is to know the outceméthe previous tosses

» Part of the key information is to know the skiflltbe person you are playing
against

» The key information is to know the probabilities d the

outcome and the expected payoff




» All of the given options

Question No: 24 (Marks: 1) - Please choosee

When stock prices reflect fundamental values:

» All investors will experience capital gains

» All companies will have an easier task of obtagriimancing for investment
projects

» Theallocation of resourceswill be more efficient

» The overall level of the stock market should mbigher continuously

Question No: 25 (Marks: 1) - Please choosee

The process of financial intermediation:
» Creates a net cost to an economy but is unavadabl
» Is used primarily in underdeveloped countries
» Is always used when a borrower needs to obtaidsfun

» Increases the economy's ability to produce

Question No: 26 (Marks: 1) - Please choosee
Without the ability of financial intermediaries pool the resources of small savers:

» Borrowers needing large amounts of money would fireess costly to obtain the
funds

» The economy would likely grow faster

» People would likely save more

» The risk associated with lending would increase

Question No: 27 (Marks: 1) - Please choosee
Financial instruments are used to transfer whictheffollowing?
» Both Risk and Resources
» Risk
» Resources
» Mortgages

Question No: 28 (Marks: 1) - Please choosee
Money once consisted of Gold and silver coins whielne eventually replaced by which
of the following?

» Plastic money

» Paper money
» Commodity money
» E-money

Question No: 29 (Marks: 3)

Find out YTM of 1 year 12% coupon bond selling 28@. (Face value of bond = $100).
YTM=

Question No: 30 ( Marks: 3)




Discuss briefly the facts about term Structure.

Ans: Term structure facts

1)long term vyields tend to be higher than shornhtbond.

2)interest rates of different maturities tend tovento gather

3)yields on short term bond are more volatile tleary term bonds yeilds

Question No: 31 (Marks: 5)
Discuss default risk of bond in detail.

Ans: Default Risk:lt is define as that “there is no guarantee tHaarad
issuer will make the payment which he promised.

When there is higher default risk the higher trabpbility that those who
have the bond will not receive the promised paysiant thus higher the
yield.

The investor which are risk averse require somepamsation for risk, more
compensation is require for higher risk.

For example

Suppose risk free rate is 10%

ABC corp. issue one year bond at 10%

Price without risk= (100 +10)/1.1= Rs.100

Suppose, there is probability that ABC corp. gomskibupt, get nothing than
two possible payoffs: Rs.110 and Rs.0

Question No: 32 (Marks:5)

Define stock and also discuss its important charastics.
Ans:

Stock

This also known as common stocks or equity , hages in a firm’s ownership.

It is the key instrument for holding personnel vileas well as diversify, this also spread
and reduce risk which we face. This is one of tlg for companies to obtain the
finance.

Stocks and stock market are the main link betwewm€ial world and real economy.
Stockholder are also entitled to vote at firm’s @almmeeting such as voting to elect or
remove the firm’s board of director.

Important characteristics.
1) Alarge number of shares are out standing.
2) Price of individual shares are low.
3) Shareholder can replace managers who are doing bad.
4) Due to limited liability investor only losses dotrexceed the amount they paid.
5) An individual share represents only small fractidvalue of the company.
6) This allow individual to make relatively small irstenent.



7) Stockholders receive he proceeds of a firm'’s aawionly after all other

creditors are paid.
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Question No: 1 (Marks: 1) - Please choosae

Which of the following are used to transfer resesrfrom savers to investors and to

transfer risk to those who best equipped it?
» Financial markets
» Financial instruments
» Financial institutions
» Banks

Refrance page num 2
2. Financial Instruments
U To transfer wealth from savers to borrowers
[J To transfer risk to those best equipped to bear it
[J Once investing was an activity reserved for thaltingy
L Costly individual stock transactions through stwrckers



U Information collection was not so easy
[1 Now, small investors have the opportunity to pasghshares in “mutual funds.

Question No: 2 (Marks: 1) - Please choosae

The reason for the government to get involved efihancial system is to:
» Protect investors
» Ensure the stability of the financial system
» Protect bank customers from monopolistic explmtat
» All of the given options

Refrance page num 92

There are three reasons for the government togelvied in the financial system
[J To protect investors

U To protect bank customers from monopolistic expt@n

LJ To ensure the stability of the financial system

Question No: 3 (Marks: 1) - Please choosae

A Financial Intermediary:
» Is an agency that guarantees a loan
» Is involved in direct finance
» Would be used in indirect finance
» None of the given options

Question No: 4 (Marks: 1) - Please choosae

A derivative instrument:
» Gets its value and payoff from the performance oftte underlying instrument
» Is a high risk financial instrument used by highsk averse savers
» Comes into existence after the underlying instmineein default
» Should be purchased prior to purchasing the uyidgrsecurity
Page num 16
Derivative Instruments
[J Value and payoffs are “derived from” the behaviorof the underlying instruments

Question No: 5 (Marks: 1) - Please choosae

The financial intermediary that obtains funds l&dbrough premium payments and
uses those funds to purchase corporate bonds arigages is:

» Credit unions

» Mutual funds

» Life insurance companies

» Pension funds

Ref page 21

Question No: 6 (Marks: 1) - Please choosae

Which one of the following financial instrumentNKOT primarily used as store of
value?



» Banks loans

» Asset-backed securities
» Insurance contracts

» Stocks

Ref page 17

Primarily Stores of Value

[1 Bank Loans

[1 A borrower obtains resources from a lender immeditely in exchange for a promised set
of

payments in the future

[1 Bonds

L A form of a loan, whereby in exchange for obtainig funds today a government or
corporation

promises to make payments in the future

[1 Home Mortgages

U A loan that is used to purchase real estate

[] The real estate is collateral for the loan,

U Itis a specific asset pledged by the borrower iarder to protect the interests of the lender
in the

event of nonpayment.

[ If payment is not made the lender can foreclose dhe property.

[1 Stocks

[J An owner of a share owns a piece of the firm andg ientitled to part of its profits.

Question No: 7 (Marks: 1) - Please choosae

Which one of the following represents the main pggfor which the secondary
markets are made?

» Small investors who don’t have an access to newcseties

» Primary market is not enough for buying and sglti securities

» Large investors usually traded in these markets

» Prices in the secondary markets are known to toves

Question No: 8 (Marks: 1) - Please choosae

Which one of the following iNNOT an example of Centralized exchange?
» New York Stock Exchange
» NASDAQ
» Large exchanges in London
» Large exchanges in Tokyo

Question No: 9 (Marks: 1) - Please choosae

What will be the effect on the present value ifdaeible the future value of the
payment?

» It will decrease the value by one-half

» It will increase the value by one-half

» It will equally increase the value i.e. doubles #value

» It will have no effect on the value



Question No: 10 (Marks: 1) - Please choosee
The interest rate that is involved in calculation is referred to as discount
rate

» Present value

» Future value

» Intrinsic value

» Discount value

Question No: 11  (Marks: 1) - Please choosee
A credit market instrument that pays the ownexadicoupon payment every year until
the maturity date and then repays the face valoalied:

» Simple loan

» Fixed-payment loan

» Coupon bond

» Discount bond

Question No: 12 (Marks: 1) - Please choosee
Mary is planning on taking out a mortgage loanHer new house. She is given the
choice of two different banks: Bank A has quotedusi rate of 8% compounded semi-
annually and Bank B has a quoted annual rate 8 t&mpounded for a certain number
of times a year. Which bank should Mary choose?

» Bank A

» Bank B

» Indifferent between Bank A and Bank B

» Insufficient information

Question No: 13 (Marks: 1) - Please choosee
For a $1000 one year discount bond with a prickadb, the yield to maturity is which
of the following?

» $975/$1000

» ($1000 — $975)/$975

» ($1000 — $975)/($1000)

» $1000/$975

Cuppon rate/ market price

Question No: 14 (Marks: 1) - Please choosee
If YTM equals the coupon rate the price of the bond is
» Greater than its face value
» Lower than its face value
» Equals to its face value
» Insufficient information is given
Ref chaptor 14 start
Question No: 15 (Marks: 1) - Please choosee
If YTM is less than the coupon rate the price of the li®nd
» Greater than its face value




» Lower than its face value
» Equals to its face value
» Insufficient information is given
Ref chaptor 14 start
Page 43
Yield to Maturity: General Relationships
L General Relationships
[ If the yield to maturity equals the coupon rate, tle price of the bond is the same as its face
value.
[1 If the yield is greater than the coupon rate ptiee is lower;
[J if the yield is below the coupon rate, the pricesigreater
[J If you buy a bond at a price less than its fadaesgou will receive its interest and a capital
ain,
\?vhich is the difference between the price and #oe value.
[J As a result you have a higher return than the coupte
[J When the price is above the face value, the bddéhancurs a capital loss and the bond’s
yield to
maturity falls below its coupon rate
Question No: 16 (Marks: 1) - Please choosee
Current yield is equal to which of the following?
» Price paid / yearly coupon payment
» Price paid *yearly coupon payment
» Yearly coupon payment / face value of bond
» Yearly coupon payment / price paid

Question No: 17 (Marks: 1) - Please choosee
For a $100 one-year zero-coupon bond, the supplyowvi at $95 than it
will be at $90, all other things being equal.

» Higher than before

» Lower than before

» Stable

» Insufficient information

For a $100 one-year zero-coupon bond, the supply Wbe higher at $95 than it will be at
$90, all
other things being equal.

Question No: 18 (Marks: 1) - Please choosee
An increase in the expected inflation shifts thadeupply to the
» Right
> Left
» No change
» None of the given options

An increase in expected inflation shifts bond supplto the right and bond demand
to the left.

Question No: 19 (Marks: 1) - Please choosee




The default premium:
» Is positive for a U.S. Treasury bond
» Must always be less than 0 (zero)
» Is also known as the risk spread
» Is assigned by a bond rating agency

Question No: 20 (Marks: 1) - Please choosee
Calculate tax implication on Bond yields. Considame year bond face value Rs.100
(issued by Government) with coupon rate of 6%.Wh#te income of bond that is
received at maturity? (Tax rate is 30%).

» Rs.6

» Rs.1.80

» Rs.4.20

» Rs.7.80
Tax-Exempt Bond Yield = (Taxable Bond Yield) x (lax Rate).

Question No: 21 (Marks: 1) - Please choosee
Which of the following statement is true for theem sentence, "that tax affects the bond
return"?

» Because only interest income they receive from bons taxable

» Because principal amount and interest income teegive from bond is taxable

» Because bond holders are taxpayers

» Because all bond is sold with a condition thatwélkbe deducted from its return

The important factor that affects the return on abond is taxes
Bondholders must pay income tax on the interest irmene they receive from privately
issued

Question No: 22 (Marks: 1) - Please choosee
Expectation hypothesis focuses on which one ofdhewing?

» Risk premium

» Risk free interest rate

» Yield to maturity

» None of the given options

Reference:

Expectations Hypothesis
The risk-free interest rate can be computed, assythat there is no uncertainty about
the future
Question No: 23 (Marks: 1) - Please choosee
According to the liquidity premium theory of thenestructure, when the yield curve
has its usual slope, the market expects

» Short-term interest rates to rise sharply

» Short-term interest rates to stay near their currer levels

» Short-term interest rates to drop sharply




» Short-term interest rates does not change

Question No: 24 ( Marks: 1) - Please choosee

The Theory of Efficient Markets:
» Allows for higher than average returns if the investor takes higher risk
» Says Insider-information makes markets less effici

» Rules out high returns due to chance
» Assumes people have equal luck

Question No: 25 (Marks: 1) - Please choosee
If information in a financial market is asymmetrikis means:
» Borrowers and lenders have the same information
» Lenders lack any information
» Borrowers and lenders have perfect information
» Borrowers would have more information than lenders

Question No: 26 (Marks: 1) - Please choosee
Often a bank will require a loan officer to makegmmal visits on customers with loans
outstanding. This is encouraged because:

» The bank worries about competitors trying to stieair customers

» The bank wants to make sure the business ishstile

» The bank likely has excess funds available ané@fop make another loan to the
business

» This is an effective monitoring technique and shdd reduce moral hazard

Question No: 27 (Marks: 1) - Please choosee
Financial instruments are used to transfer whictheffollowing?
» Both Risk and Resources
» Risk
» Resources
» Mortgages

Question No: 28 (Marks: 1) - Please choosee
Which of the following has created an opportungy $mall investors to participate in
economic activity?

» Mutual funds

» Small corporations

» Stock brokers

» Small investors cannot take part in economic #gtiv

Question No: 29 (Marks: 3)
Find out YTM of 1 year 12% coupon bond selling 48@. (Face value of bond = $100).

Question No: 30 (Marks: 3)
Why stocks are risky?




Question No: 31 (Marks: 5)

Discuss the negative consequences of informatists @nd also suggest their solution.

Question No: 32 (Marks: 5)

Ahmad purchases a 10 year 8% coupon bond withette\falue of $100. He wants to

hold this bond for 1-year and then sells a 9-yeadbafter 1-year.

(i) If interest rate does not change then what bélithe rate of return?

(ii) If interest rate falls to 6% then suppose priocreases to $109.16. What will be the
capital gain after the price rise?

(iif) After the price rise, what will be the onear holding period return?
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Question No: 1 (Marks: 1)

- Please choospa

Financial instruments are evolved just as



» Currency
» Stock

» Bond

» Commodity

Question No: 2 (Marks: 1) - Please choosae
Price of 100 goods under the barter system would be .
» 5050
» 19800
» 4950
» 20200

Question No: 3 (Marks: 1) - Please choosae
Wealth can be held in number of other forms buuse to hold money because of which
one of the following reason?

» It is the only mode of payment

» Itis an asset

» It is most liquid

» It is the only store of value

Question No: 4 (Marks: 1) - Please choosae
A decrease in the number of credit cards issued:

» Has the same impact on the economy as the FedeR#serve supplying less
money

» Reduces the money supply since credit cardskachioney

» Would probably lower the amount in M3 but likelgtriM1

» None of the given options

Question No: 5 (Marks: 1) - Please choosae
Risk sharing is the characteristic of which one¢hef following?
» Checks
» Checking accounts
» Money
» Bonds

Question No: 6 (Marks: 1) - Please choosae
is the today's value of a paymentishatomised to be made in the future.
» None of the given options
» Future value
» Present value
» Agreed value

Question No: 7 (Marks: 1) - Please choosae

Which one of the following is the procedure of fimgl out the Present Value (PV)?
» Discounting
» Compounding




» Time value of money
» Bond pricing

Question No: 8 (Marks: 1) - Please choosae
Asma deposits funds into a CD account at her bainé&.CD account has an annual
interest of 4.0%. If Asma leaves the funds in tiz&count for entire two years she will
have $1081.60. What amount is Asma depositing?

» $960.60

» $900.00

» $1005.00

» $1000.00

Question No: 9 (Marks: 1) - Please choosae
You receive a check for $500 three years from todag discounted present value of
this $500 is

» $500/(1+i)

» $500*(1+i)

» $500/(1+i)3

» $500%(1+i)3

Question No: 10 (Marks: 1) - Please choosee
What will be the effect on the present value ifdaeible the future value of the
payment?

» It will decrease the value by one-half

» It will increase the value by one-half

» It will equally increase the value i.e. doubles #value

» It will have no effect on the value

Question No: 11  (Marks: 1) - Please choosee
The variance is generally less useful than thedstahdeviation on which of the
following reasons?
» Variance is easier to calculate
» Variance is a measure of risk, whereas standardtitn is a measure of return
» Variance isn't calculated in the same units as payfs where as standarad
deviation is
» Both are equally useful

Question No: 12 (Marks: 1) - Please choosee
A risk-averse investor will:

» Always prefer an investment with a lower expecttdrn

» Always prefer an investment with a certain returnto one with the same
expected return but any amount of uncertainty

» Always require a certain return

» Always focus exclusively on the expected return

Question No: 13 (Marks: 1) - Please choosee




The return on the bond is equal to which of théofeing?
» Coupon rate + rate of capital gains
» Current yield + rate of capital gains
» Coupon rate - rate of capital gains
» Current yield - rate of capital gains

Question No: 14 (Marks: 1) - Please choosee
An increase in the expected inflation shifts thaddemand to the
» Right
> Left
» No change
» None of the given options

Question No: 15 (Marks: 1) - Please choosee
The bond rating of a security refers to which & tbllowings?
» The size of the coupon payment relative to the fadue
» The return a holder is likely to receive
» The likelihood the lender/borrower will be repaidby the borrower/issuer
» The years until the bond matures

Question No: 16 (Marks: 1) - Please choosee
The are an assessment of the creditness of the corporate issuer.
» Bond yield
» Bond ratings
» Bond risk
» Bond price

Question No: 17 (Marks: 1) - Please choosee
Which of the following statement is true for the@n sentence, "that tax affects the bond
return"?

» Because only interest income they receive frondhsraxable

» Because principal amount and interest income teegive from bond is taxable

» Because bond holders are taxpayers

» Because all bond is sold with a condition thatwalkbe deducted from its return

Question No: 18 (Marks: 1) - Please choosee
Which one of the following is true for the relatg&mp between the yield of taxable and
tax exempt bond?
» Higher the tax rate wider the gap between the yidlof taxable and tax
exemptbond
» Taxable bond yield is always greater than tax gtésond
» Higher the tax rate shorter the gap between yietdxable and tax exempt bond
» Lower the tax rate wider the gap between yielthwable and tax exempt bond

Question No: 19 (Marks: 1) - Please choosee
If the tax rate is higher than gap between yieldeom@ble and tax exempt bond?




» Shorter

» Wider

» No gap

» Any thing can be possible

Question No: 20 (Marks: 1) - Please choosee

The liquidity premium theory suggests that yieldvess should usually be:
» Up-sloping
» Inverted
» Flat
» Up-sloping through year 1, then flat thereafter

Question No: 21  (Marks: 1) - Please choosee

A share of common stock represents
» A claim from a lender to a borrower
» A share in the company's assets
» A share of ownership of the company
» An unlimited liability to the owner of the stock

Question No: 22 (Marks: 1) - Please choosee

You start with a $1000 portfolio; it loses 40% otlee next year, the following year it
gains 50% in value; At the end of two years thetiwvof your portfolio will be:

» $900

» $600

» $1000

» $1100

Question No: 23 (Marks: 1) - Please choosee

If information in a financial market is asymmetrikis means:
» Borrowers and lenders have the same information
» Lenders lack any information
» Borrowers and lenders have perfect information
» Borrowers would have more information than lenders

Question No: 24 (Marks: 1) - Please choosee

Which of the following ifNOT an example of financial institutions?
» Bank
» Securities firm
» Stock exchange
» Insurance company

Question No: 25 (Marks: 1) - Please choosee

Components of MDO NOT include which one of the following?
» Currency in the hands of public
» Demand deposits
» Small denominations time deposit



» Checkable deposits

Question No: 26 (Marks: 1) - Please choosee

Mr. Ghazanfar obtains a home improvement loan fAdiled Bank.This loan is:
» Mr. Ghazanfar's asset and the bank's liability
» Mr. Ghazanfar 's asset, but the liability belotggthe bank's depositors
» Mr. Ghazanfar 's liability and an asset for the bank
» Both Mr. Ghazanfar's and bank’s liability

Question No: 27 (Marks: 1) - Please choosee
The interest rate used in the present value cdioole often referred as:
» Discount rate
» Inflation rate
» Nominal rate
» Deflation rate

Question No: 28 (Marks: 1) - Please choosee
If there is a decrease in the expected futureestarate, what will be its affect on bond?
» Bond will be less attractive
» Bond will be more attractive
» Bond will be less expensive
» Bond will be more expensive

Question No: 29 ( Marks: 3)
Find out YTM of 1 year 10% coupon bond selling 22@. (Face value of bond = $100).

Question No: 30 (Marks: 3)
Discuss briefly the facts about term Structure.

Question No: 31 (Marks:5)
You are the founder of an automobile company. Dies¢he idiosyncratic & systematic
risks that your company faces.

Question No: 32 (Marks: 5)
Discuss bubbles in your own word.

MIDTERM EXAMINATION
Spring 2010
MGT411- Money &amp; Banking (Session - 4)

Time: 60 min
Marks: 44

Question No: 1 (Marks: 1) - Please choosae
Core principles of Money and Banking include eatthe following Except?

» All people act rationally



» Time has value
» Information is the basis for decisions
» Risk requires compensation

ANS: All people act rationally

Question No: 2 (Marks: 1) - Please choosae

Debit card works in the same way as which one @fdiowing?
» Cheque
» Credit card
» Store value card
» Pay order

ANS: Cheque

Question No: 3 (Marks: 1) - Please choosae

The one that you get from bank when you open ybacking account is
» Debit card
» Credit card
» Store value card
» Customer card

ANS: Debit card

Question No: 4 (Marks: 1) - Please choosae

The Consumer Price Index (CPI):
» Tends to overstate inflation due to substitutiasb
» Tends to understate actual inflation
» Is more accurate than the GDP deflator
» Is based on basket of goods that changes montitiiycansumer expenditures

ANS: Is based on basket of goods that changes mohthwvith consumer expenditures

Question No: 5 (Marks: 1) - Please choosae

The process of financial intermediation:
» Creates a net cost to an economy but is unavadabl
» Is used primarily in underdeveloped countries
» Is always used when a borrower needs to obtaidsfun
» Increases the economy's ability to produce
ANS: Is always used when a borrower needs to abnh funds
Question No: 6 (Marks: 1) - Please choosae

Which of the following iNOT a function of financial markets?
» Relaying and reacting information
» Used as a mean of payment
» Allocating resources
» Setting prices



ANS: Used as a mean of payment

Question No: 7 (Marks: 1) - Please choosae
Which of the following market allowed networks adalers that are connected
electronically?

» New York Stock Exchange

» NASDAQ

» Large exchanges in London

» Large exchanges in Tokyo

ANS: NASDAQ

Question No: 8 (Marks: 1) - Please choosae
Which of the following is the difference that lieetween the options and futures?
» Options is not binding whereas future is binding
» Futures carry risks but Options didn’t carry risk
» Centralized clearinghouses guarantee futuresdiugptions contracts
» There is no difference between options and futures

ANS: Futures carry risks but Options didn’t carry r isk

Question No: 9 (Marks: 1) - Please choosae
The future value of $200 at a 5% per year intast at the end of one year is:
» $195.00
» $210.00
» $197.50
» $100

ANS: $210.00

Question No: 10 (Marks: 1) - Please choosee
is the today's value of a paymentishatomised to be made in the future.
» None of the given options
» Future value
» Present value
» Agreed value

ANS: Present value

Question No: 11  (Marks: 1) - Please choosee
You receive a check for $500 three years from todlag discounted present value of
this $500 is

» $500/(1+i)

» $500*(1+i)

» $500/(1+i)3




> $500%(1+i)3
ANS: $500*(1+i)3

Question No: 12 (Marks: 1) - Please choosee
Suppose there are two investments, A and B, inwagti has low standard deviation
where as investment B has high standard deviaéitrat would you think that most
people will choose?

» Investment A

» Investment B

» Indifference between them

» Insufficient information to decide
ANS: Investment A

Question No: 13 (Marks: 1) - Please choosee
The risk premium for an investment:
» Increases with risk
» Is a fixed amount added to the risk free return
» Is negative for U.S. Treasury Securities
» Is negative for risk averse investors

ANS: Increases with risk

Question No: 14 (Marks: 1) - Please choosee
Mr. A has a Treasury bill with a maturity period®imonths where as Mr. B has a bond
with a maturity period of 1 year. Which of the fmlling statement i®OT true for this
situation?

» Mr. A has paid less price for his bond than Mr. B

» Mr. A and Mr. B is a holder of zero coupon bond

» Mr. A will receive payment at the end of the méaguperiod

» Mr. B will receive the payment at the end of thatuanity period

ANS: Mr. A has paid less price for his bond than Mr B

Question No: 15 (Marks: 1) - Please choosee
Which of the following best describes the relatlupsbetween Bond prices and yields?
» Move together directly
» Independent of each other
» Move together inversely
» Bond yields do not change since the coupon iglfixe

ANS: Move together inversely

Question No: 16 (Marks: 1) - Please choosee
Treasury bonds & corporate bonds are the examples o bonds.




» Zero-coupon bonds

» Coupon bonds

» Consols

» Fixed payment
ANS: Coupon bonds

Question No: 17 (Marks: 1) - Please choosee
The are an assessment of the creditness of the corporate issuer.
» Bond yield
» Bond ratings
» Bond risk
» Bond price

ANS: Bond ratings

Question No: 18 (Marks: 1) - Please choosee
Which of the following statement is true for theen sentence, "that tax affects the bond
return"?

» Because only interest income they receive frondhsraxable

» Because principal amount and interest income teegive from bond is taxable

» Because bond holders are taxpayers

» Because all bond is sold with a condition thatwalkbe deducted from its return

ANS: Because only interest income they receive frobond is taxable

Question No: 19 (Marks: 1) - Please choosee
Which one of the following is true for the relatg&mp between the yield of taxable and
tax exempt bond?
» Higher the tax rate wider the gap between thalyéktaxable and tax exempt
bond
» Taxable bond yield is always greater than tax gteésond
» Higher the tax rate shorter the gap between yietdxable and tax exempt bond
» Lower the tax rate wider the gap between yielthwable and tax exempt bond

ANS: Higher the tax rate wider the gap between thgield of taxable and tax exempt
bond

Question No: 20 (Marks: 1) - Please choosee
If the tax rate is higher than gap between yieldaom@ble and tax exempt bond?
» Shorter
» Wider
» No gap
» Any thing can be possible

ANS: Wider



Question No: 21 (Marks: 1) - Please choosee

Which one of the following iSOT true for the expectation hypothesis?
» Risk free interest rate can be computed
» There is uncertainty in the future
» Identifying yield of bond today that will be avalile next year
» It focuses on risk free interest rate and the pigtnium

ANS: There is uncertainty in the future

Question No: 22 (Marks: 1) - Please choosee

According to the liquidity premium theory of thenestructure, when the yield curve
has its usual slope, the market expects

» Short-term interest rates to rise sharply

» Short-term interest rates to stay near their ctleyels

» Short-term interest rates to drop sharply

» Short-term interest rates does not change

ANS: Short-term interest rates to stay near their arrent levels

Question No: 23 (Marks: 1) - Please choosee

Other things remaining equal, the liquidity premitiraory is based upon the idea that

» Investors prefer long-term bonds

» Investors prefer short-term bonds

» Investors are indifferent between short-term amdjiterm bonds
» Investors prefer intermediate-term bonds

ANS: Investors prefer short-term bonds

Question No: 24 (Marks: 1) - Please choosee

Common stocks (or corporate stocks):
» Are short term debt instruments
» Entitle the holder to contractual payments
» Were poor investments over the period 1982-1996
» Allows the holder to share in the earnings offtima

ANS: Allows the holder to share in the earnings athe firm

Question No: 25 (Marks: 1) - Please choosee

Which of the following allows us to buy and sefidncial instruments quickly and
cheaply?

» Financial institution

» Financial market

» Central Bank

» Federal Reserve System



ANS: Financial market

Question No: 26 (Marks: 1) - Please choosee
Which of the following ifNOT an example of financial institutions?
» Bank
» Securities firm
» Stock exchange
» Insurance company

ANS: Securities firm

Question No: 27 (Marks: 1) - Please choosee
Which of the following institution takes direct degt from customer and gives loan to
customer directly?

» Zarai Tarkaytee Bank LTD

» Soneri Bank

» Khushali Bank

» Credit union

ANS: Soneri Bank

Question No: 28 (Marks: 1) - Please choosee
If there is a decrease in the expected futureestarate, what will be its affect on bond?
» Bond will be less attractive
» Bond will be more attractive
» Bond will be less expensive
» Bond will be more expensive

ANS: Bond will be more attractive

Question No: 29 ( Marks: 3)
Find out YTM of 1 year 7% coupon bond selling ab $@ace value of bond = $100).

ANS:
YTM = $100/$90 -1 =0.110r 11.11%

Question No: 30 ( Marks: 3)
“Stock market plays a crucial role in every modeapitalist economy”. Discuss.

Question No: 31 (Marks:5)
“People differ in their opinions of how stocks shibbe valued”. Discuss it.




Question No: 32 (Marks: 5)

Briefly explain the factors which shift the bondnaend.
ANS: The following factors those shift the bond d@erd are following

1- Wealth

2- Expected inflation

3- Expected return on stocks and other assets
4- Risk relative to alternatives

5- Liquidity of bonds relative to alternatives

Wealth : an increase in wealth shifts the demand for dorttie right as wealthier
peoples invest more. This will happen as the ecgngnows during an expansion. This
will increase bond prices and lower yields.

Expected inflation: a fall in expected inflation shifts the bond dehanrve to the right,
increasing demand at each price and lowering the @ind increasing the bonds price.

MIDTERM EXAMINATION
Spring 2010
MGT411- Money & Banking (Session - 5)

Time: 60 min
Marks: 44
Question No: 1  (Marks: 1) - Please choase 0
Price of 100 goods under the barter system woelld b
» 5050
» 19800
» 4950
» 20200

Question No: 2 (Marks: 1) - Please choos® 0
In electronic transfer the most common method seind money through a system
maintained by Federal reserve called

» Fedex

» Fedwire

» Fedtransfer

» Fedmoney

Question No: 3 (Marks: 1) - Please choos® 0
Which one of the following is the primary causdrdfation?
» Decreased money supply
» Increased money supply
» Decreased interest rates
» Increased purchasing power



Question No: 4 (Marks: 1) - Please choase 0
Which of the following is true for direct finance?
» Individuals (or firms) borrow directly from banks
» Individuals deposit savings directly in banks
» Firms deposit savings directly in banks
» Individuals (or firms) borrow directly from thesas

Question No: 5 (Marks: 1) - Please choos® 0
What will be the Future Value (FV) of $1000 in &ays at 5% interest rate?
» $1300.00
» $1276.28
» $1999.99
» $1500.52

Question No: 6 (Marks: 1) - Please choos® 0
Which one of the following is the procedure ofdiing out the Present Value (PV)?
» Discounting
» Compounding
» Time value of money
» Bond pricing

Question No: 7 (Marks: 1) - Please choase 0
You receive a check for $100 two years from toddne discounted present value of this
$100 is:

> $100/(1+i)
> $100%(1+i)2
> $100%(1+i)
> $100/(1+i)2

Question No: 8 (Marks: 1) - Please choase 0

Which of the following represents the fisher’'s atjon?
» Nominal interest rate = real interest rate + idia
» Nominal interest rate + inflation = real intereste
» Nominal interest rate = real interest rate - itdlia
» Nominal interest rate = real interest rate / itidia

Question No: 9 (Marks: 1) - Please choos® 0
What will be the result of the difference of raald nominal interest rate?
» The cost of borrowing
» The effect of inflation
» The price of bonds
» The return of bonds

Question No: 10 (Marks: 1) - Please chanse
Sum of all the probabilities should be equal tachitone of the following?



» Zero
» One
» Two
» Three
Question No: 11 (Marks: 1) - Please chanse
The coupon rate of bond:
» Is another term for the current yield
» Is another term for the yield to maturity
» Could not be calculated for a zero-coupon bond
» None of the given options
Question No: 12 (Marks: 1) - Please chanse
Current yield did NOT measure which of the follog?
» Return arises from coupon payment
» Capital gain and loss
» Return arises from bond holding till maturity
» All of the given options

Question No: 13 (Marks: 1) - Please chawnse
An increase in the expected inflation shifts tbhadsupply to the
» Right
> Left
» No change
» None of the given options

Question No: 14 (Marks: 1) - Please chanse
The lowest rating for an investment grade bondyassl by Moody's is:
» BBB
» ABB
> Baa
» Aaa

Question No: 15 (Marks: 1) - Please chanse
In the long run, the yield curve tends to be whotlthe following?
» Upward sloping
» Downward sloping
» Nearly vertical
» Nearly horizontal

Question No: 16 (Marks: 1) - Please chanse
Common stocks (or corporate stocks):
» Are short term debt instruments
» Entitle the holder to contractual payments
» Were poor investments over the period 1982-1996
» Allows the holder to share in the earnings offtira



Question No: 17 (Marks: 1) - Please chanse
A bank can usually offer a saver a higher retomttie same risk because:

» The bank can usually purchase assets at a highethan any one saver

» The bank can pool the resources of larger savetparchase lower denominated
assets

» Economies of scale can be applied by the bart ipurchase of assets

» None of the given options

Question No: 18 (Marks: 1) - Please chanse
If information in a financial market is asymmefribis means:
» Borrowers and lenders have the same information
» Lenders lack any information
» Borrowers and lenders have perfect information
» Borrowers would have more information than lenders

Question No: 19 (Marks: 1) - Please chanse
Which of the following is true of a nation's ceitbank?
» It makes important decisions about the natioxsatal public spending policies
» It lends only to the nation's largest and mostartgmt business firms
» It has many interactions with the nation's citz@nd businesses
» It is responsible for conducting the nation's manepolicy

Question No: 20 (Marks: 1) - Please chawnse
Requiring a large deductible on the part of amiied is one way insurers treat the
problem of:

» Free-riding

» Moral hazard

» Adverse selection

» The Lemons market

Question No: 21 (Marks: 1) - Please chanse
Often a bank will require a loan officer to malexgonal visits on customers with loans
outstanding. This is encouraged because:

» The bank worries about competitors trying to steair customers

» The bank wants to make sure the business ighstilé

» The bank likely has excess funds available anéop make another loan to the
business

» This is an effective monitoring technique and std@aduce moral hazard

Question No: 22 (Marks: 1) - Please chanse
Which of the following represents the history amey uptill the modern age?

» Gold/silver coins Paper Currency Electréniod Transfer
» Paper Currency Gold/Silver coins Electrénind Transfer
» Electronic Fund Transfer Paper Currency __ old/8lver coins

» Gold/silver coins Electronic Fund Transfer__Paper currency



Question No: 23 (Marks: 1) - Please chanse
Mr. A makes payment to Mr. B in exchange of how¢etlfurniture in the form of
cheques.Which of the following is true for thisusition?

» It is final payment made by Mr. A

» It's not a final payment

» It may not be accepted as payment

» Cheques are not form of money

Question No: 24 (Marks: 1) - Please chanse
Components of M1 DO NOT include which one of tbkofwing?
» Currency in the hands of public
» Demand deposits
» Small denominations time deposit
» Checkable deposits

Question No: 25 (Marks: 1) - Please chanse
A change in the interest rate:

» Has a larger impact on the present value of a payto be made far into the
future than one to be made sooner

» Will not have a difference on the present valuenaf equal payments to be made
at different times

» Has a smaller impact on the present value of enpayto be made far into the
future than one to be made sooner

» None of the given options

Question No: 26 (Marks: 1) - Please chanse
Which of the following statement is true about tekationship between bond ,coupon
payment and interest?

» Coupon payments fall, the interest rate falls, Bodd price will rise

» Coupon payments rise, the interest rate falls,Borttl price will rise

» Coupon payments fall, the interest rate falls, Bodd price will fall

» Coupon payments rise, the interest rate falls,Baott price will fall

Question No: 27 (Marks: 1) - Please chanse
Which of the following are without maturity dates?
» Zero coupon bonds
» Coupon securities
» Consols
» Preferred Bonds

Question No: 28 (Marks: 1) - Please chanse

Zero-Coupon Bonds are pure discount bonds siresedéll at a price
» Equal their face value
» Below their face value
» Above their face value



» None of the given options

Question No: 29 ( Marks: 3)
Differentiate between yield to maturity and cutrgield.

Yield To Maturity

The most useful measure of the return on holdibgrad is called the yield to maturity
(YTM).

This is the yield bondholders receive if they hibld bond to its maturity when the final
principal payment is made

It can be calculated from the present value formula

The value of i that solves this equation is tredd/to maturity

If the price of the bond is $100, then the yieldrtaturity equals the coupon rate.

Since the price rises as the yield falls, whenpttiee is above $100, the yield to maturity
must be below the coupon rate.

Current yield

Current yield is a commonly used, easy-to-compuwgasure of the proceeds the
bondholder receives for making a loan.

It is the yearly coupon payment divided by the @ric

The current yield measures that part of the refitorm buying the bond that arises solely
from the coupon payments

Question No: 30 ( Marks: 3)
Discuss briefly the facts about term Structure.

Facts of Term Structure
Interest Rates of different maturities tend to mtogether
Yields on short-term bond are more volatile thagldg on long-term bonds

Long-term yields tend to be higher than short-tgiafds.

Question No: 31 (Marks: 5)
Briefly discuss short term ratings by PakistandirBating Agency.

Pakistan Credit Rating Agency.

Al+: highest capacity for timely repayment
Al: Strong capacity for timely repayment

A2: satisfactory capacity for timely repayment niigysusceptible to adverse economic



conditions

A3: an adequate capacity for timely repayment. Margceptible to adverse economic
condition

B: timely repayment is susceptible to adverse chamgbusiness, economic, or financial
conditions

C: an inadequate capacity to ensure timely repaymen

D: high risk of default or which are currently iefdult

Question No: 32 (Marks: 5)
Define stock and also discuss its important chiarestics.

Stock & its importance

Stocks provide a key instrument for holding persorealth as well as a way to diversify,
spreading and reducing the risks that we facec&omanies, they are one of several
ways to obtain financing. Additionally, Stocks astdck markets are one of the central
links between the financial world and the real exop.

Common Stock
Valuing Stock

Stocks, also known as common stock or equity, laaees in a firm’s ownership

From their early days, stocks had two importantattaristics that today are taken for
granted:

The shares are issued in small denominations anshidres are transferable

Until recently, stockowners received a certificiitan the issuing company, but now it is
a computerized process where the shares are mregistethe names of brokerage firms
that hold them on the owner’s behalf.

The ownership of common stock conveys a numbegbfs

A stockholder is entitled to participate in the rgsaof the enterprise, but this is a residual
claim meaning the leftovers after all other creditbave been paid
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Question No: 1 (Marks: 1) - Please choosae

Financial instruments are evolved just as
» Currency
» Stock
» Bond
» Commodity

Question No: 2 (Marks: 1) - Please choosae

Core principles of Money and Banking include eatthe following Except?

» All people act rationally

» Time has value

» Information is the basis for decisions
» Risk requires compensation

Question No: 3 (Marks: 1) - Please choosae

Which of the following is a drawback of Fiat money?

» Fewer resources are used to produce money

» The quantity of money can be determined by ratibnenan judgment

» A corrupt Government might issue excessive amount enoney thus causing
inflation

» Fiat money doesn’t have any drawback

Question No: 4 (Marks: 1) - Please choosae

Which one of the following i8lOT true for money?
» Money is an asset
» Money is a standard mode of payment
» Money is same as wealth
» Money is readily spend able asset

Question No: 5 (Marks: 1) - Please choosae

A derivative instrument:
» Gets its value and payoff from the performance oftte underlying instrument
» Is a high risk financial instrument used by highgk averse savers
» Comes into existence after the underlying instmingein default
» Should be purchased prior to purchasing the uyidgrsecurity

Question No: 6 (Marks: 1) - Please choosae

Financial intermediaries provide small lender-sa\adl of the following advantages
EXCEPT:

» Greater liquidity

» Lower transaction cost

» Lower risk

» Higher return



Question No: 7 (Marks: 1) - Please choosae
The future value of $100 left in a savings accaarhing 4.5% for two and a half years
is best expressed by:

» $100(1.045)3/2

» $100( 0.45)2.5

» $100(1.045)2.5

» 100 x 2.5 x (1.045)

Question No: 8 (Marks: 1) - Please choosae
is the today's value of a paymentishatomised to be made in the future.
» None of the given options
» Future value
» Present value
» Agreed value

Question No: 9 (Marks: 1) - Please choosae
You receive a check for $500 three years from todlag discounted present value of
this $500 is

» $500/(1+i)

» $500*(1+i)

» $500/(1+i)3

» $500*(1+i)3

Question No: 10 (Marks: 1) - Please choosee
If the internal rate of return from an investmentdss than the opportunity cost of funds:
» Firm should make the investment
» Firm should not make the investment
» Firm should only make the investment using rethis&nings
» None of the given options

Question No: 11 (Marks: 1) - Please choosee
An investment carrying a current cost of $130,3@ding to generate $70,000 of
revenue for each of the next three years. To catiedhe internal rate of return we need
to:

» Calculate the present value of each of the $70p@9fnents and multiply these
and set this equal to $130,000

» Take the present value of $210,000 for three ykeans now and set this equal to
$130,000

» Set the sum of the present value of $70,000 for éeaf the next three years
equal to $130,000

» Subtract $130,000 from $210,000 and set this miffee equal to the interest rate

Question No: 12 (Marks: 1) - Please choosee
The real interest rate is:
» The nominal rate plus the expected inflation rate




» The nominal rate minus the expected inflation rate
» The nominal interest rate divided by the ConsuRrere Index
» The product of the nominal rate and the Consumee Mdex

Question No: 13 (Marks: 1) - Please choosee
What is true about the relationship between stahdaviation and risk?
» Greater the standard deviation greater will be therisk
» Greater the standard deviation lower will be tis& r
» Greater the standard deviation risk will be reradithe same
» No relation between them

Question No: 14 (Marks: 1) - Please choosee
Most of the people among us are

» Risk lovers

» Risk enhancers

» Risk averse

» Risk tolerating

Question No: 15 (Marks: 1) - Please choosee
Mr. A has a Treasury bill with a maturity period ®imonths where as Mr. B has a bond
with a maturity period of 1 year. Which of the fmlling statement i§OT true for this
situation?

» Mr. A has paid less price for his bond than Mr. B

» Mr. A and Mr. B is a holder of zero coupon bond

» Mr. A will receive payment at the end of the méaguperiod

» Mr. B will receive the payment at the end of thatunity period

Question No: 16 (Marks: 1) - Please choosee
For a $1000 one year discount bond with a prickadh, the yield to maturity is which
of the following?

» $975/$1000

» ($1000 — $975)/$975

» ($1000 — $975)/($1000)

» $1000/$975

Question No: 17 (Marks: 1) - Please choosee
Current yield is equal to which of the following?
» Price paid / yearly coupon payment
» Price paid *yearly coupon payment
» Yearly coupon payment / face value of bond
» Yearly coupon payment / price paid

Question No: 18 (Marks: 1) - Please choosee
The return on the bond is equal to which of théofeing?
» Coupon rate + rate of capital gains
» Current yield + rate of capital gains




» Coupon rate - rate of capital gains
» Current yield - rate of capital gains

Question No: 19 (Marks: 1) - Please choosee
An increase in the expected inflation shifts thaddemand to the
» Right
> Left
» No change
» None of the given options

Question No: 20 (Marks: 1) - Please choosee
Calculate tax implication on Bond yields. Considame year bond face value Rs.100
(issued by Government) with coupon rate of 6%.Wh#te income of bond that is
received at maturity? (Tax rate is 30%).

» Rs.6

» Rs.1.80

» Rs.4.20

» Rs.7.80

Question No: 21 (Marks: 1) - Please choosee
If the tax rate is higher than gap between yieldaom@ble and tax exempt bond?
» Shorter
» Wider
» No gap
» Any thing can be possible

Question No: 22 (Marks: 1) - Please choosee
Expectation hypothesis focuses on which one ofdhewing?
» Risk premium
» Risk free interest rate
» Yield to maturity
» None of the given options

Question No: 23 (Marks: 1) - Please choosee
Stock market bubbles can lead to:

» An inefficient allocation of resources

» Stock market crashes
» Patterns of volatile returns from the stock market
» All of the given options

Question No: 24 (Marks: 1) - Please choosee
Without the ability of financial intermediaries pool the resources of small savers:

» Borrowers needing large amounts of money would fireess costly to obtain the
funds

» The economy would likely grow faster




» People would likely save more
» The risk associated with lending would increase

Question No: 25 (Marks: 1) - Please choosee
The fact that a financial intermediary can usesdime contract for many customers is an
example of:

» Economies of Scope

» The Law of Diminishing Marginal Returns

» The Law of Increasing Opportunity Cost

» Economies of Scale

Question No: 26 (Marks: 1) - Please choosee
Requiring a large deductible on the part of anredus one way insurers treat the
problem of:

» Free-riding

» Moral hazard

» Adverse selection

» The Lemons market

Question No: 27 (Marks: 1) - Please choosee
Financial instruments are used to transfer whictheffollowing?
» Both Risk and Resources
» Risk
» Resources
» Mortgages

Question No: 28 (Marks: 1) - Please choosee
A change in the interest rate:

» Has a larger impact on the present value of a payméto be made far into
the future than one to be made sooner

» Will not have a difference on the present valuenaf equal payments to be made
at different times

» Has a smaller impact on the present value of enpayto be made far into the
future than one to be made sooner

» None of the given options

Question No: 29 (Marks: 3)
Find out YTM of 1 year 10% coupon bond selling 82@. (Face value of bond = $100).
Answer:
solution:
according to the formula
YTM = yearly coupon payment /price paid

So

$10/(10)  $100/(1 i)=



$10%/120
= 8.333

Question No: 30 ( Marks: 3)

“Financial intermediary reduce costs”. How?

Financial intermediary is naturally an foundations that make easy therobaf funds
between lenders and borrowers not directly that astthe middle man between investors
and firms raising fund is called financial interreeg.

Financial intermediary will reduce transaction destause they are specializing in the
issuance of standardized securities.

Question No: 31 (Marks: 5)

Define financial intermediaries. What functions fimancial intermediaries performs
regarding savings?

Answer: Financial intermediary is naturally an foundations that make easy thérobn
of funds between lenders and borrowers not dir¢htly acts as the middle man
between investors and firms raising fund is caliedncial intermediary.

Financial intermediary will reduce transaction dostause they are specializing in the
issuance of standardized securities

1. Maturity transformation

Converting short-term liabilities to long term asseist like banks deal with large
number of lenders and borrowers, aettle their conflicting needs

2. Risk transformation

Converting risky investments into relatively rigle¢ ones For example ending to
multiple borrowers to spread the risk

3. Convenience

Matching small deposits with large loans and ladgposits with small loans

Question No: 32 (Marks: 5)
Briefly explain the factors which shift the bondnand.
Answer: Factors that shift Bond Demand

. Expected inflation
If expected inflation fall then demand for bond increases, curve of bond désiaift to
right.

. Expected return on bonds
If the expected return on bonds rise then peoplamwiest money more ,as result demand
for bond will rise

. Risk relative to alternatives

If other stocks are more risky then demand for Isandreases then shift the demand
curve bond

Liquidity of bonds

If liquidity of bonds becomes more than other stckinvestments then shift the
demand curve bond



. Wealth
As the consumer received more wealth their deméordgood raise. They will invest
their money in market result will be economy graamsl bond prices will increase.

MIDTERM EXAMINATION
Spring 2009
MGT411- Money &amp; Banking (Session - 2)
Question No: 1 (Marks: 1) - Please choosae

Which of the following are without maturity dates?
» Zero coupon bonds
» Coupon securities
» Consols
» Preferred Bonds

Question No: 2 (Marks: 1) - Please choosae

Which of the following institution takes direct degt from customer and gives loan to
customer directly?

» Zarai Tarkaytee Bank LTD

» Soneri Bank

» Khushali Bank

» Credit union

Question No: 3 (Marks: 1) - Please choosae

Mr. Ghazanfar obtains a home improvement loan fAdiled Bank.This loan is:
» Mr. Ghazanfar's asset and the bank's liability
» Mr. Ghazanfar 's asset, but the liability belotggthe bank's depositors
» Mr. Ghazanfar 's liability and an asset for the bank
» Both Mr. Ghazanfar's and bank's liability

Question No: 4 (Marks: 1) - Please choosae

Components of VDO NOT include which one of the following?
» Currency in the hands of public
» Demand deposits
» Small denominations time deposit
» Checkable deposits

Question No: 5 (Marks: 1) - Please choosae

Which of the following has created an opportungy $mall investors to participate in
economic activity?

» Mutual funds

» Small corporations

» Stock brokers

» Small investors cannot take part in economic &gtiv



Question No: 6 (Marks: 1) - Please choosae

Which of the following ifNOT an example of financial institutions?
» Bank
» Securities firm
» Stock exchange
» Insurance company

Question No: 7 (Marks: 1) - Please choosae

Requiring a large deductible on the part of anriedus one way insurers treat the
problem of:

» Free-riding

» Moral hazard

» Adverse selection

» The Lemons market

Question No: 8 (Marks: 1) - Please choosae

In a financial market where information is symmetri
» The same information would be known by both partie in a transaction
» One party to a transaction knows information ttreeoparty does not
» The ability to obtain information is availabledaly one party
» All of the given options

Question No: 9 (Marks: 1) - Please choosae

When stock prices reflect fundamental values:

» All investors will experience capital gains

» All companies will have an easier task of obtagriimancing for investment
projects

» The allocation of resources will be more efficient

» The overall level of the stock market should mbigher continuously

Question No: 10 (Marks: 1) - Please choosee

An index number is a valuable tool because:

» The number by itself provides all of the usefdbmmation needed

» The index provides a meaningful measurement scale talculate percentage
changes

» The index is more stable than the data it reflects

» It does not require any calculations to computegage changes

Question No: 11 (Marks: 1) - Please choosee

The concept of limited liability says stockholderof a corporation:
» Is liable for the corporation's liabilities, butthing more
» Cannot receive dividends that exceed their investm
» Cannot own more than fiver percent of any pubdigoration
» Cannot lose more than their investment



Question No: 12 (Marks: 1) - Please choosee

Other things remaining equal, the liquidity premithraory is based upon the idea that

» Investors prefer long-term bonds

» Investors prefer short-term bonds

» Investors are indifferent between short-term amgjiterm bonds
» Investors prefer intermediate-term bonds

Question No: 13 (Marks: 1) - Please choosee

Which one of the following i®lOT true for the expectation hypothesis?
» Risk free interest rate can be computed
» There is uncertainty in the future
» Identifying yield of bond today that will be avalile next year
» It focuses on risk free interest rate and the rislpremium

Question No: 14 (Marks: 1) - Please choosee

A graph of the term structure with YTM on Y-axisdaiime to maturity on X-axis is
called:

» Demand curve

» Supply curve

» Yield curve

» Leffer curve

Question No: 15 (Marks: 1) - Please choosee

Bond A Bond B
Maturity 5 years 10 years
Default risk 5% 5%
Tax rate 30% 30%
Yield ? ?

See the above table and choose the one option W&iMBT correct about the yield of
Bond A and Bond B?

» Bond tax status and default rate are not the onlydctors that affect the yield
of the two bonds

» Bond A has different yield from that of Bond B hese of change in maturity
period

» Yields of both the bonds are not disturbed by migtperiod

» Yield of Bond B depends on what people expectgplen in years to come

Question No: 16 (Marks: 1) - Please choosee

The are an assessment of the creditnesst of the corporate issuer.
» Bond yield
» Bond ratings
» Bond risk
» Bond price




Question No: 17 (Marks: 1) - Please choosee
The bond rating of a security refers to which @& fbllowings?
» The size of the coupon payment relative to the fadue
» The return a holder is likely to receive
» The likelihood the lender/borrower will be repaid by the borrower/issuer
» The years until the bond matures

Question No: 18 (Marks: 1) - Please choosee
An increase in the expected inflation shifts thaddemand to the
» Right
> Left
» No change
» None of the given options

Question No: 19 (Marks: 1) - Please choosee
The current yield on a $10,000, 5% coupon bondngetbr $8,000 is:
» 6.25%
» 7.50%
» 8.00%
» 5.00%

Question No: 20 (Marks: 1) - Please choosee
If the annual interest rate is 6% (.06); the pota one year Treasury bill would be:
» $94.00
» $94.33
» $95.25
» $96.10

Question No: 21 (Marks: 1) - Please choosee
The return on holding a bond till its maturity @lled:
» Coupon rate
» Yield to maturity
» Current yield
» Fixed return

Question No: 22 (Marks: 1) - Please choosee
Which of the following best describes the relatlipdetween Bond prices and yields?
» Move together directly
» Independent of each other
» Move together inversely
» Bond yields do not change since the coupon iglfixe

Question No: 23 (Marks: 1) - Please choosee
Mr. A has a Treasury bill with a maturity period®imonths where as Mr. B has a bond




with a maturity period of 1 year. Which of the fmlling statement i®OT true for this
situation?

» Mr. A has paid less price for his bond than Mr. B

» Mr. A and Mr. B is a holder of zero coupon bond

» Mr. A will receive payment at the end of the méatguperiod

» Mr. B will receive the payment at the end of thatuanity period

Question No: 24 (Marks: 1) - Please choosee
What is true relationship between return and risk?
» Lower the risk greater the return
» Greater the risk greater the return
» Greater the risk no change in return
» No relationship between them

Question No: 25 (Marks: 1) - Please choosee
Sum of all the probabilities should be equal tockione of the following?
» Zero
» One
» Two
» Three

Question No: 26 (Marks: 1) - Please choosee
measures the probability of worst outconaay investment project.
» Variance
» Standard deviation
» Value at risk
» Hedging

Question No: 27 (Marks: 1) - Please choosee
The variance is generally less useful than thedstahdeviation on which of the
following reasons?
» Variance is easier to calculate
» Variance is a measure of risk, whereas standardtitn is a measure of return
» Variance isn't calculated in the same units as payfs where as standard
deviation is
» Both are equally useful

Question No: 28 (Marks: 1) - Please choosee
A credit market instrument that pays the ownexadicoupon payment every year until
the maturity date and then repays the face valoalied:

» Simple loan

» Fixed-payment loan

» Coupon bond

» Discount bond

Question No: 29 (Marks: 1) - Please choosee




Which of the following provides the greatest inceato borrow?
» A high real interest rate
» A low real interest rate
» A high nominal interest rate
» A low nominal interest rate

Question No: 30 (Marks: 1) - Please choosee
An investment carrying a current cost of $130,3)8ding to generate $70,000 of
revenue for each of the next three years. To catieuhe internal rate of return we need
to:

» Calculate the present value of each of the $70p@9fnents and multiply these
and set this equal to $130,000

» Take the present value of $210,000 for three ykeans now and set this equal to
$130,000

» Set the sum of the present value of $70,000 for éeaf the next three years
equal to $130,000

» Subtract $130,000 from $210,000 and set this rdiffee equal to the interest rate

Question No: 31 (Marks: 1) - Please choosee
A borrower is promised a $100 payment (includirigriest) one year from today. If the
lender has an 8% opportunity cost of money, helshmeiwilling to accept what amount
today?

» Rs.100.00

» Rs.108.20

» Rs.92.59

» Rs.96.40

Question No: 32 (Marks: 1) - Please choosee
Which one of the following i8lOT an example of Centralized exchange?
» New York Stock Exchange
» NASDAQ
» Large exchanges in London
» Large exchanges in Tokyo

Question No: 33 (Marks: 1) - Please choosee
Financial intermediaries provide small lender-sa\ah of the following advantages
EXCEPT:

» Greater liquidity

» Lower transaction cost

» Lower risk

» Higher return

Question No: 34 (Marks: 1) - Please choosee

The shares of McDonald Corporation stock are examgf:
» A standardized financial instrument
» A standardized financial liability instrument




» A non-standardized financial instrument
» A means of payment

Question No: 35 (Marks: 1) - Please choosee
Which of the following statements MOT correct?
» Banks are financial intermediaries
» Financial intermediary involves in giving loan asactepting deposit
» All financial intermediaries are insurance compani
» Financial intermediaries increase the efficientthe economy

Question No: 36 (Marks: 1) - Please choosee
Economic research shows:

» There is a strong inverse correlation betweemfired market development and
economic growth

» There is weak relation between financial markeetigoment and economic
growth around 0.25

» There is a relatively strong positive correlation letween financial market
development and economic growth

» There isn't any correlation between financial readevelopment and economic
growth

Question No: 37 (Marks: 1) - Please choosee
Which of the following statements is correct?

» If you can buy the same goods this year as yogludast year with less money
the money supply decreased.

» To purchase the same goods today that were purctetone year ago
requires more money, there must have been inflation

» To purchase the same goods today as one yeaeqgoes less money, the
money supply must have increased

» To purchase the same goods today that were p@dloee year ago requires the
same amount of money, there must have been inflatio

Question No: 38 (Marks: 1) - Please choosee
The one that you get from bank when you open ybacking account is
» Debit card
» Credit card
» Store value card
» Customer card

Question No: 39 (Marks: 1) - Please choosee
Wealth can be held in number of other forms butuse to hold money because of which
one of the following reason?

» It is the only mode of payment

» It is an asset

» It is most liquid

» It is the only store of value




Question No: 40 (Marks: 1) - Please choosee

Which of the following are used to monitor and dtab the economy?
» Stock exchanges
» Commercial Banks
» Central Banks
» Financial institutions

MGT411-Money & Banking

Question# 1

Wider the range of outcome wider will be the
Select Correct Option

Risk

Profit

Probability

Lose

Question# 2

The interest rate that is involved in alcudation is referred to as discount
rate

Select Correct Option

Present value

Future value

Intrinsic value

Discount value

Question# 3

The return on holding a bond till its maturity mlled:
Select Correct Option

Coupon rate

Yield to maturity

Current yield

Internal rate of return

Question# 4

following represents the fisher's equation?

Select Correct Option

Nominal interest rate = real interest rate + indlat
Nominal interest rate + inflation = real interester
Nominal interest rate = real interest rate - indiat
Nominal interest rate = real interest rate / inflat
Question# 5

Bonds without maturity dates are which of the fofilogs?
Select Correct Option

Zero coupon bonds

Coupon securities

Consols

Preferred Bonds



Question# 6

A risk-averse investor will:

Select Correct Option

Always prefer an investment with a lower expecttdm

Always prefer an investment with a certain retwmomne with the same expected return
but any amount of uncertainty

Always require a certain return

Always focus exclusively on the expected return

Question# 7

GDP deflator is called

Select Correct Option

Retailer price index

Consumer price index

Producer price index

None of above

Question# 8

What will be the effect on the present value ifdeeible the future value of the payment?
Select Correct Option

It will decrease the value by one-half

It will increase the value by one-half

It will equally increase the value i.e. doubles vaéue

It will have no effect on the value

Question# 9

Government bonds called ........ Where as corporatedare called ......
Select Correct Option

Zero coupon bond, coupon bond

Risky bond. Risk free bond

T bill, corporate bond

Console bond, junk bonds

Question# 10

Beside default risk which one if the following factffects the return on bond?
Select Correct Option

Taxes

Monetary policy

Junk bonds

Debt

Question# 11

Which of the following are used to monitor and gtaé the economy?
Select Correct Option

Stock exchanges

Commercial Banks

Central Banks

Financial institutions

Question# 12

What will be the result of the difference of reatlanominal interest rate?
Select Correct Option



The cost of borrowing
The effect of inflation
The price of bonds
The return of bonds
Question# 13
Which of the following expresses 6.5%7?
Select Correct Option
0.0065
6.50
0.650
0.0650
Question# 14
Diversification is the principle of:
Select Correct Option
Holding more than one risk at a time
Reducing the risks we carry to just two
Creating risk to increase returns
Eliminating investments from our portfolio that leadiosyncratic risk
Question# 15
Current accounts of commercial bank lies in whiaimey aggregate definition?
Select Correct Option
Currency
M1
M2
M3
Question# 16
Which of the following would be considered charastec of money?
Select Correct Option
It is store of value
It pays a higher return than most assets
Itis in fixed supply
It is legal tender everywhere in the world
Question# 17
When the price of a bond is above face value:
Select Correct Option
The yield to maturity will be above the coupon rate
The yield to maturity is below the coupon rate
The yield to maturity will equal zero
The yield to maturity will equal the coupon rate
Question# 19
is the value today of a payment thatasiised to be made in the future.
Select Correct Option
Future value
Present value
Agreed value
None of the given options



Question# 20

Which of the following best describes default risk?

Select Correct Option

The chance the issuer will be unable to make istgr@yments or repay principal
The chance the issuer will retire the debt early

The chance the issuing firm will be sold to anoffiren

The chance the issuer will sell more debt

Question# 21

Considering the Liquidity Premium Theory, if invest expect short term interest rates to
decrease:

Select Correct Option

The yield curve must have a positive slope

The yield curve must be inverted

The yield curve could be flat

The slope of the yield curve should actually inseea
Question# 23

Which of the following would probably NOT earn arrdting from Standard & Poor's:
Select Correct Option

30 years bond issued by the U.S. Treasury

New vegetarian fast-food chain

90 days T-Bills issued by the U.S. Treasury

Both 30 years bond and 90 days T-Bills issued [&. Ureasury
Question# 24

If YTM is greater than the coupon rate the pricéhaf bond is
Select Correct Option

Greater than its face value

Lower than its face value

Equals to its face value

All of the given options

Question# 25

If the annual interest rate is 6%, the price ofyaedar Treasury bill with $100 face value
would be:

Select Correct Option

$94.00

$94.33

$95.25

$96.10

Question# 26

Time affects the value of which of the following?

Select Correct Option

Financial Instruments

Financial Markets

Financial Institutions

Central Banks

Question# 27

A risk-averse investor will:



Select Correct Option

Always prefer an investment with a lower expectstdm

Always prefer an investment with a certain retwmomne with the same expected
return but any amount of uncertainty

Always require a certain return

Always focus exclusively on the expected return

Question# 28

Investors will hold higher compensation for the investment.
Select Correct Option

More risky

Less risky

Fixed return

Less dividend

Question# 29

An increase in the expected inflation shifts thaddemand to the
Select Correct Option

Right

Left

No change

All of the given options

Question# 30

You receive a check for $100 two years from toddne discounted present value of this
$100 is:

Select Correct Option

$100/(1+i)

$100*(1+i)2

$100*(1+i)

$100/(1+i)2

Question# 31

Which of the following is NOT an example of finaacinstitutions?
Select Correct Option

Banks

Securities firms

Stock exchanges

Insurance companies

Question# 32

The bond rating of a security refers to which & fbollowings?
Select Correct Option

The size of the coupon payment relative to the fadee

The return a holder is likely to receive

The likelihood the lender/borrower will be repaigthe borrower/issuer
The years until the bond matures

Question# 33

Yield curves show which of the followings?

Select Correct Option

The relationship between bond interest rates (§)eddd bond prices



The relationship between liquidity and bond interages (yields)

The relationship between risk and bond interestsréfields)

The relationship between time to maturity and bionerest rates (yields)
Question# 34

Which of the following best expresses the proceeld@nder receives from a simple loan?
Select Correct Option

PV(1 +i)

FV/i

PV + i

PVIi

Question# 35

When the price of a bond is above face value:

Select Correct Option

The yield to maturity will be above the coupon rate

The yield to maturity is below the coupon rate

The yield to maturity will equal zero

The yield to maturity will equal the coupon rate

Question# 36

What will the yield curve look like if future sherérm interest rates are expected to rise
sharply?

Select Correct Option

It will steeply slope upward

It will be horizontal

It will slightly slope upward

It will slope downward

Question# 37

When a bond becomes more liquid relative to itsra#tives, the demand curve for bonds
shifts to the:

Select Correct Option

Right

Left

No change

None of the given options

Question# 38

Debt instruments is categorized on the basis otlvbne of the following?
Select Correct Option

Loan maturity period

Interest rates

Mode of payment of interest

Amount of the debt taken

Question# 39

Expectation hypothesis focuses on which one ofahewing?

Select Correct Option

Risk premium

Risk free interest rate

Yield to maturity



None of the given options

Reference

Expectations Hypothesis

The risk-free interest rate can be computed, assythat there is no uncertainty about
the future

Question# 40

What characteristic of money is not included inusiies characteristics
Select Correct Option

Mean of payment

Unit of account

Store of value

Transfer of risk

Question# 41

Which one of the following is the narrowest defimit of money?
Select Correct Option

C

M1

M2

M3

Question# 42

Which one of the following is a component of wedtiht is held in a readily spendable
form?

Select Correct Option

Money

Bonds

Stocks

Income

Question# 43

A loan that is used to purchase the real estdeds/n as:
Select Correct Option

Real estate loan

Home mortgages

Fixed payment loan

Home loan

Question# 44

The default premium:

Select Correct Option

Is positive for a U.S. Treasury bond

Must always be less than 0 (zero)

Is also known as the risk spread

Is assigned by a bond rating agency

Question# 45

A graph of the term structure with YTM on Y-axisdaiime to maturity on X-axis is
called:

Select Correct Option

Demand curve



Supply curve

Yield curve

Leffer curve

Question# 46

Which of the following best describes checks?

Select Correct Option

A means of payment

Money

Not a promise of any kind

Not acceptable by the U.S. Government for paymétexes.

Question# 47

With direct finance we mean which of the following?

Select Correct Option

Individuals (or firms) borrow directly from the sarg

Individuals (or firms) borrow directly from banks.

Individuals deposit savings directly in banks.

Firms deposit savings directly in banks.

Question# 48

Which of the following best expresses the paymdahder receives for lending their
money for four years?

Select Correct Option

PV(1+i)4

PVI(1 +i)4

4PV

PVI(1-1)4

Question# 49

Which one of the following is true for the relatgmp between the yield of taxable and
tax exempt bond?

Select Correct Option

Higher the tax rate wider the gap between the yékdxable and tax exempt bond
Taxable bond yield is always greater than tax exdrapd

Higher the tax rate shorter the gap between yittebable and tax exempt bond
Lower the tax rate wider the gap between yielcagable and tax exempt bond
Question# 50

In which of the following bonds we may ignore trefallt risk?

Select Correct Option

Privately issued bonds

Government issued bonds

Bonds issued by Corporate

All of the given options

Question# 51

Which of the following is the least liquid of all?

Select Correct Option

Money

Bonds & stocks

Lands & buildings



None of the given options

Question# 52

What is primary cause of inflation?

Select Correct Option

Energy crises

Gold reserve shortage

Issue excessive currency

Rising cost of input

Question# 53

The risk premium for an investment:

Select Correct Option

Increases with risk

Is a fixed amount added to the risk free return
Is negative for U.S. Treasury Securities

Is negative for risk averse investors
Reference

Page 35

Question# 54

Which of the following is the measure of likelihotitht an event will occur?
Select Correct Option

Risk

Probability

Frequency

Outcom

Question# 55

Which of the following is NOT included in the detion of M1?
Select Correct Option

Traveler's checks

Demand deposits

Currency

Gold coins issued by treasury

Question# 56

The liquidity premium theory suggests that yieldves should usually be:
Select Correct Option

Up-sloping

Inverted

Flat

Up-sloping through year 1, then flat thereafter
Question# 57

If the tax rate is higher than gap between yieldeom@ble and tax exempt bond?
Select Correct Option

Shorter

Wider

No gap

Any thing can be possible

Question# 58



The reason for the government to get involved enfthancial system is to:
Select Correct Option

Protect investors

Ensure the stability of the financial system

Protect bank customers from monopolistic explatati

All of the given options

Reference

Page92

Question# 59

Financial instruments are evolved just as

Select Correct Option

Currency

Stock

Bond

Commodity

Question# 60

The longer the time (n) until the payment:

Select Correct Option

The lower the present value

The higher the present value because time is viguab

The lower must be the interest rate

Time has no effect on present value

Question# 61

Core principles of Money and Banking include eatthe following except?
Select Correct Option

People act rationally

Time has value

Information is the basis for decisions

Risk requires compensation

Question# 62

Which of the following would be included in a defian of risk?
Select Correct Option

Risk is a not measure of uncertainty

Risk is unavoidable

Risk doesn't have a time horizon

Risk seldom involves some future payoff

Question# 63

The lowest rating for an investment grade bondgagsi by Moody's is:
Select Correct Option

BBB

ABB

Baa

Aaa

Question# 64

The concept of limited liability says a stockhol@é¢ia corporation:
Select Correct Option



Is liable for the corporation's liabilities, butthong more

Cannot receive dividends that exceed their inveistme

Cannot own more than fiver percent of any publigpoeation

Cannot lose more than their investment

Question# 65

Coupon bonds make the annual payments which deslces

Select Correct Option

Annual payments

Fixed payments

Coupon payments

Maturity payment

Question# 66

The current yield on a $10,000, 5% coupon bondngelor $8,000 is:
Select Correct Option

5.00%

6.25%

7.50%

8.00%

Question# 67

Home loans and car loans are the example of wmetobthe following?
Select Correct Option

Mortgage loans

Pledge

Fixed Payment Loans

Ordinary loan

Question# 68

What is difference between warrant and check?

Select Correct Option

Check is cleared from bank but warrant is not dddry bank

Check is not necessarily pay able on demand butawais payable on demand
Warrant is not necessarily pay able on demand hetticis payable on demand
None of above

Question# 69

The slope of the yield curve seems to predict #gréopmance of the economy with:
Select Correct Option

Usually 3 months lag

Usually two years lag

Usually within few weeks

Usually one year lag

Question# 70

What is true about the relationship between stahdaviation and risk?
Select Correct Option

Greater the standard deviation greater will berigie

Greater the standard deviation lower will be tis& ri

Greater the standard deviation risk remains theesam

No relation between them



Question# 71
If YTM equals the coupon rate the price of the band
Select Correct Option
Greater than its face value
Lower than its face value
Equals to its face value
Insufficient information
Question# 72
The Financial Systems makes it easier to tradeusec&
Select Correct Option
Facilitate Payments
Channels Funds from Savers to Borrowers
Enables Risk Sharing
All of the given options
Question# 73
Spreading involves:
Select Correct Option
Finding assets whose returns are perfectly nedatoogrelated
Building a portfolio of assets whose returns magether
Investing in bonds and avoiding stocks during lae$
Adding assets to a portfolio that move indepengentl
Question# 74

is the interest rate at which the presalne annual reveneu equals the cost of
the investment.
Select Correct Option
Fixed rate of interest
Internal rate of return
Variable rate of interest
Nominal rate of interest
Question# 75
The GDP deflator is calculated as
Select Correct Option
Nominal GDP/Real GDP *100
Real GDP/Nominal GDP
Nominal GDP — Real GDP
Real GDP — Nominal GDP
Question# 76

is the strategy of reducing overall bigknaking two investments with

opposing risks.
Select Correct Option
Spreading the risk
Standard deviation
Hedging the risk
Variance
Question# 77
A is a promise to make a series of paysmanspecific future date.



Select Correct Option

Stock

Bond

Loan

Cheque

Question# 78

Which one of the following is true for financialt@rmediaries?
Select Correct Option

Channel funds from savers to borrowers

Greatly enhance economic efficiency

Have been an source of many financial innovations

All of the given options

Question# 79

There is no guarantee that a bond issuer will ntiag@romised payments is known as
which one of the following?

Select Correct Option

Default risk

Inflation risk

Interest rate risk

Systematic risk

Question# 80

If a bond sells at a premium, where price exceads ¥alue, then we would expect to
see:

Select Correct Option

Market interest rate the same as the coupon rate

Market interest rates above the coupon rate

Market interest rates below the coupon rate

All of the given options

Question# 81

One of major disadvantage of fiat money is

Select Correct Option

Only few resources are needed

It may be theft easily

Normally it is obsolete quickly

Pressure or corrupt government may print excesaiveey
Question# 82

The price of a coupon bond can best be descrihed as
Select Correct Option

The present value of the face value

The future value of the coupon payments and the Jatue
The present value of the coupon payments

Both The present value of the face value and otthupon payments
Question# 83

The Segmented Markets Theory of term structure esstgghat:
Select Correct Option

Investors have strongReferences for bonds of a particular maturity



Investors have noReferencefor short-term bonds over long-term bonds, or viessa
Interest rates on long-term bonds strongly infleethee demand for short-term bonds
Bonds of different maturities are perfect substiuior each other

Question# 84

Which of the following patterns of term structurecor most frequently?

Select Correct Option

Ascending yield curve

Descending yield curve

Flat yield curve

Humped yield curve

Question# 85

Economic development measured by

Select Correct Option

Real GDP/population

Real GDP/ nominal GDP

Real GDP/Real GNP

None of above

Reference

Financial Development is measured by the commosdyluatio of broadly defined
money to GDP. Economic development is measuretidydal GDP per capita.
Question# 86

Sum of all the probabilities should be equal tockione of the following?
Select Correct Option

Zero

One

Two

Three

Question# 87

A financial instrumnet in which a borrower obtamesources from a lender immediately
in exchange for a promised set of payments inuheé is called as

Select Correct Option

Bond

Bank Loan

Home Mortgage

Futures Contract

Question# 88

A brilliant example of risk require compensation

Select Correct Option

Taking a safe debt

Insurance policy

A person work in office

None of above

Question# 89

An increase in wealth shifts the demand for boodb¢

Select Correct Option

Left



Right

No change

All of the given options

Question# 90

Internal Rate of Return is

Select Correct Option

Present value of investment

Future value of its investment +Cost of investment

Cost of investment

Present value of investment + cost of investment

Question# 91

Previously financial markets are located in whi€lhe following?
Select Correct Option

Coffee houses or Taverns

Stock exchanges

Bazaar

Coffee houses and Stock exchanges

Question# 92

At which money aggregate definitions relation ir@sger with inflation and growth
Select Correct Option

M1

M2

M3

None of above

Question# 93

The shape of the yield curve is usually:

Select Correct Option

Upward sloping

Downward sloping

Upward sloping for shorter maturities and downwslaping for longer maturities
Flat

Question# 94

When the auto manufacturing industry does poorby tdua recession this is an example
of:

Select Correct Option

Idiosyncratic risk

Systematic risk

Risk premium

Unique risk

Question# 95

Mr A need 1000000 to buy a car for his personalheseontact with bank that give his
loan this would be called

Select Correct Option

Direct finance

Indirect finance

Facilitate payment



All of above

Question# 96

Which one of the following is NOT true for the expetion hypothesis?
Select Correct Option

Risk free interest rate can be computed

There is uncertainty in the future

Identifying yield of bond today that will be avéile next year

It focuses on risk free interest rate and the pigmium
Question# 97

Mark borrows $8,000 and then repays $8,600 to ABGkbWhat is the amount of
interest in this payment?

Select Correct Option

$600

$500

$400

$100

Question# 98

In the long run, the yield curve tends to be whatkhe following?
Select Correct Option

Upward sloping

Downward sloping

Nearly vertical

Nearly horizontal

Question# 99

Which of the following is NOT a depository finankiastitution?
Select Correct Option

Credit Union

Savings and Loan

Commercial bank

Life Insurance Company

Question# 100

Which of the following best describes the relatiipetween Bond prices and yields?
Select Correct Option

Move together inversely

Bond yields do not change since the coupon is fixed

Move together directly

Are independent of each other

Question# 101

According to the rule of 72 for reasonable ratesetidirn, the time it takes to
the money will be t =72/i%

Select Correct Option

Doubles

Triples

halves

Y

Question# 102



Which one of the following agencies assesses tfaulleisk of different issuers?
Select Correct Option

Insurance companies

Bond issuing

Credit rating

Recruitment agencies

Question# 103

The risk premium of a bond will:

Select Correct Option

Higher for investment-grade bonds than for higHeyleonds
Positive but small if the risk of default is zero

Decrease when the default risk rises

Increase when the risk of default rises

Question# 104

The relationship between the price and the inteegstfor a zero coupon bond is best
described as:

Select Correct Option

Volatile

Stable

Non-existent

Inverse

Question# 105

Which is broadly used as money aggregate?

Select Correct Option

M1

M2

M3

None of above

Question# 106

Which characteristic are common both in money autisties
Select Correct Option

Transfer of risk, store of value

Unit of account, mean of payment

Mean of payment, transfer of risk

Store of value, mean of payment

Question# 107

According to the liquidity premium theory of therestructure, when the yield curve has
its usual slope, the market expects

Select Correct Option

Short-term interest rates to rise sharply

Short-term interest rates to stay near their ctitearels
Short-term interest rates to drop sharply

Short-term interest rates does not change

Question# 108

What is the true relationship that exists betwesfiawlt risk and yield?
Select Correct Option



Higher the default risk, higher the yield

Lower the default risk, higher the yield

Higher the default risk yield will remain constant
Lower the default risk yield will remain constant
Question# 109

Which of the following financial instruments NOTagsprimarily as store of value?
Select Correct Option

Options

Stocks

Home mortgage

Bonds

Question# 110

Which of the variable measured in point of time?
Select Correct Option

Flow variable

Stock variable

Both flow variable and stock variable

None of above

Question# 111

A business cycle downturn shifts the bond supplé&
Select Correct Option

Right

Left

No change

None of the given options

MIDTERM EXAMINATION
Spring 2009
MGT411- Money & Banking
Question No: 1 (Marks: 1) - Please choosae

Which of the following are without maturity dates?
» Zero coupon bonds
» Coupon securities
» Consols
» Preferred Bonds

Question No: 2 (Marks: 1) - Please choosae

Which of the following institution takes direct degit from customer and gives loan to
customer directly?

» Zarai Tarkaytee Bank LTD

» Soneri Bank

» Khushali Bank

» Credit union

Question No: 3 (Marks: 1) - Please choosae

Mr. Ghazanfar obtains a home improvement loan fAdiied Bank.This loan is:



» Mr. Ghazanfar's asset and the bank’s liability

» Mr. Ghazanfar 's asset, but the liability belot@the bank's depositors
» Mr. Ghazanfar 's liability and an asset for the bank

» Both Mr. Ghazanfar's and bank's liability

Question No: 4 (Marks: 1) - Please choosae

Components of MDO NOT include which one of the following?
» Currency in the hands of public
» Demand deposits
» Small denominations time deposit
» Checkable deposits

Question No: 5 (Marks: 1) - Please choosae

Which of the following has created an opportungy $mall investors to participate in
economic activity?

» Mutual funds

» Small corporations

» Stock brokers

» Small investors cannot take part in economic #gtiv

Question No: 6 (Marks: 1) - Please choosae

Which of the following ifNOT an example of financial institutions?
» Bank
» Securities firm
» Stock exchange
» Insurance company

Question No: 7 (Marks: 1) - Please choosae

Requiring a large deductible on the part of anredus one way insurers treat the
problem of:

» Free-riding

» Moral hazard

» Adverse selection

» The Lemons market

Question No: 8 (Marks: 1) - Please choosae

In a financial market where information is symmetri
» The same information would be known by both partie in a transaction
» One party to a transaction knows information ttreeoparty does not
» The ability to obtain information is availabledaly one party
» All of the given options

Question No: 9 (Marks: 1) - Please choosae

When stock prices reflect fundamental values:
» All investors will experience capital gains



» All companies will have an easier task of obtagniimancing for investment
projects

» The allocation of resources will be more efficient

» The overall level of the stock market should mbigher continuously

Question No: 10 (Marks: 1) - Please choosee

An index number is a valuable tool because:

» The number by itself provides all of the usefidbmmation needed

» The index provides a meaningful measurement scale talculate percentage
changes

» The index is more stable than the data it reflects

» It does not require any calculations to computegr@age changes

Question No: 11 (Marks: 1) - Please choosee

The concept of limited liability says stockholderof a corporation:
» Is liable for the corporation's liabilities, butthing more
» Cannot receive dividends that exceed their investm
» Cannot own more than fiver percent of any pubdigoration
» Cannot lose more than their investment

Question No: 12 (Marks: 1) - Please choosee

Other things remaining equal, the liquidity premitiraory is based upon the idea that

» Investors prefer long-term bonds

» Investors prefer short-term bonds

» Investors are indifferent between short-term amdjiterm bonds
» Investors prefer intermediate-term bonds

Question No: 13 (Marks: 1) - Please choosee

Which one of the following i8IOT true for the expectation hypothesis?
» Risk free interest rate can be computed
» There is uncertainty in the future
» Identifying yield of bond today that will be avalile next year
» It focuses on risk free interest rate and the rislpremium

Question No: 14 (Marks: 1) - Please choosee

A graph of the term structure with YTM on Y-axisdaiime to maturity on X-axis is
called:

» Demand curve

» Supply curve

» Yield curve

» Leffer curve

Question No: 15 (Marks: 1) - Please choosee
Bond A Bond B
Maturity 5 years 10 years




Default risk 5% 5%
Tax rate 30% 30%
Yield ? ?

See the above table and choose the one option W&iWBT correct about the yield of
Bond A and Bond B?

» Bond tax status and default rate are not the onlydctors that affect the yield
of the two bonds

» Bond A has different yield from that of Bond B hese of change in maturity
period

» Yields of both the bonds are not disturbed by migtperiod

» Yield of Bond B depends on what people expectajoplen in years to come

Question No: 16 (Marks: 1) - Please choosee

The are an assessment of the creditnesst of the corporate issuer.
» Bond yield
» Bond ratings
» Bond risk
» Bond price

Question No: 17 (Marks: 1) - Please choosee

The bond rating of a security refers to which & fbllowings?
» The size of the coupon payment relative to the fadue
» The return a holder is likely to receive
» The likelihood the lender/borrower will be repaid by the borrower/issuer
» The years until the bond matures

Question No: 18 (Marks: 1) - Please choosee

An increase in the expected inflation shifts thaddemand to the
» Right
» Left
» No change
» None of the given options

Question No: 19 (Marks: 1) - Please choosee

The current yield on a $10,000, 5% coupon bondnggior $8,000 is:
» 6.25%
» 7.50%
» 8.00%
» 5.00%

Question No: 20 (Marks: 1) - Please choosee

If the annual interest rate is 6% (.06); the pota one year Treasury bill would be:
» $94.00
» $94.33
» $95.25



> $96.10

Question No: 21 (Marks: 1) - Please choosee
The return on holding a bond till its maturity @lled:
» Coupon rate
» Yield to maturity
» Current yield
» Fixed return

Question No: 22 (Marks: 1) - Please choosee
Which of the following best describes the relatlipdetween Bond prices and yields?
» Move together directly
» Independent of each other
» Move together inversely
» Bond yields do not change since the coupon iglfixe

Question No: 23 (Marks: 1) - Please choosee
Mr. A has a Treasury bill with a maturity period®imonths where as Mr. B has a bond
with a maturity period of 1 year. Which of the fmlling statement i8OT true for this
situation?

» Mr. A has paid less price for his bond than Mr. B

» Mr. A and Mr. B is a holder of zero coupon bond

» Mr. A will receive payment at the end of the méaguperiod

» Mr. B will receive the payment at the end of thatuanity period

Question No: 24 (Marks: 1) - Please choosee
What is true relationship between return and risk?
» Lower the risk greater the return
» Greater the risk greater the return
» Greater the risk no change in return
» No relationship between them

Question No: 25 (Marks: 1) - Please choosee
Sum of all the probabilities should be equal tocklone of the following?
» Zero
» One
» Two
» Three

Question No: 26 (Marks: 1) - Please choosee
measures the probability of worst outconaay investment project.
» Variance
» Standard deviation
» Value at risk
» Hedging




Question No: 27 (Marks: 1) - Please choosee
The variance is generally less useful than thedstahdeviation on which of the
following reasons?
» Variance is easier to calculate
» Variance is a measure of risk, whereas standasidtiEn is a measure of return
» Variance isn't calculated in the same units as payfs where as standard
deviation is
» Both are equally useful

Question No: 28 (Marks: 1) - Please choosee
A credit market instrument that pays the ownexadicoupon payment every year until
the maturity date and then repays the face valoalied:

» Simple loan

» Fixed-payment loan

» Coupon bond

» Discount bond

Question No: 29 (Marks: 1) - Please choosee
Which of the following provides the greatest inceato borrow?
» A high real interest rate
» A low real interest rate
» A high nominal interest rate
» A low nominal interest rate

Question No: 30 (Marks: 1) - Please choosee
An investment carrying a current cost of $130,3@ding to generate $70,000 of
revenue for each of the next three years. To catiedhe internal rate of return we need
to:

» Calculate the present value of each of the $70p@@@nents and multiply these
and set this equal to $130,000

» Take the present value of $210,000 for three yeans now and set this equal to
$130,000

» Set the sum of the present value of $70,000 for éaaf the next three years
equal to $130,000

» Subtract $130,000 from $210,000 and set this rdiffee equal to the interest rate

Question No: 31 (Marks: 1) - Please choosee
A borrower is promised a $100 payment (includirtgiiest) one year from today. If the
lender has an 8% opportunity cost of money, helshmeiwilling to accept what amount
today?

» Rs.100.00

» Rs.108.20

» Rs.92.59

» Rs.96.40

Question No: 32 (Marks: 1) - Please choosee




Which one of the following iBNOT an example of Centralized exchange?
» New York Stock Exchange
» NASDAQ
» Large exchanges in London
» Large exchanges in Tokyo

Question No: 33 (Marks: 1) - Please choosee

Financial intermediaries provide small lender-sa\al of the following advantages
EXCEPT:

» Greater liquidity

» Lower transaction cost

» Lower risk

» Higher return

Question No: 34 (Marks: 1) - Please choosee

The shares of McDonald Corporation stock are exampf:
» A standardized financial instrument
» A standardized financial liability instrument
» A non-standardized financial instrument
» A means of payment

Question No: 35 (Marks: 1) - Please choosee

Which of the following statements MOT correct?
» Banks are financial intermediaries
» Financial intermediary involves in giving loan asactepting deposit
» All financial intermediaries are insurance compani
» Financial intermediaries increase the efficientthe economy

Question No: 36 (Marks: 1) - Please choosee

Economic research shows:

» There is a strong inverse correlation betweemftired market development and
economic growth

» There is weak relation between financial markeetigpoment and economic
growth around 0.25

» There is a relatively strong positive correlation letween financial market
development and economic growth

» There isn't any correlation between financial readevelopment and economic
growth

Question No: 37 (Marks: 1) - Please choosee

Which of the following statements is correct?

» If you can buy the same goods this year as yogludast year with less money
the money supply decreased.

» To purchase the same goods today that were purchesone year ago
requires more money, there must have been inflation

» To purchase the same goods today as one yeaeqgoes less money, the



money supply must have increased
» To purchase the same goods today that were p@dioae year ago requires the
same amount of money, there must have been inflatio

Question No: 38 (Marks: 1) - Please choosee
The one that you get from bank when you open ybacking account is
» Debit card
» Credit card
» Store value card
» Customer card

Question No: 39 (Marks: 1) - Please choosee
Wealth can be held in number of other forms butuse to hold money because of which
one of the following reason?

» It is the only mode of payment

» Itis an asset

» It is most liquid

» It is the only store of value

Question No: 40 (Marks: 1) - Please choosee
Which of the following are used to monitor and dtab the economy?
» Stock exchanges
» Commercial Banks
» Central Banks
» Financial institutions

Question No: 41 ( Marks: 10)

“A financial instrument is a real or virtual docunteéepresenting a legal agreement
involving some sort of monetary value.” DiscusgHer on financial instruments by
giving examples. Point out some of its uses andmapt characteristics.

ANSWER: Financial Instrument: Financial instrument is a written obligation of one
party to transfer something of value to antheryatia future date under certain
conditions.

» By written obligation we mean that it is enforcedtbe government and this

obligation is an important feature of a financratrument.

e The party here can be an individual, company ameemment

» Future date can be specified or when some eventrficc
Examples: Stocks, bonds, insurance etc are examples of fialanstruments.

Characteristics of Financial Instruments: There are certain characteristics of financial
instruments.
1. Standardization: It is a standardized agreement which enables rexiuict costs
of complexity. So because of this most financiatiaments today are similar.
2. Communicate Information: Provide certain important information about the
issuer which otherwise would have been difficulg&ther for the lenders.



Value of Financial Instruments: The value of financial instruments depends on ve&rio
factors.
» Size:Larger the promised payment more valuable isittential instrument.
* Timing: The sooner the payment is made increases the ehfueancial
instrument.
* Risk: A financial instrument is more valuable if there greater possibilities
that payment will be made.
» Circumstances:Payments made when needed the most makes theiéihan
instrument more valuable.
Uses of Financial Instruments:
» Store Of Value:

Stocks: The stock holder is a part owner of the firm aackives
part of its profits.

Bonds: A form of loan which promises to make repayment in
future dates.

Bank loans: Borrowers obtains resources from lenders in
exchange of promised payments.

* Transfer of Risk:

Insurance: Takes premium to assure payment under particular
conditions (accident, death etc)

Future contracts: It is an agreement to exchange fixed quantity
of a commodity or an asset at a fixed price. Trans$k of price
fluctuations.

Options: Gives holder the right to purchase fixed quantftgo
underlying asset at predetermined price withinecsje period.



Question # 1 of 15

Saving occurs normally in ..........

Select correct option:

Early age

Middle age

Old age

None of above

Question # 2 of

What will be the result of the difference of reatlanominal interest rate?
Select correct option:

The cost of borrowing

The effect of inflation

The price of bonds

The return of bonds

Question # 3 of 15

Sum of all the probabilities should be equal tockione of the following?
Select correct option:

Zero

One

Two

Three

Question # 4 of 15

Bonds that are issued by Government are called .
Select correct option:

Government bond

Treasury bond

Corporate bond

Callable Bonds

Question # 5 of 15

A is a promise to make a series of paysranspecific future date.
Select correct option:

Stock

Bond

Loan

Cheque

Question # 6 of 15

Which of the following is the measure of likelihotitht an event will occur?
Select correct option:

Risk

Probability

Frequency

Outcom




Question # 7 of 15
Economic development measured by
Select correct option:
Real GDP/population
Real GDP/ nominal GDP
Real GDP/Real GNP
None of above
Question # 8 of 15
The reason for the government to get involved enfthancial system is to:
Select correct option:
Protect investors
Ensure the stability of the financial system
Protect bank customers from monopolistic explatati
All of the given options
Question # 9 of 15
The interest rate that is involved in alcudation is referred to as discount
rate
Select correct option:
Present value
Future value
Intrinsic value
Discount value
Question # 10 of 15
The relationship between the price and the intesgstfor a zero coupon bond is best
described as:
Select correct option:
Volatile
Stable
Non-existent
Inverse
Question # 11 of 15
At which money aggregate definitions relation ir@sger with inflation and growth
Select correct option:
M1
M2
M3
None of above
Question # 12 of 15 ( Start time: 12:07:59 PM )tal Marks: 1
is the interest rate at which the presalne annual reveneu equals the cost of
the investment.
Select correct option:

Fixed rate of interest
Internal rate of return




Variable rate of interest

Nominal rate of interest

Question # 13 of 15

Which of the following is the least liquid of all?
Select correct option:

Money

Bonds & stocks

Lands & buildings

None of the given options

Question # 14 of 15

Time affects the value of which of the following?
Select correct option:

Financial Instruments

Financial Markets

Financial Institutions

Central Banks

Question # 15 of 15

The longer the time (n) until the payment:
Select correct option:

The lower the present value

The higher the present value because time is valuib
The lower must be the interest rate

Time has no effect on present value

2" One

Question # 1 of 15
A brilliant example of risk require compensation
Select correct option:

Taking a safe debt

Insurance policy

A person work in office

None of above

Question # 2 of 15

Which of the following best describes the relatlupsetween Bond prices and yields?
Select correct option:

Move together inversely

Bond yields do not change since the coupon is fixed
Move together directly

Are independent of each other




Question # 3 of 15

The relationship between the price and the inteegstfor a zero coupon bond is best
described as:

Select correct option:

Volatile

Stable

Non-existent

Inverse

Question # 4 of 15

Which of the following are used to monitor and gdtaé the economy?
Select correct option:

Stock exchanges

Commercial Banks

Central Banks

Financial institutions

Question # 5 of 15

What is true relationship between return and risk?
Select correct option:

Lower the risk greater the return

Greater the risk greater the return

Greater the risk the return will remain constant

No relationship between them

Question # 6 of 15

Which of the following would be included in a defian of risk?
Select correct option:

Risk is a not measure of uncertainty

Risk is unavoidable

Risk doesn't have a time horizon

Risk seldom involves some future payoff

Question # 7 of 15

Which of the following best expresses the proceeld@nder receives from a simple loan?
Select correct option:

PV(1 +1)
FV/i

PV +i
PVI/i



Question # 8 of 15
Financial development measured by
Select correct option:

M1/GDP

M2/GDP

M3/DGP

All of above

Question # 10 of 15

Financial instruments are evolved just as
Select correct option:

Currency

Stock

Bond

Commodity

Question # 11 of 15

Which one of the following is true for financialtérmediaries?
Select correct option:

Channel funds from savers to borrowers

Greatly enhance economic efficiency

Have been a source of many financial innovations

All of the given options

Question # 12 of 15

If YTM is less than the coupon rate the price @& bond is
Select correct option:

Greater than its face value

Lower than its face value

Equals to its face value

All of the given options

Question # 14 of 15

With direct finance we mean which of the following?
Select correct option:

Individuals (or firms) borrow directly from the sav ers
Individuals (or firms) borrow directly from banks.
Individuals deposit savings directly in banks.

Firms deposit savings directly in banks.




Question # 15 of 15 ( Start time: 12:30:33 PM )talMarks: 1

Mr A need 1000000 to buy a car for his personalheseontact with bank that give his
loan this would be called

Select correct option:

Direct finance
Indirect finance
Facilitate payment
All of above



MGT411 Solved MCQ

Question # 1 of 20
Bonds without maturity dates are which of the faflogs?
Select correct option:

Zero coupon bonds
Coupon securities
Consols

Preferred Bonds

Question # 4 of 20 ( Start time: 08:02:08 PM )
Total Marks: 1

Which of the following represents the fisher’s eipra?
Select correct option:

Nominal interest rate = real interest rate + inflaton
Nominal interest rate + inflation = real interester
Nominal interest rate = real interest rate - indliat
Nominal interest rate = real interest rate / infiat

Question # 5 of 20 ( Start time: 08:03:08 PM )
Total Marks: 1

The return on holding a bond till its maturity slled:
Select correct option:

Coupon rate

Yield to maturity
Current yield

Internal rate of return

Question # 6 of 20 ( Start time: 08:03:27 PM )
Total Marks: 1

Wider the range of outcome wider will be the
Select correct option:

Risk

Profit
Probability
Lose

Question # 7 of 20 ( Start time: 08:04:42 PM )

Total Marks: 1

The interest rate that is involved in calculation is referred to as discount rate
Select correct option:

Present value
Future value



Intrinsic value
Discount value

Question # 8 of 20 ( Start time: 08:06:05 PM )
Total Marks: 1

Bonds that are issued by Government are called
Select correct option:

Government bond
Treasury bond
Corporate bond
Callable Bonds

Question # 13 of 20 ( Start time: 08:13:26 PM )

Total Marks: 1

If a bond sells at a premium, where price exceads Yalue, then we would expect to see:
Select correct option:

Market interest rate the same as the coupon rate
Market interest rates above the coupon rate
Market interest rates below the coupon rate

All of the given options

Question # 14 of 20 ( Start time: 08:14:49 PM )
Total Marks: 1

With direct finance we mean which of the following?
Select correct option:

Individuals (or firms) borrow directly from the sav ers
Individuals (or firms) borrow directly from banks.
Individuals deposit savings directly in banks.

Firms deposit savings directly in banks.

Question # 15 of 20 ( Start time: 08:16:14 PM )

Total Marks: 1

Investors will hold higher compensation for the investment.
Select correct option:

More risky
Less risky
Fixed return
Less dividend

Question # 16 of 20 ( Start time: 08:17:16 PM )

Total Marks: 1

Which of the following best expresses the proceeldmder receives from a simple loan?
Select correct option:

PV( +i)
FV/i

PV +i
PV/i



Question # 17 of 20 ( Start time: 08:18:11 PM )

Total Marks: 1

A financial instrument in which a borrower obtanesources from a lender immediately in exchange for
promised set of payments in the future is called as

Select correct option:

Bond

Bank Loan
Home Mortgage
Futures Contract

Question # 18 of 20 ( Start time: 08:19:18 PM )

Total Marks: 1

According to the rule of 72 for reasonable rategetiirn, the time it takes to the momidy
be t =72/1%

Select correct option:

Doubles
Triples
halves
3/4

Question # 19 of 20 ( Start time: 08:19:37 PM )

Total Marks: 1

The return on the bond is equal to which of théofeing?
Select correct option:

Coupon rate + rate of capital gains
Current yield + rate of capital gains
Coupon rate - rate of capital gains
Current yield - rate of capital gains

Question # 20 of 20 ( Start time: 08:21:06 PM )

Total Marks: 1

A loan that is used to purchase the real estdtedsn as:
Select correct option:

Real estate loan
Home mortgages
Fixed payment loan
Home loan

Question # 2 of 20
When a bond becomes more liquid relative to itsraktives, the demand curve for bonds shifts to the
Select correct option:



Right

Left

No change

None of the given options

Question # 4 of 20
Consumer Price Index (CPI) measures the:
Select correct option:

Changes in the quantity
Changes in the prices
Changes in the cost
Changes in the profit

Question # 5 of 20
A risk-averse investor will:
Select correct option:

Always prefer an investment with a lower expecidim

Always prefer an investment with a certain return © one with the same expected return but any
amount of uncertainty

Always require a certain return

Always focus exclusively on the expected return

Question # 9 of 20

Total Marks: 1

Which of the following best represent the truetietzsships between interest rates and bond prices?
Select correct option:

Move in the same direction

Move in opposite direction

Sometimes move in the same direction, some timepposite direction
Have no relationship with each other (i.e. theyindependent)

Question # 10 of 20
Total Marks: 1



Which one of the following is a component of wedlht is held in a readily spendable form?
Select correct option:

Money
Bonds
Stocks
Income

Question # 11 of 20

Total Marks: 1

The return on the bond is equal to which of théofeing?
Select correct option:

Coupon rate + rate of capital gains
Current yield + rate of capital gains
Coupon rate - rate of capital gains
Current yield - rate of capital gains

Question # 13 of 20 ( Start time: 08:41:14 PM )
Time affects the value of which of the following?
Select correct option:

Financial Instruments
Financial Markets
Financial Institutions
Central Banks

Question # 14 of 20

Total Marks: 1

Which of the following statement is true about thktion ship between bond ,coupon payment and
interest?

Select correct option:

Coupon payments fall, the interest rate falls, Bodd price will rise
Coupon payments rises, the interest rate falls, anBond price will rise
Coupon payments fall, the interest rate falls, Bodd price will fall
Coupon payments rise, the interest rate falls,Bowt price will fall

Question # 15 of 20

Total Marks: 1

The current yield on a $10,000, 5% coupon bondnggfbr $8,000 is:
Select correct option:

5.00%
6.25%
7.50%
8.00%

solution = coupon payment/price (so coupon payrésof 10,000 = 500)
=500/8000 = .0625 *100 = 6.25%

Question # 19 of 20

Total Marks: 1

There is no guarantee that a bond issuer will ntlakgromised payments is known as which one of the
following?

Select correct option:



Default risk
Inflation risk
Interest rate risk
Systematic risk

Question # 20 of 20

Total Marks: 1

What will be the result of the difference of realanominal interest rate?
Select correct option:

The cost of borrowing
The effect of inflation
The price of bonds
The return of bonds

Question # 1 of 20

The Financial Systems makes it easier to tradeusec&

Select correct option: Facilitate Payments
Channels Funds from Savers to Borrowers
Enables Risk Sharing

All of the given options

Question # 2 of 20

The process of financial intermediation:

Select correct option:

Creates a net cost to an economy but is unavoidable
Is used primarily in underdeveloped countries

Is always used when a borrower needs to obtainsfund
Increases the economy's ability to produce

Question # 3 of 20

What is true relationship between return and risk?
Select correct option:

Lower the risk greater the return

Greater the risk greater the return

Greater the risk the return will remain constant

Question # 4 of 20

Financial instruments are evolved just as
Select correct option:

Currency

Stock

Bond

Commodity

Question # 5 of 20



Beside default risk which one if the following factffects the return on bond?
Select correct option:

Taxes

Monetary policy

Junk bonds

Debt

The second important factor that affects the returia bond is taxes

Question # 7 of 20 ( Start time: 06:31:33 PM )Total Marks: 1

Which of the following is the measure of likelihotitht an event will occur?
Select correct option:

Risk

Probability

Frequency

Question # 8 of 20

According to the liquidity premium theory of thertestructure, when the yield curve has
its usual slope, the market expects

Select correct option:

Short-term interest rates to rise sharply

Short-term interest rates to stay near their currert levels

Short-term interest rates to drop sharply

Short-term interest rates does not change

Question # 9 of 20 Home loans and car loans arexample of which one of the
following?

Select correct option:

Mortgage loans

Pledge

Fixed Payment Loans

Fixed Payment Loans

They promise a fixed number of equal paymentsailag intervals
Home mortgages and car loans are examples of fiagohent loans

Question # 10 of 20
Which one of the following is the procedure of fimgl out the Present Value (PV)?
Select correct option:

Discounting
Compounding

Time value of money
Bond pricing



Question # 12 of 20

Considering the Liquidity Premium Theory, if invest expect short term interest rates to
decrease:

Select correct option:

The yield curve must have a positive slope

The yield curve must be inverted

The yield curve could be flat

The slope of the yield curve should actually inseea

Question # 14 of 20

Most of the people among us are
Select correct option:

Risk lovers

Risk enhancers

Risk averse

Risk tolerating

Question # 15 of 20

A risk-averse investor will:

Select correct option:

Always prefer an investment with a lower expectstdm

Always prefer an investment with a certain return b one with the same expected
return but any amount of uncertainty

Always require a certain return

Always focus exclusively on the expected return

Question # 16 of 20

The liquidity premium theory suggests that yieldves should usually be:
Select correct option:

Up-sloping

Inverted

Flat

Up-sloping through year 1, then flat thereafter

Wider the range of outcome wider will be the
Select correct option:

Risk

Profit

Probability

Measuring Risk

Most of us have an intuitive sense for risk asdneasurement;
The wider the range of outcomes the greater tlke ris

The return on holding a bond till its maturitycalled:
Coupon rate
Yield to maturity



Current yield
Fixed return

Question # 20 of 20

If information in a financial market is asymmetribis means:
Select correct option:

Borrowers and lenders have perfect information
Borrowers would have more information than lenders
Borrowers and lenders have the same information
Lenders lack any information

According to the rule of 72 for reasonable rategetiirn, the time it takes to the momidy
be t =72/i%
Select correct option:

Doubles
Triples
Halves
3/4

Stock market bubbles can lead to:

Select correct option:

An inefficient allocation of resources

Stock market crashes

Patterns of volatile returns from the stock market
All of the given options

Which one of the following is true for the relat&np between the yield of taxable and tax exemptBo
Select correct option:

Higher the tax rate wider the gap between the yieldf taxable and tax exempt bond

Taxable bond yield is always greater than tax exdropd

Higher the tax rate shorter the gap between yiétdbable and tax exempt bond

Lower the tax rate wider the gap between yielchghble and tax exempt bond

change

The Dividend-Discount Model of stock valuation:
Select correct option:

Takes the annual dividend, adds it to the expeftiteale selling price and divides by the number eding to
get the current price

Takes the net present value of expected dividendsdd it to the future sale price of the stock

Takes the net present value of the expected fyuce of the stock and add the annual dividend

Is an application of the net present value formula

In which of the following bonds we may ignore trefallt risk?
Select correct option:

Privately issued bonds
Government issued bonds
Bonds issued by Corporate
All of the given options



The slope of the yield curve seems to predict #réopmance of the economy with:
Select correct option:

Usually 3 months lag
Usually two years lag
Usually within few weeks
Usually one year lag

The GDP deflator is calculated as
Select correct option:

Nominal GDP/Real GDP *100
Real GDP/Nominal GDP

Nominal GDP — Real GDP

Real GDP — Nominal GDP

What is true about the relationship between stahdaviation and risk?
Select correct option:

Greater the standard deviation greater will be therisk
Greater the standard deviation lower will be tis& ri
Greater the standard deviation risk remains theesam
No relation between them

The concept of limited liability says a stockholdém corporation:
Select correct option:

Is liable for the corporation's liabilities, butthing more
Cannot receive dividends that exceed their investme
Cannot own more than fiver percent of any publigpoeation
Cannot lose more than their investment

Which of the following best describes the relatitipsetween Bond prices and yields?
Select correct option:

Move together inversely

Bond yields do not change since the coupon is fixed
Move together directly

Are independent of each other

Which of the following best expresses the paymdehder receives for lending their money for four
years?
Select correct option:

PV/(1+i)4
PV/(L +i)4
4PV

PV/(1 - i)4

If YTM is greater than the coupon rate the pricéhafbond is
Select correct option:

Greater than its face value
Lower than its face value



Equals to its face value
All of the given options

Bond Price < Face Value:
Coupon Rate < Current Yield < Yield to Maturity

Question # 1

The are an assessment of the creditness of the corporate issuer.
Select correct option:

Bond yield
Bond price

Bond risk
Bond ratings

Bond price

Question # 2

Which of the following statement is true for the@em sentence, "that tax affects the bond
return"?

Select correct option:

Because only interest income they receive from bons taxable

Because principal amount and interest income taegive from bond is taxable
Because bond holders are taxpayers

Because all bond is sold with a condition thatwélkbe deducted from its return

The second important factor that affects the returia bond is taxes
Bondholders must pay income tax on the interestnmethey receive from privately
issued

Question # 3

The relationship between the price and the inteegstfor a zero coupon bond is best
described as:

Select correct option:

Volatile
Stable
Non-existent
Inverse

Question # 4
When stock prices reflect fundamental values:



Select correct option:

All investors will experience capital gains

All companies will have an easier task of obtairfingncing for investment projects
The allocation of resources will be more efficient

The overall level of the stock market should moighér continuously

Question # 5
Coupon bonds make the annual payments which deslcs
Select correct option:

Annual payments
Fixed payments

Coupon payments
Maturity payment

Question # 6
If information in a financial market is asymmetribis means:
Select correct option:

Borrowers and lenders have perfect information
Borrowers would have more information than lenders
Borrowers and lenders have the same information
Lenders lack any information

Question # 7
If YTM equals the coupon rate the price of the bend
Select correct option:

Greater than its face value
Lower than its face value
Equals to its face value
Insufficient information

Question # 8

The Financial Systems makes it easier to tradeusec&
Select correct option:

Facilitate Payments

Channels Funds from Savers to Borrowers
Enables Risk Sharing

All of the given options

Question # 9 of
Debt instruments is categorized on the basis o€lwbne of the following?



Select correct option:

Loan maturity period
Interest rates

Mode of payment of interest
Amount of the debt taken

Question # 10
The return on holding a bond till its maturity mlled:
Select correct option:

Coupon rate

Yield to maturity
Current yield

Internal rate of return

Question # 11
Which of the following are used to monitor and gdtaé the economy?
Select correct option:

Stock exchanges
Commercial Banks
Central Banks
Financial institutions

Question # 12
Previously financial markets are located in whi€lthe following?
Select correct option:

Coffee houses or Taverns

Stock exchanges

Bazaar

Coffee houses and Stock exchanges

Financial Markets

To buy and sell financial instruments quickly ameaply

Evolved from coffeehouses to trading places (Seathanges) to electronic networks
Transactions are much more cheaper now

Markets offer a broader array of financial instruntsethan were available even 50 years
ago

Question # 13

Requiring a large deductible on the part of anredus one way insurers treat the
problem of:

Select correct option:

Free-riding



Moral hazard
Adverse selection
The Lemons market

Question # 14
Which one of the following is the procedure of fimgl out the Present Value (PV)?
Select correct option:

Discounting
Compounding

Time value of money
Bond pricing

Question # 15
are organized to eliminate the néedstly information gathering.
Select correct option:

Central bank
Commercial banks
Stock exchanges
Insurance companies

Question # 16
With direct finance we mean which of the following?
Select correct option:

Individuals (or firms) borrow directly from the sav ers
Individuals (or firms) borrow directly from banks.
Individuals deposit savings directly in banks.

Firms deposit savings directly in banks.

Question # 17
Yield curves show which of the followings?
Select correct option:

The relationship between bond interest rates (§)edtdd bond prices

The relationship between liquidity and bond interages (yields)

The relationship between risk and bond interestsréfields)

The relationship between time to maturity and bondnterest rates (yields)

Question # 18
In a financial market where information is symmetri
Select correct option:



The same information would be known by both partiesn a transaction
One party to a transaction knows information theeoparty does not
The ability to obtain information is available tolp one party

All of the given options

Question # 19
Other things remaining equal, the liquidity premithreory is based upon the idea that

Select correct option:

Investors prefer long-term bonds

Investors prefer short-term bonds

Investors are indifferent between short-term amgj{term bonds
Investors prefer intermediate-term bonds

Question # 20
Spreading involves:
Select correct option:

Finding assets whose returns are perfectly nedatooerelated
Building a portfolio of assets whose returns magether
Investing in bonds and avoiding stocks during lae$
Adding assets to a portfolio that move independent!
Question # 1 of 20 ( Start time: 05:44:09 PM ) aldflarks: 1
Is the strategy of reducing overdll Ioig making two investments with
opposing risks.
Select correct option:

Spreading the risk

Standard deviation

Hedging the risk

Variance

Question # 2 of 20 ( Start time: 05:44:45 PM ) aldflarks: 1

The lowest rating for an investment grade bondgagsl by Moody's is:
Select correct option:

BBB
ABB
Baa
Aaa

Which one of the following is the narrowest defimit of money?
Select correct option:

C



M1

M2

M3

Question # 4 of 20 ( Start time: 05:46:15 PM ) aldflarks: 1
The price of a coupon bond can best be descrihed as
Select correct option:

The present value of the face value

The future value of the coupon payments and the Vatue

The present value of the coupon payments

Both The present value of the face value and of theoupon payments

Question # 5 of 20 ( Start time: 05:46:53 PM ) aldflarks: 1
We need to carry out day to day traiosesct
Select correct option:

Money
Bonds
Stocks
Loans

Question # 6 of 20 ( Start time: 05:47:16 PM ) aldflarks: 1
The process of financial intermediation:
Select correct option:

Creates a net cost to an economy but is unavoidable
Is used primarily in underdeveloped countries

Is always used when a borrower needs to obtainsfund
Increases the economy's ability to produce

Question # 7 of 20 ( Start time: 05:47:51 PM ) aldflarks: 1

Considering the Liquidity Premium Theory, if invesst expect short term interest rates to
decrease:

Select correct option:

The yield curve must have a positive slope

The yield curve must be inverted

The yield curve could be flat

The slope of the yield curve should actually inseea

Question # 8 of 20 ( Start time: 05:48:41 PM ) aldflarks: 1

Which one of the following is true for the relatgmp between the yield of taxable and
tax exempt bond?

Select correct option:



Higher the tax rate wider the gap between the yieldf taxable and tax exempt bond
Taxable bond yield is always greater than tax exdmpd

Higher the tax rate shorter the gap between yitteb@able and tax exempt bond
Lower the tax rate wider the gap between yielcagable and tax exempt bond

Question # 9 of 20 ( Start time: 05:49:13 PM ) aldflarks: 1
Which of the following expresses 6.5%7?
Select correct option:

0.0065
6.50
0.650
0.0650

Question # 10 of 20 ( Start time: 05:50:19 PM )talMarks: 1
What will be the result of the difference of reablanominal interest rate?
Select correct option:

The cost of borrowing
The effect of inflation
The price of bonds
The return of bonds

Question # 11 of 20 ( Start time: 05:50:40 PM )tal Marks: 1
Other things remaining equal, the liquidity premithrory is based upon the idea that

Select correct option:

Investors prefer long-term bonds

Investors prefer short-term bonds

Investors are indifferent between short-term amg{term bonds
Investors prefer intermediate-term bonds

Question # 12 of 20 ( Start time: 05:51:25 PM )talMarks: 1
The Segmented Markets Theory of term structure esstgghat:
Select correct option:

Investors have strong preferences for bonds of a pgicular maturity

Investors have no preference for short-term bowes long-term bonds, or vice versa
Interest rates on long-term bonds strongly inflgetihee demand for short-term bonds
Bonds of different maturities are perfect substiuior each other

Question # 13 of 20 ( Start time: 05:52:23 PM )talMarks: 1
Often a bank will require a loan officer to makegmmal visits on customers with loans



outstanding. This is encouraged because:
Select correct option:

The bank worries about competitors trying to stleair customers

The bank wants to make sure the business istsilet

The bank likely has excess funds available and ©igpenake another loan to the
business

This is an effective monitoring technique and shodlreduce moral hazard

Question # 14 of 20 ( Start time: 05:53:10 PM )talMarks: 1
If the tax rate is higher than gap between yieldao@ble and tax exempt bond?
Select correct option:

Shorter

Wider

No gap

Any thing can be possible

Question # 15 of 20 ( Start time: 05:53:46 PM )tal Marks: 1
Investors will hold higher compensation for the investment.
Select correct option:

More risky
Less risky
Fixed return
Less dividend

Question # 16 of 20 ( Start time: 05:54:14 PM )tal Marks: 1
Which of the following are used to monitor and gdtaé the economy?
Select correct option:

Stock exchanges
Commercial Banks
Central Banks
Financial institutions

Question # 17 of 20 ( Start time: 05:54:38 PM )talMarks: 1
The theory of efficient market states that priceBr@ancial instruments reflect:
Select correct option:

All available information
Some of the information
No information
Imperfect information



Question # 18 of 20 ( Start time: 05:55:37 PM )tal Marks: 1
With direct finance we mean which of the following?
Select correct option:

Individuals (or firms) borrow directly from the sav ers
Individuals (or firms) borrow directly from banks.
Individuals deposit savings directly in banks.

Firms deposit savings directly in banks.

Question # 19 of 20 ( Start time: 05:56:08 PM )tal Marks: 1
Which of the following best describes the relatlupsetween Bond prices and yields?
Select correct option:

Move together inversely

Bond yields do not change since the coupon is fixed
Move together directly

Are independent of each other

Question # 20 of 20 ( Start time: 05:56:35 PM )tal Marks: 1
The fact that common stockholders are residuaingais means:
Select correct option:

The stockholders receive their dividends beforeahgr residuals are paid
The stockholders receive the remains after everyorase is paid

The stockholders are paid any past due dividenfisdether claims are paid
The common stockholders are responsible for ap@@te debts

Question # 1 of 20 ( Start time: 08:59:18 PM ) aldflarks: 1

Which of the following best expresses the paymdander receives for lending their
money for four years?

Select correct option:

PV(1+i)4

PVI(1 +1)4

4PV

PVI(1-1)4

Question # 2 of 20 ( Start time: 08:59:55 PM ) aldflarks: 1
Bonds that are issued by Government are called

Select correct option:

Government bond

Treasury bond

Corporate bond

Callable Bonds



Question # 3 of 20 ( Start time: 09:00:14 PM ) aldflarks: 1
is the interest rate at which the ptesdne annual reveneu equals the cost
of the investment.
Select correct option:
Fixed rate of interest
Internal rate of return
Variable rate of interest
Nominal rate of interest

Question # 4 of 20 ( Start time: 09:00:38 PM ) aldflarks: 1
In which of the following bonds we may ignore trefallt risk?
Select correct option:

Privately issued bonds

Government issued bonds

Bonds issued by Corporate

All of the given options

Question # 5 of 20 ( Start time: 09:00:53 PM ) aldflarks: 1
Most of the people among us are .

Select correct option:

Risk lovers

Risk enhancers

Risk averse

Risk tolerating

Question # 7 of 20 ( Start time: 09:01:26 PM ) aldflarks: 1

A risk-averse investor will:

Select correct option:

Always prefer an investment with a lower expecttdrn

Always prefer an investment with a certain returnto one with the same expected
return but any amount of uncertainty

Always require a certain return

Always focus exclusively on the expected return

Question # 8 of 20 ( Start time: 09:01:51 PM ) aldflarks: 1
Which of the following is NOT included in the detion of M1?
Select correct option:

Traveler’'s checks

Demand deposits

Currency

Gold coins issued by treasury

Question # 9 of 20 ( Start time: 09:02:04 PM ) aldflarks: 1
Which one of the following is true for financialt@rmediaries?
Select correct option:



Channel funds from savers to borrowers

Greatly enhance economic efficiency

Have been an source of many financial innovations
All of the given options

Question # 10 of 20 ( Start time: 09:02:32 PM )tal Marks: 1
The lowest rating for an investment grade bondgagsi by Moody's is:
Select correct option:

BBB

ABB

Baa

Aaa

Question # 11 of 20 ( Start time: 09:03:58 PMqtal Marks: 1
If YTM is less than the coupon rate the price @& bond is
Select correct option:

Greater than its face value

Lower than its face value

Equals to its face value

All of the given options

Question # 12 of 20 ( Start time: 09:05:29 PM )tal Marks: 1
What will be the effect on the present value ifdeible the future value of the
payment?
Select correct option:
It will decrease the value by one-half
It will increase the value by one-half
It will equally increase the value i.e. doubles #value
It will have no effect on the value

Question # 13 of 20 ( Start time: 09:06:06 PM )tal dMarks: 1
Which one of the following is the narrowest defimit of money?
Select correct option:

C

M1

M2

M3

Question # 14 of 20 ( Start time: 09:06:50 PM )tal dMarks: 1
We need to carry out day to day traimsect
Select correct option:

Money

Bonds

Stocks

Loans

Question # 15 of 20 ( Start time: 09:07:01 PM )talMarks: 1



Which one of the following is the strategy of reshgcoverall risk by making two
investments which are totally independent of eabler@

Select correct option:

Spreading the risk

Standard deviation

Hedging the risk

Variance

Question # 16 of 20 ( Start time: 09:08:07 PM )tal Marks: 1

The Segmented Markets Theory of term structure esstgghat:

Select correct option:

Investors have strong preferences for bonds of aapticular maturity (This is

correct)

Investors have no preference for short-term baves long-term bonds, or vice versa
Interest rates on long-term bonds strongly infagethe demand for short-term bonds
Bonds of different maturities are perfect subgifor each other

Question # 17 of 20 ( Start time: 09:09:36 PM )taldMarks: 1
The process of financial intermediation:

Select correct option:

Creates a net cost to an economy but is unavadabl

Is used primarily in underdeveloped countries

Is always used when a borrower needs to obtaigsfun
Increases the economy's ability to produce

Question # 18 of 20 ( Start time: 09:09:56 PM )tal dMarks: 1

What will the yield curve look like if future shetérm interest rates are expected to rise
sharply?

Select correct option:

It will steeply slope upward

It will be horizontal

It will slightly slope upward

It will slope downward

Question # 19 of 20 ( Start time: 09:10:37 PM )tal Marks: 1

Sum of all the probabilities should be equal tocklone of the following?
Select correct option:

Zero

One

Two

Three

Spreading involves:
Select correct option:

Finding assets whose returns are perfectly nedgtieerelated
Building a portfolio of assets whose returns magether
Investing in bonds and avoiding stocks during e



Adding assets to a portfolio that move independentl

Internal Rate of Return is
Select correct option:

Present value of investment

Future value of its investment +Cost of investment
Cost of investment

Present value of investment + cost of investment

Which of the following best describes checks?

Select correct option:

A means of payment

Money

Not a promise of any kind

Not acceptable by the U.S. Government for payroétexes.

A business cycle downturn shifts the bond supply&
Select correct option:

Right

Left

No change

None of the given options

According to the liquidity premium theory of therestructure, when the yield curve has its usugies|
the market expects
Select correct option:

Short-term interest rates to rise sharply

Short-term interest rates to stay near their currert levels
Short-term interest rates to drop sharply

Short-term interest rates does not change

Which of the following represents the fisher's eipr?
Select correct option:

Nominal interest rate = real interest rate + inflaton
Nominal interest rate + inflation = real interester
Nominal interest rate = real interest rate - infliat
Nominal interest rate = real interest rate / infliat

Bonds that are issued by Government are called
Select correct option:

Government bond
Treasury bond
Corporate bond
Callable Bonds

What will the yield curve look like if future shettrm interest rates are expected to rise sharply?
Select correct option:

It will steeply slope upward
It will be horizontal



It will slightly slope upward
It will slope downward

The interest rate that is involved in calculation is referred to as discount rate
Select correct option:

Present value

Future value

Intrinsic value

Discount value

Which one of the following is true for the relat&np between the yield of taxable and tax exemptBo
Select correct option:

Higher the tax rate wider the gap between the yieldf taxable and tax exempt bond

Taxable bond yield is always greater than tax exdiopd

Higher the tax rate shorter the gap between yiétd>able and tax exempt bond

Lower the tax rate wider the gap between yielchghble and tax exempt bond

You start with a $1000 portfolio; it loses 40% otlee next year, the following year it gains 50%aiue;
At the end of two years the worth of your portfoldl be:

Select correct option:

$900

$600

$1000

$1100

first year gain = 1000*.40 = 400

second year loss = 1000*.5 = 500

Total gain or loss after two year = 400-500 = -100
1000-100 =900

What is true relationship between return and risk?
Select correct option:

Lower the risk greater the return

Greater the risk greater the return

Greater the risk the return will remain constant
No relationship between them

Which of the following is NOT included in the defion of M1?
Select correct option:

Traveler's checks

Demand deposits

Currency

Gold coins issued by treasury

The Financial Systems makes it easier to tradeusec&
Select correct option:

Facilitate Payments

Channels Funds from Savers to Borrowers

Enables Risk Sharing

All of the given options

Which one of the following agencies assesses tfautieisk of different issuers?
Select correct option:

Insurance companies

Bond issuing



Credit rating
Recruitment agencies

In which of the following bonds we may ignore trefallt risk?
Select correct option:

Privately issued bonds

Government issued bonds

Bonds issued by Corporate

All of the given options

Which of the following best describes default risk?

Select correct option:

The chance the issuer will be unable to make intesé payments or repay principal
The chance the issuer will retire the debt early

The chance the issuing firm will be sold to anotiren

The chance the issuer will sell more debt

Coupon bonds make the annual payments which descs
Select correct option:

Annual payments

Fixed payments

Coupon payments

Maturity payment

Q 1: Investors will hold higher compensation foe th investment.

Select correct option:
More risky

Less risky

Fixed return

Less dividend

Q 2: Which of the following is true of a nationsntral bank?

Select correct option:

It makes important decisions about the nation'satakpublic spending policies
It lends only to the nations largest and most irtgdrbusiness firms

It has many interactions with the nation's citizand businesses
It is responsible for conducting the nation's mangpolicy

Q 3: A financial instrument in which a borrower aipis resources from a lender
immediately in exchange for a promised set of paysim the future is called as

Select correct option:
Bond

Bank Loan
Home Mortgage



Futures Contract

Q 4: An increase in wealth shifts the demand fardsoto the

Select correct option:

Left

Right

No change

All of the given options

Q 5: The slope of the yield curve seems to pretiefperformance of the economy with:
Select correct option:

Usually 3 months lag
Usually two years lag
Usually within few weeks
Usually one year lag

Q 6: If YTM equals the coupon rate the price of bload is
Select correct option:

Greater than its face value

Lower than its face value

Equals to its face value

Insufficient information

Q 7: Anincrease in the expected inflation shifis bond demand to the
Select correct option:

Right

Left

No change

All of the given options

Q 8: Which of the following would be considered @weristic of money?
It is store of value

It pays a higher return than most assets

Itis in fixed supply

It is legal tender everywhere in the world

Q 9: The interest rate that is involved in calculation is referred to as
discount rate
Select correct option:

Present value
Future value
Intrinsic value
Discount value



Q 10: Debt instruments are categorized on the lodsibich one of the following?
Select correct option:

Loan maturity period
Interest rates

Mode of payment of interest
Amount of the debt taken

Q 11: Which of the following is NOT an example ofdncial institutions? Select correct
option:

Banks

Securities firms
Stock exchanges
Insurance companies

Q 12: When stock prices reflect fundamental values:

All investors will experience capital gains

All companies will have an easier task of obtaiffingncing for investment projects
The allocation of resources will be more efficient

The overall level of the stock market should moighér continuously

Q 13: If YTM is greater than the coupon rate theeof the bond is . Select
correct option:

Greater than its face value
Lower than its face value
Equals to its face value

All of the given options

Ql4. A is a promise to make a serigawginents on specific future date.
Select correct option:

Stock
Bond
Loan
Cheque

Q 15: Without the ability of financial intermedias to pool the resources of small savers:
Select correct option:

Borrowers needing large amounts of money would ifihelss costly to obtain the funds
The economy would likely grow faster

People would likely save more

The risk associated with lending would increase



Q 16: A bank can usually offer a saver a higharrrefor the same risk because: Select
correct option:

The bank can usually purchase assets at a highetham any one saver

The bank can pool the resources of larger savers dpurchase lower denominated
assetdNOT SURE

Economies of scale can be applied by the banlsiputchase of assets None of the given
options

Q 17: The fact that a financial intermediary caa thee same contract for many
customers is an example of: Select correct option:

Economies of Scope

The Law of Diminishing Marginal Returns
The Law of Increasing Opportunity Cost
Economies of Scale

Q 18: are organized to eliminate #wselof costly information gathering.
Select correct option:

Central bank
Commercial banks
Stock exchanges
Insurance companies

Q 19: What will be the effect on the present valwee double the future value of the
payment? Select correct option:

It will decrease the value by one-half

It will increase the value by one-half

It will equally increase the value i.e. doubles thgalueNOT SURE
It will have no effect on the value

Q 20: Which one of the following is the narrowestfidition of money? Select correct
option:

C
M1
M2
M3
MGT411 — Money & Banking
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Question # 1 of 20 ( Start time: 02:24:40 AM ) TotaMarks: 1

Core principles of Money and Banking include eatthe following except?
Select correct option:

People act rationally

Time has value

Information is the basis for decisions

Risk requires compensation

Question # 2 of 20 ( Start time: 02:25:14 AM )

Internal Rate of Return is .

Select correct option:

Present value of investment

Future value of its investment +Cost of investment

Cost of investment

Present value of investment + cost of investment

Question # 3 of 20 ( Start time: 02:26:35 AM ) TotaMarks: 1

The relationship between the price and the intesgstfor a zero coupon bond is best
described as:

Select correct option:

Volatile

Stable

Non-existent

Inverse (see page # 43 of handouts)

Question # 4 of 20 ( Start time: 02:27:03 AM ) TotaMarks: 1
Which one of the following is the narrowest defimit of money?



Select correct option:

C

M1 (see page # 12)

M2

M3

Question # 5 of 20 ( Start time: 02:27:13 AM ) TotaMarks: 1
Investors will hold higher compensation for the investment.
Select correct option:

More risky

Less risky

Fixed return

Less dividend

Question # 6 of 20 ( Start time: 02:27:47 AM ) TotaMarks: 1

What is the true relationship that exists betwesfiawlt risk and yield?
Select correct option:

Higher the default risk, higher the yield (see page # 53)

Lower the default risk, higher the yield

Higher the default risk yield will remain constant

Lower the default risk yield will remain constant

Question # 7 of 20 ( Start time: 02:28:19 AM ) TotaMarks: 1

Without the ability of financial intermediaries pool the resources of small savers:
Select correct option:

Borrowers needing large amounts of money would ifihelss costly to obtain the funds

The economy would likely grow faster

People would likely save more



The risk associated with lending would increase

Question # 8 of 20 ( Start time: 02:29:10 AM ) TotaMarks: 1

When a bond becomes more liquid relative to iwsra#tives, the demand curve for bonds
shifts to the:

Select correct option:

Right (see page # 49)
Left

No change
None of the given options

Question # 9 of 20 ( Start time: 02:29:40 AM ) TotaMarks: 1

In a financial market where information is symmetri

Select correct option:

The same information would be known by both partiesn a transaction
One party to a transaction knows information thieeoparty does not
The ability to obtain information is available tolp one party

All of the given options

Question # 10 of 20 ( Start time: 02:30:07 AM ) Tall Marks: 1

The are an assessment of the crediiness of the corporate issuer.
Select correct option:

Bond yield

Bond ratings (see page # 54)

Bond risk

Bond price

Question # 11 of 20 ( Start time: 02:30:25 AM ) Tall Marks: 1
An increase in the expected inflation shifts thaddemand to the
Select correct option:

Right

Left



No change

All of the given options

Question # 12 of 20 ( Start time: 02:31:19 AM ) Tall Marks: 1
Which of the following is NOT included in the detion of M1?
Select correct option:

Traveler’'s checks

Demand deposits

Currency

Gold coins issued by treasurysee page # 12)

Question # 13 of 20 ( Start time: 02:32:21 AM ) Tall Marks: 1
Bonds without maturity dates are which of the fofilogs?
Select correct option:

Zero coupon bonds

Coupon securities

Consols

Preferred Bonds

Question # 14 of 20 ( Start time: 02:33:14 AM ) Tall Marks: 1
Debt instruments is categorized on the basis otlhvbne of the following?
Select correct option:

Loan maturity period (See page # 20)

Interest rates

Mode of payment of interest

Amount of the debt taken

Question # 15 of 20 ( Start time: 02:33:37 AM ) Tall Marks: 1
Which of the following institution take direct degibfrom customer and give loan to



customer directly?
Select correct option:

Zarai Tarkaytee Bank LTD

Soneri Bank

Khushali Bank

Credit unions

(not sure, but i selected option # 4, kindly verify it)

Question # 16 of 20 ( Start time: 02:33:53 AM ) Tall Marks: 1

If we ignore risk, the dividend discount model s#ys fundamental price of a stock is
simply:

Select correct option:

The current dividend divided by the interest rateslthe dividend growth rate

The annual growth rate of the dividend minus therast rate divided by the current
dividend

The current dividend divided by the interest rdtesgghe dividend growth rate
The current dividend divided by the dividend growdle less the interest rate
Question # 17 of 20 ( Start time: 02:34:59 AM ) Tall Marks: 1

Which of the following is true of a nation's cemhtoank?

Select correct option:

It makes important decisions about the nation'atekpublic spending policies
It lends only to the nation's largest and most irtgd business firms

It has many interactions with the nation's citizand businesses

It is responsible for conducting the nation's monedry policy (see page # 96)
Question # 18 of 20 ( Start time: 02:35:56 AM ) Tall Marks: 1

If bond’s rating is lower, what will be its price?
Select correct option:



Higher

Lower

Equal to

No change

(not 100% sure, but option # 2" Lower" seems most appropriate)
Question # 19 of 20 ( Start time: 02:36:57 AM ) Tall Marks: 1
The price of a coupon bond can best be descrihed as
Select correct option:

The present value of the face value

The future value of the coupon payments and the vatue

The present value of the coupon payments

Both The present value of the face value and of ttmupon paymentgsee page # 31

& 32)

Question # 20 of 20 ( Start time: 02:37:36 AM ) Tall Marks: 1

Which one of the following is NOT true for the expagtion hypothesis?

Select correct option:

Risk free interest rate can be computed

There is uncertainty in the future

Identifying yield of bond today that will be avéila next year

It focuses on risk free interest rate and the pigmium

(not 100%, but | selected option # 2, see page # 58)

Question # 1 of 20 ( Start time: 12:09:02 AM ) TotaMarks: 1

When a bond becomes more liquid relative to iwsra#tives, the demand curve for bonds

shifts to the:
Select correct option:



Right (page # 49)

Left

No change

None of the given options

Question # 2 of 20 ( Start time: 12:09:36 AM ) TotaMarks: 1
According to the rule of 72 for reasonable ratesetidirn, the time it takes to
the money will be t =72/i%

Select correct option:

Doubles(page # 27)

Triples

halves

3/4

Question # 3 of 20 ( Start time: 12:10:22 AM ) TotaMarks: 1
Which one of the following is the narrowest defimit of money?
Select correct option:

C

M1 (see page # 12)

M2

M3

Question # 4 of 20 ( Start time: 12:11:17 AM ) TotaMarks: 1
An index number is a valuable tool because:

Select correct option:

The number by itself provides all of the usefubimhation needed

The index provides a meaningful measurement soataltulate percentage changes



The index is more stable than the data it reflects

It does not require any calculations to compute@atiage changes

(not sure, but | selected option # 2, kindly verify it)

Question # 5 of 20 ( Start time: 12:12:34 AM ) TotaMarks: 1

Yield curves show which of the followings?

Select correct option:

The relationship between bond interest rates (§)eddd bond prices

The relationship between liquidity and bond interates (yields)

The relationship between risk and bond interestsréfields)

The relationship between time to maturity and bondnterest rates (yields)(see page

# 57)

Question # 6 of 20 ( Start time: 12:12:55 AM ) TotaMarks: 1

A zero coupon bond:

Select correct option:

Does not pay any coupon payments because the isSnatefault

Pays coupons only once a year versus the usua awear

Promises a single future paymenfsee page # 42)

Pays coupons only if the bond price is below fagiee

Question # 7 of 20 ( Start time: 12:13:32 AM ) TotaMarks: 1

Home loans and car loans are the example of whehobthe following?
Select correct option:

Mortgage loans

Pledge



Fixed Payment Loans(see page # 43)

Ordinary loan

Question # 8 of 20 ( Start time: 12:14:45 AM ) TotaMarks: 1
Without the ability of financial intermediaries pool the resources of small savers:
Select correct option:

Borrowers needing large amounts of money would ifihelss costly to obtain the funds
The economy would likely grow faster

People would likely save more

The risk associated with lending would increase

Question # 9 of 20 ( Start time: 12:16:11 AM ) TotaMarks: 1

What is the true relationship that exists betwesfiawlt risk and yield?
Select correct option:

Higher the default risk, higher the yield (see page # 53)

Lower the default risk, higher the yield

Higher the default risk yield will remain constant

Lower the default risk yield will remain constant

Question # 10 of 20 ( Start time: 12:17:28 AM ) Tall Marks: 1
Expectation hypothesis focuses on which one ofdahewing?

Select correct option:

Risk premium

Risk free interest rate

Yield to maturity

None of the given options



(Not sure, but | selected option# 2)

Question # 11 of 20 ( Start time: 12:18:49 AM ) Tall Marks: 1
Spreading involves:

Select correct option:

Finding assets whose returns are perfectly nedpatocerelated
Building a portfolio of assets whose returns magether
Investing in bonds and avoiding stocks during ae$

Adding assets to a portfolio that move indepengentl
(Confused b/w option # 1 & 4, read page # 41)

Question # 12 of 20 ( Start time: 12:19:20 AM ) Tall Marks: 1

The are an assessment of the crediinesst of the corporate issuer.
Select correct option:

Bond yield

Bond ratings

Bond risk

Bond price

Question # 13 of 20 ( Start time: 12:19:36 AM ) Tall Marks: 1

Which one of the following is the procedure of fimgl out the Present Value (PV)?
Select correct option:

Discounting

Compounding

Time value of money

Bond pricing



Question # 14 of 20 ( Start time: 12:20:00 AM ) Tall Marks: 1

Which of the following best describes the relatlupsetween Bond prices and yields?
Select correct option:

Move together inversely

Bond yields do not change since the coupon is fixed

Move together directly

Are independent of each other

Question # 15 of 20 ( Start time: 12:21:08 AM )

Which of the following institution take direct degibfrom customer and give loan to
customer directly?

Select correct option:

Zarai Tarkaytee Bank LTD

Soneri Bank

Khushali Bank

Credit union

(I selected " Credit Union" , not 100% sure)

Question # 16 of 20 ( Start time: 12:22:32 AM ) Tall Marks: 1

When the auto manufacturing industry does poorly tdua recession this is an example
of:

Select correct option:

Idiosyncratic risk

Systematic risk

Risk premium

Unique risk



(It should be " Systematic Risk" , but again not 100% sure) see page # 39.

Question # 17 of 20 ( Start time: 12:23:42 AM ) Tall Marks: 1

A bank can usually offer a saver a higher returrtie same risk because:
Select correct option:

The bank can usually purchase assets at a highetham any one saver
The bank can pool the resources of larger savelparchase lower denominated assets
Economies of scale can be applied by the banlsiputchase of assets
None of the given options

Question # 18 of 20 ( Start time: 12:24:51 AM ) Tall Marks: 1

In a financial market where information is symmetri

Select correct option:

The same information would be known by both partiesn a transaction
One party to a transaction knows information thieeoparty does not

The ability to obtain information is available tolp one party

All of the given options

Question # 19 of 20 ( Start time: 12:25:29 AM ) Tall Marks: 1

The shape of the yield curve is usually:

Select correct option:

Upward sloping (page # 60)

Downward sloping

Upward sloping for shorter maturities and downwslaping for longer maturities

Flat



Question # 20 of 20 ( Start time: 12:26:38 AM ) Tall Marks: 1
Which one of the following is true for financialtérmediaries?
Select correct option:

Channel funds from savers to borrowers

Greatly enhance economic efficiency

Have been an source of many financial innovations

All of the given options



The fact that common stockholders are residuatngais means:
Select correct option:

The stockholders receive the remains after everyorase is paid
The stockholders are paid any past due dividenfisdether claims are paid
The common stockholders are responsible for ap@ate debts

Which one of the following is true for financialtérmediaries?
Select correct option:

Channel funds from savers to borrowers

Greatly enhance economic efficiency

Have been an source of many financial innovations
All of the given options

relationship between the price and the interestfi@ta zero coupon bond is best
described as:
Select correct option:

Volatile

Stable

Non-existent

Inverse

Reference: The price of a bond and the interest rate move in opposite
directions

Consumer Price Index (CPI) measures the:
Select correct option:

Changes in the quantity

Changes in the prices

Changes in the cost

Changes in the profit

Reference: CPI :Measure of the overall level of prices

Core principles of Money and Banking include eatthe following except?
Select correct option:

People act rationally

Time has value

Information is the basis for decisions
Risk requires compensation

The longer the time (n) until the payment:



Select correct option:

The lower the present value

The higher the present value because time is viguab
The lower must be the interest rate

Time has no effect on present value

When stock prices reflect fundamental values:
Select correct option:

All investors will experience capital gains

All companies will have an easier task of obtairfingncing for investment projects
The allocation of resources will be more efficient

The overall level of the stock market should moighér continuously

Reference: So long as stock prices accurately reflect fundamental values, this resource
allocation mechanism works well

What will be the result of the difference of realanominal interest rate?
Select correct option:

The cost of borrowing
The effect of inflation
The price of bonds
The return of bonds

If the annual interest rate is 6%, the price ofyaear Treasury bill with $100 face value
would be:
Select correct option:

$94.00
$94.33
$95.25
$96.10

Which of the following would probably NOT earn arrdting from Standard & Poor's:
Select correct option:

30 years bond issued by the U.S. Treasury

New vegetarian fast-food chain

90 days T-Bills issued by the U.S. Treasury

Both 30 years bond and 90 days T-Bills issued by 8. Treasury

There is no guarantee that a bond issuer will ntiag@romised payments is known as
which one of the following?

Select correct option:



Default risk
Inflation risk
Interest rate risk
Systematic risk

If a bond sells at a premium, where price exceads ¥alue, then we would expect to
see:
Select correct option:

Market interest rate the same as the coupon rate
Market interest rates above the coupon rate
Market interest rates below the coupon rate

All of the given options

Reference: So, When Market Interest Rate < Coupon Interest Rate, Market Value (or
Price) of Bond >Par Value. Because when market is offering lower rate of return then
the bond then the bond becomes

valuable. Thisis known as a Premium Bond. Pg no.68 MGT201 H.outs

Which of the following is a role of a financial titsition acting as a financial
intermediary?
Select correct option:

Pooling the resources of small savers

Formulating oversight regulations

Sending out free calendars at the holidays

Lobbying legislators

Reference: The most straightforward economic function of a financial intermediary isto
pool the resources of many small savers Pg no.71 MGT411 H.outs

Financial Systems makes it easier to trade bedause
Select correct option:

Facilitate Payments

Channels Funds from Savers to Borrowers

Enables Risk Sharing

All of the given options

Which of the following is the measure of likelihotitht an event will occur?
Select correct option:

Risk
Probability
Frequency
Outcom

The concept of limited liability says a stockhol@dé¢ila corporation:
Select correct option:



Is liable for the corporation's liabilities, butthong more

Cannot receive dividends that exceed their investme

Cannot own more than fiver percent of any publigpoeation

Cannot lose more than their investment

Reference: Because of limited liability, investdosses cannot exceed the price they
paid for the

stock Pg n0.63 MGT411 H.outs

The risk premium for an investment:
Select correct option:

Increases with risk

Is a fixed amount added to the risk free return
Is negative for U.S. Treasury Securities

Is negative for risk averse investors



Question No: 1 ( Marks: 1) - Please choose one

We need to carry out day to day traiosesct

_Money

__Bonds

_ Stocks

_ Loans

Question No: 2 ( Marks: 1) - Please choose one

The reason for the government to get involved enfthancial system is to:
_ Protect investors

_ Ensure the stability of the financial system

_ Protect bank customers from monopolistic explimita

_ All of the given options

Question No: 3 ( Marks: 1) - Please choose one

are organized to eliminate the néedstly information gathering.

_ Central banks

__ Commercial banks

_ Stock exchanges

_ Insurance companies

Question No: 4 ( Marks: 1) - Please choose one

All of the following are the components o2 BXCEPT?
M1
_ Saving deposits
_ Travelers cheques
_ Mutual funds shares
Question No: 5 ( Marks: 1) - Please choose one
A Financial Intermediary:
_Is an agency that guarantees a loan
_ Isinvolved in direct finance
__Would be used in indirect finance
_ None of the given options
Question No: 6 ( Marks: 1) - Please choose one
Commissions paid to an insurance broker are an jgieaofi which of the following?
_ Risk transfer
_ Information asymmetry
_ Transaction costs
_ All of the given options
Question No: 7 ( Marks: 1) - Please choose one
The financial intermediary that obtains funds l&dbrough premium payments and
uses those funds to purchase corporate bonds arigages is:
_ Credit unions
_ Mutual funds
_ Life insurance companies
_ Pension funds
Question No: 8 ( Marks: 1) - Please choose one



Risk sharing is the characteristic of which onéheffollowing?

_ Checks

_ Checking accounts

_ Money

__Bonds

Question No: 9 ( Marks: 1) - Please choose one

Bonds that are issued by Government are called

_ Government bonds

_ Treasury bonds

_ Corporate bonds

_ Callable bonds

Question No: 10 ( Marks: 1) - Please choose one

Which of the following is the difference that libstween the options and futures?
_ Options is not binding whereas future is binding

_ Futures carry risks but Options didn’t carry risk

_ Centralized clearinghouses guarantee futureadduiptions contracts
_ There is no difference between options and fsture

Question No: 11 ( Marks: 1) - Please choose one

Which of the following describes the general foranfdr the calculation of the compound
interest?

_FV=PVI/(1+i)n

_FV=PVI(1-i)n

_FV=PV*(1+i) n

_FV=PV*(1-i)n

Question No: 12 ( Marks: 1) - Please choose one

If you put $1,000 per year into bank at 4% interBstv much would you have saved
after 40 years?

_$90,000

_ $98,826

_ $82,286

_ $85,880

right option could$95,025.52)

Question No: 13 ( Marks: 1) - Please choose one

Which one of the following is the procedure of fimgl out the Present Value (PV)?
_ Discounting

_ Compounding

_ Time value of money

_ Bond pricing



Question No: 14 ( Marks: 1) - Please choose one
What is true about the relationship between stahdaviation and risk?
_ Greater the standard deviation greater will be tke risk
_ Greater the standard deviation lower will beribke
_ Greater the standard deviation risk will be raradithe same
__No relation between them
Question No: 15 ( Marks: 1) - Please choose one
Most of the people among us are
_ Risk lovers
_ Risk enhancers
_ Risk averse
_ Risk tolerating
Question No: 16 ( Marks: 1) - Please choose one
is the strategy of reducing overdtl loig making two investments with
opposing risks.
_ Spreading the risk
_ Standard deviation
_ Hedging the risk
_ Variance
Question No: 17 ( Marks: 1) - Please choose one
If ABC Inc. and XYZ Inc. have returns that are getfy negatively correlated:
__Adding XYZ Inc. to a portfolio that consists of aly ABC Inc. will reduce risk
_Adding ABC Inc. to a portfolio that includes onfyrZ Inc. will increase risk
__Adding XYZ Inc. to a portfolio that consists aflg ABC Inc. will neither increase nor
decrease the risk of the portfolio
__Adding XYZ Inc. to a portfolio that consists aflg ABC Inc. will lower systematic
risk
Question No: 18 ( Marks: 1) - Please choose one
Mr. A has a Treasury bill with a maturity period®months where as Mr. B has a bond
with a maturity period of 1 year. Which of the faMling statement is NOT true for this
situation?
_ Mr. A has paid less price for his bond than Mr. B
_ Mr. A and Mr. B is a holder of zero coupon bond
__ Mr. A will receive payment at the end of the nmayuperiod
_ Mr. B will receive the payment at the end of thaturity period
Question No: 19 ( Marks: 1) - Please choose one
Which of the following statement is true for ampetl loan?
_ Payment includes interest and full amount of@pal
_ Payment includes only the interest
_ Payment includes both interest and some portionf ¢he principal
_ Principal amount is paid fully in the periodicypgents



Question No: 20 ( Marks: 1) - Please choose one

Which of the following best describes the relatiipetween Bond prices and yields?
_ Move together directly

_ Independent of each other

_ Move together inversely

_ Bond yields do not change since the coupon efix

Question No: 21 ( Marks: 1) - Please choose one

The relationship between the price and the inteegstfor a zero coupon bond is best
described as

_Volatile

_ Stable

__Inverse

_ No relationship

Question No: 22 ( Marks: 1) - Please choose one

The price of a 6-month Treasury Bill is e finice of a 1-year Treasury Bill.
_ Lower than

_ Higher than

__Equal to

_ None of the given options

Question No: 23 ( Marks: 1) - Please choose one

If YTM is greater than the coupon rate the pricéhaf bond is

_ Greater than its face value

_ Lower than its face value

_ Equals to its face value

_ Insufficient information is given

Question No: 24 ( Marks: 1) - Please choose one

Current yield is equal to which of the following?

_ Price paid / yearly coupon payment

_ Price paid *yearly coupon payment

_ Yearly coupon payment / face value of bond

_ Yearly coupon payment / price paid

Question No: 25 ( Marks: 1) - Please choose one

The are an assessment of the creditness of the corporate issuer.
_ Bond yield

_ Bond ratings

__Bond risk

_ Bond price




Question No: 26 ( Marks: 1) - Please choose one

Which of the following statement is true for theem sentence, "that tax affects the bond
return"?

_ Because only interest income they receive from bd is taxable

_ Because principal amount and interest income tbegive from bond is taxable
_ Because bond holders are taxpayers

_ Because all bond is sold with a condition thatwél be deducted from its return
Question No: 27 ( Marks: 1) - Please choose one

Which one of the following is true for the relatgimp between the yield of taxable and
tax exempt bond?

_ Higher the tax rate wider the gap between the yi@ of taxable and tax exempt
bond

_ Taxable bond yield is always greater than taxmtébond

_ Higher the tax rate shorter the gap between yittdxable and tax exempt bond
_ Lower the tax rate wider the gap between yieltheéble and tax exempt bond
Question No: 28 ( Marks: 1) - Please choose one

If the tax rate is higher than gap between yieldeo@ble and tax exempt bond?
_ Shorter

_ Wider

__No gap

_ Any thing can be possible

Question No: 29 ( Marks: 1) - Please choose one

Which of the following statement is correct abdw yield curve?

__Yield on short term bonds are not more volatiEntyield on long term bond

_ Long term yields tend to be higher than short tem yield

_ Interest rate of different maturities don't tandnove together

_ None of the given options

Question No: 30 ( Marks: 1) - Please choose one

Which one of the following is NOT true for the expagion hypothesis?

_ Risk free interest rate can be computed

_ There is uncertainty in the future

_ Identifying yield of bond today that will be alable next year

_ It focuses on risk free interest rate and thegremium

Question No: 31 ( Marks: 1) - Please choose one

The slope of the yield curve seems to predict #gréopmance of the economy with:
_ Usually 3 months lag

_ Usually two years lag

_ Usually within few weeks

_ Usually one year lag



Question No: 32 ( Marks: 1) - Please choose one

The liquidity premium theory suggests that yieldves should usually be:

_ Up-sloping

_Inverted

__ Flat

_ Up-sloping through year 1, then flat thereafter

Question No: 33 ( Marks: 1) - Please choose one

If we ignore risk, the dividend discount model s#ys fundamental price of a stock is
simply:

_ The current dividend divided by the interest rateless the dividend growth rate
_ The annual growth rate of the dividend minusititerest rate divided by the
current dividend

_ The current dividend divided by the interest gates the dividend growth rate

_ The current dividend divided by the dividend gtiowate less the interest rate
Question No: 34 ( Marks: 1) - Please choose one

The theory of efficient market states that priceBr@ancial instruments reflect:
__All available information

__ Some of the information

_ No information

_ Imperfect information

Question No: 35 ( Marks: 1) - Please choose one

Without the ability of financial intermediaries pool the resources of small savers:
_ Borrowers needing large amounts of money wound fi less costly to obtain the funds
_ The economy would likely grow faster

_ People would likely save more

_ The risk associated with lending would increase

Question No: 36 ( Marks: 1) - Please choose one

If information in a financial market is asymmetrikbis means:

_ Borrowers and lenders have the same information

_ Lenders lack any information

_ Borrowers and lenders have perfect information

_ Borrowers would have more information than lendes

Question No: 37 ( Marks: 1) - Please choose one

Previously financial markets were located in whacte of the following?

_ Coffee houses or Taverns

_ Stock exchanges

__ Bazaar

_ Both Coffee houses and Stock exchanges



Question No: 38 ( Marks: 1) - Please choose one

Zero-Coupon Bonds are pure discount bonds singestileat a price

_ Equal their face value

__ Below their face value

__Above their face value

__None of the given options

Zero coupon bonds are bonds that do not pay intdtesg the life of the bonds.
Instead, investors buy zero coupon bonds at a disepunt from their face value, which
is the amount a bond will be worth when it "mattir@scomes due. When a zero coupon
bond matures, the investor will receive one lumm ggual to the initial investment plus
the imputed interest, which is discussed below.

Question No: 39 ( Marks: 3)

How Financial System promotes economic efficiendg? down points.ple.

1. They provide the channel for transfer of fundsagen saver and borrowers

2. provide risk sharing like insurance

3. provide payments like bank accounts

4. Help those people which do not have enough aapituse profitable opportunity.
Question No: 40 ( Marks: 3)

Briefly discuss different types of speculative graaf Long term ratings be PACRA.
Sepulative grade means there are possibility aficrisk.

Pacra has B class rating for them

BB shows that there is a possibility of credit nskmaking.

B Highly speculative in nature. ‘B’ it shows thagt significant credit risk is there, but a
limited

margin of safety remains.

CCC, C,CC High default risk. Chances of deaultiiead possibility.

Question No: 41 ( Marks: 5)

Suppose that over the past 20 years, the averagmlarturn on investments has been
12%. For each dollar invested at the beginnindnefgeriod,How much money would
investors have at the end of 20 years?

N= 20

I =12% or .12

AMT =18

Fv="2

FV =amt* FVIF=[ (1+)"n-1 ]/i

FVIF = [(1.12)~20 - 1}/.12 = 72.05

FV =1*72.05=72.05

BR>

Question No: 1 ( Marks: 1) - Please choose one

Which of the following are used to transfer resesrfrom savers to investors and to
transfer risk to those who best equipped it?

__Financial markets

_ Financial instruments

_ Financial institutions



_ Banks

Reference by Stephen G Cecchetti

two ideas are emphasized: that financial instrumansfer resources from savers to
investors, and that in doing so, they transfer tisthose best equipped to bear it
Question No: 2 ( Marks: 1) - Please choose one

Which of the following are used to monitor and gtaé the economy?

_ Stock exchanges

__ Commercial Banks

_ Central Banks

_ Financial institutions

Question No: 3 ( Marks: 1) - Please choose one

The reason for the government to get involved enfthancial system is to:
_ Protect investors

_ Ensure the stability of the financial system

_ Protect bank customers from monopolistic explimita

_ All of the given options

Question No: 4 ( Marks: 1) - Please choose one

The one that you get from bank when you open ybacking account is
_ Debit card

_ Credit card

_ Store value card

_ Customer card

Question No: 5 ( Marks: 1) - Please choose one

E money is really a form of which one of the foliog?

__ Paper money

_ Fiat money

_ Government money

_ Private money



Question No: 6 ( Marks: 1) - Please choose one
All of the following are the components o2 BXCEPT?
Mz
_ Saving deposits
_ Travelers cheques
_ Mutual funds shares
M2: Equals M1 + savings deposits, time deposits fean $100,000 and money market
deposit accounts for individuals.
Travelers cheques are example of M1
Question No: 7 ( Marks: 1) - Please choose one
The Consumer Price Index (CPI):
_ Tends to overstate inflation due to substitutiorias
_ Tends to understate actual inflation
__Is more accurate than the GDP deflator
_ Is based on basket of goods that changes manitiiyconsumer expenditures
Question No: 8 ( Marks: 1) - Please choose one
Considering the value of a financial instrumeng, lilnger the time until the promised
payment is made:
_ The less valuable is the promise to make it sintiene is valuable
_ The greater the risk, therefore the promise heatgr value
_ The more valuable is the promise to make it
_ It has no effect on the value of instrument
Question No: 9 ( Marks: 1) - Please choose one
Commissions paid to an insurance broker are an jgbeaof which of the following?
_ Risk transfer
_ Information asymmetry
_ Transaction costs
_ All of the given options
Question No: 10 ( Marks: 1) - Please choose one
are the economies central nervatisnsy
_ Financial Instruments
_ Financial Markets
__Financial Institutions
_ Financial Companies
Financial markets are like the "central nervousesys of the economy, says Cecchetti's
textbook.
Question No: 11 ( Marks: 1) - Please choose one
Which one of the following is NOT an example of @ahzed exchange?
_ New York Stock Exchange
_ NASDAQ
_ Large exchanges in London
_ Large exchanges in Tokyo




Question No: 12 ( Marks: 1) - Please choose one

Which of the following market allowed networks afalers that are connected
electronically?

_ New York Stock Exchange

_ NASDAQ

_ Large exchanges in London

_ Large exchanges in Tokyo

Question No: 13 ( Marks: 1) - Please choose one

Bonds that are issued by Government are called

__ Government bonds

_ Treasury bonds

_ Corporate bonds

_ Callable bonds

Question No: 14 ( Marks: 1) - Please choose one

What is relationship between interest rate andréutalue?

_ Lower the interest rate higher will be the futuatue

_ Higher the interest rate higher will be the future value

_ Higher the interest rate lower will be the futvedue

_ Interest rate has no effect on future value

Question No: 15 ( Marks: 1) - Please choose one

The future value of $100 left in a savings accaarhing 4.5% for two and a half years
is best expressed by:

_ $100(1.045)3/2

_ $100( 0.45)2.5

_ $100(1.045)2.5

100 x 2.5 x (1.045)

Question No: 16 ( Marks: 1) - Please choose one

If the factor time (n) is longer then:

_ Present value will be lower

_ Present value will be higher

_ Interest rate will be lower

_ Time has no effect on present value

Reference: As we calculate PV through dividingftitare value by the discount factor
which is (1+i)nso if we increase the value of ‘n’ It will surelydrease the discount
factor which is the denominator and the greatedgreminator the smaller will be the
value of the fraction.

Question No: 17 ( Marks: 1) - Please choose one

If at 5% interest rate, $100 payment has a PV 6f&®2 Then what will be the PV value
of

$200 payment? (Without applying formula).

_%$45.35

_%272.1

_ %1814

_$362.8

Lets see the given is that 5% interest rate, FVB0$PV = $90.70

Now calculate for ‘n’ that is no of years. As memied is that k without using formula so



do not use the compounding formula. Use the sirop&e

FV=PV*i*n

n=FV / PV*

n=100 / 90.7*0.05

n=22

We are asked to calculate PV if FV=200

PV=FV /i*n

PV=200/1.1

PV=$181.4

Question No: 18 ( Marks: 1) - Please choose one

Which of the following provides the greatest inceato borrow?

__ A high real interest rate

__Allow real interest rate

_ A high nominal interest rate

__A'low nominal interest rate

Question No: 19 ( Marks: 1) - Please choose one

Which of the following represents the fisher’s etipra?

__ Nominal interest rate = real interest rate + infation

_ Nominal interest rate + inflation = real intereste

_ Nominal interest rate = real interest rate -atiéin

_ Nominal interest rate = real interest rate /atdin

Question No: 20 ( Marks: 1) - Please choose one

What will be the result of the difference of reatlanominal interest rate?
_ The cost of borrowing

_ The effect of inflation

_ The price of bonds

_ The return of bonds

nominal interest rate is equal to the real interat plus the expected rate of inflation
Question No: 21 ( Marks: 1) - Please choose one

Which of the following statement is true for ampet loan?

_ Payment includes interest and full amount of@pal

_ Payment includes only the interest

_ Payment includes both interest and some portionf ¢he principal

_ Principal amount is paid fully in the periodicypgents

These loans are amortized, meaning that the borrpayes off the principal along with
the interest over the life of the loan. Each paynmeciudes both interest and some
portion of the principal.



Question No: 22 ( Marks: 1) - Please choose one

A zero coupon bond:

_ Does not pay any coupon payments because trex issn default

_ Pays coupons only once a year versus the usica awyear

_ Promises a single future payment

_ Pays coupons only if the bond price is below fzalee

Question No: 23 ( Marks: 1) - Please choose one

Which of the following best expresses the formwoladetermining the price of a U.S.
Treasury bill per $100 of face vale?

_$100(1 +1i)

_$100/ (1 +in

_$100/ (1 +1)

_1+3$100/ (1 + i)

Question No: 24 ( Marks: 1) - Please choose one

If YTM equals the coupon rate the price of the band

_ Greater than its face value

__Lower than its face value

_ Equals to its face value

_ Insufficient information is given

Question No: 25 ( Marks: 1) - Please choose one

The return on the bond is equal to which of théofeing?

_ Coupon rate + rate of capital gains

_ Current yield + rate of capital gains

_ Coupon rate - rate of capital gains

_ Current yield - rate of capital gains

Question No: 26 ( Marks: 1) - Please choose one

A business cycle downturn shifts the bond supplé&

_ Right

_ Left

_No change

_ None of the given options

A business-cycle downturn shifts the bond supplgheleft and the bond demand to the
left. In this case the bond price can rise or fidpending on which shift is greater. But
interest rates tend to fall in recessions, so hwiwks are likely to increase
Question No: 27 ( Marks: 1) - Please choose one

In the long run, the yield curve tends to be whatkhe following?

_ Upward sloping

_ Downward sloping

_ Nearly vertical

_ Nearly horizontal

The yield curve’s upward slope is due to long-ténds being riskier than shortterm
bonds



Question No: 28 ( Marks: 1) - Please choose one

Yield curves show which of the followings?

_ The relationship between bond interest ratesdgjeand bond prices

_ The relationship between liquidity and bond iegtrates (yields)

_ The relationship between risk and bond interastsr (yields)

_ The relationship between time to maturity and bod interest rates (yields)
Question No: 29 ( Marks: 1) - Please choose one

Mr. Ghazanfar wants to invest Rs.2,000 in a bohithi$ bond is expected to receive a
return of Rs.100 per month and a tax of Rs.3 valtleducted on this return. Then Mr.
Ghazanfar made his decision by considering whidhefollowing fact?

_ He is attracted by Rs.100 return per month

__He considers Rs.100 less deduction for tax i.e.B8

_ He takes into consideration only the portionaof which is deducted

_ His decision will not be affected by any of theen factors

Question No: 30 ( Marks: 1) - Please choose one

Mr. Ali has a bond, which is issued by local goveamt of Punjab which is NOT true for
situation?

_ He faces tax affects on return on bond

_ His bond can also be named as municipal bond

_ He receive interest on that bond throughoutgéaod of bond

_ Default risk affects its return on bond

One of the primary reasons municipal bonds areidered separately from other types
of bonds is their special ability to provide taxeexpt income. Interest paid by the issuer
to bond holders is often exempt from all federaktg as well as state or local taxes
depending on the state in which the issuer is éatat

Question No: 31 ( Marks: 1) - Please choose one

Which of the following statement is true for theem sentence, "that tax affects the bond
return"?

_ Because only interest income they receive from bd is taxable

_ Because principal amount and interest income téesive from bond is taxable

__ Because bond holders are taxpayers

_ Because all bond is sold with a condition thatwél be deducted from its return
Question No: 32 ( Marks: 1) - Please choose one

The expectations theory of the term structure assum

_ Buyers of bonds consider bonds of different matuties to be perfect substitutes

_ Markets for different maturity bonds are comgieteparate

_ Buyers of bonds prefer bonds with shorter maagit

_ Buyers of bonds prefer bonds with longer maesiti



Question No: 33 ( Marks: 1) - Please choose one
The fact that common stockholders are residuaineats means:
_ The stockholders receive their dividends beforeather residuals are paid
_ The stockholders receive the remains after everpe else is paid
_ The stockholders are paid any past due divideeftse other claims are paid
The common stockholders are responsible foroafiarate debts
Questlon No: 34 ( Marks: 1) - Please choose one
An index number is a valuable tool because:
_ The number by itself provides all of the usefiifbrmation needed
The index provides a meaningful measurement scale calculate percentage
changes
__The index is more stable than the data it reflect
It does not require any calculations to competegntage changes
Questlon No: 35 ( Marks: 1) - Please choose one
The Theory of Efficient Markets:
_ Allows for higher than average returns if the inwestor takes higher risk
_ Says Insider-information makes markets lessiefftc
_ Rules out high returns due to chance
Assumes people have equal luck
Questlon No: 36 ( Marks: 1) - Please choose one
In a financial market where information is symmetri
_ The same information would be known by both pares in a transaction
_ One party to a transaction knows informationdtieer party does not
_ The ability to obtain information is availabledoly one party
All of the given options
Questlon No: 37 ( Marks: 1) - Please choose one
Which of the following has created an opportundgy $mall investors to participate in
economic activity?
_ Mutual funds
_ Small corporations
_ Stock brokers
Small investors cannot take part in economiovagti
Questlon No: 38 ( Marks: 1) - Please choose one
Money once consisted of Gold and silver coins whiele eventually replaced by which
of the following?
_ Plastic money
__ Paper money
_ Commodity money
E-money
Questlon No: 39 ( Marks: 3)
Briefly discuss different types of investment graidé Long term ratings be PACRA.
Answer : PACRA is the Pakistan Credit rating agewbjch rates different companies in
Pakistan who offer bonds or stocks to investorgyliate companies independently to
protect investors from companies who might defaott not pay the investors. Based on
their ratings given to different companies peopl®want to invest will know which
companies to go for investment and which to avbiee different types of investment



grades given of long term ratings given by them are

AAA : This is highest credit quality and has lowegpectation of risk

AA : Very high credit quality and very low expedtat of risk

A: High credit quality and low expectation of risk

BB : Good credit quality and as of now there is kexpectation of credit risk.
Question No: 40 ( Marks: 3)

Money is accepted in economic exchange. Discuss.

Question No: 41 ( Marks: 5)

“People differ in their opinions of how stocks shibbe valued”. Discuss it.



Question No: 1 ( Marks: 1) - Please choose one

Which of the following statement is true about tbkationship between bond ,coupon
payment and interest?

_ Coupon payments fall, the interest rate fallsl Bond price will rise

_ Coupon payments rise, the interest rate falls, @Bond price will rise

_ Coupon payments fall, the interest rate fallsl Bond price will fall

_ Coupon payments rise, the interest rate falld,Bond price will fall

The value of the coupon bond rises when the yeadypon payments rise and when the
interest rate falls

1 Lower interest rates mean higher bond prices &®lwersa.

Question No: 2 ( Marks: 1) - Please choose one

Which of the following institution takes direct degit from customer and gives loan to
customer directly?

_ Zarai Tarkaytee Bank LTD

__Soneri Bank

_ Khushali Bank

_ Credit union

Question No: 3 ( Marks: 1) - Please choose one

Which of the following is NOT true for financialstitutions?

_ It reduces the transaction cost

_ It reduces the information cost

_ It reduces the asymmetric information

_ It doesn’t make long term loans

Question No: 4 ( Marks: 1) - Please choose one

Often a bank will require a loan officer to makegmmal visits on customers with loans
outstanding. This is encouraged because:

_ The bank worries about competitors trying to Istesir customers

_ The bank wants to make sure the business isrstii

_ The bank likely has excess funds available am#fto make another loan to the
business

_ This is an effective monitoring technique and shdd reduce moral hazard
Question No: 5 ( Marks: 1) - Please choose one

Della's Donut Shop goes out of business due tcedstrg sales resulting from the
dramatic increase in people on low carbohydrates dighe decrease in business also
results in Della's defaulting on the loan they haité the bank. This is an example of:
__ Asymmetric information in financial markets

_ Lack of perfect information in financial markets

_Moral hazard in financial markets

__Adverse selection



Question No: 6 ( Marks: 1) - Please choose one

A bank can usually offer a saver a higher returrtie same risk because:

_ The bank can usually purchase assets at a higbethan any one saver

_ The bank can pool the resources of larger saretpurchase lower denominated
assets

_ Economies of scale can be applied by the bankiis purchase of assets
__None of the given options

Question No: 7 ( Marks: 1) - Please choose one

Without the ability of financial intermediaries pool the resources of small savers:
_ Borrowers needing large amounts of money wound fi less costly to obtain the funds
_ The economy would likely grow faster

_ People would likely save more

_ The risk associated with lending would increase

Question No: 8 ( Marks: 1) - Please choose one

The process of financial intermediation:

_ Creates a net cost to an economy but is unavieidab

_ Is used primarily in underdeveloped countries

_ Is always used when a borrower needs to obtaitsfu

_Increases the economy's ability to produce

Question No: 9 ( Marks: 1) - Please choose one

The Theory of Efficient Markets:

_ Allows for higher than average returns if thedstor takes higher risk

_ Says Insider-information makes markets lessiefitc

_ Rules out high returns due to chance

__Assumes people have equal luck

Question No: 10 ( Marks: 1) - Please choose one

If we ignore risk, the dividend discount model s#ys fundamental price of a stock is
simply:

_ The current dividend divided by the interest rateless the dividend growth rate
_ The annual growth rate of the dividend minusititerest rate divided by the
current dividend

_ The current dividend divided by the interest gates the dividend growth rate

_ The current dividend divided by the dividend gtiowate less the interest rate
Question No: 11 ( Marks: 1) - Please choose one

Which statement shows the major difference betvegerks and bonds?

_ Bonds pay their owners dividends while stocksipssrest

_ Bonds pay their owners interest while stocks pagividends

_ Interest on a bond is not guaranteed while diwideon stock are legally required
_ Bonds represent ownership while stock represistis



Question No: 12 ( Marks: 1) - Please choose one

The concept of limited liability says a stockholdé¢ila corporation:

__Is liable for the corporation’s liabilities, budthing more

__ Cannot receive dividends that exceed their inuest

_ Cannot own more than fiver percent of any puddigoration

__ Cannot lose more than their investment

Question No: 13 ( Marks: 1) - Please choose one

The liquidity premium theory suggests that yieldves should usually be:
_ Up-sloping

_Inverted

_ Flat

_ Up-sloping through year 1, then flat thereafter

Question No: 14 ( Marks: 1) - Please choose one

Which of the following statement is true about taands having same default rate and
tax status but different maturity dates?

_ It creates no effect on yield of bonds

_ Both of them have different yield

_ Liquidity risk factor should be taken into coresidtion

_ Itis impossible that default risk and tax stastisvo bonds are same
Question No: 15 ( Marks: 1) - Please choose one

A business cycle downturn shifts the bond supplé&

_ Right

_ Left

_No change

_ None of the given options

A business-cycle downturn shifts the bond supplheleft and the bond demand to the
left. In this case the bond price can rise or tédpending on which shift is greater. But
interest rates tend to fall in recessions, so hpiwes are likely to increase.
Question No: 16 ( Marks: 1) - Please choose one

An increase in the expected inflation shifts thaddemand to the

_ Right

_ Left

_No change

__None of the given options

Question No: 17 ( Marks: 1) - Please choose one

An increase in the expected inflation shifts thadeupply to the

_ Right

_ Left

__No change

__None of the given options



Question No: 18 ( Marks: 1) - Please choose one
Current yield did NOT measure which of the follog/th
_ Return arises from coupon payment
_ Capital gain and loss
_ Return arises from bond holding till maturity
_ All of the given options
Question No: 19 ( Marks: 1) - Please choose one
Current yield is equal to which of the following?
_ Price paid / yearly coupon payment
_ Price paid *yearly coupon payment
_ Yearly coupon payment / face value of bond
_ Yearly coupon payment / price paid
Question No: 20 ( Marks: 1) - Please choose one
The relationship between the price and the inteegstfor a zero coupon bond is best
described as
_Volatile
_ Stable
_ Inverse
_ No relationship
Question No: 21 ( Marks: 1) - Please choose one
Which of the following statement is NOT true fomsols?
_ Consol offers only periodic interest payments
_ Borrower never repays the principal
_ There are Government and as well as private conlso
_ Price of a consol is the present value of allftitere interest payments
There are no privately issued consols becausegavgrnments can credibly promise to
make payments forever
Question No: 22 ( Marks: 1) - Please choose one
Is the strategy of reducing overdll Ioig making two investments with
opposing risks.
_ Spreading the risk
_ Standard deviation
_ Hedging the risk
_ Variance
Hedging is the strategy of reducing overall risknbgking two investments with
opposing risks so that when one does poorly theratbes well and vice versa.
Question No: 23 ( Marks: 1) - Please choose one
The variance is generally less useful than thedstahdeviation on which of the
following reasons?
__Variance is easier to calculate
_Variance is a measure of risk, whereas standari@tibn is a measure of return
_ Variance isn't calculated in the same units as paffs where as standarad
deviation is
_ Both are equally useful



Question No: 24 ( Marks: 1) - Please choose one
Suppose a $1000 investment has a fixed return gb&®annum, which one of the
following statement is NOT true for this investnignt
__lts return can be calculated
_ It's arisky investment
__ It will give return annually
__lts future value is known
Question No: 25 ( Marks: 1) - Please choose one
If a bond sells at a premium, where price exceads ¥alue, then we would expect to
see:
_ Market interest rate the same as the coupon rate
_ Market interest rates above the coupon rate
_ Market interest rates below the coupon rate
__None of the given options
Question No: 26 ( Marks: 1) - Please choose one
The rule of 72 says that at 12% interest $100 shbetome $200 in about
__ 72 months
_ 100 months
12 years
__ 8.2 years
Question No: 27 ( Marks: 1) - Please choose one
A borrower is promised a $100 payment (includirtgriest) one year from today. If the
lender has an 8% opportunity cost of money, helshoeiwilling to accept what amount
today?
_Rs.100.00
_Rs.108.20
_Rs.92.59
_Rs.96.40
Question No: 28 ( Marks: 1) - Please choose one
is the today's value of a paymentighaomised to be made in the future.
_ None of the given options
_ Future value
_ Present value
__Agreed value
The present value is the value today of a paynietti$ promised to be made in the
future. It is the amount that must be invested yddarder to realize a specific amount
on a given future date
Question No: 29 ( Marks: 1) - Please choose one
The future value of $100 left in a savings accaarhing 4.5% for two and a half years
is best expressed by:
_ $100(1.045)3/2
_$100( 0.45)2.5
_$100(1.045)2.5
_ 100 x 2.5 x (1.045)
Question No: 30 ( Marks: 1) - Please choose one
What is relationship between interest rate andréutalue?



_ Lower the interest rate higher will be the futuatue

_ Higher the interest rate higher will be the future value

_ Higher the interest rate lower will be the futvedue

_ Interest rate has no effect on future value

Question No: 31 ( Marks: 1) - Please choose one

Which of the following is a financial market in vahi a borrower obtains funds from a
lender by selling newly issued securities?

_ Secondary market

_ Primary market

__ Over the counter market

_ Centralized market

In a primary market a borrower obtains funds frolaraler by selling newly issued
securities. Most of the action in primary markedgg on out of public view. Most
companies use an investment bank, which will dategra price and then purchase the
company'’s securities in preparation for resaldients; this is called underwriting. We
hear more about the secondary markets where peaplbuy and sell existing securities.
Question No: 32 ( Marks: 1) - Please choose one

Repurchase agreements are:

_ The most liquid of all money market instruments

_ Inuse for hundreds of years

_ Loans of deposits at the Federal Reserve

_ Short term loans with Treasury bills as collatera

Question No: 33 ( Marks: 1) - Please choose one

Considering the value of a financial instrumeng, liimger the time until the promised
payment is made:

_ The less valuable is the promise to make it sintiene is valuable

_ The greater the risk, therefore the promise heatgr value

_ The more valuable is the promise to make it

_ It has no effect on the value of instrument

Question No: 34 ( Marks: 1) - Please choose one

A Financial Intermediary:

_Is an agency that guarantees a loan

__Isinvolved in direct finance

__Would be used in indirect finance

__None of the given options

Question No: 35 ( Marks: 1) - Please choose one

The Consumer Price Index (CPI):

_ Tends to overstate inflation due to substitutiorias

__Tends to understate actual inflation

__Is more accurate than the GDP deflator

_ Is based on basket of goods that changes manitiiyconsumer expenditures



Question No: 36 ( Marks: 1) - Please choose one
All of the following are the components o2 BXCEPT?
Mz
_ Saving deposits
_ Travelers cheques
_ Mutual funds shares
Question No: 37 ( Marks: 1) - Please choose one
Which of the following statement truly represerits thain difference between debit card
and store value card?
_ Debit card is operated by ATM machine while Storevalue card doesn’t
_ Debit card appearance is different from Storeealard
_ Debit card is not specific for user but storeueatard is specific
_ Debit card is specific for user but store valaedds not
Question No: 38 ( Marks: 1) - Please choose one
In electronic transfer the most common method setoad money through a
systemmaintained by Federal reserve called
_ Fedex
_ Fedwire
_ Fedtransfer
__ Fedmoney
One wire transfer system used generally to tradafge dollar amounts instantaneously
and which is provided by the US Federal ReservéeBys
Question No: 39 ( Marks: 1) - Please choose one
The one that you get from bank when you open ybacking account is
_ Debit card
_ Credit card
_ Store value card
_ Customer card
Question No: 40 ( Marks: 1) - Please choose one
Mr. Ghazanfar has assets which when convertedsto, ggeld more currency then he
needs to pay his debt. Which of the following staat best suites Mr. Ghazanfar?
_ Mr. Ghazanfar earns good income
_ Mr. Ghazanfar is a wealthy person
_ All of the given options
__ Mr. Ghazanfar has a lot of money at point in time
Question No: 41 ( Marks: 10)
What are five core principles of financial systeBi8cuss it in detail.
Answer:
Financial System
In finance, the financial system is the system #fiatvs the transfer of money between
savers and borrowers.
Five Core Principles of the Financial System & Detits:
According to Mr. Brown, five core principles of Eincial System, as outlined below:
1) First, transparency means bringing the so-cadleddow banking system’
into the regulatory system, not operating paratiet. And across the world,
financial institutions need to be supervised notbiat name they give




themselves - be it banks, hedge funds or investfneds - but on what they do.

We also need to ensure that all jurisdictions hsag offshore havens - and all
important markets are covered by global supervision

2) Second accountability means boardroom integribhgre boards of directors

must understand and be held responsible for tke tieey undertake. And credit

rating agencies need to be free of conflicts adrest and be properly licensed.

3) Third, responsible risk taking means an endhéoetxcesses from shorttermism; instead
rewarding people for long term success not shamt tieals. But to be most effective it
has to be done internationally. A race to the oti®in no one’s interest. So we should
agree a new international approach to pay and bstnustures.

4) The fourth principle of prudential regulation ams taking into account the

effect of a bank’s capital, liquidity, solvency acohduct on the whole financial

system.

5) Finally, he stated: “Lastly, international coeoation lies at the heart of all

our changes - recognizing that financial institatidhat work across borders need to be
under cross border supervision too and regulatoosié country must cooperate far more
closely with regulators in other countries to ceeatglobal network of regulation that
captures the risks to us all.

Other Principles of Financial are below:

a. Facilitate Payments

b. Channel Funds from Savers to Borrowers

c. Enable Risk Sharing



Question No: 1 ( Marks: 1) - Please choose one

Which of the following are without maturity dates?

_ Zero coupon bonds

_ Coupon securities

_Consols

_ Preferred Bonds

Question No: 2 ( Marks: 1) - Please choose one

Which of the following institution takes direct degit from customer and gives loan to
customer directly?

_ZaraiTarkaytee Bank LTD

_Soneri Bank

_Khushali Bank

_ Credit union

Question No: 3 ( Marks: 1) - Please choose one

Mr. Ghazanfar obtains a home improvement loan fAdiled Bank.This loan is:
_ Mr. Ghazanfar's asset and the bank’s liability

__ Mr. Ghazanfar 's asset, but the liability belotggthe bank's depositors
_ Mr. Ghazanfar 's liability and an asset for the lank

_ Both Mr. Ghazanfar's and bank's liability

Question No: 4 ( Marks: 1) - Please choose one

Components of MDO NOT include which one of the following?

_ Currency in the hands of public

_ Demand deposits

_ Small denominations time deposit

_ Checkable deposits

Question No: 5 ( Marks: 1) - Please choose one

Which of the following has created an opportundgy $mall investors to participate in
economic activity?

_Mutual funds

_ Small corporations

_ Stock brokers

_ Small investors cannot take part in economiovagti

Question No: 6 ( Marks: 1) - Please choose one

Which of the following is NOT an example of finaatinstitutions?

__ Bank

_ Securities firm

_Stock exchange

_ Insurance company

Question No: 7 ( Marks: 1) - Please choose one

Requiring a large deductible on the part of anriedus one way insurers treat the
problem of:

_ Free-riding

_Moral hazard

_Adverse selection

_ The Lemons market



Question No: 8 ( Marks: 1) - Please choose one

In a financial market where information is symmetri

_The same information would be known by both partis in a transaction
_One party to a transaction knows information ttieoparty does not

_The ability to obtain information is availabledoly one party

_ All of the given options

Question No: 9 ( Marks: 1) - Please choose one

When stock prices reflect fundamental values:

_ All investors will experience capital gains

_All companies will have an easier task of obtagrfinancing for investment projects
_The allocation of resources will be more efficient

_The overall level of the stock market should mbigher continuously
Question No: 10 ( Marks: 1) - Please choose one

An index number is a valuable tool because:

_The number by itself provides all of the usefdibimation needed

_The index provides a meaningful measurement scale calculate percentage
changes

_The index is more stable than the data it reflects

_It does not require any calculations to computegrgage changes

Question No: 11 ( Marks: 1) - Please choose one

The concept of limited liability says a stockhol@dé¢ila corporation:

_Is liable for the corporation's liabilities, butthing more

_Cannot receive dividends that exceed their investm

_Cannot own more than fiver percent of any pubdigoration

_Cannot lose more than their investment

Question No: 12 ( Marks: 1) - Please choose one

Other things remaining equal, the liquidity premithrory is based upon the idea that

_ Investors prefer long-term bonds

_Investors prefer short-term bonds

_ Investors are indifferent between short-term land-term bonds

_ Investors prefer intermediate-term bonds

Question No: 13 ( Marks: 1) - Please choose one

Which one of the following is NOT true for the expetion hypothesis?
_ Risk free interest rate can be computed

_There is uncertainty in the future

_ Identifying yield of bond today that will be alable next year

_It focuses on risk free interest rate and the rishremium

Question No: 14 ( Marks: 1) - Please choose one

A graph of the term structure with YTM on Y-axisdaiime to maturity on X-axis is
called:

_ Demand curve

_ Supply curve

__Yield curve

_Leffer curve

Question No: 16 ( Marks: 1) - Please choose one



The are an assessment of the crediinesst of the corporate issuer.
_ Bond yield

_ Bond ratings

__Bond risk

_ Bond price

Question No: 17 ( Marks: 1) - Please choose one

The bond rating of a security refers to which & fbllowings?

_The size of the coupon payment relative to the fedue

_The return a holder is likely to receive

_The likelihood the lender/borrower will be repaidby the borrower/issuer
_The years until the bond matures

Question No: 18 ( Marks: 1) - Please choose one

An increase in the expected inflation shifts thaddemand to the
_Right

_Left

_No change

_None of the given options

Question No: 19 ( Marks: 1) - Please choose one

The current yield on a $10,000, 5% coupon bondnggelor $8,000 is:
_6.25%

_7.50%

_ 8.00%

_ 5.00%

Question No: 20 ( Marks: 1) - Please choose one

If the annual interest rate is 6% (.06); the pota one year Treasury bill would be:
_$94.00

_$94.33

_$95.25

_$96.10

Question No: 21 ( Marks: 1) - Please choose one

The return on holding a bond till its maturity mlled:

_ Coupon rate

_Yield to maturity

_ Current yield

_ Fixed return

Question No: 22 ( Marks: 1) - Please choose one

Which of the following best describes the relatlupsetween Bond prices and yields?
_ Move together directly

_ Independent of each other

_ Move together inversely

_ Bond yields do not change since the coupon efix




Question No: 23 ( Marks: 1) - Please choose one
Mr. A has a Treasury bill with a maturity period®months where as Mr. B has a bond
with a maturity period of 1 year. Which of the taMing statement is NOT true for this
situation?
_ Mr. A has paid less price for his bond than Mr. B
_ Mr. A and Mr. B is a holder of zero coupon bond
__ Mr. A will receive payment at the end of the nmayuperiod
_ Mr. B will receive the payment at the end of thaturity period
Question No: 24 ( Marks: 1) - Please choose one
What is true relationship between return and risk?
_ Lower the risk greater the return
_Greater the risk greater the return
_ Greater the risk no change in return
_ No relationship between them
Question No: 25 ( Marks: 1) - Please choose one
Sum of all the probabilities should be equal tocklone of the following?
__Zero
_One
_Two
__Three
Question No: 26 ( Marks: 1) - Please choose one
measures the probability of worst outconamy investment project.
_ Variance
_ Standard deviation
_Value at risk
_ Hedging
Question No: 27 ( Marks: 1) - Please choose one
The variance is generally less useful than thedstahdeviation on which of the
following reasons?
_ Variance is easier to calculate
_ Variance is a measure of risk, whereas standaridtibn is a measure of return
_Variance isn't calculated in the same units as payfs where as standard deviation
is
_Both are equally useful
Question No: 28 ( Marks: 1) - Please choose one
A credit market instrument that pays the ownexadicoupon payment every year until
the maturity date and then repays the face valoalied:
_ Simple loan
_ Fixed-payment loan
_ Coupon bond
_ Discount bond



Question No: 29 ( Marks: 1) - Please choose one

Which of the following provides the greatest inceato borrow?

_A high real interest rate

_Alow real interest rate

_A high nominal interest rate

_Alow nominal interest rate

Question No: 30 ( Marks: 1) - Please choose one

An investment carrying a current cost of $130,308ding to generate $70,000 of
revenue for each of the next three years. To catieuhe internal rate of return we need
to:

_Calculate the present value of each of the $70p@9nents and multiply these and set
this equal to $130,000

_ Take the present value of $210,000 for threesylfam now and set this equal to
$130,000

_Set the sum of the present value of $70,000 forakeof the next three years equal to
$130,000

_Subtract $130,000 from $210,000 and set thisreiffee equal to the interest rate
Question No: 31 ( Marks: 1) - Please choose one

A borrower is promised a $100 payment (includirtgriest) one year from today. If the
lender has an 8% opportunity cost of money, helghoeiwilling to accept what amount
today?

_Rs.100.00

_Rs.108.20

_Rs.92.59

_Rs.96.40

Question No: 32 ( Marks: 1) - Please choose one

Which one of the following is NOT an example of @ahzed exchange?

_ New York Stock Exchange

_ NASDAQ

_ Large exchanges in London

_ Large exchanges in Tokyo

Question No: 33 ( Marks: 1) - Please choose one

Financial intermediaries provide small lender-sa\al of the following advantages
EXCEPT:

_ Greater liquidity

_ Lower transaction cost

__ Lower risk

_Higher return

Question No: 34 ( Marks: 1) - Please choose one

The shares of McDonald Corporation stock are exaspf:

_A standardized financial instrument

_A standardized financial liability instrument

_A non-standardized financial instrument

_A means of payment

Question No: 35 ( Marks: 1) - Please choose one

Which of the following statements is NOT correct?



_ Banks are financial intermediaries

_Financial intermediary involves in giving loan aactepting deposit

_All financial intermediaries are insurance compani

_Financial intermediaries increase the efficientthe economy

Question No: 36 ( Marks: 1) - Please choose one

Economic research shows:

_There is a strong inverse correlation betweemfired market development and
economic growth

_There is weak relation between financial markeetigoment and economic growth
around 0.25

_There is a relatively strong positive correlatiorbetween financial market
development and economic growth

_There isn't any correlation between financial readevelopment and economic
growth

Question No: 37 ( Marks: 1) - Please choose one

Which of the following statements is correct?

_If you can buy the same goods this year as yoglidast year with less money the
money supply decreased.

_To purchase the same goods today that were purclekone year ago requires
more money, there must have been inflation

_To purchase the same goods today as one yeaeaigjoes less money, the money
supply must have increased

_To purchase the same goods today that were p@ctiose year ago requires the same
amount of money, there must have been inflation

Question No: 38 ( Marks: 1) - Please choose one

The one that you get from bank when you open ybacking account is

_Debit card

_ Credit card

_ Store value card

_ Customer card

Question No: 39 ( Marks: 1) - Please choose one

Wealth can be held in number of other forms buuse to hold money because of which
one of the following reason?

_lItis the only mode of payment

_ltis an asset

_Itis most liquid

_lItis the only store of value

Question No: 40 ( Marks: 1) - Please choose one

Which of the following are used to monitor and gtaé the economy?

_ Stock exchanges

__ Commercial Banks

_Central Banks

_Financial institutions



Quiz Start Time: 11:34 PM Time Left 86
sec(s)

Question # 14 of 15 ( Start time: 11:40:53 PM )al darks: 1
Which one of the following is true for financialtérmediaries?
Select correct option:

Channel funds from savers to borrowers

Greatly enhance economic efficiency

Have been an source of many financial innovations
All of the given options

Answer=1

Question # 15 of 15 ( Start time: 11:41:27 PM )aldarks: 1
The Financial Systems makes it easier to tradeused&
Select correct option:

Facilitate Payments

Channels Funds from Savers to Borrowers
Enables Risk Sharing

All of the given options

Answer=4

Question # 1 of 15 ( Start time: 11:46:56 PM ) Tarks: 1
The return on holding a bond till its maturity elled:
Select correct option:

Coupon rate

Yield to maturity
Current yield

Internal rate of return

Answer=2



Question # 2 of 15 ( Start time: 11:47:50 PM ) Tdarks: 1

Which of the following statement is true about tektion ship between bond
,coupon payment and interest?

Select correct option:

Coupon payments fall, the interest rate falls, Bodd price will rise
Coupon payments rises, the interest rate falls,Baomdl price will rise
Coupon payments fall, the interest rate falls, Bodd price will fall
Coupon payments rise, the interest rate falls,Bomtd price will fall

Answer=2

Question # 3 of 15 ( Start time: 11:48:54 PM ) TMarks: 1
GDP deflator is called
Select correct option:

Retailer price index
Consumer price index
Producer price index
None of above

Answer=4

Question # 4 of 15 ( Start time: 11:49:26 PM ) Tarks: 1
Debt instruments is categorized on the basis o€lwbne of the following?
Select correct option:

Loan maturity period
Interest rates

Mode of payment of interest
Amount of the debt taken

Answer=1

Question # 5 of 15 ( Start time: 11:50:01 PM ) TMarks: 1
Which characteristic are common both in money audisties
Select correct option:

Transfer of risk, store of value
Unit of account, mean of payment
Mean of payment, transfer of risk
Store of value, mean of payment

Answer=4



Question # 6 of 15 ( Start time: 11:50:50 PM ) Tédarks: 1
Spreading involves:
Select correct option:

Finding assets whose returns are perfectly nedgptoeerelated
Building a portfolio of assets whose returns magether
Investing in bonds and avoiding stocks during laes$
Adding assets to a portfolio that move indepengentl

Answer=4

Question # 7 of 15 ( Start time: 11:51:35 PM ) TéMarks: 1
Saving occurs normally in ..........
Select correct option:

Early age
Middle age
Old age

None of above

Answer=2

Quiz Start Time: 11:46 PM Time Left 85
sec(s)

Question # 8 of 15 ( Start time: 11:52:01 PM ) Téarks: 1
Consumer Price Index (CPI) measures the:
Select correct option:

Changes in the quantity
Changes in the prices
Changes in the cost
Changes in the profit

Answer=2

Question # 9 of 15 ( Start time: 11:53:13 PM ) Tarks: 1
Stock exchange is an example of:
Select correct option:

Financial company
Financial institution
Financial market
Bank



Answer=3

Question # 10 of 15 ( Start time: 11:53:55 PM )aldarks: 1
Which of the following would be considered charaste of money?
Select correct option:

It is store of value

It pays a higher return than most assets
It is in fixed supply

It is legal tender everywhere in the world

Answer=1

Question # 11 of 15 ( Start time: 11:54:31 PM )aldarks: 1

Which one of the following is the strategy of reshgcoverall risk by making two
investments which are totally independent of eabler@

Select correct option:

Spreading the risk
Standard deviation
Hedging the risk
Variance

Answer=3

Question # 12 of 15 ( Start time: 11:55:12 PM )aldarks: 1

Which one of the following is a component of wedttht is held in a readily
spendable form?

Select correct option:

Money
Bonds
Stocks
Income

Answer=2
Question # 13 of 15 ( Start time: 11:55:38 PM )aldarks: 1
If YTM is greater than the coupon rate the pricéhaf bond is

Select correct option:

Greater than its face value
Lower than its face value



Equals to its face value
All of the given options

Answer=2

Question # 14 of 15 ( Start time: 11:56:33 PM )aldarks: 1
Which is broadly used as money aggregate?
Select correct option:

M1
M2
M3
None of above

Answer=2

Question # 15 of 15 ( Start time: 11:57:04 PM )al &arks: 1
is the value today of a payment that is promisdoet made in the future.
Select correct option:

Future value

Present value

Agreed value

None of the given options
Answer=1

Question # 1 of 15 ( Start time: 12:07:09 AM ) Tid¥arks: 1
Investors will hold higher compensation for the investment.
Select correct option:

More risky

Less risky

Fixed return

Less dividend

Answer=1

# 2 of 15 ( Start time: 12:08:01 AM ) Total MarKs:
The risk premium for an investment:

Select correct option:

Increases with risk

Is a fixed amount added to the risk free return

Is negative for U.S. Treasury Securities

Is negative for risk averse investors

Answer=3



Question # 3 of 15 ( Start time: 12:08:46 AM ) Tid¥arks: 1
Stock exchange is an example of:

Select correct option:

Financial company

Financial institution

Financial market

Bank

Answer=3

Question # 4 of 15 ( Start time: 12:09:48 AM ) Tidéarks: 1
We need to carry out day to day transactions.
Select correct option:

Money

Bonds

Stocks

Loans

Answer=1

Question # 5 of 15 ( Start time: 12:10:18 AM ) Tidvarks: 1
Which of the following would be included in a defian of risk?
Select correct option:

Risk is a not measure of uncertainty

Risk is unavoidable

Risk doesn't have a time horizon

Risk seldom involves some future payoff

Answer=1

Question # 6 of 15 ( Start time: 12:11:38 AM ) Tid¥arks: 1

Which one of the following is the strategy of reshgcoverall risk by making two
investments which are totally independent of eabler@

Select correct option:

Spreading the risk

Standard deviation

Hedging the risk

Variance

Answer=3



Question # 7 of 15 ( Start time: 12:13:02 AM ) Tid¥arks: 1
Coupon bonds make the annual payments which deslcad
Select correct option:

Annual payments

Fixed payments

Coupon payments

Maturity payment

Answer=3

Question # 8 of 15 ( Start time: 12:14:11 AM ) Tid¥arks: 1
Which of the following is the least liquid of all?

Select correct option:

Money

Bonds & stocks

Lands & buildings

None of the given options

Answer=3

Question # 9 of 15 ( Start time: 12:14:37 AM ) Tid¥arks: 1

The current yield on a $10,000, 5% coupon bondrggetor $8,000 is:
Select correct option:

5.00%

6.25%

7.50%

8.00%

Answer=2

Question # 10 of 15 ( Start time: 12:16:09 AM ) didWlarks: 1
With direct finance we mean which of the following?
Select correct option:

Individuals (or firms) borrow directly from the sag
Individuals (or firms) borrow directly from banks.
Individuals deposit savings directly in banks.

Firms deposit savings directly in banks.

Answer=1

Question # 11 of 15 ( Start time: 12:16:39 AM ) dld¥larks: 1
Diversification is the principle of:

Select correct option:

Holding more than one risk at a time

Reducing the risks we carry to just two



Creating risk to increase returns
Eliminating investments from our portfolio that leaxiosyncratic risk

Answer=1

Question # 12 of 15 ( Start time: 12:17:22 AM ) Tidvkarks: 1
Internal Rate of Return is .

Select correct option:

Present value of investment

Future value of its investment +Cost of investment

Cost of investment

Present value of investment + cost of investment

Answer=4

Question # 13 of 15 ( Start time: 12:19:14 AM ) didWlarks: 1
If YTM equals the coupon rate the price of the band )
Select correct option:

Greater than its face value

Lower than its face value

Equals to its face value

Insufficient information

Answer=3

Question # 14 of 15 ( Start time: 12:20:49 AM ) didWarks: 1

Which of the following best expresses the proceel@mder receives from a simple
loan?

Select correct option:

PV +i)

FV/i

PV +i

PVIi

Answer=1

Question # 15 of 15 ( Start time: 12:21:18 AM ) dld¥larks: 1

Mark borrows $8,000 and then repays $8,600 to ABGkbWhat is the amount of
interest in this payment?

Select correct option:

$600

$500

$400

$100



Answer=1

of the following best expresses the payment a leretives for lending their money
for four years?
Select correct option:

PV(1+i)4
PV/(1 + i)4
4PV

PV/(1 - i)4

Answer=1

If YTM is greater than the coupon rate the pricéhef bond is
Select correct option:

Greater than its face value
Lower than its face value
Equals to its face value

All of the given options

Answer=2

Which of the following best describes checks?
Select correct option:

A means of payment

Money

Not a promise of any kind

Not acceptable by the U.S. Government for paymetexe@s.

Answer=1

longer the time (n) until the payment:
Select correct option:

The lower the present value

The higher the present value because time is viguab
The lower must be the interest rate

Time has no effect on present value

Answer=2

Which of the following expresses 6.5%7?



Select correct option:

0.0065
6.50
0.650
0.0650

Answer=2

The price of a coupon bond can best be described as
Select correct option:

The present value of the face value

The future value of the coupon payments and the Vatue

The present value of the coupon payments

Both The present value of the face value and otthpon payments

Answer=4

Spreading involves:
Select correct option:

Finding assets whose returns are perfectly nedgptoeerelated
Building a portfolio of assets whose returns magether
Investing in bonds and avoiding stocks during lae$
Adding assets to a portfolio that move indepengentl

Answer=4

Which of the following best expresses the proceel@sder receives from a simple
loan?
Select correct option:

PV(L +i)
FV/i
PV +i



PVI/i

Answer=1

The return on the bond is equal to which of théofeing?
Select correct option:

Coupon rate + rate of capital gains
Current yield + rate of capital gains
Coupon rate - rate of capital gains

Current yield - rate of capital gains

Answer=2

# 10 of 15 ( Start time: 12:39:09 AM ) Total MarHs:

If the annual interest rate is 6%, the price ofyaear Treasury bill with $100 face
value would be:

Select correct option:

$94.00
$94.33
$95.25
$96.10

Answer=2

Which one of the following is a component of wedltht is held in a readily
spendable form?
Select correct option:

Money
Bonds
Stocks
Income

Answer=2

The risk premium for an investment:
Select correct option:

Increases with risk



Is a fixed amount added to the risk free return
Is negative for U.S. Treasury Securities
Is negative for risk averse investors

Answer=1

When the price of a bond is above face value:
Select correct option:

The yield to maturity will be above the coupon rate
The yield to maturity is below the coupon rate

The yield to maturity will equal zero

The yield to maturity will equal the coupon rate

Answer=2

With direct finance we mean which of the following?
Select correct option:

Individuals (or firms) borrow directly from the sag
Individuals (or firms) borrow directly from banks.
Individuals deposit savings directly in banks.
Firms deposit savings directly in banks.

Answer=1

Question # 15 of 15 ( Start time: 12:44:12 AM ) didWlarks: 1
Which of the following financial instruments usedhparily as store of value?
Select correct option:

Options

Stocks

Home mortgage
Bonds

Answer=4

Question # 15 of 15 ( Start time: 12:45:33 AM ) didWlarks: 1
is the interest rate at which the present valurialhreveneu equals the cost
of the investment.
Select correct option:
Fixed rate of interest
Internal rate of return
Variable rate of interest
Nominal rate of interest



Answer=2

Which of the following financial instruments usednparily as store of value?
Select correct option:

Options

Stocks

Home mortgage
Bonds

Answer=4

Question # 3 of 15 ( Start time: 12:49:28 AM ) Tid¢arks: 1

Which of the following best represent the true tielaships between interest rates and
bond prices?

Select correct option:

Move in the same direction
Move in opposite direction

Answer=2

Question # 6 of 15 ( Start time: 12:52:07 AM ) Tidéarks: 1

Which one of the following is the strategy of reshgcoverall risk by making two
investments which are totally independent of eabler@

Select correct option:

Spreading the risk
Standard deviation
Hedging the risk
Variance

Answer=3

Question # 7 of 15 ( Start time: 12:52:36 AM ) Tid¥arks: 1

The relationship between the price and the inteegstfor a zero coupon bond is best
described as:

Select correct option:

Volatile



Stable
Non-existent
Inverse

Answer=4

Question # 8 of 15 ( Start time: 12:52:51 AM ) Tid¥arks: 1
Coupon bonds make the annual payments which deslcad
Select correct option:

Annual payments
Fixed payments

Coupon payments
Maturity payment

Answer=3

Question # 9 of 15 ( Start time: 12:53:11 AM ) Tid¥arks: 1
What characteristic of money is not included insgi@s characteristics
Select correct option:

Mean of payment
Unit of account
Store of value
Transfer of risk

Answer=1

Question # 10 of 15 ( Start time: 12:53:32 AM ) didWlarks: 1
Which of the following financial instruments usedhparily as store of value?
Select correct option:

Options

Stocks

Home mortgage
Bonds

Answer=4



Question # 11 of 15 ( Start time: 12:53:57 AM ) didWarks: 1
A is a promise to make a series of payments onfgp&dure date.
Select correct option:

Stock
Bond
Loan
Cheque

Answer=2

Question # 12 of 15 ( Start time: 12:54:21 AM ) dld¥larks: 1

If the annual interest rate is 6%, the price ofyear Treasury bill with $100 face
value would be:

Select correct option:

$94.00
$94.33
$95.25
$96.10

Answer=2

Question # 13 of 15 ( Start time: 12:54:38 AM ) dld¥larks: 1
Which of the following is the measure of likelihotitht an event will occur?
Select correct option:

Risk
Probability
Frequency
Outcom

Answer=2

Question # 14 of 15 ( Start time: 12:55:44 AM ) dldWlarks: 1
GDP deflator is called
Select correct option:



Retailer price index
Consumer price index
Producer price index
None of above

Answer=4

Question # 15 of 15 ( Start time: 12:56:17 AM ) did¥Wlarks: 1
Which of the following are used to monitor and #taé the economy?
Select correct option:

Stock exchanges
Commercial Banks
Central Banks
Financial institutions

Answer=3

Question # 1 of 15 ( Start time: 12:58:32 AM ) Tid¥arks: 1
What is primary cause of inflation?
Select correct option:

Energy crises

Gold reserve shortage
Issue excessive currency
Rising cost of input

Answer=3

Question # 2 of 15 ( Start time: 12:59:02 AM ) Tid¥arks: 1
With direct finance we mean which of the following?
Select correct option:

Individuals (or firms) borrow directly from the sae
Individuals (or firms) borrow directly from banks.
Individuals deposit savings directly in banks.
Firms deposit savings directly in banks.



Answer=1

Question # 3 of 15 ( Start time: 12:59:33 AM ) Tid¢arks: 1
A loan that is used to purchase the real estdedsn as:
Select correct option:

Real estate loan
Home mortgages
Fixed payment loan
Home loan

Answer=3

Question # 4 of 15 ( Start time: 01:00:04 AM ) Tid¢arks: 1

If the annual interest rate is 6%, the price ofyaear Treasury bill with $100 face
value would be:

Select correct option:

Answer=2

Question # 5 of 15 ( Start time: 01:00:22 AM ) Tid¥arks: 1
Which of the following expresses 6.5%7
Select correct option:

0.0065
6.50
0.650
0.0650

Answer=4

Question # 6 of 15 ( Start time: 01:00:55 AM ) Tid¢arks: 1
If YTM is greater than the coupon rate the pricéhaf bond is
Select correct option:

Greater than its face value
Lower than its face value
Equals to its face value

All of the given options

Answer=2



Question # 7 of 15 ( Start time: 01:01:56 AM ) Tid¥arks: 1
The return on holding a bond till its maturity &lled:
Select correct option:

Coupon rate

Yield to maturity
Current yield

Internal rate of return

Answer=2

Question # 8 of 15 ( Start time: 01:02:24 AM ) Tid¥arks: 1
When the price of a bond is above face value:
Select correct option:

The yield to maturity will be above the coupon rate
The yield to maturity is below the coupon rate

The yield to maturity will equal zero

The yield to maturity will equal the coupon rate

Answer=2

Question # 9 of 15 ( Start time: 01:03:05 AM ) Tid¥arks: 1
The Financial Systems makes it easier to tradeuseda
Select correct option:

Facilitate Payments

Channels Funds from Savers to Borrowers
Enables Risk Sharing

All of the given options

Answer=4

Question # 10 of 15 ( Start time: 01:04:04 AM ) didWarks: 1

Which one of the following is a component of wedttht is held in a readily
spendable form?

Select correct option:



Money
Bonds
Stocks
Income

Answer=2

Question # 11 of 15 ( Start time: 01:04:34 AM ) didWarks: 1
A zero coupon bond:
Select correct option:

Does not pay any coupon payments because the issnatefault
Pays coupons only once a year versus the usua twyear
Promises a single future payment

Pays coupons only if the bond price is below faaleie

Answer=3

Question # 13 of 15 ( Start time: 01:05:49 AM ) didWarks: 1

When the auto manufacturing industry does poorly tdua recession this is an
example of:

Select correct option:

Idiosyncratic risk
Systematic risk
Risk premium
Unique risk

Answer=1

Question # 14 of 15 ( Start time: 01:06:25 AM ) dld¥Wlarks: 1
Diversification is the principle of:
Select correct option:

Holding more than one risk at a time

Reducing the risks we carry to just two

Creating risk to increase returns

Eliminating investments from our portfolio that leardiosyncratic risk

Answer=1



Question # 15 of 15 ( Start time: 01:06:54 AM ) didWlarks: 1
Which of the following is NOT an example of finaatinstitutions?
Select correct option:

Banks

Securities firms
Stock exchanges
Insurance companies

Answer=3

Question # 2 of 15 ( Start time: 01:08:38 AM ) Tld¥karks: 1
is the interest rate at which the present valueialhreveneu equals the cost
of the investment.
Select correct option:
Fixed rate of interest
Internal rate of return
Variable rate of interest
Nominal rate of interest

Answer=2

Question # 3 of 15 ( Start time: 01:09:21 AM ) Tid¥arks: 1

A zero coupon bond:

Select correct option:

Does not pay any coupon payments because the isSnatefault
Pays coupons only once a year versus the usua awear
Promises a single future payment

Pays coupons only if the bond price is below faaleie

Answer=3

Question # 4 of 15 ( Start time: 01:09:56 AM ) Tidéarks: 1
Which of the following represents the fisher’s etjpra?
Select correct option:

Nominal interest rate = real interest rate + indlat

Nominal interest rate + inflation = real interester

Nominal interest rate = real interest rate - indlat



Nominal interest rate = real interest rate / indiat
Answer=1

Question # 5 of 15 ( Start time: 01:10:34 AM ) Tid¥arks: 1
The risk premium for an investment:

Select correct option:

Increases with risk

Is a fixed amount added to the risk free return

Is negative for U.S. Treasury Securities

Is negative for risk averse investors

Answer=1

Question # 6 of 15 ( Start time: 01:11:11 AM ) Tid¥arks: 1
Which of the variable measured in point of time?

Select correct option:

Flow variable

Stock variable

Both flow variable and stock variable

None of above

Answer=3

Question # 7 of 15 ( Start time: 01:11:50 AM ) Tid¥arks: 1
Time affects the value of which of the following?

Select correct option:

Financial Instruments

Financial Markets

Financial Institutions

Central Banks

Answer=1

Question # 8 of 15 ( Start time: 01:12:26 AM ) Tid¢arks: 1

Which one of the following is the strategy of reshgcoverall risk by making two
investments which are totally independent of edblkr@

Select correct option:

Spreading the risk

Standard deviation

Hedging the risk

Variance

Answer=3

Question # 9 of 15 ( Start time: 01:13:06 AM ) Tidearks: 1



Sum of all the probabilities should be equal tocklhone of the following?
Select correct option:

Zero

One

Two

Three

Answer=2

Question # 10 of 15 ( Start time: 01:13:30 AM ) did¥Wlarks: 1

A is a promise to make a series of payments onfapadure date.
Select correct option:

Stock

Bond

Loan

Cheque

Answer=2

Question # 11 of 15 ( Start time: 01:13:54 AM ) dld¥larks: 1

Mr A need 1000000 to buy a car for his personalhgseontact with bank that give
his loan this would be called

Select correct option:

Direct finance

Indirect finance

Facilitate payment

All of above

Answer=1

Question # 12 of 15 ( Start time: 01:14:24 AM ) dldWlarks: 1

Which of the following best expresses the proceel@mder receives from a simple
loan?

Select correct option:

PV(@A +i)

FVii

PV +i

PVIi

Answer=1

Question # 13 of 15 ( Start time: 01:15:02 AM ) did¥Wlarks: 1
What will be the result of the difference of realanominal interest rate?



Select correct option:
The cost of borrowing
The effect of inflation
The price of bonds
The return of bonds

Answer=2

Question # 14 of 15 ( Start time: 01:15:43 AM ) didWarks: 1

Which of the following institution take direct degibfrom customer and give loan to
customer directly?

Select correct option:

Zarai Tarkaytee Bank LTD

Soneri Bank

Khushali Bank

Credit union

Answer=4

Quiz Start Time: 01:07 AM

Time Left 88

sec(s)

Question # 15 of 15 ( Start time: 01:16:33 AM ) didWlarks: 1
Economic development measured by

Select correct option:

Real GDP/population

Real GDP/ nominal GDP

Real GDP/Real GNP

None of above

Answer=4

Question # 1 of 15 ( Start time: 01:17:45 AM ) Tidearks: 1
A loan that is used to purchase the real estdedsn as:
Select correct option:

Real estate loan
Home mortgages
Fixed payment loan
Home loan

Answer=3

Question # 2 of 15 ( Start time: 01:18:28 AM ) Tid¥arks: 1



Which one of the following is the procedure of fimgl out the Present Value (PV)?
Select correct option:

Discounting
Compounding

Time value of money
Bond pricing

Answer=1

Question # 3 of 15 ( Start time: 01:18:57 AM ) Tid¢arks: 1
The GDP deflator is calculated as .
Select correct option:

Nominal GDP/Real GDP *100
Real GDP/Nominal GDP
Nominal GDP — Real GDP
Real GDP — Nominal GDP

Answer=1

Question # 4 of 15 ( Start time: 01:19:17 AM ) Tid¥arks: 1

When the auto manufacturing industry does poorly tdua recession this is an
example of:

Select correct option:

Idiosyncratic risk
Systematic risk
Risk premium
Unique risk

Answer=1

Question # 5 of 15 ( Start time: 01:19:49 AM ) Tidéarks: 1
What is difference between warrant and check?
Select correct option:

Check is cleared from bank but warrant is not eddry bank

Check is not necessarily pay able on demand butawais payable on demand
Warrant is not necessarily pay able on demandlpeticis payable on demand
None of above

Answer=3



Question # 6 of 15 ( Start time: 01:20:22 AM ) Tid¥arks: 1
A is a promise to make a series of payments onfapadure date.
Select correct option:

Stock
Bond
Loan
Cheque

Answer=2

Question # 7 of 15 ( Start time: 01:20:42 AM ) Tidearks: 1
Which of the following represents the fisher’s etjpra?
Select correct option:

Nominal interest rate = real interest rate + indlat
Nominal interest rate + inflation = real interester
Nominal interest rate = real interest rate - indlat
Nominal interest rate = real interest rate / indliat

Answer=1

Question # 8 of 15 ( Start time: 01:21:03 AM ) Tid¥arks: 1
Consumer Price Index (CPI) measures the:
Select correct option:

Changes in the quantity
Changes in the prices
Changes in the cost
Changes in the profit

Answer=2

Question # 9 of 15 ( Start time: 01:21:23 AM ) Tid¢arks: 1
Which is broadly used as money aggregate?
Select correct option:

M1
M2
M3
None of above



Answer=2

Question # 10 of 15 ( Start time: 01:21:47 AM ) dldWlarks: 1
What is primary cause of inflation?
Select correct option:

Energy crises

Gold reserve shortage
Issue excessive currency
Rising cost of input

Answer=3

Question # 11 of 15 ( Start time: 01:22:04 AM ) dld¥Wlarks: 1
Bonds without maturity dates are which of the fofilogs?
Select correct option:

Zero coupon bonds
Coupon securities
Consols

Preferred Bonds

Answer=3

Question # 12 of 15 ( Start time: 01:22:26 AM ) didWlarks: 1
A risk-averse investor will:
Select correct option:

Always prefer an investment with a lower expecttdnmn

Always prefer an investment with a certain retwmmne with the same expected
return but any amount of uncertainty

Always require a certain return

Always focus exclusively on the expected return

Answer=2
Question # 13 of 15 ( Start time: 01:22:48 AM ) dld¥larks: 1

When the price of a bond is above face value:
Select correct option:



The yield to maturity will be above the coupon rate
The yield to maturity is below the coupon rate

The yield to maturity will equal zero

The yield to maturity will equal the coupon rate

Answer=2

Question # 14 of 15 ( Start time: 01:23:13 AM ) dld¥larks: 1
Saving occurs normally in ..........
Select correct option:

Early age
Middle age
Old age

None of above

Answer=2

Question # 15 of 15 ( Start time: 01:23:49 AM ) didWarks: 1

Which of the following best describes the relatlupdetween Bond prices and
yields?

Select correct option:

Move together inversely

Bond yields do not change since the coupon is fixed
Move together directly

Are independent of each other

Answer=1

Question # 1 of 15 ( Start time: 01:24:40 AM ) Tidearks: 1
Saving occurs normally in ..........

Select correct option:

Early age

Middle age

Old age

None of above



Answer=2

Question # 2 of 15 ( Start time: 01:24:54 AM ) Tid¢arks: 1

Core principles of Money and Banking include eaftthe following except?
Select correct option:

People act rationally

Time has value

Information is the basis for decisions

Risk requires compensation

Answer=2

Question # 3 of 15 ( Start time: 01:25:13 AM ) dld¥larks: 1
One of major disadvantage of fiat money is

Select correct option:

Only few resources are needed

It may be theft easily

Normally it is obsolete quickly

Pressure or corrupt government may print excesameey

Answer=4

Question # 4 of 15 ( Start time: 01:25:53 AM ) Tid¥arks: 1

Mr A need 1000000 to buy a car for his personalheseontact with bank that give
his loan this would be called

Select correct option:

Direct finance

Indirect finance

Facilitate payment

All of above

Answer=1

Question # 5 of 15 ( Start time: 01:26:13 AM ) Tid¢arks: 1
Government bonds called ........ Where as corporatddare called ......
Select correct option:

Zero coupon bond, coupon bond

Risky bond. Risk free bond

T bill, corporate bond

Console bond, junk bonds

Answer=1



Question # 6 of 15 ( Start time: 01:26:27 AM ) Tid¥arks: 1

Which of the following best describes the relatlupdetween Bond prices and
yields?

Select correct option:

Move together inversely

Bond yields do not change since the coupon is fixed

Move together directly

Are independent of each other

Answer=1

Question # 7 of 15 ( Start time: 01:26:57 AM ) Tid¢arks: 1
Which characteristic are common both in money audisties
Select correct option:

Transfer of risk, store of value

Unit of account, mean of payment

Mean of payment, transfer of risk

Store of value, mean of payment

Answer=4

Question # 8 of 15 ( Start time: 01:27:35 AM ) Tid¥arks: 1
Which one of the following is the narrowest defioit of money?
Select correct option:

C

M1

M2

M3

Answer=2

Question # 9 of 15 ( Start time: 01:27:52 AM ) Tid¢arks: 1

At which money aggregate definitions relation isger with inflation and growth
Select correct option:

M1

M2

M3

None of above

Answer=2

Question # 10 of 15 ( Start time: 01:28:16 AM ) dld¥Wlarks: 1
A financial instrumnet in which a borrower obtamesources from a lender



immediately in exchange for a promised set of pays the future is called as

Select correct option:
Bond

Bank Loan

Home Mortgage
Futures Contract

Answer=2

Question # 11 of 15 ( Start time: 01:28:34 AM ) dld¥larks: 1
Internal Rate of Return is .

Select correct option:

Present value of investment

Future value of its investment +Cost of investment

Cost of investment

Present value of investment + cost of investment

Answer=4

Question # 12 of 15 ( Start time: 01:28:53 AM ) didWlarks: 1

Which of the following financial instruments usedhparily as store of value?
Select correct option:

Options

Stocks

Home mortgage

Bonds

Answer=2

Question # 13 of 15 ( Start time: 01:29:11 AM ) didWarks: 1

What will be the effect on the present value ifdeeible the future value of the
payment?

Select correct option:

It will decrease the value by one-half

It will increase the value by one-half

It will equally increase the value i.e. doubles vaéue

It will have no effect on the value

Answer=3

Question # 14 of 15 ( Start time: 01:30:03 AM ) did¥Wlarks: 1



Which one of the following is the procedure of fimgl out the Present Value (PV)?
Select correct option:

Discounting

Compounding

Time value of money

Bond pricing

Answer=1

Question # 15 of 15 ( Start time: 01:30:20 AM ) did¥Wlarks: 1
A loan that is used to purchase the real estdedsn as:
Select correct option:

Real estate loan

Home mortgages

Fixed payment loan

Home loan

Answer=3

Question # 2 of 15 ( Start time: 01:38:29 AM ) Tid¥arks: 1
Which characteristic are common both in money auuisties
Select correct option:

Transfer of risk, store of value
Unit of account, mean of payment
Mean of payment, transfer of risk
Store of value, mean of payment

Answer=4

TODAY QUIZEZ

MGT411 (07.05.10)

Question # 1 of 15

Saving occurs normally in ..........
Select correct option:

Early age

Middle age

Old age

None of above



Question # 2 of

What will be the result of the difference of reatanominal interest rate?
Select correct option:

The cost of borrowing

The effect of inflation

The price of bonds

The return of bonds

Question # 3 of 15

Sum of all the probabilities should be equal tocklone of the following?
Select correct option:

Zero

One

Two

Three

Question # 4 of 15

Bonds that are issued by Government are called___.

Select correct option:

Government bond

Treasury bond

Corporate bond

Callable Bonds

Question # 5 of 15

A is a promise to make a series of paysranspecific future date.
Select correct option:

Stock

Bond

Loan

Cheque

Question # 6 of 15

Which of the following is the measure of likelihotitht an event will occur?
Select correct option:

Risk

Probability

Frequency

Outcom

Question # 7 of 15

Economic development measured by
Select correct option:

Real GDP/population

Real GDP/ nominal GDP

Real GDP/Real GNP

None of above




Question # 8 of 15
The reason for the government to get involved enfthancial system is to:
Select correct option:
Protect investors
Ensure the stability of the financial system
Protect bank customers from monopolistic explatati
All of the given options
Question # 9 of 15
The interest rate that is involved in alcudation is referred to as discount
rate
Select correct option:
Present value
Future value
Intrinsic value
Discount value
Question # 10 of 15
The relationship between the price and the inteegstfor a zero coupon bond is best
described as:
Select correct option:
Volatile
Stable
Non-existent
Inverse
Question # 11 of 15
At which money aggregate definitions relation i@sger with inflation and growth
Select correct option:
M1
M2
M3
None of above
Question # 12 of 15 ( Start time: 12:07:59 PM )tal Marks: 1
is the interest rate at which the presalne annual reveneu equals the cost of
the investment.
Select correct option:

Fixed rate of interest

Internal rate of return

Variable rate of interest

Nominal rate of interest

Question # 13 of 15

Which of the following is the least liquid of all?
Select correct option:

Money
Bonds & stocks
Lands & buildings




None of the given options

Question # 14 of 15

Time affects the value of which of the following?
Select correct option:

Financial Instruments

Financial Markets

Financial Institutions

Central Banks

Question # 15 of 15

The longer the time (n) until the payment:
Select correct option:

The lower the present value

The higher the present value because time is valulgb
The lower must be the interest rate

Time has no effect on present value

2" One

Question # 1 of 15
A brilliant example of risk require compensation
Select correct option:

Taking a safe debt
Insurance policy

A person work in office
None of above
Question # 2 of 15

Which of the following best describes the relatiipetween Bond prices and yields?

Select correct option:

Move together inversely

Bond yields do not change since the coupon is fixed
Move together directly

Are independent of each other

Question # 3 of 15

The relationship between the price and the inteegstfor a zero coupon bond is best

described as:
Select correct option:

Volatile
Stable



Non-existent

Inverse

Question # 4 of 15

Which of the following are used to monitor and gtaé the economy?
Select correct option:

Stock exchanges

Commercial Banks

Central Banks

Financial institutions

Question # 5 of 15

What is true relationship between return and risk?
Select correct option:

Lower the risk greater the return

Greater the risk greater the return

Greater the risk the return will remain constant

No relationship between them

Question # 6 of 15

Which of the following would be included in a defian of risk?
Select correct option:

Risk is a not measure of uncertainty

Risk is unavoidable

Risk doesn't have a time horizon

Risk seldom involves some future payoff

Question # 7 of 15

Which of the following best expresses the proceelgnder receives from a simple loan?
Select correct option:

PV(1 +1)
FV/i

PV +i
PV/i

Question # 8 of 15
Financial development measured by
Select correct option:

M1/GDP
M2/GDP
M3/DGP



All of above

Question # 10 of 15

Financial instruments are evolved just as
Select correct option:

Currency

Stock

Bond

Commodity

Question # 11 of 15

Which one of the following is true for financialt@rmediaries?
Select correct option:

Channel funds from savers to borrowers

Greatly enhance economic efficiency

Have been a source of many financial innovations

All of the given options

Question # 12 of 15

If YTM is less than the coupon rate the price @& bond is
Select correct option:

Greater than its face value

Lower than its face value

Equals to its face value

All of the given options

Question # 14 of 15

With direct finance we mean which of the following?
Select correct option:

Individuals (or firms) borrow directly from the sav ers
Individuals (or firms) borrow directly from banks.
Individuals deposit savings directly in banks.

Firms deposit savings directly in banks.

Question # 15 of 15 ( Start time: 12:30:33 PM )talMarks: 1

Mr A need 1000000 to buy a car for his personalheseontact with bank that give his
loan this would be called

Select correct option:

Direct finance
Indirect finance



Facilitate payment
All of above

Question No: 1 (Marks: 1) - Please choosae
Financial instruments are evolved just as

» Currency

» Stock

» Bond

» Commodity

Question No: 2 (Marks: 1) - Please choosae
Price of 100 goods under the barter system would be .
» 5050
» 19800
» 4950
» 20200
Reference:
=n(n-1)/2
=100(100-1)/2
=100(99)/2
=9900/2
=4950

Question No: 3 (Marks: 1) - Please choosae
Wealth can be held in number of other forms butuse to hold money because of which
one of the following reason?

» It is the only mode of payment

» It is an asset

» It is most liquid

» It is the only store of value

Question No: 4 (Marks: 1) - Please choosae
A decrease in the number of credit cards issued:

» Has the same impact on the economy as the Fdglesalve supplying less
money

» Reduces the money supply since credit cardskachioney

» Would probably lower the amount in M3 but likelgtriM1

» None of the given options

Question No: 5 (Marks: 1) - Please choosae

Risk sharing is the characteristic of which on¢hef following?
» Checks
» Checking accounts
» Money




» Bonds

Question No: 6 (Marks: 1) - Please choosae
is the today's value of a paymentishatomised to be made in the future.
» None of the given options
» Future value
» Present value
» Agreed value

Question No: 7 (Marks: 1) - Please choosae
Which one of the following is the procedure of fimgl out the Present Value (PV)?
» Discounting
» Compounding
» Time value of money
» Bond pricing

Question No: 8 (Marks: 1) - Please choosae
Asma deposits funds into a CD account at her bainé&.CD account has an annual
interest of 4.0%. If Asma leaves the funds in tiz&count for entire two years she will
have $1081.60. What amount is Asma depositing?

» $960.60

» $900.00

» $1005.00

» $1000.00

Question No: 9 (Marks: 1) - Please choosae
You receive a check for $500 three years from todag discounted present value of
this $500 is

» $500/(1+i)

» $500*(1+i)

» $500/(1+i)3

» $500%(1+i)3

Question No: 10 (Marks: 1) - Please choosee
What will be the effect on the present value ifadeeible the future value of the
payment?

» It will decrease the value by one-half

» It will increase the value by one-half

» It will equally increase the value i.e. doubles tlalue

» It will have no effect on the value

Question No: 11  (Marks: 1) - Please choosee
The variance is generally less useful than thedstahdeviation on which of the
following reasons?

» Variance is easier to calculate

» Variance is a measure of risk, whereas standasidtiEn is a measure of return




» Variance isn't calculated in the same units agffsyhere as standarad deviation
is
» Both are equally useful

Question No: 12 (Marks: 1) - Please choosee
A risk-averse investor will:

» Always prefer an investment with a lower expectdrn

» Always prefer an investment with a certain retiarone with the same expected
return but any amount of uncertainty

» Always require a certain return

» Always focus exclusively on the expected return

Question No: 13 (Marks: 1) - Please choosee
The return on the bond is equal to which of théofeing?
» Coupon rate + rate of capital gains
» Current yield + rate of capital gains
» Coupon rate - rate of capital gains
» Current yield - rate of capital gains

Question No: 14 (Marks: 1) - Please choosee
An increase in the expected inflation shifts thaddemand to the
» Right
» Left
» No change
» None of the given options

Question No: 15 (Marks: 1) - Please choosee
The bond rating of a security refers to which & tbllowings?
» The size of the coupon payment relative to the fadue
» The return a holder is likely to receive
» The likelihood the lender/borrower will be repaigithe borrower/issuer
» The years until the bond matures

Question No: 16 (Marks: 1) - Please choosee
The are an assessment of the creditnesst of the corporate issuer.
» Bond yield
» Bond ratings
» Bond risk
» Bond price

Question No: 17 (Marks: 1) - Please choosee
Which of the following statement is true for th@en sentence, "that tax affects the bond
return"?

» Because only interest income they receive frondhsrnaxable

» Because principal amount and interest income teegive from bond is taxable

» Because bond holders are taxpayers




» Because all bond is sold with a condition thatwalkbe deducted from its return

Question No: 18 (Marks: 1) - Please choosee

Which one of the following is true for the relatgimp between the yield of taxable and
tax exempt bond?

» Higher the tax rate wider the gap between thalyéktaxable and tax exempt
bond

» Taxable bond yield is always greater than tax gtésond

» Higher the tax rate shorter the gap between yietdxable and tax exempt bond

» Lower the tax rate wider the gap between yielthwble and tax exempt bond

Question No: 19 (Marks: 1) - Please choosee

If the tax rate is higher than gap between yieldaom@ble and tax exempt bond?
» Shorter
» Wider
» No gap
» Any thing can be possible

Question No: 20 (Marks: 1) - Please choosee

The liquidity premium theory suggests that yieldves should usually be:
» Up-sloping
» Inverted
» Flat
» Up-sloping through year 1, then flat thereafter

Question No: 21 (Marks: 1) - Please choosee

A share of common stock represents
» A claim from a lender to a borrower
» A share in the company's assets
» A share of ownership of the company
» An unlimited liability to the owner of the stock

Question No: 22 (Marks: 1) - Please choosee

You start with a $1000 portfolio; it loses 40% otlee next year, the following year it
gains 50% in value; At the end of two years thetiwof your portfolio will be:

» $900

» $600

» $1000

> $1100

Question No: 23 (Marks: 1) - Please choosee

If information in a financial market is asymmetribis means:
» Borrowers and lenders have the same information
» Lenders lack any information
» Borrowers and lenders have perfect information
» Borrowers would have more information than lenders



Question No: 24 (Marks: 1) - Please choosee
Which of the following ifNOT an example of financial institutions?
» Bank
» Securities firm
» Stock exchange
» Insurance company

Question No: 25 (Marks: 1) - Please choosee
Components of MDO NOT include which one of the following?
» Currency in the hands of public
» Demand deposits
» Small denominations time deposit
» Checkable deposits

Question No: 26 (Marks: 1) - Please choosee

Mr. Ghazanfar obtains a home improvement loan fAdiled Bank.This loan is:
» Mr. Ghazanfar's asset and the bank's liability
» Mr. Ghazanfar 's asset, but the liability belotaggthe bank's depositors
» Mr. Ghazanfar 's liability and an asset for thakba
» Both Mr. Ghazanfar's and bank’s liability

Question No: 27 (Marks: 1) - Please choosee
The interest rate used in the present value cdiouolas often referred as:
» Discount rate
» Inflation rate
» Nominal rate
» Deflation rate

Question No: 28 (Marks: 1) - Please choosee
If there is a decrease in the expected futureesteate, what will be its affect on bond?
» Bond will be less attractive
» Bond will be more attractive
» Bond will be less expensive
» Bond will be more expensive

Question No: 1 (Marks: 1) - Please choosae
Financial instruments are evolved just as

» Currency

» Stock

» Bond

» Commodity

Question No: 2 (Marks: 1) - Please choosae
Price of 100 goods under the barter system would be .
» 5050




» 19800
» 4950
» 20200

Question No: 3 (Marks: 1) - Please choosae
Wealth can be held in number of other forms butuse to hold money because of which
one of the following reason?

» It is the only mode of payment

» It is an asset

» It is most liquid

» It is the only store of value

Question No: 4 (Marks: 1) - Please choosae
A decrease in the number of credit cards issued:

» Has the same impact on the economy as the FedeR#serve supplying less
money

» Reduces the money supply since credit cardslactioney

» Would probably lower the amount in M3 but likelgtriM1

» None of the given options

Question No: 5 (Marks: 1) - Please choosae
Risk sharing is the characteristic of which on¢hef following?
» Checks
» Checking accounts
» Money
» Bonds

Question No: 6 (Marks: 1) - Please choosae
is the today's value of a paymentishaomised to be made in the future.
» None of the given options
» Future value
» Present value
» Agreed value

Question No: 7 (Marks: 1) - Please choosae
Which one of the following is the procedure of fimgl out the Present Value (PV)?
» Discounting
» Compounding
» Time value of money
» Bond pricing

Question No: 8 (Marks: 1) - Please choosae
Asma deposits funds into a CD account at her balné&.CD account has an annual
interest of 4.0%. If Asma leaves the funds in tiz&count for entire two years she will
have $1081.60. What amount is Asma depositing?

» $960.60




» $900.00
» $1005.00
» $1000.00

Question No: 9 (Marks: 1) - Please choosae

You receive a check for $500 three years from todlag discounted present value of
this $500 is

» $500/(1+i)

» $500*(1+i)

» $500/(1+i)3

» $500*(1+i)3

Question No: 10 (Marks: 1) - Please choosee

What will be the effect on the present value ifdeeible the future value of the
payment?

» It will decrease the value by one-half

» It will increase the value by one-half

» It will equally increase the value i.e. doubles #value

» It will have no effect on the value

Question No: 11 (Marks: 1) - Please choosee

The variance is generally less useful than thedstahdeviation on which of the
following reasons?

» Variance is easier to calculate

» Variance is a measure of risk, whereas standasidtiEn is a measure of return

» Variance isn't calculated in the same units as payfs where as standarad
deviation is

» Both are equally useful

Question No: 12 (Marks: 1) - Please choosee

A risk-averse investor will:

» Always prefer an investment with a lower expectddrn

» Always prefer an investment with a certain returnto one with the same
expected return but any amount of uncertainty

» Always require a certain return

» Always focus exclusively on the expected return

Question No: 13 (Marks: 1) - Please choosee

The return on the bond is equal to which of théofeing?
» Coupon rate + rate of capital gains
» Current yield + rate of capital gains
» Coupon rate - rate of capital gains
» Current yield - rate of capital gains

Question No: 14 (Marks: 1) - Please choosee

An increase in the expected inflation shifts thaddemand to the



» Right

> Left

» No change

» None of the given options

Question No: 15 (Marks: 1) - Please choosee
The bond rating of a security refers to which & fbllowings?
» The size of the coupon payment relative to the fadue
» The return a holder is likely to receive
» The likelihood the lender/borrower will be repaid by the borrower/issuer
» The years until the bond matures

Question No: 16 (Marks: 1) - Please choosee
The are an assessment of the creditnesst of the corporate issuer.
» Bond yield
» Bond ratings
» Bond risk
» Bond price

Question No: 17 (Marks: 1) - Please choosee
Which of the following statement is true for theen sentence, "that tax affects the bond
return"?

» Because only interest income they receive frondhsrnaxable

» Because principal amount and interest income teegive from bond is taxable

» Because bond holders are taxpayers

» Because all bond is sold with a condition thatwalkbe deducted from its return

Question No: 18 (Marks: 1) - Please choosee
Which one of the following is true for the relat&mp between the yield of taxable and
tax exempt bond?
» Higher the tax rate wider the gap between the yidlof taxable and tax
exemptbond
» Taxable bond yield is always greater than tax gtdrond
» Higher the tax rate shorter the gap between yietdxable and tax exempt bond
» Lower the tax rate wider the gap between yielthwable and tax exempt bond

Question No: 19 (Marks: 1) - Please choosee
If the tax rate is higher than gap between yieldeom@ble and tax exempt bond?
» Shorter
» Wider
» No gap
» Any thing can be possible

Question No: 20 (Marks: 1) - Please choosee
The liquidity premium theory suggests that yieldvess should usually be:
» Up-sloping




» Inverted
» Flat
» Up-sloping through year 1, then flat thereafter

Question No: 21 (Marks: 1) - Please choosee

A share of common stock represents
» A claim from a lender to a borrower
» A share in the company's assets
» A share of ownership of the company
» An unlimited liability to the owner of the stock

Question No: 22 (Marks: 1) - Please choosee

You start with a $1000 portfolio; it loses 40% otlee next year, the following year it
gains 50% in value; At the end of two years thetiwof your portfolio will be:

» $900

» $600

» $1000

» $1100

Question No: 23 (Marks: 1) - Please choosee

If information in a financial market is asymmetribis means:
» Borrowers and lenders have the same information
» Lenders lack any information
» Borrowers and lenders have perfect information
» Borrowers would have more information than lenders

Question No: 24 (Marks: 1) - Please choosee

Which of the following idNOT an example of financial institutions?
» Bank
» Securities firm
» Stock exchange
» Insurance company

Question No: 25 (Marks: 1) - Please choosee

Components of MDO NOT include which one of the following?
» Currency in the hands of public
» Demand deposits
» Small denominations time deposit
» Checkable deposits

Question No: 26 (Marks: 1) - Please choosee

Mr. Ghazanfar obtains a home improvement loan fAdiled Bank.This loan is:
» Mr. Ghazanfar's asset and the bank's liability
» Mr. Ghazanfar 's asset, but the liability belotggthe bank's depositors
» Mr. Ghazanfar 's liability and an asset for the bank
» Both Mr. Ghazanfar's and bank's liability



Question No: 27 (Marks: 1) - Please choosee
The interest rate used in the present value cdionle often referred as:
» Discount rate
» Inflation rate
» Nominal rate
» Deflation rate

Question No: 28 (Marks: 1) - Please choosee
If there is a decrease in the expected futureesterate, what will be its affect on bond?
» Bond will be less attractive
» Bond will be more attractive
» Bond will be less expensive
» Bond will be more expensive

MIDTERM EXAMINATION
Spring 2010
MGT411- Money &amp; Banking (Session - 4)
Time: 60 min
Marks: 44

Question No: 1 (Marks: 1) - Please choosae
Core principles of Money and Banking include eatthe following Except?

» All people act rationally

» Time has value

» Information is the basis for decisions
» Risk requires compensation

ANS: All people act rationally

Question No: 2 (Marks: 1) - Please choosae
Debit card works in the same way as which one effdowing?
» Cheque
» Credit card
» Store value card
» Pay order

ANS: Cheque

Question No: 3 (Marks: 1) - Please choosae

The one that you get from bank when you open ybacking account is
» Debit card
» Credit card
» Store value card




» Customer card
ANS: Debit card

Question No: 4 (Marks: 1) - Please choosae

The Consumer Price Index (CPI):
» Tends to overstate inflation due to substituticasb
» Tends to understate actual inflation
» Is more accurate than the GDP deflator
» Is based on basket of goods that changes montitiiycansumer expenditures

ANS: Is based on basket of goods that changes mohthwvith consumer expenditures

Question No: 5 (Marks: 1) - Please choosae

The process of financial intermediation:
» Creates a net cost to an economy but is unavadabl
» Is used primarily in underdeveloped countries
» Is always used when a borrower needs to obtaitsfun
» Increases the economy's ability to produce
ANS: Is always used when a borrower needs to @bh funds
Question No: 6 (Marks: 1) - Please choosae

Which of the following iNOT a function of financial markets?
» Relaying and reacting information
» Used as a mean of payment
» Allocating resources
» Setting prices

ANS: Used as a mean of payment

Question No: 7 (Marks: 1) - Please choosae

Which of the following market allowed networks afalers that are connected
electronically?

» New York Stock Exchange

» NASDAQ

» Large exchanges in London

» Large exchanges in Tokyo

ANS: NASDAQ

Question No: 8 (Marks: 1) - Please choosae

Which of the following is the difference that libstween the options and futures?
» Options is not binding whereas future is binding
» Futures carry risks but Options didn’t carry risk
» Centralized clearinghouses guarantee futuresdiugptions contracts
» There is no difference between options and futures



ANS: Futures carry risks but Options didn’t carry r isk

Question No: 9 (Marks: 1) - Please choosae
The future value of $200 at a 5% per year intaast at the end of one year is:
» $195.00
» $210.00
» $197.50
» $100

ANS: $210.00

Question No: 10 (Marks: 1) - Please choosee
is the today's value of a paymentishatomised to be made in the future.
» None of the given options
» Future value
» Present value
» Agreed value

ANS: Present value

Question No: 11 (Marks: 1) - Please choosee
You receive a check for $500 three years from todlag discounted present value of
this $500 is

» $500/(1+i)

» $500*(1+i)

» $500/(1+i)3

» $500*(1+i)3

ANS: $500*(1+i)3

Question No: 12 (Marks: 1) - Please choosee
Suppose there are two investments, A and B, invadtd has low standard deviation
where as investment B has high standard deviaéitrat would you think that most
people will choose?

» Investment A

» Investment B

» Indifference between them

» Insufficient information to decide
ANS: Investment A

Question No: 13 (Marks: 1) - Please choosee
The risk premium for an investment:
» Increases with risk
» Is a fixed amount added to the risk free return
» Is negative for U.S. Treasury Securities
» Is negative for risk averse investors




ANS: Increases with risk

Question No: 14 (Marks: 1) - Please choosee
Mr. A has a Treasury bill with a maturity period ®imonths where as Mr. B has a bond
with a maturity period of 1 year. Which of the fmlling statement i®OT true for this
situation?

» Mr. A has paid less price for his bond than Mr. B

» Mr. A and Mr. B is a holder of zero coupon bond

» Mr. A will receive payment at the end of the méatuperiod

» Mr. B will receive the payment at the end of thatuanity period

ANS: Mr. A has paid less price for his bond than Mr B

Question No: 15 (Marks: 1) - Please choosee
Which of the following best describes the relatlupsetween Bond prices and yields?
» Move together directly
» Independent of each other
» Move together inversely
» Bond yields do not change since the coupon iglfixe

ANS: Move together inversely

Question No: 16 (Marks: 1) - Please choosee
Treasury bonds & corporate bonds are the examples o bonds.
» Zero-coupon bonds
» Coupon bonds
» Consols
» Fixed payment
ANS: Coupon bonds

Question No: 17 (Marks: 1) - Please choosee
The are an assessment of the creditnesst of the corporate issuer.
» Bond yield
» Bond ratings
» Bond risk
» Bond price

ANS: Bond ratings

Question No: 18 (Marks: 1) - Please choosee
Which of the following statement is true for theen sentence, "that tax affects the bond
return"?

» Because only interest income they receive frondhsnaxable

» Because principal amount and interest income teegive from bond is taxable




» Because bond holders are taxpayers
» Because all bond is sold with a condition thatwélkbe deducted from its return

ANS: Because only interest income they receive frobond is taxable

Question No: 19 (Marks: 1) - Please choosee
Which one of the following is true for the relatgmp between the yield of taxable and
tax exempt bond?
» Higher the tax rate wider the gap between thalyéktaxable and tax exempt
bond
» Taxable bond yield is always greater than tax gteésond
» Higher the tax rate shorter the gap between yietdxable and tax exempt bond
» Lower the tax rate wider the gap between yielthwable and tax exempt bond

ANS: Higher the tax rate wider the gap between thgield of taxable and tax exempt
bond

Question No: 20 (Marks: 1) - Please choosee
If the tax rate is higher than gap between yieldaomble and tax exempt bond?
» Shorter
» Wider
» No gap
» Any thing can be possible

ANS: Wider

Question No: 21 (Marks: 1) - Please choosee
Which one of the following iSOT true for the expectation hypothesis?
» Risk free interest rate can be computed
» There is uncertainty in the future
» Identifying yield of bond today that will be avalile next year
» It focuses on risk free interest rate and the pigtnium

ANS: There is uncertainty in the future

Question No: 22 (Marks: 1) - Please choosee
According to the liquidity premium theory of thenestructure, when the yield curve
has its usual slope, the market expects

» Short-term interest rates to rise sharply

» Short-term interest rates to stay near their otleyvels

» Short-term interest rates to drop sharply

» Short-term interest rates does not change

ANS: Short-term interest rates to stay near their arrent levels



Question No: 23 (Marks: 1) - Please choosee

Other things remaining equal, the liquidity premitlraory is based upon the idea that

» Investors prefer long-term bonds

» Investors prefer short-term bonds

» Investors are indifferent between short-term amgjiterm bonds
» Investors prefer intermediate-term bonds

ANS: Investors prefer short-term bonds

Question No: 24 (Marks: 1) - Please choosee

Common stocks (or corporate stocks):
» Are short term debt instruments
» Entitle the holder to contractual payments
» Were poor investments over the period 1982-1996
» Allows the holder to share in the earnings offtima

ANS: Allows the holder to share in the earnings athe firm

Question No: 25 (Marks: 1) - Please choosee

Which of the following allows us to buy and sefidncial instruments quickly and
cheaply?

» Financial institution

» Financial market

» Central Bank

» Federal Reserve System

ANS: Financial market

Question No: 26 (Marks: 1) - Please choosee

Which of the following iNOT an example of financial institutions?
» Bank
» Securities firm
» Stock exchange
» Insurance company

ANS: Securities firm

Question No: 27 (Marks: 1) - Please choosee

Which of the following institution takes direct degit from customer and gives loan to
customer directly?

» Zarai Tarkaytee Bank LTD

» Soneri Bank

» Khushali Bank

» Credit union



ANS: Soneri Bank

Question No: 28 (Marks: 1) - Please choosee
If there is a decrease in the expected futureestarate, what will be its affect on bond?
» Bond will be less attractive
» Bond will be more attractive
» Bond will be less expensive
» Bond will be more expensive

ANS: Bond will be more attractive

Question No: 29 (Marks: 3)
Find out YTM of 1 year 7% coupon bond selling ab $@ace value of bond = $100).

ANS:
YTM = $100/$90 -1 =0.110r 11.11%

Question No: 30 (Marks: 3)
“Stock market plays a crucial role in every modeapitalist economy”. Discuss.

Question No: 31 (Marks: 5)
“People differ in their opinions of how stocks shibbe valued”. Discuss it.

Question No: 32 (Marks: 5)
Briefly explain the factors which shift the bondnaend.

ANS: The following factors those shift the bond d@erd are following

6- Wealth

7- Expected inflation

8- Expected return on stocks and other assets
9- Risk relative to alternatives

10-Liquidity of bonds relative to alternatives

Wealth : an increase in wealth shifts the demand for lortte right as wealthier
peoples invest more. This will happen as the ecgngnows during an expansion. This
will increase bond prices and lower yields.

Expected inflation: a fall in expected inflation shifts the bond dehanrve to the right,
increasing demand at each price and lowering thle @ind increasing the bonds price.

MIDTERM EXAMINATION
Spring 2010



MGT411- Money & Banking (Session - 6)

Time: 60 min
Marks: 44
Question No: 1 (Marks: 1) - Please choos® 0
Price of 100 goods under the barter system woelld b
» 5050
» 19800
» 4950
» 20200

Question No: 2 (Marks: 1) - Please choos® 0
In electronic transfer the most common method seind money through a system
maintained by Federal reserve called

» Fedex

» Fedwire

» Fedtransfer

» Fedmoney

Question No: 3 (Marks: 1) - Please choase 0
Which one of the following is the primary causerdfation?
» Decreased money supply
» Increased money supply
» Decreased interest rates
» Increased purchasing power

Question No: 4 (Marks: 1) - Please choase 0
Which of the following is true for direct finance?
» Individuals (or firms) borrow directly from banks
» Individuals deposit savings directly in banks
» Firms deposit savings directly in banks
» Individuals (or firms) borrow directly from thesas

Question No: 5 (Marks: 1) - Please choos® 0
What will be the Future Value (FV) of $1000 in &ays at 5% interest rate?
» $1300.00
» $1276.28
» $1999.99
» $1500.52

Question No: 6 (Marks: 1) - Please choos® 0
Which one of the following is the procedure ofdiing out the Present Value (PV)?
» Discounting
» Compounding
» Time value of money
» Bond pricing



Question No: 7 (Marks: 1) - Please choase 0
You receive a check for $100 two years from todde discounted present value of this
$100 is:

> $100/(1+i)
> $100%(1+i)2
> $100%(1+)
> $100/(1+i)2

Question No: 8 (Marks: 1) - Please choos® 0

Which of the following represents the fisher’s atjon?
» Nominal interest rate = real interest rate + infla
» Nominal interest rate + inflation = real intereste
» Nominal interest rate = real interest rate - indla
» Nominal interest rate = real interest rate / itidlia

Question No: 9 (Marks: 1) - Please choase 0
What will be the result of the difference of raald nominal interest rate?
» The cost of borrowing
» The effect of inflation
» The price of bonds
» The return of bonds

Question No: 10 (Marks: 1) - Please chanse
Sum of all the probabilities should be equal tachione of the following?
» Zero
» One
» Two
» Three
Question No: 11 (Marks: 1) - Please chanse
The coupon rate of bond:
» Is another term for the current yield
» Is another term for the yield to maturity
» Could not be calculated for a zero-coupon bond
» None of the given options
Question No: 12 (Marks: 1) - Please chanse
Current yield did NOT measure which of the follog?
» Return arises from coupon payment
» Capital gain and loss
» Return arises from bond holding till maturity
» All of the given options

Question No: 13 (Marks: 1) - Please chanse
An increase in the expected inflation shifts tbhadsupply to the
» Right



> Left
» No change
» None of the given options

Question No: 14 (Marks: 1) - Please chanse
The lowest rating for an investment grade bondjass by Moody's is:
» BBB
» ABB
> Baa
> Aaa

Question No: 15 (Marks: 1) - Please chanse
In the long run, the yield curve tends to be whotlthe following?
» Upward sloping
» Downward sloping
» Nearly vertical
» Nearly horizontal

Question No: 16 (Marks: 1) - Please chawse
Common stocks (or corporate stocks):
» Are short term debt instruments
» Entitle the holder to contractual payments
» Were poor investments over the period 1982-1996
» Allows the holder to share in the earnings offtima

Question No: 17 (Marks: 1) - Please chanse
A bank can usually offer a saver a higher retomttie same risk because:

» The bank can usually purchase assets at a highethan any one saver

» The bank can pool the resources of larger saverparchase lower denominated
assets

» Economies of scale can be applied by the bants ipurchase of assets

» None of the given options

Question No: 18 (Marks: 1) - Please chanse
If information in a financial market is asymmefribis means:
» Borrowers and lenders have the same information
» Lenders lack any information
» Borrowers and lenders have perfect information
» Borrowers would have more information than lenders

Question No: 19 (Marks: 1) - Please chanse

Which of the following is true of a nation's ceitbank?
» It makes important decisions about the natioxstal public spending policies
» It lends only to the nation's largest and mostdrtgmt business firms
» It has many interactions with the nation's citz@and businesses



» It is responsible for conducting the nation's manepolicy

Question No: 20 (Marks: 1) - Please chanse
Requiring a large deductible on the part of aniied is one way insurers treat the
problem of:

» Free-riding

» Moral hazard

» Adverse selection

» The Lemons market

Question No: 21  (Marks: 1) - Please chanse
Often a bank will require a loan officer to malergonal visits on customers with loans
outstanding. This is encouraged because:

» The bank worries about competitors trying to steair customers

» The bank wants to make sure the business ighstilé

» The bank likely has excess funds available ané$op make another loan to the
business

» This is an effective monitoring technique and sd@aduce moral hazard

Question No: 22 (Marks: 1) - Please chanse
Which of the following represents the history admey uptill the modern age?

» Gold/silver coins___ Paper Currency_____ Electréinicd Transfer

» Paper Currency Gold/Silver coins Electréwind Transfer
» Electronic Fund Transfer Paper Currency __ old/Glver coins
» Gold/silver coins Electronic Fund Transfer__Paper currency

Question No: 23 (Marks: 1) - Please chanse
Mr. A makes payment to Mr. B in exchange of how¢elfurniture in the form of
cheques.Which of the following is true for thisusition?

» It is final payment made by Mr. A

» It's not a final payment

» It may not be accepted as payment

» Cheques are not form of money

Question No: 24 (Marks: 1) - Please chanse
Components of M1 DO NOT include which one of tbkofwing?
» Currency in the hands of public
» Demand deposits
» Small denominations time deposit
» Checkable deposits

Question No: 25 (Marks: 1) - Please chanse
A change in the interest rate:

» Has a larger impact on the present value of a paymo be made far into the
future than one to be made sooner



» Will not have a difference on the present valuenaf equal payments to be made
at different times

» Has a smaller impact on the present value of enpayto be made far into the
future than one to be made sooner

» None of the given options

Question No: 26 (Marks: 1) - Please chanse
Which of the following statement is true about tektionship between bond ,coupon
payment and interest?

» Coupon payments fall, the interest rate falls, Bodd price will rise

» Coupon payments rise, the interest rate falls,Bovtt price will rise

» Coupon payments fall, the interest rate falls, Bodd price will fall

» Coupon payments rise, the interest rate falls,Baovtt price will fall

Question No: 27 (Marks: 1) - Please chanse
Which of the following are without maturity dates?
» Zero coupon bonds
» Coupon securities
» Consols
» Preferred Bonds

Question No: 28 (Marks:1) - Please chanse
Zero-Coupon Bonds are pure discount bonds sireedéll at a price
» Equal their face value
» Below their face value
» Above their face value
» None of the given options

Question No: 29 ( Marks: 3)
Differentiate between yield to maturity and cutrgield.

Yield To Maturity

The most useful measure of the return on holdibgrad is called the yield to maturity
(YTM).

This is the yield bondholders receive if they hibld bond to its maturity when the final
principal payment is made

It can be calculated from the present value formula

The value of i that solves this equation is tredd/to maturity

If the price of the bond is $100, then the yieldrtaturity equals the coupon rate.

Since the price rises as the yield falls, whenpttiee is above $100, the yield to maturity
must be below the coupon rate.

Current yield



Current yield is a commonly used, easy-to-compugasure of the proceeds the
bondholder receives for making a loan.

It is the yearly coupon payment divided by the @ric

The current yield measures that part of the refianim buying the bond that arises solely
from the coupon payments

Question No: 30 ( Marks: 3)
Discuss briefly the facts about term Structure.

Facts of Term Structure
Interest Rates of different maturities tend to mtmgether
Yields on short-term bond are more volatile thagldg on long-term bonds

Long-term yields tend to be higher than short-tgiafds.

Question No: 31 (Marks: 5)
Briefly discuss short term ratings by PakistandirBating Agency.

Pakistan Credit Rating Agency.

Al+: highest capacity for timely repayment
Al: Strong capacity for timely repayment

A2: satisfactory capacity for timely repayment nieysusceptible to adverse economic
conditions

A3: an adequate capacity for timely repayment. Margceptible to adverse economic
condition

B: timely repayment is susceptible to adverse chamgbusiness, economic, or financial
conditions

C: an inadequate capacity to ensure timely repaymen
D: high risk of default or which are currently iefdult
Question No: 32 (Marks: 5)

Define stock and also discuss its important chiarestics.
Stock & its importance

Stocks provide a key instrument for holding persovealth as well as a way to diversify,
spreading and reducing the risks that we facec&mpanies, they are one of several



ways to obtain financing. Additionally, Stocks astdck markets are one of the central
links between the financial world and the real exop.

Common Stock
Valuing Stock

Stocks, also known as common stock or equity, laaees in a firm’s ownership

From their early days, stocks had two importantatt@ristics that today are taken for
granted:

The shares are issued in small denominations anshiwres are transferable

Until recently, stockowners received a certificiatam the issuing company, but now it is
a computerized process where the shares are registethe names of brokerage firms
that hold them on the owner’s behalf.

The ownership of common stock conveys a numbegbfs

A stockholder is entitled to participate in the rgsaof the enterprise, but this is a residual
claim meaning the leftovers after all other creditbave been paid



Question No: 1 (Marks: 1) - Please choosae

Financial instruments are evolved just as
» Currency
» Stock
» Bond
» Commodity

Question No: 2 (Marks: 1) - Please choosae

Core principles of Money and Banking include eatthe following Except?

» All people act rationally

» Time has value

» Information is the basis for decisions
» Risk requires compensation

Question No: 3 (Marks: 1) - Please choosae

Which of the following is a drawback of Fiat money?

» Fewer resources are used to produce money

» The quantity of money can be determined by ratibnenan judgment

» A corrupt Government might issue excessive amount enoney thus causing
inflation

» Fiat money doesn’t have any drawback

Question No: 4 (Marks: 1) - Please choosae

Which one of the following i8lOT true for money?
» Money is an asset
» Money is a standard mode of payment
» Money is same as wealth
» Money is readily spend able asset

Question No: 5 (Marks: 1) - Please choosae

A derivative instrument:
» Gets its value and payoff from the performance oftte underlying instrument
» Is a high risk financial instrument used by highgk averse savers
» Comes into existence after the underlying instmingein default
» Should be purchased prior to purchasing the uyidgrsecurity

Question No: 6 (Marks: 1) - Please choosae

Financial intermediaries provide small lender-sa\adl of the following advantages
EXCEPT:

» Greater liquidity

» Lower transaction cost

» Lower risk

» Higher return



Question No: 7 (Marks: 1) - Please choosae
The future value of $100 left in a savings accaarhing 4.5% for two and a half years
is best expressed by:

» $100(1.045)3/2

» $100( 0.45)2.5

» $100(1.045)2.5

» 100 x 2.5 x (1.045)

Question No: 8 (Marks: 1) - Please choosae
is the today's value of a paymentishatomised to be made in the future.
» None of the given options
» Future value
» Present value
» Agreed value

Question No: 9 (Marks: 1) - Please choosae
You receive a check for $500 three years from todlag discounted present value of
this $500 is

» $500/(1+i)

» $500*(1+i)

» $500/(1+i)3

» $500*(1+i)3

Question No: 10 (Marks: 1) - Please choosee
If the internal rate of return from an investmentdss than the opportunity cost of funds:
» Firm should make the investment
» Firm should not make the investment
» Firm should only make the investment using rethis&nings
» None of the given options

Question No: 11 (Marks: 1) - Please choosee
An investment carrying a current cost of $130,3@ding to generate $70,000 of
revenue for each of the next three years. To catiedhe internal rate of return we need
to:

» Calculate the present value of each of the $70p@9fnents and multiply these
and set this equal to $130,000

» Take the present value of $210,000 for three ykeans now and set this equal to
$130,000

» Set the sum of the present value of $70,000 for éeaf the next three years
equal to $130,000

» Subtract $130,000 from $210,000 and set this miffee equal to the interest rate

Question No: 12 (Marks: 1) - Please choosee
The real interest rate is:
» The nominal rate plus the expected inflation rate




» The nominal rate minus the expected inflation rate
» The nominal interest rate divided by the ConsuRrere Index
» The product of the nominal rate and the Consumee Mdex

Question No: 13 (Marks: 1) - Please choosee
What is true about the relationship between stahdaviation and risk?
» Greater the standard deviation greater will be therisk
» Greater the standard deviation lower will be tis& r
» Greater the standard deviation risk will be reradithe same
» No relation between them

Question No: 14 (Marks: 1) - Please choosee
Most of the people among us are

» Risk lovers

» Risk enhancers

» Risk averse

» Risk tolerating

Question No: 15 (Marks: 1) - Please choosee
Mr. A has a Treasury bill with a maturity period ®imonths where as Mr. B has a bond
with a maturity period of 1 year. Which of the fmlling statement i§OT true for this
situation?

» Mr. A has paid less price for his bond than Mr. B

» Mr. A and Mr. B is a holder of zero coupon bond

» Mr. A will receive payment at the end of the méaguperiod

» Mr. B will receive the payment at the end of thatunity period

Question No: 16 (Marks: 1) - Please choosee
For a $1000 one year discount bond with a prickadh, the yield to maturity is which
of the following?

» $975/$1000

» ($1000 — $975)/$975

» ($1000 — $975)/($1000)

» $1000/$975

Question No: 17 (Marks: 1) - Please choosee
Current yield is equal to which of the following?
» Price paid / yearly coupon payment
» Price paid *yearly coupon payment
» Yearly coupon payment / face value of bond
» Yearly coupon payment / price paid

Question No: 18 (Marks: 1) - Please choosee
The return on the bond is equal to which of théofeing?
» Coupon rate + rate of capital gains
» Current yield + rate of capital gains




» Coupon rate - rate of capital gains
» Current yield - rate of capital gains

Question No: 19 (Marks: 1) - Please choosee
An increase in the expected inflation shifts thaddemand to the
» Right
> Left
» No change
» None of the given options

Question No: 20 (Marks: 1) - Please choosee
Calculate tax implication on Bond yields. Considame year bond face value Rs.100
(issued by Government) with coupon rate of 6%.Wh#te income of bond that is
received at maturity? (Tax rate is 30%).

» Rs.6

» Rs.1.80

» Rs.4.20

» Rs.7.80

Question No: 21 (Marks: 1) - Please choosee
If the tax rate is higher than gap between yieldaom@ble and tax exempt bond?
» Shorter
» Wider
» No gap
» Any thing can be possible

Question No: 22 (Marks: 1) - Please choosee
Expectation hypothesis focuses on which one ofdhewing?
» Risk premium
» Risk free interest rate
» Yield to maturity
» None of the given options

Question No: 23 (Marks: 1) - Please choosee
Stock market bubbles can lead to:

» An inefficient allocation of resources

» Stock market crashes
» Patterns of volatile returns from the stock market
» All of the given options

Question No: 24 (Marks: 1) - Please choosee
Without the ability of financial intermediaries pool the resources of small savers:

» Borrowers needing large amounts of money would fireess costly to obtain the
funds

» The economy would likely grow faster




» People would likely save more
» The risk associated with lending would increase

Question No: 25 (Marks: 1) - Please choosee
The fact that a financial intermediary can usesdime contract for many customers is an
example of:

» Economies of Scope

» The Law of Diminishing Marginal Returns

» The Law of Increasing Opportunity Cost

» Economies of Scale

Question No: 26 (Marks: 1) - Please choosee
Requiring a large deductible on the part of anredus one way insurers treat the
problem of:

» Free-riding

» Moral hazard

» Adverse selection

» The Lemons market

Question No: 27 (Marks: 1) - Please choosee
Financial instruments are used to transfer whictheffollowing?
» Both Risk and Resources
» Risk
» Resources
» Mortgages

Question No: 28 (Marks: 1) - Please choosee
A change in the interest rate:

» Has a larger impact on the present value of a payméto be made far into
the future than one to be made sooner

» Will not have a difference on the present valuenaf equal payments to be made
at different times

» Has a smaller impact on the present value of enpayto be made far into the
future than one to be made sooner

» None of the given options

Question No: 29 (Marks: 3)
Find out YTM of 1 year 10% coupon bond selling 82@. (Face value of bond = $100).
Answer:
solution:
according to the formula
YTM = yearly coupon payment /price paid

So

$10/(10)  $100/(1 i)=



$10%/120
= 8.333

Question No: 30 ( Marks: 3)

“Financial intermediary reduce costs”. How?

Financial intermediary is naturally an foundations that make easy therobaf funds
between lenders and borrowers not directly that astthe middle man between investors
and firms raising fund is called financial interreeg.

Financial intermediary will reduce transaction destause they are specializing in the
issuance of standardized securities.

Question No: 31 (Marks: 5)

Define financial intermediaries. What functions fimancial intermediaries performs
regarding savings?

Answer: Financial intermediary is naturally an foundations that make easy thérobn
of funds between lenders and borrowers not dir¢htly acts as the middle man
between investors and firms raising fund is caliedncial intermediary.

Financial intermediary will reduce transaction dostause they are specializing in the
issuance of standardized securities

1. Maturity transformation

Converting short-term liabilities to long term asseist like banks deal with large
number of lenders and borrowers, aettle their conflicting needs

2. Risk transformation

Converting risky investments into relatively rigle¢ ones For example ending to
multiple borrowers to spread the risk

3. Convenience

Matching small deposits with large loans and ladgposits with small loans

Question No: 32 (Marks: 5)
Briefly explain the factors which shift the bondnand.
Answer: Factors that shift Bond Demand

. Expected inflation
If expected inflation fall then demand for bond increases, curve of bond désiaift to
right.

. Expected return on bonds
If the expected return on bonds rise then peoplamwiest money more ,as result demand
for bond will rise

. Risk relative to alternatives

If other stocks are more risky then demand for Isandreases then shift the demand
curve bond

Liquidity of bonds

If liquidity of bonds becomes more than other stckinvestments then shift the
demand curve bond



. Wealth
As the consumer received more wealth their deméordgood raise. They will invest
their money in market result will be economy graamsl bond prices will increase.

Question No: 1 (Marks: 1) - Please choosae

Which of the following are used to transfer resesrfrom savers to investors and to
transfer risk to those who best equipped it?

» Financial markets

» Financial instruments

» Financial institutions

» Banks

Refrance page num 2
2. Financial Instruments
[J To transfer wealth from savers to borrowers
[J To transfer risk to those best equipped to bear it
[J Once investing was an activity reserved for thaltiny
[1 Costly individual stock transactions through stookers
[J Information collection was not so easy
[J Now, small investors have the opportunity to pasghshares in “mutual funds.”
Question No: 2 (Marks: 1) - Please choosae

The reason for the government to get involved efihancial system is to:
» Protect investors
» Ensure the stability of the financial system
» Protect bank customers from monopolistic explmtat
» All of the given options

Refrance page num 92

There are three reasons for the government togelvied in the financial system
[1 To protect investors

[J To protect bank customers from monopolistic exptan

[J To ensure the stability of the financial system

Question No: 3 (Marks: 1) - Please choosae

A Financial Intermediary:
» Is an agency that guarantees a loan
» Is involved in direct finance
» Would be used in indirect finance
» None of the given options

Question No: 4 (Marks: 1) - Please choosae

A derivative instrument:
» Gets its value and payoff from the performance oftte underlying instrument
» Is a high risk financial instrument used by highsk averse savers
» Comes into existence after the underlying instmineein default
» Should be purchased prior to purchasing the uyidgrsecurity



Page num 16
Derivative Instruments
[J Value and payoffs are “derived from” the behaviorof the underlying instruments

Question No: 5 (Marks: 1) - Please choosae

The financial intermediary that obtains funds l&dbrough premium payments and
uses those funds to purchase corporate bonds arigages is:

» Credit unions

» Mutual funds

» Life insurance companies

» Pension funds

Ref page 21

Question No: 6 (Marks: 1) - Please choosae

Which one of the following financial instrumentNKOT primarily used as store of
value?

» Banks loans

» Asset-backed securities

» Insurance contracts

» Stocks

Ref page 17

Primarily Stores of Value

[1 Bank Loans

[1 A borrower obtains resources from a lender immeditely in exchange for a promised set
of

payments in the future

[1 Bonds

[J A form of a loan, whereby in exchange for obtainig funds today a government or
corporation

promises to make payments in the future

[1 Home Mortgages

[J A loan that is used to purchase real estate

[] The real estate is collateral for the loan,

U Itis a specific asset pledged by the borrower iarder to protect the interests of the lender
in the

event of nonpayment.

U If payment is not made the lender can foreclose dhe property.

[1 Stocks

[J An owner of a share owns a piece of the firm andg ientitled to part of its profits.

Question No: 7 (Marks: 1) - Please choosae

Which one of the following represents the main psgfor which the secondary
markets are made?
» Small investors who don’t have an access to newcseties



» Primary market is not enough for buying and sglli securities
» Large investors usually traded in these markets
» Prices in the secondary markets are known to toves

Question No: 8 (Marks: 1) - Please choosae
Which one of the following iSlOT an example of Centralized exchange?
» New York Stock Exchange
» NASDAQ
» Large exchanges in London
» Large exchanges in Tokyo

Question No: 9 (Marks: 1) - Please choosae
What will be the effect on the present value ifdaeible the future value of the
payment?

» It will decrease the value by one-half

» It will increase the value by one-half

» It will equally increase the value i.e. doubles tvalue

» It will have no effect on the value

Question No: 10 (Marks: 1) - Please choosee
The interest rate that is involved in calculation is referred to as discount
rate

» Present value

» Future value

» Intrinsic value

» Discount value

Question No: 11  (Marks: 1) - Please choosee
A credit market instrument that pays the ownexadicoupon payment every year until
the maturity date and then repays the face valoalied:

» Simple loan

» Fixed-payment loan

» Coupon bond

» Discount bond

Question No: 12 (Marks: 1) - Please choosee
Mary is planning on taking out a mortgage loanHer new house. She is given the
choice of two different banks: Bank A has quotedusi rate of 8% compounded semi-
annually and Bank B has a quoted annual rate 8 ¢&mpounded for a certain number
of times a year. Which bank should Mary choose?

» Bank A

» Bank B

» Indifferent between Bank A and Bank B

» Insufficient information

Question No: 13 (Marks: 1) - Please choosee




For a $1000 one year discount bond with a prickadh, the yield to maturity is which
of the following?

» $975/$1000

» ($1000 — $975)/$975

» ($1000 — $975)/($1000)

» $1000/$975

Cuppon rate/ market price

Question No: 14 (Marks: 1) - Please choosee
If YTM equals the coupon rate the price of the bond is
» Greater than its face value
» Lower than its face value
» Equals to its face value
» Insufficient information is given
Ref chaptor 14 start
Question No: 15 (Marks: 1) - Please choosee
If YTM is less than the coupon rate the price of the l®nd
» Greater than its face value
» Lower than its face value
» Equals to its face value
» Insufficient information is given
Ref chaptor 14 start
Page 43
Yield to Maturity: General Relationships
[J General Relationships
[ If the yield to maturity equals the coupon rate, tte price of the bond is the same as its face
value.
[ If the yield is greater than the coupon rate dtiee is lower;
U if the yield is below the coupon rate, the pricesigreater
[1 If you buy a bond at a price less than its fadaevgtou will receive its interest and a capital
gain,
which is the difference between the price and #oe fvalue.
L As a result you have a higher return than the coupte
[J When the price is above the face value, the bddeéhacurs a capital loss and the bond’s
yield to
maturity falls below its coupon rate
Question No: 16 (Marks: 1) - Please choosee
Current yield is equal to which of the following?
» Price paid / yearly coupon payment
» Price paid *yearly coupon payment
» Yearly coupon payment / face value of bond
» Yearly coupon payment / price paid

Question No: 17 (Marks: 1) - Please choosee
For a $100 one-year zero-coupon bond, the supplyowvi at $95 than it
will be at $90, all other things being equal.




» Higher than before

» Lower than before

» Stable

» Insufficient information

For a $100 one-year zero-coupon bond, the supply Wbe higher at $95 than it will be at
$90, all
other things being equal.

Question No: 18 (Marks: 1) - Please choosee
An increase in the expected inflation shifts thadeupply to the
» Right
> Left
» No change
» None of the given options

An increase in expected inflation shifts bond supplto the right and bond demand
to the left.

Question No: 19 (Marks: 1) - Please choosee
The default premium:

» Is positive for a U.S. Treasury bond

» Must always be less than 0 (zero)

» Is also known as the risk spread

» Is assigned by a bond rating agency

Question No: 20 (Marks: 1) - Please choosee
Calculate tax implication on Bond yields. Considene year bond face value Rs.100
(issued by Government) with coupon rate of 6%.Wh#te income of bond that is
received at maturity? (Tax rate is 30%).

» Rs.6

» Rs.1.80

» Rs.4.20

» Rs.7.80
Tax-Exempt Bond Yield = (Taxable Bond Yield) x (lax Rate).

Question No: 21 (Marks: 1) - Please choosee
Which of the following statement is true for the@n sentence, "that tax affects the bond
return"?

» Because only interest income they receive from bons taxable

» Because principal amount and interest income teegive from bond is taxable

» Because bond holders are taxpayers

» Because all bond is sold with a condition thatwélkbe deducted from its return

The important factor that affects the return on abond is taxes
Bondholders must pay income tax on the interest irmene they receive from privately



issued

Question No: 22 (Marks: 1) - Please choosee
Expectation hypothesis focuses on which one ofdahewing?

» Risk premium

» Risk free interest rate

» Yield to maturity

» None of the given options

Reference:

Expectations Hypothesis
The risk-free interest rate can be computed, assyithat there is no uncertainty about
the future
Question No: 23 (Marks: 1) - Please choosee
According to the liquidity premium theory of thenestructure, when the yield curve
has its usual slope, the market expects

» Short-term interest rates to rise sharply

» Short-term interest rates to stay near their currert levels

» Short-term interest rates to drop sharply

» Short-term interest rates does not change

Question No: 24 ( Marks: 1) - Please chooseae

The Theory of Efficient Markets:
» Allows for higher than average returns if the investor takes higher risk
» Says Insider-information makes markets less effiici

» Rules out high returns due to chance
» Assumes people have equal luck

Question No: 25 (Marks: 1) - Please choosee
If information in a financial market is asymmetrikis means:
» Borrowers and lenders have the same information
» Lenders lack any information
» Borrowers and lenders have perfect information
» Borrowers would have more information than lenders

Question No: 26 (Marks: 1) - Please choosee
Often a bank will require a loan officer to makegmmal visits on customers with loans
outstanding. This is encouraged because:

» The bank worries about competitors trying to steair customers

» The bank wants to make sure the business ighstilé

» The bank likely has excess funds available anéop make another loan to the
business

» This is an effective monitoring technique and shdd reduce moral hazard

Question No: 27 (Marks: 1) - Please choosee
Financial instruments are used to transfer whictheffollowing?




» Both Risk and Resources
» Risk

» Resources

» Mortgages

Question No: 28 (Marks: 1) - Please choosee
Which of the following has created an opportungy $mall investors to participate in
economic activity?

» Mutual funds

» Small corporations

» Stock brokers

» Small investors cannot take part in economic #gtiv

Question No: 29 (Marks: 3)
Find out YTM of 1 year 12% coupon bond selling 48@. (Face value of bond = $100).

Question No: 30 (Marks: 3)
Why stocks are risky?

Question No: 31 (Marks: 5)
Discuss the negative consequences of informatists @nd also suggest their solution.

Question No: 32 (Marks:5)
Ahmad purchases a 10 year 8% coupon bond withettefalue of $100. He wants to
hold this bond for 1-year and then sells a 9-yeadoafter 1-year.

(i) If interest rate does not change then what glithe rate of return?

(ii) If interest rate falls to 6% then suppose priccreases to $109.16. What will be the
capital gain after the price rise?

(i) After the price rise, what will be the onear holding period return?

Question No: 1 (Marks: 1) - Please choosae
Which of the following are used to transfer resesrfrom savers to investors and to
transfer risk to those who best equipped it?

» Financial markets

» Financial instruments

» Financial institutions

» Banks

Question No: 2 (Marks: 1) - Please choosae
The reason for the government to get involved enfihancial system is to:
» Protect investors




» Ensure the stability of the financial system
» Protect bank customers from monopolistic explmtat

» All of the given options

Question No: 3 (Marks: 1) - Please choosee

A Financial Intermediary:
» Is an agency that guarantees a loan
» Is involved in direct finance

» Would be used in indirect finance

» None of the given options

Question No: 4 (Marks: 1) - Please choosae

A derivative instrument:
» Gets its value and payoff from the performancthefunderlying instrument
» Is a high risk financial instrument used by highsk averse savers
» Comes into existence after the underlying instmingein default
» Should be purchased prior to purchasing the uyidegrsecurity

Question No: 5 (Marks: 1) - Please choosae

The financial intermediary that obtains funds l&dbrough premium payments and
uses those funds to purchase corporate bonds aridages is:

» Credit unions

» Mutual funds

> Life insurance companies

» Pension funds

Question No: 6 (Marks: 1) - Please choosee

Which one of the following financial instrumentNET primarily used as store of
value?

» Banks loans

» Asset-backed securities

» Insurance contracts

» Stocks

Question No: 7 (Marks: 1) - Please choosae

Which one of the following represents the main psefor which the secondary
markets are made?

>

» Primary market is not enough for buying and sglti securities

» Large investors usually traded in these markets

» Prices in the secondary markets are known to toves

Question No: 8 (Marks: 1) - Please choosee

Which one of the following i8lOT an example of Centralized exchange?
» New York Stock Exchange
» NASDAQ



» Large exchanges in London
» Large exchanges in Tokyo

Question No: 9 (Marks: 1) - Please choosae
What will be the effect on the present value ifdaeible the future value of the
payment?

» It will decrease the value by one-half

» It will increase the value by one-half

» It will equally increase the value i.e. doubles tlalue

» It will have no effect on the value

Question No: 10 (Marks: 1) - Please choosee
The interest rate that is involved in calculation is referred to as discount
rate

» Present value

» Future value

» Intrinsic value

» Discount value

Question No: 11 (Marks: 1) - Please choosee
A credit market instrument that pays the ownexadicoupon payment every year until
the maturity date and then repays the face valoalied:

» Simple loan

» Fixed-payment loan

» Coupon bond

» Discount bond

Question No: 12 (Marks: 1) - Please choosee
Mary is planning on taking out a mortgage loanhfer new house. She is given the
choice of two different banks: Bank A has quotedusai rate of 8% compounded semi-
annually and Bank B has a quoted annual rate b ¢&mpounded for a certain number
of times a year. Which bank should Mary choose?

» Bank A

» Bank B

» Indifferent between Bank A and Bank B

» Insufficient information

Question No: 13 (Marks: 1) - Please choosee
For a $1000 one year discount bond with a pric9d®h, the yield to maturity is which
of the following?

» $975/$1000

» ($1000 — $975)/$975

» ($1000 — $975)/($1000)

» $1000/$975

Question No: 14 (Marks: 1) - Please choosee




If YTM equals the coupon rate the price of the bond is
» Greater than its face value
» Lower than its face value
» Equals to its face value
» Insufficient information is given

Question No: 15 (Marks: 1) - Please choosee

If YTM is less than the coupon rate the price of the li®nd
» Greater than its face value
» Lower than its face value
» Equals to its face value
» Insufficient information is given

Question No: 16 (Marks: 1) - Please choosee

Current yield is equal to which of the following?
» Price paid / yearly coupon payment
» Price paid *yearly coupon payment
» Yearly coupon payment / face value of bond
» Yearly coupon payment / price paid

Question No: 17 (Marks: 1) - Please choosee

For a $100 one-year zero-coupon bond, the supplyowvi at $95 than it
will be at $90, all other things being equal.

» Higher than before

» Lower than before

» Stable

» Insufficient information

Question No: 18 (Marks: 1) - Please choosee

An increase in the expected inflation shifts thadeupply to the
» Right
> Left
» No change
» None of the given options

Question No: 19 (Marks: 1) - Please choosee

The default premium:
» Is positive for a U.S. Treasury bond
» Must always be less than 0 (zero)
» Is also known as the risk spread
» Is assigned by a bond rating agency

Question No: 20 (Marks: 1) - Please choosee

Calculate tax implication on Bond yields. Considame year bond face value Rs.100
(issued by Government) with coupon rate of 6%.Wh#te income of bond that is
received at maturity? (Tax rate is 30%).



» Rs.6

» Rs.1.80
» Rs.4.20
» Rs.7.80

Question No: 21 (Marks: 1) - Please choosee
Which of the following statement is true for theen sentence, "that tax affects the bond
return"?

> Because only interest income they receive fromdtisraxable

» Because principal amount and interest income tbegive from bond is taxable

» Because bond holders are taxpayers

» Because all bond is sold with a condition thatwélkbe deducted from its return

Question No: 22 (Marks: 1) - Please choosee

Expectation hypothesis focuses on which one ofahewing?
» Risk premium

te
» Yield to maturity
» None of the given options

Question No: 23 (Marks: 1) - Please choosee
According to the liquidity premium theory of thenestructure, when the yield curve
has its usual slope, the market expects

» Short-term interest rates to rise sharply

» Short-term interest rates to drop sharply
» Short-term interest rates does not change

Question No: 24 (Marks: 1) - Please choosee
The Theory of Efficient Markets:

» Says Insider-information makes markets less effiici
» Rules out high returns due to chance
» Assumes people have equal luck

Question No: 25 (Marks: 1) - Please choosee

If information in a financial market is asymmetrikis means:
» Borrowers and lenders have the same information
» Lenders lack any information
» Borrowers and lenders have perfect information

ders

Question No: 26 (Marks: 1) - Please choosee
Often a bank will require a loan officer to makegmmal visits on customers with loans
outstanding. This is encouraged because:




» The bank worries about competitors trying to stieair customers

» The bank wants to make sure the business ishstile

» The bank likely has excess funds available anédop make another loan to the
business

» This is an effective monitoring technique and std@aduce moral hazard

Question No: 27 (Marks: 1) - Please choosee
Financial instruments are used to transfer whictheffollowing?
» Both Risk and Resources
» Risk
» Resources
» Mortgages

Question No: 28 (Marks: 1) - Please choosee
Which of the following has created an opportungy $mall investors to participate in
economic activity?

» Mutual funds

» Small corporations

» Stock brokers

» Small investors cannot take part in economic #gtiv

Question No: 29 (Marks: 3)
Find out YTM of 1 year 12% coupon bond selling 28@. (Face value of bond = $100).

Question No: 30 (Marks: 3)
Why stocks are risky?

Question No: 31 (Marks:5)
Discuss the negative consequences of informatists @nd also suggest their solution.

Question No: 32 (Marks:5)
Ahmad purchases a 10 year 8% coupon bond withettefalue of $100. He wants to
hold this bond for 1-year and then sells a 9-yeadbafter 1-year.

(i) If interest rate does not change then what élithe rate of return?

(ii) If interest rate falls to 6% then suppose priocreases to $109.16. What will be the
capital gain after the price rise?

(i) After the price rise, what will be the onear holding period return?
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Question No: 1 (Marks: 1) - Please choosee
Which of the following are used to transfer resesrfrom savers to investors and to transfer righdse

who best equipped it?
» Financial markets
» Financial instruments
» Financial institutions
» Banks

Refrance page num 2
2. Financial Instruments
To transfer wealth from savers to borrowers
To transfer risk to those best equipped to bear it.
Once investing was an activity reserved for thelthiga
Costly individual stock transactions through stackiers
Information collection was not so easy
Now, small investors have the opportunity to pusehshares in "mutual funds."
Question No: 2 (Marks: 1) - Please choosee
The reason for the government to get involved éfthancial system is to:
» Protect investors
» Ensure the stability of the financial system
» Protect bank customers from monopolistic explmitat
» All of the given options

Refrance page num 92

There are three reasons for the government tongebved in the financial system
# To protect investors

& To protect bank customers from monopolistic exptan

& To ensure the stability of the financial system

Question No: 3 (Marks: 1) - Please choosa®
A Financial Intermediary:

» Is an agency that guarantees a loan

» Is involved in direct finance

» Would be used in indirect finance

» None of the given options

Question No: 4 (Marks: 1) - Please choosae®
A derivative instrument:
» Gets its value and payoff from the performancéiefunderlying instrument
» Is a high risk financial instrument used by highgk averse savers
» Comes into existence after the underlying instmtnein default
» Should be purchased prior to purchasing the upidersecurity
Page num 16
Derivative Instruments
& Value and payoffs are "derived from" the behawibthe underlying instruments

Question No: 5 (Marks: 1) - Please choosae®
The financial intermediary that obtains funds édyghrough premium payments and uses those funds t



purchase corporate bonds and mortgages is:
» Credit unions
» Mutual funds
» Life insurance companies
» Pension funds

Ref page 21

Question No: 6 (Marks: 1) - Please choosae
Which one of the following financial instrument isNOT primarily used as store of value?
» Banks loans
» Asset-backed securities
» Insurance contracts
» Stocks

Ref page 17

Primarily Stores of Value

# Bank Loans

& A borrower obtains resources from a lender imntetlian exchange for a promised set of
payments in the future

% Bonds

& A form of a loan, whereby in exchange for obtagnfands today a government or corporation
promises to make payments in the future

& Home Mortgages

# A loan that is used to purchase real estate

& The real estate is collateral for the loan,

# |t is a specific asset pledged by the borrowerder to protect the interests of the lender in the
event of nonpayment.

& |f payment is not made the lender can foreclostherproperty.

# Stocks

& An owner of a share owns a piece of the firm anehititled to part of its profits.

Question No: 7 (Marks: 1) - Please choosae®
Which one of the following represents the main pgigpfor which the secondary markets are made?
» Small investors who don't have an access to neurises
» Primary market is not enough for buying and sgltifi securities
» Large investors usually traded in these markets
» Prices in the secondary markets are known to toves

Question No: 8 (Marks: 1) - Please choosee
Which one of the following i8IOT an example of Centralized exchange?
» New York Stock Exchange
» NASDAQ
» Large exchanges in London
» Large exchanges in Tokyo

Question No: 9 (Marks: 1) - Please choosae
What will be the effect on the present value ifdeeible the future value of the payment?
» It will decrease the value by one-half
» It will increase the value by one-half
» It will equally increase the value i.e. doubles tlalue
» It will have no effect on the value



Question No: 10 (Marks: 1) - Please choosae
The interest rate that is involved in calculation is referred to as discount rate
» Present value
» Future value
» Intrinsic value
» Discount value

Question No: 11 (Marks: 1) - Please choosae
A credit market instrument that pays the ownexadicoupon payment every year until the maturitg da
and then repays the face value is called:

» Simple loan

» Fixed-payment loan

» Coupon bond

» Discount bond

Question No: 12 (Marks: 1) - Please choosae
Mary is planning on taking out a mortgage loanhfer new house. She is given the choice of twedhfit
banks: Bank A has quoted annual rate of 8% compedisdmi-annually and Bank B has a quoted annual
rate of 7.5% compounded for a certain number oésim year. Which bank should Mary choose?

» Bank A

» Bank B

» Indifferent between Bank A and Bank B

» Insufficient information

Question No: 13 (Marks: 1) - Please choosae
For a $1000 one year discount bond with a pricg9d®, the yield to maturity is which of the followg?
» $975/$1000
> ($1000 — $975)/$975
» ($1000 — $975)/($1000)
» $1000/$975

Cuppon rate/ market price

Question No: 14 (Marks: 1) - Please choosae
If YTM equals the coupon rate the price of thadd

» Greater than its face value

» Lower than its face value

» Equals to its face value

» Insufficient information is given

Ref chaptor 14 start

Question No: 15 (Marks: 1) - Please choosae
If YTM is less than the coupon rate the pricehsf bond is

» Greater than its face value

» Lower than its face value

» Equals to its face value

» Insufficient information is given

Ref chaptor 14 start

Page 43
Yield to Maturity: General Relationships
& General Relationships
& [f the yield to maturity equals the coupon rakes price of the bond is the same as its face value.
& If the yield is greater than the coupon rate,ghee is lower;
& if the yield is below the coupon rate, the prisgleater
# |f you buy a bond at a price less than its fadaezgou will receive its interest and a capitalngai
which is the difference between the price and #ue fvalue.



& As aresult you have a higher return than the coupte
& When the price is above the face value, the bddeéhincurs a capital loss and the bond's yield to
maturity falls below its coupon rate
Question No: 16 (Marks: 1) - Please choosae
Current yield is equal to which of the following?
» Price paid / yearly coupon payment
» Price paid *yearly coupon payment
» Yearly coupon payment / face value of bond
» Yearly coupon payment / price paid

Question No: 17 (Marks: 1) - Please choosae
For a $100 one-year zero-coupon bond, the supitlipev at $95 than it will be at $90, al
other things being equal.

» Higher than before

» Lower than before

» Stable

» Insufficient information

For a $100 one-year zero-coupon bond, the supplywihigher at $95 than it will be at $90, all
other things being equal.

Question No: 18 (Marks: 1) - Please choosae
An increase in the expected inflation shifts thadeupply to the
» Right
> Left
» No change
» None of the given options

An increase in expected inflation shifts bond sypplthe right and bond demand to the left.

Question No: 19 (Marks: 1) - Please choosae
The default premium:

» Is positive for a U.S. Treasury bond

» Must always be less than 0 (zero)

» Is also known as the risk spread

» Is assigned by a bond rating agency

Question No: 20 (Marks: 1) - Please choosae
Calculate tax implication on Bond yields. Considame year bond face value Rs.100 (issued by
Government) with coupon rate of 6%.What is the inemf bond that is received at maturity? (Tax raite
30%).

» Rs.6

» Rs.1.80

» Rs.4.20

» Rs.7.80
Tax-Exempt Bond Yield = (Taxable Bond Yield) x (lax Rate).

Question No: 21 (Marks: 1) - Please choosae
Which of the following statement is true for thee sentence, "that tax affects the bond return"?
» Because only interest income they receive from bhsaxable
» Because principal amount and interest income teegive from bond is taxable
» Because bond holders are taxpayers
» Because all bond is sold with a condition thatwélkbe deducted from its return

The important factor that affects the return dooad is taxes



Bondholders must pay income tax on the interesirmethey receive from privately issued

Question No: 22 (Marks: 1) - Please choosae
Expectation hypothesis focuses on which one ofdhewing?

» Risk premium

» Risk free interest rate

» Yield to maturity

» None of the given options

Reference:

Expectations Hypothesis
The risk-free interest rate can be computed, asmythiat there is no uncertainty about the future
Question No: 23 (Marks: 1) - Please choosae
According to the liquidity premium theory of thertn structure, when the yield curve has its uslogles
the market expects

» Short-term interest rates to rise sharply

» Short-term interest rates to stay near their ctitesrels

» Short-term interest rates to drop sharply

» Short-term interest rates does not change

Question No: 24 ( Marks: 1) - Please choosae
The Theory of Efficient Markets:
» Allows for higher than average returns if the isteg takes higher risk
» Says Insider-information makes markets less effici
» Rules out high returns due to chance
» Assumes people have equal luck

Question No: 25 (Marks: 1) - Please choosae
If information in a financial market is asymmetribis means:
» Borrowers and lenders have the same information
» Lenders lack any information
» Borrowers and lenders have perfect information
» Borrowers would have more information than lenders

Question No: 26 (Marks: 1) - Please choosae
Often a bank will require a loan officer to malergonal visits on customers with loans outstandiings
is encouraged because:

» The bank worries about competitors trying to steeir customers

» The bank wants to make sure the business iststilé

» The bank likely has excess funds available ané&op make another loan to the business

» This is an effective monitoring technique and $tiaaduce moral hazard

Question No: 27 (Marks: 1) - Please choosae
Financial instruments are used to transfer whidhe following?
» Both Risk and Resources
» Risk
» Resources
» Mortgages

Question No: 28 (Marks: 1) - Please choosae
Which of the following has created an opportumittysmall investors to participate in economic atyl?
» Mutual funds
» Small corporations
» Stock brokers
» Small investors cannot take part in economic égtiv



Question No: 29 ( Marks: 3)
Find out YTM of 1 year 12% coupon bond selling&80. (Face value of bond = $100).

Question No: 30 ( Marks: 3)
Why stocks are risky?

Question No: 31 ( Marks: 5)
Discuss the negative consequences of informatists@nd also suggest their solution.

Question No: 32 (Marks: 5)
Ahmad purchases a 10 year 8% coupon bond witfatfeevalue of $100. He wants to hold this bond for
1-year and then sells a 9-year bond after 1-year.

(i) If interest rate does not change then what wilbe the rate of return?

(ii) If interest rate falls to 6% then suppose pri@ increases to $109.16. What will be the capital iga
after the price rise?
(i) After the price rise, what will be the one year holding period return?

Question # 1 of 15 ( Start time: 07:47:47 AM ) dld¥larks: 1
Which of the following is the main limitation of iging strategy?
Select correct option:

Return always moves in same direction

Investments don’t always move predictably in opjgodirections
Investments are volatile

Diversification is not possible

Question # 2 of 15 ( Start time: 07:49:17 AM ) dld¥larks: 1
The current yield on a $10,000, 5% coupon bondngelor $8,000 is:
Select correct option:

5.00%
6.25% ok
7.50%
8.00%

Question # 3 of 15 ( Start time: 07:50:36 AM ) dld¥larks: 1



Which of the following are used to monitor and gdtaé the economy?
Select correct option:

Stock exchanges
Commercial Banks
Central Banks ok
Financial institutions

Question # 4 of 15 ( Start time: 07:51:22 AM ) dld¥larks: 1
Which of the following comes under the categoryimdncial instruments?
Select correct option:

Gold reserves

Utility bill

Share of NBP

Real estate purchase contract

Question # 5 of 15 ( Start time: 07:53:00 AM ) dld¥larks: 1
Investors will hold higher compensation for the investment.
Select correct option:

More risky ok
Less risky
Fixed return
Less dividend

Question # 6 of 15 ( Start time: 07:53:26 AM ) dld¥larks: 1
The risk premium for an investment:
Select correct option:

Increases with risk ok

Is a fixed amount added to the risk free return
Is negative for U.S. Treasury Securities

Is negative for risk averse investors



Question # 7 of 15 ( Start time: 07:53:49 AM ) dld¥larks: 1
What is true relationship between return and risk?
Select correct option:

Lower the risk greater the return

Greater the risk greater the return ok

Greater the risk the return will remain constant
No relationship between them

Question # 8 of 15 ( Start time: 07:54:23 AM ) dld¥larks: 1
We need to carry out day to day traiusesct
Select correct option:

Money ok
Bonds
Stocks
Loans

Question # 9 of 15 ( Start time: 07:54:46 AM ) dld¥larks: 1
Which of the following is NOT a depository finankiastitution?
Select correct option:

Credit Union

Savings and Loan
Commercial bank

Life Insurance Company ok

Question # 10 of 15 ( Start time: 07:55:09 AM )tdldMarks: 1
The Financial Systems makes it easier to tradeusec&
Select correct option:



Facilitate Payments

Channels Funds from Savers to Borrowers
Enables Risk Sharing

All of the given options ok

Question # 11 of 15 ( Start time: 07:55:38 AM )tdldMarks: 1
The money aggregate M2 includes each of the folgaXCEPT:
Select correct option:

Small denomination time deposits.
Retail Money Market Mutual fund shares
U.S. Treasury bills ok

M1

Question # 12 of 15 ( Start time: 07:56:03 AM )taldarks: 1
What is true about the relationship between stahdaviation and risk?
Select correct option:

Greater the standard deviation greater will beigieok
Greater the standard deviation lower will be ik r
Greater the standard deviation risk remains theesa
No relation between them

Question # 13 of 15 ( Start time: 07:56:30 AM )tdldVarks: 1
Which of the following best describes checks?
Select correct option:

A means of payment ok

Money

Not a promise of any kind

Not acceptable by the U.S. Government for payroétaxes.



Question # 14 of 15 ( Start time: 07:56:53 AM )tdldMarks: 1

Probability is a measure of likelihood that an eweitl occur, if the probability is zero it
tells us that an event

Select correct option:

Will occur

Will not occur ok

Will occur after one year
None of above

Question # 15 of 15 ( Start time: 07:58:13 AM )tdldarks: 1
are organized to eliminate the néedstly information gathering.
Select correct option:

Central bank
Commercial banks
Stock exchanges ok
Insurance companies

Quiz Start Time: 08:00 AM Time Left 68
sec(s)



Question # 1 of 15 ( Start time: 08:00:53 AM ) dld¥larks: 1

Which of the following best represent the truetielaships between interest rates and
bond prices?

Select correct option:

Move in the same direction

Move in opposite direction ok

Sometimes move in the same direction, some timepposite direction
Have no relationship with each other (i.e. theyiadependent)

Quiz Start Time: 08:00 AM Time Left 68
sec(s)

Question # 2 of 15 ( Start time: 03:05:56 PM ) aldflarks: 1
Government bonds called ........ Where as corporatddare called ......
Select correct option:

Zero coupon bond, coupon bond
Risky bond. Risk free bond

T bill, corporate bond ok
Console bond, junk bonds

Quiz Start Time: 08:00 AM Time Left 78
sec(s)

Question # 3 of 15 ( Start time: 03:06:29 PM ) aldflarks: 1
What is primary cause of inflation?
Select correct option:

Energy crises



Gold reserve shortage
Issue excessive currency ok

Rising cost of input

Quiz Start Time: 08:00 AM Time Left 75
sec(s)

Question # 4 of 15 ( Start time: 03:07:09 PM ) aldflarks: 1

If a bond sells at a premium, where price exceads ¥alue, then we would expect to
see:

Select correct option:

Market interest rate the same as the coupon rate
Market interest rates above the coupon rate

Market interest rates below the coupon rate ok

All of the given options

Quiz Start Time: 08:00 AM Time Left 76
sec(s)

Question # 5 of 15 ( Start time: 03:07:37 PM ) aldflarks: 1
Which of the following expresses 6.5%7?
Select correct option:

0.0065
6.50
0.650
0.0650 ok

Quiz Start Time: 08:00 AM Time Left 64
sec(s)



Question # 6 of 15 ( Start time: 03:08:08 PM ) aldflarks: 1
Developed financial system is essential for
Select correct option:

Proper allocation of resources

Expansion of businesses and increase in produletieh
Increase in the growth rate of GDP

All of above ok

Quiz Start Time: 08:00 AM Time Left 7
sec(s)

Question # 7 of 15 ( Start time: 03:08:50 PM ) aldflarks: 1
What will be the future value of $90 at the enaoé year at 5% per annum?
Select correct option:

90.5
94.5
98.5
100

Quiz Start Time: 08:00 AM Time Left 68
sec(s)

Question # 8 of 15 ( Start time: 03:10:16 PM ) aldflarks: 1
Which of the following best describes the relatiipetween Bond prices and yields?
Select correct option:

Move together inversely ok

Bond yields do not change since the coupon iglfixe
Move together directly

Are independent of each other

Quiz Start Time: 08:00 AM Time Left 55



sec(s)

Question # 9 of 15 ( Start time: 03:10:51 PM ) aldflarks: 1
Arbitrageurs in the stock markets and in foreigotenge markets are classified under
Select correct option:

Risk neutral
Risk averse
Risk lover

Value at risk

Quiz Start Time: 08:00 AM Time Left 25
sec(s)

Question # 10 of 15 ( Start time: 03:12:07 PM )tal Marks: 1
Which of the following financial instruments usednparily as store of value?
Select correct option:

Options

Stocks

Home mortgage
Bonds ok

Quiz Start Time: 08:00 AM Time Left 29
sec(s)

Question # 11 of 15 ( Start time: 03:13:24 PM )talMarks: 1

If the bond price is more t than its face valueatwhill be the relationship among current
yield, coupon rate and YTM?

Select correct option:

Current yield < coupon rate < Yield to Maturity
Coupon Rate > Current Yield < Yield to Maturity
Yield to maturity < current yield <coupon rate
Coupon Rate = Current Yield = Yield to Maturity



Quiz Start Time: 08:00 AM Time Left 68
sec(s)

Question # 12 of 15 ( Start time: 03:14:32 PM )talMarks: 1
Diversification is the principle of:
Select correct option:

Holding more than one risk at a time ok

Reducing the risks we carry to just two

Creating risk to increase returns

Eliminating investments from our portfolio thatMeadiosyncratic risk

Quiz Start Time: 08:00 AM Time Left 63
sec(s)

Question # 13 of 15 ( Start time: 03:15:05 PM )tal Marks: 1
A zero coupon bond:
Select correct option:

Does not pay any coupon payments because the issnedefault
Pays coupons only once a year versus the usuzd awear
Promises a single future payment ok

Pays coupons only if the bond price is below feaeae

Quiz Start Time: 08:00 AM Time Left 75
sec(s)

Question # 14 of 15 ( Start time: 03:15:59 PM )talMarks: 1
Bonds that are issued by Government are called
Select correct option:



Government bond
Treasury bond ok
Corporate bond
Callable Bonds

Quiz Start Time: 08:00 AM Time Left 29
sec(s)

Question # 15 of 15 ( Start time: 03:16:25 PM )tal Marks: 1
The basic categories of financial institutions are
Select correct option:

Depository and non depository institutions
Insurance companies and finance companies
Commercial banks and investment banks
Mutual fund companies and Commercial banks

Quiz Start Time: 03:18 PM Time Left 78
sec(s)

Question # 1 of 15 ( Start time: 03:18:53 PM ) aldflarks: 1
Which characteristic are common both in money aantisties
Select correct option:

Transfer of risk, store of value

Unit of account, mean of payment



Mean of payment, transfer of risk

Store of value, mean of payment ok

Quiz Start Time: 03:18 PM Time Left 26
sec(s)

Question # 2 of 15 ( Start time: 03:19:16 PM ) aldflarks: 1

What will be the investor’s decision about a projéds internal rate of return is higher
than the cost of capital?

Select correct option:

Rejection of project
Acceptance of project
Project is not profitable
None of above

Quiz Start Time: 03:18 PM Time Left 71
sec(s)

Question # 3 of 15 ( Start time: 03:20:28 PM ) aldflarks: 1
The longer the time (n) until the payment:
Select correct option:

The lower the present value ok

The higher the present value because time is bldua
The lower must be the interest rate

Time has no effect on present value



Quiz Start Time: 03:18 PM Time Left 70
sec(s)

Question # 4 of 15 ( Start time: 03:21:00 PM ) aldflarks: 1
Which of the following would be considered charastec of money?
Select correct option:

It is store of value ok

It pays a higher return than most assets
It is in fixed supply

It is legal tender everywhere in the world

Quiz Start Time: 03:18 PM Time Left 76
sec(s)

Question # 5 of 15 ( Start time: 03:21:30 PM ) aldflarks: 1
Which of the following is the least liquid of all?
Select correct option:

Money

Bonds & stocks

Lands & buildings ok
None of the given options

Quiz Start Time: 03:18 PM Time Left 78
sec(s)

Question # 6 of 15 ( Start time: 03:21:55 PM ) aldflarks: 1



When the auto manufacturing industry does poorby tua recession this is an example
of:
Select correct option:

Idiosyncratic risk
Systematic risk ok
Risk premium
Unique risk

Quiz Start Time: 03:18 PM Time Left 23
sec(s)

Question # 7 of 15 ( Start time: 03:22:18 PM ) aldflarks: 1
If a person is earning income from his employmerr@ period of time, this income is a

Select correct option:

Flow Variable
Stock variable
Non-liquid asset
None of above

Quiz Start Time: 03:18 PM Time Left 50
sec(s)

Question # 8 of 15 ( Start time: 03:23:34 PM ) aldflarks: 1

Probability is a measure of likelihood that an eweitl occur, if the probability is zero it
tells us that an event

Select correct option:

Will occur
Will not occur ok
Will occur after one year



None of above

Quiz Start Time: 03:18 PM Time Left 62
sec(s)

Question # 9 of 15 ( Start time: 03:24:27 PM ) aldflarks: 1

Which of the following best represent the truetielaships between interest rates and
bond prices?

Select correct option:

Move in the same direction

Move in opposite direction ok

Sometimes move in the same direction, some timepposite direction
Have no relationship with each other (i.e. theyiadependent)

Quiz Start Time: 03:18 PM Time Left 76
sec(s)

Question # 10 of 15 ( Start time: 03:25:08 PM )tal Marks: 1
Core principles of Money and Banking include eatthe following except?
Select correct option:

People act rationally ok

Time has value

Information is the basis for decisions
Risk requires compensation



Quiz Start Time: 03:18 PM Time Left 15
sec(s)

Question # 11 of 15 ( Start time: 03:25:33 PM )talMarks: 1
The concept of value at risk focuses on the
Select correct option:

Measure of spread
Worst possible loss
Probability

Risk premium

Quiz Start Time: 03:18 PM Time Left 76
sec(s)

Question # 12 of 15 ( Start time: 03:26:59 PM )tal dMarks: 1
What will be the result of the difference of reablanominal interest rate?
Select correct option:

The cost of borrowing
The effect of inflation ok
The price of bonds

The return of bonds

Quiz Start Time: 03:18 PM Time Left 57



sec(s)

Question # 13 of 15 ( Start time: 03:27:24 PM )talMarks: 1

If shares of Pakistan State Oil Itd are held biarfcial institution for the purpose of
selling in the short term, these will come under lead of

Select correct option:

Liabilities

Assets

Income

Contingent liabilities

Quiz Start Time: 03:18 PM Time Left 74
sec(s)

Question # 14 of 15 ( Start time: 03:28:46 PM )tal Marks: 1
Which of the variable measured in point of time?
Select correct option:

Flow variable

Stock variable

Both flow variable and stock variable ok
None of above

Quiz Start Time: 03:18 PM Time Left 29
sec(s)

Question # 15 of 15 ( Start time: 03:29:13 PM )talMarks: 1
................... Provide the platform to complete the tragof financial instruments.
Select correct option:

Central Banks
Financial Companies



Financial Markets
Leasing companies

Quiz Start Time: 03:31 PM Time Left 43
sec(s)

Question # 1 of 15 ( Start time: 03:31:38 PM ) aldflarks: 1
What will be the future value after one year of $®&% compounded semi-annually?
Select correct option:

$47
$52.53
$55.12
$56

Quiz Start Time: 03:31 PM Time Left 74
sec(s)

Question # 2 of 15 ( Start time: 03:32:51 PM ) aldflarks: 1
Which one of the following is the narrowest defimit of money?
Select correct option:

C

M1 ok
M2
M3



Quiz Start Time: 03:31 PM Time Left 44
sec(s)

Question # 3 of 15 ( Start time: 03:33:18 PM ) aldflarks: 1
Financial instruments are evolved just as .
Select correct option:

Currency ok
Stock
Bond
Commodity

Quiz Start Time: 03:31 PM Time Left 64
sec(s)

Question # 4 of 15 ( Start time: 03:34:40 PM ) aldflarks: 1
Arbitrageurs in the stock markets and in foreigohange markets are classified under
Select correct option:

Risk neutral
Risk averse
Risk lover

Value at risk

Quiz Start Time: 03:31 PM Time Left 75
sec(s)

Question # 6 of 15 ( Start time: 03:36:39 PM ) aldflarks: 1
The reason for the government to get involved enfthancial system is to:
Select correct option:

Protect investors
Ensure the stability of the financial system



Protect bank customers from monopolistic explmtat
All of the given options ok

Quiz Start Time: 03:31 PM Time Left 62
sec(s)

Question # 7 of 15 ( Start time: 03:37:08 PM ) aldflarks: 1
Which of the following is NOT an example of finaatinstitutions?

Select correct option:

Banks

Securities firms
Stock exchanges ok
Insurance companies

Quiz Start Time: 03:31 PM Time Left 77
sec(s)

Question # 8 of 15 ( Start time: 03:37:50 PM ) aldflarks: 1

According to the rule of 72 for reasonable rateeetiirn, the time it takes to
the money will be t =72/i%

Select correct option:

Doubles ok
Triples
halves

3/4

Quiz Start Time: 03:31 PM Time Left 77



sec(s)

Question # 9 of 15 ( Start time: 03:38:13 PM ) aldflarks: 1
Most of the people among us are .
Select correct option:

Risk lovers
Risk enhancers
Risk averse ok
Risk tolerating

Quiz Start Time: 03:31 PM Time Left 3
sec(s)

Question # 10 of 15 ( Start time: 03:38:38 PM )tal Marks: 1
The value of probability lies between
Select correct option:

-land 1
Oand 1

-100 and 100
0 and 100

Quiz Start Time: 03:31 PM Time Left 59
sec(s)

Question # 11 of 15 ( Start time: 03:40:08 PM )tal Marks: 1

You receive a check for $100 two years from toddye discounted present value of this
$100 is:

Select correct option:

$100/(1+i)
$100%(1+i)2
$100*(1+i)
$100/(1+i)2 ok



Quiz Start Time: 03:31 PM Time Left 74
sec(s)

Question # 12 of 15 ( Start time: 03:40:50 PM )tal Marks: 1
What will be the effect on the present value ifdeeible the future value of the payment?
Select correct option:

It will decrease the value by one-half

It will increase the value by one-half

It will equally increase the value i.e. doubles Waéue ok
It will have no effect on the value

Quiz Start Time: 03:31 PM Time Left 74
sec(s)

Question # 13 of 15 ( Start time: 03:41:16 PM )tal Marks: 1
The GDP deflator is calculated as .
Select correct option:

Nominal GDP/Real GDP *100 ok
Real GDP/Nominal GDP
Nominal GDP — Real GDP

Real GDP — Nominal GDP

Quiz Start Time: 03:31 PM Time Left 75
sec(s)



Question # 14 of 15 ( Start time: 03:41:42 PM )talMarks: 1
Sum of all the probabilities should be equal tocklone of the following?
Select correct option:

Zero
One ok
Two
Three

Quiz Start Time: 03:31 PM Time Left 76
sec(s)

Question # 15 of 15 ( Start time: 03:42:10 PM )talMarks: 1
A is a promise to make a series of patgran specific future date.
Select correct option:

Stock
Bond ok
Loan
Cheque

ASSALAM O ALIKUM all fellows
ALL IN ONE Mgt 411 MIDTERM PAPERS MORE
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MIDTERM EXAMINATION
MGT411- Money &amp; Banking
Question No: 1 (Marks: 1) - Please choosae

Which of the following are without maturity dates?
» Zero coupon bonds
» Coupon securities
» Consols
» Preferred Bonds

Question No: 2 (Marks: 1) - Please choosae

Which of the following institution takes direct degit from customer and gives loan to
customer directly?

» Zarai Tarkaytee Bank LTD

» Soneri Bank

» Khushali Bank

» Credit union

Question No: 3 (Marks: 1) - Please choosae

Mr. Ghazanfar obtains a home improvement loan fAdiled Bank.This loan is:
» Mr. Ghazanfar's asset and the bank's liability
» Mr. Ghazanfar 's asset, but the liability belotggthe bank's depositors
» Mr. Ghazanfar 's liability and an asset for the bank
» Both Mr. Ghazanfar's and bank's liability

Question No: 4 (Marks: 1) - Please choosae

Components of MDO NOT include which one of the following?
» Currency in the hands of public
» Demand deposits
» Small denominations time deposit
» Checkable deposits

Question No: 5 (Marks: 1) - Please choosae

Which of the following has created an opportungy $mall investors to participate in
economic activity?

» Mutual funds

» Small corporations

» Stock brokers

» Small investors cannot take part in economic #gtiv

Question No: 6 (Marks: 1) - Please choosae

Which of the following ifNOT an example of financial institutions?
» Bank
» Securities firm
» Stock exchange
» Insurance company



Question No: 7 (Marks: 1) - Please choosae

Requiring a large deductible on the part of anredus one way insurers treat the
problem of:

» Free-riding

» Moral hazard

» Adverse selection

» The Lemons market

Question No: 8 (Marks: 1) - Please choosae

In a financial market where information is symmetri
» The same information would be known by both partie in a transaction
» One party to a transaction knows information ttreeoparty does not
» The ability to obtain information is availabledaly one party
» All of the given options

Question No: 9 (Marks: 1) - Please choosae

When stock prices reflect fundamental values:

» All investors will experience capital gains

» All companies will have an easier task of obtagniimancing for investment
projects

» The allocation of resources will be more efficient

» The overall level of the stock market should mbigher continuously

Question No: 10 (Marks: 1) - Please choosee

An index number is a valuable tool because:

» The number by itself provides all of the usefidbmmation needed

» The index provides a meaningful measurement scale talculate percentage
changes

» The index is more stable than the data it reflects

» It does not require any calculations to computegr@age changes

Question No: 11 (Marks: 1) - Please choosee

The concept of limited liability says stockholderof a corporation:
» Is liable for the corporation's liabilities, butthing more
» Cannot receive dividends that exceed their investm
» Cannot own more than fiver percent of any pubdigoration
» Cannot lose more than their investment

Question No: 12 (Marks: 1) - Please choosee

Other things remaining equal, the liquidity premithreory is based upon the idea that

» Investors prefer long-term bonds

» Investors prefer short-term bonds

» Investors are indifferent between short-term amdjiterm bonds
» Investors prefer intermediate-term bonds



Question No: 13 (Marks: 1) - Please choosee

Which one of the following iSOT true for the expectation hypothesis?
» Risk free interest rate can be computed
» There is uncertainty in the future
» Identifying yield of bond today that will be avalile next year
» It focuses on risk free interest rate and the riskpremium

Question No: 14 (Marks: 1) - Please choosee

A graph of the term structure with YTM on Y-axisdaiime to maturity on X-axis is
called:

» Demand curve

» Supply curve

» Yield curve

» Leffer curve

Question No: 15 (Marks: 1) - Please choosee

Bond A Bond B
Maturity 5 years 10 years
Default risk 5% 5%
Tax rate 30% 30%
Yield ? ?

See the above table and choose the one option W@NMAT correct about the yield of
Bond A and Bond B?

» Bond tax status and default rate are not the onlydctors that affect the yield
of the two bonds

» Bond A has different yield from that of Bond B hese of change in maturity
period

» Yields of both the bonds are not disturbed by migtperiod

» Yield of Bond B depends on what people expectgplen in years to come

Question No: 16 (Marks: 1) - Please choosee

The are an assessment of the creditness of the corporate issuer.
» Bond yield
» Bond ratings
» Bond risk
» Bond price

Question No: 17 (Marks: 1) - Please choosee

The bond rating of a security refers to which & tbllowings?
» The size of the coupon payment relative to the fadue
» The return a holder is likely to receive
» The likelihood the lender/borrower will be repaidby the borrower/issuer
» The years until the bond matures



Question No: 18 (Marks: 1) - Please choosee

An increase in the expected inflation shifts thaddemand to the
» Right
» Left
» No change
» None of the given options

Question No: 19 (Marks: 1) - Please choosee

The current yield on a $10,000, 5% coupon bondngetbr $8,000 is:
» 6.25%
» 7.50%
» 8.00%
» 5.00%

Question No: 20 (Marks: 1) - Please choosee

If the annual interest rate is 6% (.06); the po€ta one year Treasury bill would be:
» $94.00
» $94.33
» $95.25
» $96.10

Question No: 21 (Marks: 1) - Please choosee

The return on holding a bond till its maturity slled:
» Coupon rate
» Yield to maturity
» Current yield
» Fixed return

Question No: 22 (Marks: 1) - Please choosee

Which of the following best describes the relatlupsbetween Bond prices and yields?
» Move together directly
» Independent of each other
» Move together inversely
» Bond yields do not change since the coupon iglfixe

Question No: 23 (Marks: 1) - Please choosee

Mr. A has a Treasury bill with a maturity period®imonths where as Mr. B has a bond

with a maturity period of 1 year. Which of the fmlling statement i8lOT true for this
situation?

» Mr. A has paid less price for his bond than Mr. B

» Mr. A and Mr. B is a holder of zero coupon bond

» Mr. A will receive payment at the end of the méaguperiod

» Mr. B will receive the payment at the end of thatuanity period

Question No: 24 (Marks: 1) - Please choosee

What is true relationship between return and risk?



» Lower the risk greater the return

» Greater the risk greater the return
» Greater the risk no change in return
» No relationship between them

Question No: 25 (Marks: 1) - Please choosee
Sum of all the probabilities should be equal tocklone of the following?
» Zero
» One
» Two
» Three

Question No: 26 (Marks: 1) - Please choosee
measures the probability of worst outconaay investment project.
» Variance
» Standard deviation
» Value at risk
» Hedging

Question No: 27 (Marks: 1) - Please choosee
The variance is generally less useful than thedstahdeviation on which of the
following reasons?
» Variance is easier to calculate
» Variance is a measure of risk, whereas standasidtien is a measure of return
» Variance isn't calculated in the same units as payfs where as standard
deviation is
» Both are equally useful

Question No: 28 (Marks: 1) - Please choosee
A credit market instrument that pays the ownexadicoupon payment every year until
the maturity date and then repays the face valoalied:

» Simple loan

» Fixed-payment loan

» Coupon bond

» Discount bond

Question No: 29 (Marks: 1) - Please choosee
Which of the following provides the greatest inceato borrow?
» A high real interest rate
» A low real interest rate
» A high nominal interest rate
» A low nominal interest rate

Question No: 30 (Marks: 1) - Please choosee
An investment carrying a current cost of $130,3)8ding to generate $70,000 of
revenue for each of the next three years. To catieuhe internal rate of return we need




to:

» Calculate the present value of each of the $70p@@@nents and multiply these
and set this equal to $130,000

» Take the present value of $210,000 for three ykeans now and set this equal to
$130,000

» Set the sum of the present value of $70,000 for éeaf the next three years
equal to $130,000

» Subtract $130,000 from $210,000 and set this miffee equal to the interest rate

Question No: 31 (Marks: 1) - Please choosee
A borrower is promised a $100 payment (includirtgriest) one year from today. If the
lender has an 8% opportunity cost of money, he lshmeiwilling to accept what amount
today?

» Rs.100.00

» Rs.108.20

» Rs.92.59

» Rs.96.40

Question No: 32 (Marks: 1) - Please choosee
Which one of the following i8lOT an example of Centralized exchange?
» New York Stock Exchange
» NASDAQ
» Large exchanges in London
» Large exchanges in Tokyo

Question No: 33 (Marks: 1) - Please choosee
Financial intermediaries provide small lender-sa\ar of the following advantages
EXCEPT:

» Greater liquidity

» Lower transaction cost

» Lower risk

» Higher return

Question No: 34 (Marks: 1) - Please choosee
The shares of McDonald Corporation stock are exaspf:
» A standardized financial instrument
» A standardized financial liability instrument
» A non-standardized financial instrument
» A means of payment

Question No: 35 (Marks: 1) - Please choosee
Which of the following statements MOT correct?
» Banks are financial intermediaries
» Financial intermediary involves in giving loan asactepting deposit
» All financial intermediaries are insurance compani
» Financial intermediaries increase the efficientthe economy




Question No: 36 (Marks: 1) - Please choosee
Economic research shows:

» There is a strong inverse correlation betweemfired market development and
economic growth

» There is weak relation between financial markeettgpoment and economic
growth around 0.25

» There is a relatively strong positive correlation letween financial market
development and economic growth

» There isn't any correlation between financial readevelopment and economic
growth

Question No: 37 (Marks: 1) - Please choosee
Which of the following statements is correct?

» If you can buy the same goods this year as yogliidast year with less money
the money supply decreased.

» To purchase the same goods today that were purctetone year ago
requires more money, there must have been inflation

» To purchase the same goods today as one yeae@qgioes less money, the
money supply must have increased

» To purchase the same goods today that were p@dloae year ago requires the
same amount of money, there must have been inflatio

Question No: 38 (Marks: 1) - Please choosee
The one that you get from bank when you open ybacking account is
» Debit card
» Credit card
» Store value card
» Customer card

Question No: 39 (Marks: 1) - Please choosee
Wealth can be held in number of other forms buuse to hold money because of which
one of the following reason?

» It is the only mode of payment

» Itis an asset

» It is most liquid

» It is the only store of value

Question No: 40 (Marks: 1) - Please choosee
Which of the following are used to monitor and dtab the economy?
» Stock exchanges
» Commercial Banks
» Central Banks
» Financial institutions

Question No: 41 (Marks: 10)




“A financial instrument is a real or virtual docunteéepresenting a legal agreement
involving some sort of monetary value.” DiscusgHer on financial instruments by
giving examples. Point out some of its uses ancmapt characteristics.

ANSWER: Financial Instrument: Financial instrument is a written obligation of one
party to transfer something of value to anthenypatta future date under certain
conditions.

» By written obligation we mean that it is enforcedtbe government and this

obligation is an important feature of a financradtrument.

e The party here can be an individual, company ameemment

* Future date can be specified or when some evenrsicc
Examples: Stocks, bonds, insurance etc are examples of fialanstruments.

Characteristics of Financial Instruments: There are certain characteristics of financial
instruments.
3. Standardization: It is a standardized agreement which enables rieuict costs
of complexity. So because of this most financiatimments today are similar.
4. Communicate Information: Provide certain important information about the
issuer which otherwise would have been difficulg&ther for the lenders.

Value of Financial Instruments: The value of financial instruments depends on veio
factors.
» Size:Larger the promised payment more valuable isitt@ntial instrument.
* Timing: The sooner the payment is made increases the ehfusancial
instrument.
* Risk: A financial instrument is more valuable if there greater possibilities
that payment will be made.
» Circumstances:Payments made when needed the most makes theiéihan
instrument more valuable.
Uses of Financial Instruments:
» Store Of Value:
Stocks: The stock holder is a part owner of the firm aeckives
part of its profits.

Bonds: A form of loan which promises to make repayment in
future dates.

Bank loans: Borrowers obtains resources from lenders in
exchange of promised payments.

» Transfer of Risk:

Insurance: Takes premium to assure payment under particular
conditions (accident, death etc)

Future contracts: It is an agreement to exchange fixed quantity
of a commodity or an asset at a fixed price. Trang§k of price
fluctuations.

Options: Gives holder the right to purchase fixed quantftgm
underlying asset at predetermined price withinecsig period.

MIDTERM EXAMINATION MGT411- Money & Banking



Time: 60 min
Marks: 49

Question No: 1 (Marks: 1) - Please choosae
We need to carry out day to day traiosesct
» Money
» Bonds
» Stocks
» Loans

Question No: 2 (Marks: 1) - Please choosae
The reason for the government to get involved enfihancial system is to:
» Protect investors
» Ensure the stability of the financial system
» Protect bank customers from monopolistic explmtat
» All of the given options

Question No: 3 (Marks: 1) - Please choosae

are organized to eliminate the needstly information gathering.
» Central banks

» Commercial banks

» Stock exchanges

» Insurance companies

Question No: 4 (Marks: 1) - Please choosae
All of the following are the components of, AXCEPT?
> M;
» Saving deposits
» Travelers cheques
» Mutual funds shares

Question No: 5 (Marks: 1) - Please choosae
A Financial Intermediary:

» Is an agency that guarantees a loan

» Is involved in direct finance

» Would be used in indirect finance

» None of the given options

Question No: 6 (Marks: 1) - Please choosae
Commissions paid to an insurance broker are an pbeaof which of the following?
» Risk transfer
» Information asymmetry
» Transaction costs
» All of the given options

Question No: 7 (Marks: 1) - Please choosae



The financial intermediary that obtains funds l&dberough premium payments and
uses those funds to purchase corporate bonds arigages is:

» Credit unions

» Mutual funds

» Life insurance companies

» Pension funds

Question No: 8 (Marks: 1) - Please choosae
Risk sharing is the characteristic of which on¢hef following?
» Checks
» Checking accounts
» Money
» Bonds

Question No: 9 (Marks: 1) - Please choosae
Bonds that are issued by Government are called
» Government bonds
» Treasury bonds
» Corporate bonds
» Callable bonds

Question No: 10 (Marks: 1) - Please choosee
Which of the following is the difference that lieetween the options and futures?
» Options is not binding whereas future is binding
» Futures carry risks but Options didn’t carry risk
» Centralized clearinghouses guarantee futuresdiugptions contracts
» There is no difference between options and futures

Question No: 11 (Marks: 1) - Please choosee
Which of the following describes the general foranfdr the calculation of the
compound interest?

» FV.-PV/(1+)"

» FV-PV/(1-i)"

» FV.- PV*(1+i)"

» FV.- PV*(1-i)"

Question No: 12 (Marks: 1) - Please choosee
If you put $1,000 per year into bank at 4% interestv much would you have saved
after 40 years?

» $90,000

» $98,826

> $82,286

» $85,880

right option could$95,025.52)
Question No: 13 (Marks: 1) - Please choosee



Which one of the following is the procedure of fimgl out the Present Value (PV)?
» Discounting
» Compounding
» Time value of money
» Bond pricing

Question No: 14 (Marks: 1) - Please choosee
What is true about the relationship between stahdaviation and risk?
» Greater the standard deviation greater will beisie
» Greater the standard deviation lower will be tis& r
» Greater the standard deviation risk will be reradithe same
» No relation between them

Question No: 15 (Marks: 1) - Please choosee
Most of the people among us are

» Risk lovers

» Risk enhancers

» Risk averse

» Risk tolerating

Question No: 16 (Marks: 1) - Please choosee
Is the strategy of reducing overdll loig making two investments with
opposing risks.
» Spreading the risk
» Standard deviation
» Hedging the risk
» Variance

Question No: 17 (Marks: 1) - Please choosee
If ABC Inc. and XYZ Inc. have returns that are getfy negatively correlated:
» Adding XYZ Inc. to a portfolio that consists oflgrABC Inc. will reduce risk
» Adding ABC Inc. to a portfolio that includes otyfZ Inc. will increase risk
» Adding XYZ Inc. to a portfolio that consists oflgrABC Inc. will neither
increase nor decrease the risk of the portfolio
» Adding XYZ Inc. to a portfolio that consists oflgrABC Inc. will lower
systematic risk

Question No: 18 (Marks: 1) - Please choosee
Mr. A has a Treasury bill with a maturity period ®imonths where as Mr. B has a bond
with a maturity period of 1 year. Which of the fmlling statement i8OT true for this
situation?

» Mr. A has paid less price for his bond than Mr. B

» Mr. A and Mr. B is a holder of zero coupon bond

» Mr. A will receive payment at the end of the méaguperiod

» Mr. B will receive the payment at the end of thatuanity period



Question No: 19 (Marks: 1) - Please choosee
Which of the following statement is true for ampetl loan?
» Payment includes interest and full amount of ppakc
» Payment includes only the interest
» Payment includes both interest and some portigheoprincipal
» Principal amount is paid fully in the periodic pagnts

Question No: 20 (Marks: 1) - Please choosee
Which of the following best describes the relatlipdetween Bond prices and yields?
» Move together directly
» Independent of each other
» Move together inversely
» Bond yields do not change since the coupon iglfixe

Question No: 21 (Marks: 1) - Please choosee
The relationship between the price and the inteegstfor a zero coupon bond is best
described as

» Volatile

» Stable

» Inverse

» No relationship

Question No: 22 (Marks: 1) - Please choosee
The price of a 6-month Treasury Bill is e piice of a 1-year Treasury Bill.

» Lower than

» Higher than

» Equal to

» None of the given options

Question No: 23 (Marks: 1) - Please choosee
If YTM is greater than the coupon rate the price of timel h®
» Greater than its face value
» Lower than its face value
» Equals to its face value
» Insufficient information is given

Question No: 24 (Marks: 1) - Please choosee
Current yield is equal to which of the following?
» Price paid / yearly coupon payment
» Price paid *yearly coupon payment
» Yearly coupon payment / face value of bond
» Yearly coupon payment / price paid

Question No: 25 (Marks: 1) - Please choosee
The are an assessment of the creditness of the corporate issuer.




» Bond yield
» Bond ratings
» Bond risk

» Bond price

Question No: 26 (Marks: 1) - Please choosee
Which of the following statement is true for theen sentence, "that tax affects the bond
return"?

» Because only interest income they receive frondhsnaxable

» Because principal amount and interest income teegive from bond is taxable

» Because bond holders are taxpayers

» Because all bond is sold with a condition thatwélkbe deducted from its return

Question No: 27 (Marks: 1) - Please choosee
Which one of the following is true for the relatgimp between the yield of taxable and
tax exempt bond?
» Higher the tax rate wider the gap between thalyéktaxable and tax exempt
bond
» Taxable bond yield is always greater than tax gtdrond
» Higher the tax rate shorter the gap between yietdxable and tax exempt bond
» Lower the tax rate wider the gap between yielthwble and tax exempt bond

Question No: 28 (Marks: 1) - Please choosee
If the tax rate is higher than gap between yieldaom@ble and tax exempt bond?
» Shorter
» Wider
» No gap
» Any thing can be possible

Question No: 29 (Marks: 1) - Please choosee
Which of the following statement is correct abd yield curve?
» Yield on short term bonds are not more volatilntlyield on long term bond
» Long term yields tend to be higher than short tgieid
» Interest rate of different maturities don’t tedhove together
» None of the given options

Question No: 30 (Marks: 1) - Please choosee
Which one of the following iSOT true for the expectation hypothesis?
» Risk free interest rate can be computed
» There is uncertainty in the future
» Identifying yield of bond today that will be avalile next year
» It focuses on risk free interest rate and the pighnium

Question No: 31 (Marks: 1) - Please choosee
The slope of the yield curve seems to predict #gréopmance of the economy with:
» Usually 3 months lag



» Usually two years lag
» Usually within few weeks
» Usually one year lag

Question No: 32 (Marks: 1) - Please choosee
The liquidity premium theory suggests that yieldves should usually be:
» Up-sloping
» Inverted
» Flat
» Up-sloping through year 1, then flat thereafter

Question No: 33 (Marks: 1) - Please choosee
If we ignore risk, the dividend discount model sty fundamental price of a stock is
simply:
» The current dividend divided by the interest itass the dividend growth rate
» The annual growth rate of the dividend minus tierest rate divided by the
current dividend
» The current dividend divided by the interest gates the dividend growth rate
» The current dividend divided by the dividend grbwadte less the interest rate

Question No: 34 (Marks: 1) - Please choosee
The theory of efficient market states that priceBrancial instruments reflect:

» All available information
» Some of the information
» No information

» Imperfect information

Question No: 35 (Marks: 1) - Please choosee
Without the ability of financial intermediaries pool the resources of small savers:

» Borrowers needing large amounts of money would fireess costly to obtain the
funds

» The economy would likely grow faster

» People would likely save more

» The risk associated with lending would increase

Question No: 36 (Marks: 1) - Please choosee
If information in a financial market is asymmetribis means:
» Borrowers and lenders have the same information
» Lenders lack any information
» Borrowers and lenders have perfect information
» Borrowers would have more information than lenders

Question No: 37 (Marks: 1) - Please choosee
Previously financial markets were located in whacte of the following?
» Coffee houses or Taverns



» Stock exchanges
» Bazaar
» Both Coffee houses and Stock exchanges

Question No: 38 (Marks: 1) - Please choosee
Zero-Coupon Bonds are pure discount bonds singestileat a price

» Equal their face value

» Below their face value

» Above their face value

» None of the given options
Zero coupon bonds are bonds that do not pay intdwesg the life of the bonds. Instead,
investors buy zero coupon bonds at a deep disémmttheir face value, which is the
amount a bond will be worth when it "matures” omes due. When a zero coupon bond
matures, the investor will receive one lump sumaétmthe initial investment plus the
imputed interest, which is discussed below.

Question No: 39 ( Marks: 3)
How Financial System promotes economic efficiendg? down points.ple.

1. They provide the channel for transfer of funds lestwsaver and borrowers
2. provide risk sharing like insurance
3. provide payments like bank accounts

4. Help those people which do not have enough cajpitate profitable opportunity.

Question No: 40 ( Marks: 3)

Briefly discuss different types of speculative graaf Long term ratings be PACRA.
Sepulative grade means there are possibility aficrisk.

Pacra has B class rating for them

BB shows that there is a possibility of credit riskmaking.

B Highly speculative in nature. ‘B’ it shows that tisggnificant credit risk is there, but a
limited

margin of safety remains.

CCC, C,CC High default risk. Chances of deault is a realkpmbty.

Question No: 41 (Marks: 5)

Suppose that over the past 20 years, the averaglareturn on investments has been
12%. For each dollar invested at the beginnintpefperiod,How much money would
investors have at the end of 20 years?

N= 20
1=12% or .12

AMT=18%



FV =2
FV = amt * FVIF= [ (1+)"n-1 i
FVIF = [(1.12)*20 — 1)/.12 = 72.05

FVv =1*72.05 = 72.05
BR>

MIDTERM EXAMINATION
Fall 2009
MGT411- Money &amp; Banking

Question No: 1 (Marks: 1) - Please choosae
Which of the following are used to transfer resesrfrom savers to investors and to
transfer risk to those who best equipped it?

_» Financial markets

» Financial instruments

» Financial institutions

» Banks

Reference bgtephen G Cecchetti
two ideas are emphasized: that financial instrumeansfer resources from savers to investorstlatdn doing so,
they transfer risk to those best equipped to kear i

Question No: 2 (Marks: 1) - Please choosae
Which of the following are used to monitor and dtab the economy?
» Stock exchanges

» Commercial Banks
» Central Banks
» Financial institutions

Question No: 3 (Marks: 1) - Please choosae
The reason for the government to get involved enfihancial system is to:
» Protect investors
» Ensure the stability of the financial system
» Protect bank customers from monopolistic explmtat
» All of the given options

Question No: 4 (Marks: 1) - Please choosae
The one that you get from bank when you open ybacking account is
» Debit card
» Credit card
» Store value card
» Customer card

Question No: 5 (Marks: 1) - Please choosae



E money is really a form of which one of the foliog?
» Paper money
» Fiat money
» Government money
» Private money

Question No: 6 (Marks: 1) - Please choosae
All of the following are the components of, AXCEPT?
> M;

for more contents visit

http://groups.google.com/group/vuZs

» Saving deposits

» Travelers cheques

» Mutual funds shares
M2: Equals M1 + savings deposits, time depdsis than $100,000 and money market deposit atzoun
for individuals.
Travelers cheques are example of M1

Question No: 7 (Marks: 1) - Please choosae
The Consumer Price Index (CPI):
» Tends to overstate inflation due to substitution las
» Tends to understate actual inflation
» Is more accurate than the GDP deflator
» Is based on basket of goods that changes monitilycansumer expenditures

Question No: 8 (Marks: 1) - Please choosae
Considering the value of a financial instrumeng, liinger the time until the promised
payment is made:

» The less valuable is the promise to make it sintiene is valuable

» The greater the risk, therefore the promise heatgr value

» The more valuable is the promise to make it

» It has no effect on the value of instrument

Question No: 9 (Marks: 1) - Please choosae
Commissions paid to an insurance broker are an pbeaof which of the following?
» Risk transfer
» Information asymmetry
» Transaction costs
» All of the given options

Question No: 10 (Marks: 1) - Please choosee
are the economies central nervasmsy

» Financial Instruments
» Financial Markets
» Financial Institutions



» Financial Companies
Financial markets are like the "central nervougesys of the economy, says Cecchetti's
textbook.

Question No: 11 (Marks: 1) - Please choosee
Which one of the following iSlOT an example of Centralized exchange?
» New York Stock Exchange
» NASDAQ
» Large exchanges in London
» Large exchanges in Tokyo

Question No: 12 (Marks: 1) - Please choosee
Which of the following market allowed networks aalers that are connected
electronically?

» New York Stock Exchange

» NASDAQ

» Large exchanges in London

» Large exchanges in Tokyo

Question No: 13 (Marks: 1) - Please choosee
Bonds that are issued by Government are called
» Government bonds
» Treasury bonds
» Corporate bonds
» Callable bonds

Question No: 14 (Marks: 1) - Please choosee
What is relationship between interest rate andréualue?
» Lower the interest rate higher will be the futuedue
» Higher the interest rate higher will be the futurevalue
» Higher the interest rate lower will be the futuedue
» Interest rate has no effect on future value

Question No: 15 (Marks: 1) - Please choosee
The future value of $100 left in a savings accaarhing 4.5% for two and a half years
is best expressed by:

» $100(1.045)3/2

» $100( 0.45)2.5

> $100(1.045)2.5

» 100 x 2.5 x (1.045)

Question No: 16 (Marks: 1) - Please choosee
If the factor time (n) is longer then:

» Present value will be lower

» Present value will be higher

» Interest rate will be lower




» Time has no effect on present value
Reference: As we calculate PV through dividingftitare value by the discount factor
which is (1+i)" so if we increase the value of ‘n’ It will surelydrease the discount
factor which is the denominator and the greatedgreminator the smaller will be the
value of the fraction.

Question No: 17 (Marks: 1) - Please choosee
If at 5% interest rate, $100 payment has a PV 6f&® Then what will be the PV value
of $200 payment? (Without applying formula).
» $45.35
> $272.1
> $181.4
> $362.8
Lets see the given is that 5% interest rate, FVB0$PV = $90.70
Now calculate for ‘n’ that is no of years. As memied is that k without using formula so
do not use the compounding formula. Use the sirop&e
FV=PV*i*n
n=FV / PV*i
n=100/ 90.7*0.05
n=22
We are asked to calculate PV if FV=200
PV=FV /i*n
PV=200/1.1
PV=$181.4

Question No: 18 (Marks: 1) - Please choosee
Which of the following provides the greatest inceato borrow?
» A high real interest rate
» A low real interest rate
» A high nominal interest rate
» A low nominal interest rate

Question No: 19 (Marks: 1) - Please choosee
Which of the following represents the fisher’s etipra?
» Nominal interest rate = real interest rate + infldion
» Nominal interest rate + inflation = real intereste
» Nominal interest rate = real interest rate - itdlia
» Nominal interest rate = real interest rate / itidia

Question No: 20 (Marks: 1) - Please choosee

What will be the result of the difference of realanominal interest rate?
» The cost of borrowing
» The effect of inflation
» The price of bonds

» The return of bonds
nominal interest rate is equal to the real interatst plus the expected rate of inflation

Question No: 21 (Marks: 1) - Please choosee




Which of the following statement is true for ampetl loan?
» Payment includes interest and full amount of ppak
» Payment includes only the interest
» Payment includes both interest and some portion dghe principal
» Principal amount is paid fully in the periodic pagnts

These loans are amortized, meaning that the borrpawes off the principal along with
the interest over the life of the loan. Each payniecludes both interest and some
portion of the principal.

Question No: 22 (Marks: 1) - Please choosee
A zero coupon bond:
» Does not pay any coupon payments because the issnedefault
» Pays coupons only once a year versus the usuzd twyear
» Promises a single future payment
» Pays coupons only if the bond price is below femlee

Question No: 23 (Marks: 1) - Please choosee
Which of the following best expresses the formoladetermining the price of a U.S.
Treasury bill per $100 of face vale?

» $100(1 + i)

» $100/ (1 +iY

» $100/ (1 +1i)

» 1+ $100/ (1 +iy

Question No: 24 (Marks: 1) - Please choosee
If YTM equals the coupon rate the price of the bond is
» Greater than its face value
» Lower than its face value
» Equals to its face value
» Insufficient information is given

Question No: 25 (Marks: 1) - Please choosee
The return on the bond is equal to which of théofeing?
» Coupon rate + rate of capital gains
» Current yield + rate of capital gains
» Coupon rate - rate of capital gains
» Current yield - rate of capital gains

Question No: 26 (Marks: 1) - Please choosee
A business cycle downturn shifts the bond supplhé&

» Right
b Left
» No change
» None of the given options
A business-cycle downturn shifts the bond suppltheleft and the bond demand to the



left. In this case the bond price can rise or, tidpending on which shift is greater. But
interest rates tend to fall in recessions, so ks are likely to increase

Question No: 27 (Marks: 1) - Please choosee

In the long run, the yield curve tends to be whatkhe following?
» Upward sloping
» Downward sloping
» Nearly vertical

» Nearly horizontal
The yield curve’s upward slope is due to long-t&wnds being riskier than short-term bonds

Question No: 28 (Marks: 1) - Please choosee
Yield curves show which of the followings?
» The relationship between bond interest ratesdg)edind bond prices
» The relationship between liquidity and bond ins¢rates (yields)
» The relationship between risk and bond interdssréyields)
» The relationship between time to maturity and bondnterest rates (yields)

Question No: 29 (Marks: 1) - Please choosee
Mr. Ghazanfar wants to invest Rs.2,000 in a bohithi$ bond is expected to receive a
return of Rs.100 per month and a tax of Rs.3 vélteducted on this return. Then Mr.
Ghazanfar made his decision by considering whidhefollowing fact?

» He is attracted by Rs.100 return per month

» He considers Rs.100 less deduction for tax i.e.B3.

» He takes into consideration only the portion afwdnich is deducted

» His decision will not be affected by any of theeg factors

Question No: 30 (Marks: 1) - Please choosee
Mr. Ali has a bond, which is issued by local goveamt of Punjab which isIOT true
for situation?

» He faces tax affects on return on bond

» His bond can also be named as municipal bond

» He receive interest on that bond throughout léequ of bond

» Default risk affects its return on bond
One of the primary reasons municipal bonds areidered separately from other types
of bonds is their special ability to provide taxeexpt income. Interest paid by the issuer
to bond holders is often exempt from all federae& as well as state or local taxes
depending on the state in which the issuer is éatat

Question No: 31 (Marks: 1) - Please choosee
Which of the following statement is true for theen sentence, "that tax affects the bond
return"?

» Because only interest income they receive from bdns taxable

» Because principal amount and interest income teegive from bond is taxable

» Because bond holders are taxpayers

» Because all bond is sold with a condition thatwélkbe deducted from its return




Question No: 32 (Marks: 1) - Please choosee
The expectations theory of the term structure assum

» Buyers of bonds consider bonds of different matuties to be perfect
substitutes

» Markets for different maturity bonds are complgtstparate

» Buyers of bonds prefer bonds with shorter magsiti

» Buyers of bonds prefer bonds with longer matisitie

Question No: 33 (Marks: 1) - Please choosee

The fact that common stockholders are residuainzats means:
» The stockholders receive their dividends beforeaher residuals are paid
» The stockholders receive the remains after everyerelse is paid
» The stockholders are paid any past due dividerttsd other claims are paid
» The common stockholders are responsible for ajaate debts

Question No: 34 (Marks: 1) - Please choosee
An index number is a valuable tool because:

» The number by itself provides all of the usefdbmmation needed

» The index provides a meaningful measurement scale calculate percentage
changes

» The index is more stable than the data it reflects

» It does not require any calculations to computegage changes

Question No: 35 (Marks: 1) - Please choosee
The Theory of Efficient Markets:
» Allows for higher than average returns if the istee takes higher risk
» Says Insider-information makes markets less effiici
» Rules out high returns due to chance
» Assumes people have equal luck
Reference

Question No: 36 (Marks: 1) - Please choosee
In a financial market where information is symmetri
» The same information would be known by both partig in a transaction
» One party to a transaction knows information ttreeoparty does not
» The ability to obtain information is availabledaly one party
» All of the given options
Reference

Question No: 37 (Marks: 1) - Please choosee
Which of the following has created an opportungy $mall investors to participate in
economic activity?

» Mutual funds

» Small corporations

» Stock brokers

» Small investors cannot take part in economic &gtiv




Question No: 38 (Marks: 1) - Please choosee
Money once consisted of Gold and silver coins whvelne eventually replaced by which
of the following?

» Plastic money

» Paper money

» Commodity money

» E-money

Question No: 39 ( Marks: 3)
Briefly discuss different types of investment gra@dé Long term ratings be PACRA.

Answer : PACRA is the Pakistan Credit rating agency whidesalifferent companies
in Pakistan who offer bonds or stocks to investdhgey rate companies independently to
protect investors from companies who might defanti not pay the investors. Based on
their ratings given to different companies peoplowvant to invest will know which
companies to go for investment and which to avoid.

The different types of investment grades giveroafjlterm ratings given by them are :
AAA : This is highest credit quality and has lowegpectation of risk

AA : Very high credit quality and very low expedtat of risk

A: High credit quality and low expectation of risk

BB : Good credit quality and as of now there is kexpectation of credit risk.

Question No: 40 ( Marks: 3)
Money is accepted in economic exchange. Discuss.

Question No: 41 (Marks: 5)
“People differ in their opinions of how stocks shibbe valued”. Discuss it.

MIDTERM EXAMINATION
Spring 2009

Time: 60 min
Marks: 50

Question No: 1 (Marks: 1) - Please choosae



Which of the following statement is true about tekationship between bond ,coupon
payment and interest?

» Coupon payments fall, the interest rate falls, Bodd price will rise

» Coupon payments rise, the interest rate falls,Bovtt price will rise

» Coupon payments fall, the interest rate falls, Bodd price will fall

» Coupon payments rise, the interest rate falls,Baott price will fall
The value of the coupon bond rises when the yeaypon payments rise and when the
interest rate falls
) Lower interest rates mean higher bond prices @r&lwersa.

Question No: 2 (Marks: 1) - Please choosae
Which of the following institution takes direct degit from customer and gives loan to
customer directly?

» Zarai Tarkaytee Bank LTD

» Soneri Bank

» Khushali Bank

» Credit union

Question No: 3 (Marks: 1) - Please choosae

Which of the following iNOT true for financial institutions?
» It reduces the transaction cost
» It reduces the information cost
» It reduces the asymmetric information
» It doesn’'t make long term loans

Question No: 4 (Marks: 1) - Please choosae
Often a bank will require a loan officer to makegmmal visits on customers with loans
outstanding. This is encouraged because:

» The bank worries about competitors trying to steair customers

» The bank wants to make sure the business ighstilé

» The bank likely has excess funds available anéop make another loan to the
business

» This is an effective monitoring technique and std@aduce moral hazard

Question No: 5 (Marks: 1) - Please choosae

Della's Donut Shop goes out of business due tcedstrg sales resulting from the
dramatic increase in people on low carbohydratesdighe decrease in business also
results in Della's defaulting on the loan they haité the bank. This is an example of:

» Asymmetric information in financial markets

» Lack of perfect information in financial markets
» Moral hazard in financial markets

» Adverse selection

Question No: 6 (Marks: 1) - Please choosae
A bank can usually offer a saver a higher returrthe same risk because:



» The bank can usually purchase assets at a highethan any one saver

» The bank can pool the resources of larger saverparchase lower denominated
assets

» Economies of scale can be applied by the bartk ipurchase of assets

» None of the given options

Question No: 7 (Marks: 1) - Please choosae
Without the ability of financial intermediaries pool the resources of small savers:

» Borrowers needing large amounts of money would fireess costly to obtain the
funds

» The economy would likely grow faster

» People would likely save more

» The risk associated with lending would increase

Question No: 8 (Marks: 1) - Please choosae

The process of financial intermediation:
» Creates a net cost to an economy but is unavadabl
» Is used primarily in underdeveloped countries
» Is always used when a borrower needs to obtaitsfun
» Increases the economy's ability to produce

Question No: 9 (Marks: 1) - Please choosae
The Theory of Efficient Markets:
» Allows for higher than average returns if the istoe takes higher risk
» Says Insider-information makes markets less effici
» Rules out high returns due to chance
» Assumes people have equal luck

Question No: 10 (Marks: 1) - Please choosee
If we ignore risk, the dividend discount model s#ys fundamental price of a stock is
simply:
» The current dividend divided by the interest itess the dividend growth rate
» The annual growth rate of the dividend minus tierest rate divided by the
current dividend
» The current dividend divided by the interest yates the dividend growth rate
» The current dividend divided by the dividend grbwdte less the interest rate

Question No: 11 (Marks: 1) - Please choosee
Which statement shows the major difference betvetéerks and bonds?
» Bonds pay their owners dividends while stocks ipégrest
» Bonds pay their owners interest while stocks paigldnds
» Interest on a bond is not guaranteed while divideon stock are legally required
» Bonds represent ownership while stock represestit d

Question No: 12 (Marks: 1) - Please choosee
The concept of limited liability says stockholderof a corporation:



» Is liable for the corporation's liabilities, butthing more

» Cannot receive dividends that exceed their investm

» Cannot own more than fiver percent of any pubbigporation
» Cannot lose more than their investment

Question No: 13 (Marks: 1) - Please choosee
The liquidity premium theory suggests that yieldves should usually be:
» Up-sloping
» Inverted
» Flat
» Up-sloping through year 1, then flat thereafter

Question No: 14 (Marks: 1) - Please choosee
Which of the following statement is true about taands having same default rate and
tax status but different maturity dates?

» It creates no effect on yield of bonds

» Both of them have different yield

» Liquidity risk factor should be taken into congiak®on

» It is impossible that default risk and tax statfisvo bonds are same

Question No: 15 (Marks: 1) - Please choosee
A business cycle downturn shifts the bond supplhé&
» Right
> Left
» No change

» None of the given options
A business-cycle downturn shifts the bond supplthtoleft and the bond demand to the left. In taise
the bond price can rise or fall, depending on wisicift is greater. But interest rates tend toifall
recessions, so bond prices are likely to increase.

Question No: 16 (Marks: 1) - Please choosee
An increase in the expected inflation shifts thaddemand to the
» Right
» Left
» No change
» None of the given options

Question No: 17 (Marks: 1) - Please choosee
An increase in the expected inflation shifts thadeupply to the
» Right
> Left
» No change
» None of the given options

Question No: 18 (Marks: 1) - Please choosee
Current yield didNOT measure which of the following?
» Return arises from coupon payment



» Capital gain and loss
» Return arises from bond holding till maturity
» All of the given options

Question No: 19 (Marks: 1) - Please choosee
Current yield is equal to which of the following?
» Price paid / yearly coupon payment
» Price paid *yearly coupon payment
» Yearly coupon payment / face value of bond
» Yearly coupon payment / price paid

Question No: 20 (Marks: 1) - Please choosee
The relationship between the price and the inteegstfor a zero coupon bond is best
described as

» Volatile

» Stable

» Inverse

» No relationship

Question No: 21 (Marks: 1) - Please choosee
Which of the following statement BOT true for consols?
» Consol offers only periodic interest payments
» Borrower never repays the principal
» There are Government and as well as private censol

» Price of a consol is the present value of allfthere interest payments
There are no privately issued consols becausegavgrnments can credibly promise to make payments
forever

Question No: 22 (Marks: 1) - Please choosee
Is the strategy of reducing overdll Ioig making two investments with

opposing risks.

» Spreading the risk

» Standard deviation

» Hedging the risk

» Variance
Hedging is the strategy of reducing overall risknbgking two investments with
opposing risks so that when one does poorly theratbes well and vice versa.

Question No: 23 (Marks: 1) - Please choosee
The variance is generally less useful than thedstahdeviation on which of the
following reasons?

» Variance is easier to calculate

» Variance is a measure of risk, whereas standasidtée is a measure of return

» Variance isn't calculated in the same units a®fiayhere as standarad deviation
is

» Both are equally useful



Question No: 24 (Marks: 1) - Please choosee
Suppose a $1000 investment has a fixed return gb&2annum, which one of the
following statement iDNOT true for this investment?

» Its return can be calculated

» It's a risky investment

» It will give return annually

» Its future value is known

Question No: 25 (Marks: 1) - Please choosee
If a bond sells at a premium, where price exceads ¥alue, then we would expect to
see:

» Market interest rate the same as the coupon rate

» Market interest rates above the coupon rate

» Market interest rates below the coupon rate

» None of the given options

Question No: 26 (Marks: 1) - Please choosee
The rule of 72 says that at 12% interest $100 shbetome $200 in about
» 72 months
» 100 months
» 12 years
» 8.2 years

Question No: 27 (Marks: 1) - Please choosee
A borrower is promised a $100 payment (includirigriest) one year from today. If the
lender has an 8% opportunity cost of money, helshoeiwilling to accept what amount
today?

» Rs.100.00

» Rs.108.20

» Rs.92.59

» Rs.96.40

Question No: 28 (Marks: 1) - Please choosee
is the today's value of a paymentishatomised to be made in the future.

» None of the given options

» Future value

» Present value

» Agreed value

The present value is the value today of a payitiettis promised to be made in the

future. It is the amount that must be invested yddaorder to realize a specific amount
on a given future date
Question No: 29 (Marks: 1) - Please choosee
The future value of $100 left in a savings accaarhing 4.5% for two and a half years
is best expressed by:

» $100(1.045)3/2

» $100( 0.45)2.5



> $100(1.045)2.5
> 100 x 2.5 x (1.045)

Question No: 30 (Marks: 1) - Please choosee

What is relationship between interest rate andréualue?
» Lower the interest rate higher will be the futuetue
» Higher the interest rate higher will be the futuadue
» Higher the interest rate lower will be the futuedue
» Interest rate has no effect on future value

Question No: 31 (Marks: 1) - Please choosee
Which of the following is a financial market in vehi a borrower obtains funds from a
lender by selling newly issued securities?

» Secondary market

» Primary market

» Over the counter market

» Centralized market
In a primary market a borrower obtains funds frotarader by selling newly issued securities. Mdghe
action in primary markets goes on out of publioaieMost companies use an investment bank, whidh wi
determine a price and then purchase the compaegigities in preparation for resale to clientss tisi
called underwriting. We hear more about the seapndharkets where people can buy and sell existing
securities.

Question No: 32 (Marks: 1) - Please choosee
Repurchase agreements are:
» The most liquid of all money market instruments
» In use for hundreds of years
» Loans of deposits at the Federal Reserve
» Short term loans with Treasury bills as collateral

Question No: 33 (Marks: 1) - Please choosee
Considering the value of a financial instrumeng, liitmger the time until the promised
payment is made:

» The less valuable is the promise to make it simee is valuable

» The greater the risk, therefore the promise heatgr value

» The more valuable is the promise to make it

» It has no effect on the value of instrument

Question No: 34 (Marks: 1) - Please choosee
A Financial Intermediary:

» Is an agency that guarantees a loan

» Is involved in direct finance

» Would be used in indirect finance

» None of the given options

Question No: 35 (Marks: 1) - Please choosee
The Consumer Price Index (CPI):



» Tends to overstate inflation due to substitutiasb

» Tends to understate actual inflation

» Is more accurate than the GDP deflator

» Is based on basket of goods that changes montitiiycansumer expenditures

Question No: 36 (Marks: 1) - Please choosee
All of the following are the components of, AXCEPT?
> M;
» Saving deposits
» Travelers cheques
» Mutual funds shares

Question No: 37 (Marks: 1) - Please choosee
Which of the following statement truly represerite thain difference between debit card
and store value card?

» Debit card is operated by ATM machine while Stesie card doesn’t

» Debit card appearance is different from Store ealard

» Debit card is not specific for user but store eatard is specific

» Debit card is specific for user but store valuelaa not

Question No: 38 (Marks: 1) - Please choosee
In electronic transfer the most common method setad money through a system
maintained by Federal reserve called

» Fedex

» Fedwire

» Fedtransfer

» Fedmoney
One wire transfer system used generally to traafge dollar amounts instantaneously
and which is provided by the US Federal Reserveée8ys

Question No: 39 (Marks: 1) - Please choosee
The one that you get from bank when you open ybacking account is
» Debit card
» Credit card
» Store value card
» Customer card

Question No: 40 (Marks: 1) - Please choosee
Mr. Ghazanfar has assets which when convertedsto, ggeld more currency then he
needs to pay his debt. Which of the following steat best suites Mr. Ghazanfar?
» Mr. Ghazanfar earns good income
» Mr. Ghazanfar is a wealthy person
» All of the given options
» Mr. Ghazanfar has a lot of money at point in time

Question No: 41 (Marks: 10)



What are five core principles of financial systei8cuss it in detail.

Answer:

Financial System:

In finance, the financial system is the system #fiatvs the transfer of money between
savers and borrowers.

Five Core Principles of the Financial System & Detits:

According to Mr. Brown, five core principles of Eincial System, as outlined below:

1) First, transparency means bringing the so-called 'shadamking system’
into the regulatory system, not operating paraitelit. And across the world,
financial institutions need to be supervised not what name they give
themselves - be it banks, hedge funds or investfugis - but on what they do.
We also need to ensure that all jurisdictions -hsag offshore havens - and all
important markets are covered by global supervision

2) Secondaccountability means boardroom integrity, where rdsa of
directors must understand and be held responsibl¢hé risks they undertake.
And credit rating agencies need to be free of etsfbof interest and be properly
licensed.

3) Third, responsible risk taking means an end to the seseffom short-
termism; instead rewarding people for long ternmcess not short term deals. But
to be most effective it has to be done internatlgnA race to the bottom is in no
one’s interest. So we should agree a new intemmaltimpproach to pay and bonus
structures.

4)  The fourth principle of prudential regulation means takingpiaccount the
effect of a bank’s capital, liquidity, solvency andnduct on the whole financial
system.

5) Finally, he stated: “Lastly, international co-operatiaslat the heart of all
our changes - recognizing that financial institnidhat work across borders need
to be under cross border supervision too and regslan one country must co-
operate far more closely with regulators in otheurdries to create a global
network of regulation that captures the risks tallis

Other Principles of Financial are below:

a. Facilitate Payments

b. Channel Funds from Savers to Borrowers
c. Enable Risk Sharing

MIDTERM EXAMINATION



Question No: 1 (Marks: 1) - Please choosae
Which of the following are without maturity dates?
» Zero coupon bonds
» Coupon securities
» Consols
» Preferred Bonds

Question No: 2 (Marks: 1) - Please choosae
Which of the following institution takes direct degit from customer and gives loan to
customer directly?

» Zarai Tarkaytee Bank LTD

» Soneri Bank

» Khushali Bank

» Credit union

Question No: 3 (Marks: 1) - Please choosae

Mr. Ghazanfar obtains a home improvement loan fAdined Bank.This loan is:
» Mr. Ghazanfar's asset and the bank’s liability
» Mr. Ghazanfar 's asset, but the liability belot@the bank's depositors
» Mr. Ghazanfar 's liability and an asset for the bank
» Both Mr. Ghazanfar's and bank’s liability

Question No: 4 (Marks: 1) - Please choosae
Components of MDO NOT include which one of the following?
» Currency in the hands of public
» Demand deposits
» Small denominations time deposit
» Checkable deposits

Question No: 5 (Marks: 1) - Please choosae
Which of the following has created an opportungy $mall investors to participate in
economic activity?

» Mutual funds

» Small corporations

» Stock brokers

» Small investors cannot take part in economic #gtiv

Question No: 6 (Marks: 1) - Please choosae
Which of the following ifNOT an example of financial institutions?
» Bank
» Securities firm
» Stock exchange
» Insurance company



Question No: 7 (Marks: 1) - Please choosae
Requiring a large deductible on the part of anriedus one way insurers treat the
problem of:

» Free-riding

» Moral hazard

» Adverse selection

» The Lemons market

Question No: 8 (Marks: 1) - Please choosae
In a financial market where information is symmetri
» The same information would be known by both partie in a transaction
» One party to a transaction knows information ttreeoparty does not
» The ability to obtain information is availabledaly one party
» All of the given options

Question No: 9 (Marks: 1) - Please choosae
When stock prices reflect fundamental values:

» All investors will experience capital gains

» All companies will have an easier task of obtagniimancing for investment
projects

» The allocation of resources will be more efficient

» The overall level of the stock market should mbigher continuously

Question No: 10 (Marks: 1) - Please choosee
An index number is a valuable tool because:

» The number by itself provides all of the usefdbmmation needed

» The index provides a meaningful measurement scale talculate percentage
changes

» The index is more stable than the data it reflects

» It does not require any calculations to computegage changes

Question No: 11 (Marks: 1) - Please choosee

The concept of limited liability says stockholderof a corporation:
» Is liable for the corporation's liabilities, butithing more
» Cannot receive dividends that exceed their investm
» Cannot own more than fiver percent of any pubbigoration
» Cannot lose more than their investment

Question No: 12 (Marks: 1) - Please choosee
Other things remaining equal, the liquidity premitiraory is based upon the idea that

» Investors prefer long-term bonds

» Investors prefer short-term bonds

» Investors are indifferent between short-term amgjiterm bonds
» Investors prefer intermediate-term bonds



Question No: 13 (Marks: 1) - Please choosee
Which one of the following iSlOT true for the expectation hypothesis?
» Risk free interest rate can be computed
» There is uncertainty in the future
» Identifying yield of bond today that will be avalile next year
» It focuses on risk free interest rate and the riskpremium

Question No: 14 (Marks: 1) - Please choosee
A graph of the term structure with YTM on Y-axisdaiime to maturity on X-axis is
called:

» Demand curve

» Supply curve

» Yield curve

» Leffer curve

Question No: 15 (Marks: 1) - Please choosee

Bond A Bond B
Maturity 5 years 10 years
Default risk 5% 5%
Tax rate 30% 30%
Yield ? ?

See the above table and choose the one option W@NMAT correct about the yield of
Bond A and Bond B?

» Bond tax status and default rate are not the onlydctors that affect the yield
of the two bonds

» Bond A has different yield from that of Bond B hese of change in maturity
period

» Yields of both the bonds are not disturbed by migtperiod

» Yield of Bond B depends on what people expectgplen in years to come

Question No: 16 (Marks: 1) - Please choosee
The are an assessment of the creditness of the corporate issuer.
» Bond yield
» Bond ratings
» Bond risk
» Bond price

Question No: 17 (Marks: 1) - Please choosee
The bond rating of a security refers to which & tbllowings?
» The size of the coupon payment relative to the fadue
» The return a holder is likely to receive
» The likelihood the lender/borrower will be repaidby the borrower/issuer
» The years until the bond matures



Question No: 18 (Marks: 1) - Please choosee
An increase in the expected inflation shifts thaddemand to the
» Right
» Left
» No change
» None of the given options

Question No: 19 (Marks: 1) - Please choosee
The current yield on a $10,000, 5% coupon bondngetor $8,000 is:
» 6.25%
» 7.50%
» 8.00%
» 5.00%

Question No: 20 (Marks: 1) - Please choosee
If the annual interest rate is 6% (.06); the po€ta one year Treasury bill would be:
» $94.00
> $94.33
» $95.25
» $96.10

Question No: 21 (Marks: 1) - Please choosee
The return on holding a bond till its maturity lled:
» Coupon rate
» Yield to maturity
» Current yield
» Fixed return

Question No: 22 (Marks: 1) - Please choosee
Which of the following best describes the relatlupsbetween Bond prices and yields?
» Move together directly
» Independent of each other
» Move together inversely
» Bond yields do not change since the coupon iglfixe

Question No: 23 (Marks: 1) - Please choosee

Mr. A has a Treasury bill with a maturity period ®imonths where as Mr. B has a bond

with a maturity period of 1 year. Which of the fmlling statement i8lOT true for this
situation?

» Mr. A has paid less price for his bond than Mr. B

» Mr. A and Mr. B is a holder of zero coupon bond

» Mr. A will receive payment at the end of the méaguperiod

» Mr. B will receive the payment at the end of thatuanity period

Question No: 24 (Marks: 1) - Please choosee
What is true relationship between return and risk?



» Lower the risk greater the return

» Greater the risk greater the return
» Greater the risk no change in return
» No relationship between them

Question No: 25 (Marks: 1) - Please choosee
Sum of all the probabilities should be equal tockione of the following?
» Zero
» One
» Two
» Three

Question No: 26 (Marks: 1) - Please choosee
measures the probability of worst outconaay investment project.
» Variance
» Standard deviation
» Value at risk
» Hedging

Question No: 27 (Marks: 1) - Please choosee
The variance is generally less useful than thedstahdeviation on which of the
following reasons?
» Variance is easier to calculate
» Variance is a measure of risk, whereas standardtitn is a measure of return
» Variance isn't calculated in the same units as payfs where as standard
deviation is
» Both are equally useful

Question No: 28 (Marks: 1) - Please choosee
A credit market instrument that pays the ownexadicoupon payment every year until
the maturity date and then repays the face valoalied:

» Simple loan

» Fixed-payment loan

» Coupon bond

» Discount bond

Question No: 29 (Marks: 1) - Please choosee
Which of the following provides the greatest inceato borrow?
» A high real interest rate
» A low real interest rate
» A high nominal interest rate
» A low nominal interest rate

Question No: 30 (Marks: 1) - Please choosee
An investment carrying a current cost of $130,308ding to generate $70,000 of
revenue for each of the next three years. To catieuhe internal rate of return we need



to:

» Calculate the present value of each of the $70p@@@nents and multiply these
and set this equal to $130,000

» Take the present value of $210,000 for three ykeans now and set this equal to
$130,000

» Set the sum of the present value of $70,000 for éeaf the next three years
equal to $130,000

» Subtract $130,000 from $210,000 and set this miffee equal to the interest rate

Question No: 31 (Marks: 1) - Please choosee
A borrower is promised a $100 payment (includirtgriest) one year from today. If the
lender has an 8% opportunity cost of money, helshmeiwilling to accept what amount
today?

» Rs.100.00

» Rs.108.20

» Rs.92.59

» Rs.96.40

Question No: 32 (Marks: 1) - Please choosee
Which one of the following iNNOT an example of Centralized exchange?
» New York Stock Exchange
» NASDAQ
» Large exchanges in London
» Large exchanges in Tokyo

Question No: 33 (Marks: 1) - Please choosee
Financial intermediaries provide small lender-sa\ah of the following advantages
EXCEPT:

» Greater liquidity

» Lower transaction cost

» Lower risk

» Higher return

Question No: 34 (Marks: 1) - Please choosee
The shares of McDonald Corporation stock are examgf:
» A standardized financial instrument
» A standardized financial liability instrument
» A non-standardized financial instrument
» A means of payment

Question No: 35 (Marks: 1) - Please choosee
Which of the following statements MOT correct?
» Banks are financial intermediaries
» Financial intermediary involves in giving loan asactepting deposit
» All financial intermediaries are insurance compani
» Financial intermediaries increase the efficientthe economy



Question No: 36 (Marks: 1) - Please choosee
Economic research shows:

» There is a strong inverse correlation betweemfired market development and
economic growth

» There is weak relation between financial markeettgoment and economic
growth around 0.25

» There is a relatively strong positive correlation letween financial market
development and economic growth

» There isn't any correlation between financial readevelopment and economic
growth

Question No: 37 (Marks: 1) - Please choosee
Which of the following statements is correct?

» If you can buy the same goods this year as yogludast year with less money
the money supply decreased.

» To purchase the same goods today that were purchesone year ago
requires more money, there must have been inflation

» To purchase the same goods today as one yeaeqgioes less money, the
money supply must have increased

» To purchase the same goods today that were p@dloae year ago requires the
same amount of money, there must have been inflatio

Question No: 38 (Marks: 1) - Please choosee
The one that you get from bank when you open ybacking account is
» Debit card
» Credit card
» Store value card
» Customer card

Question No: 39 (Marks: 1) - Please choosee
Wealth can be held in number of other forms buuse to hold money because of which
one of the following reason?

» It is the only mode of payment

» Itis an asset

» It is most liquid

» It is the only store of value

Question No: 40 (Marks: 1) - Please choosee
Which of the following are used to monitor and dtab the economy?
» Stock exchanges
» Commercial Banks
» Central Banks
» Financial institutions

Question No: 41 (Marks: 10)



“A financial instrument is a real or virtual docunteéepresenting a legal agreement
involving some sort of monetary value.” DiscusgHer on financial instruments by
giving examples. Point out some of its uses ancmapt characteristics.

ANSWER: Financial Instrument: Financial instrument is a written obligation of one
party to transfer something of value to anthenypatta future date under certain
conditions.

By written obligation we mean that it if@ced by the government and

this obligation is an important feature of a fin@hastrument.

The party here can be an individual, campa a government

Future date can be specified or when sareat occurs.
Examples: Stocks, bonds, insurance etc are examples of fialanstruments.

Characteristics of Financial Instruments: There are certain characteristics of financial
instruments.

1. Standardization: It is a standardized agreement which enables rieduict costs
of complexity. So because of this most financiatimments today are similar.

2. Communicate Information: Provide certain important information about the
issuer which otherwise would have been difficulgather for the lenders.

Value of Financial Instruments: The value of financial instruments depends on verio
factors.
Size:Larger the promised payment more valuable isitrential
instrument.
Timing: The sooner the payment is made increases the ohfueancial
instrument.
Risk: A financial instrument is more valuable if there greater
possibilities that payment will be made.
Circumstances:Payments made when needed the most makes theiéihan
instrument more valuable.
Uses of Financial Instruments:
Store Of Value:
Stocks: The stock holder is a part owner of the firm aeckives
part of its profits.

Bonds: A form of loan which promises to make repayment in
future dates.

Bank loans: Borrowers obtains resources from lenders in
exchange of promised payments.

Transfer of Risk:

Insurance: Takes premium to assure payment under particular
conditions (accident, death etc)

Future contracts: It is an agreement to exchange fixed quantity
of a commodity or an asset at a fixed price. Trans$k of price
fluctuations.

Options: Gives holder the right to purchase fixed quantftgo



underlying asset at predetermined price withinecsje period.

ALL IN ONE Mgt 411 MIDTERM PAPERS MORE
THAN (10)

Quiz Start Time: 07:01 PM
Time Left 88
sec(s)
Question # 1 of 15 ( Start time: 07:01:13 PM) alddarks: 1
The fact that a financial intermediary can usesidu@e contract for many customers is an
example of:
Select correct option:
Economies of Scope
The Law of Diminishing Marginal Returns
The Law of Increasing Opportunity Cost
Economies of Scale

Quiz Start Time: 07:01 PM
Time Left 88
sec(s)
Question # 2 of 15 ( Start time: 07:02:36 PM ) alddarks: 1
Home loans and car loans are the example of whmethobthe following?
Select correct option:

Mortgage loans

Pledge

Fixed Payment Loans

Ordinary loan

Quiz Start Time: 07:01 PM

Time Left 87

sec(s)

Question # 3 of 15 ( Start time: 07:04:00 PM ) aldarks: 1



Most of the people among us are
Select correct option:

Risk lovers

Risk enhancers

Risk averse

Risk tolerating

Quiz Start Time: 07:01 PM
Time Left 88
sec(s)
Question # 4 of 15 ( Start time: 07:05:05 PM ) aldarks: 1
Coupon bonds make the annual payments which deslces
Select correct option:

Annual payments

Fixed payments

Coupon payments

Maturity payment

Quiz Start Time: 07:01 PM
Time Left 88
sec(s)
Question # 5 of 15 ( Start time: 07:05:41 PM ) aldarks: 1
If the annual interest rate is 6%, the price ofyaedar Treasury bill with $100 face value
would be:
Select correct option:
$94.00
$94.33
$95.25
$96.10

Quiz Start Time: 07:01 PM

Time Left 71

sec(s)

Question # 6 of 15 ( Start time: 07:06:10 PM ) aldarks: 1
GDP deflator is called



Select correct option:
Retailer price index
Consumer price index
Producer price index
None of above not sure

Quiz Start Time: 07:01 PM

Time Left 89

sec(s)

Question # 7 of 15 ( Start time: 07:07:07 PM)

alrdfarks: 1

Which one of the following is the procedure of fimgl out the Present Value (PV)?

Select correct option:
Discounting
Compounding
Time value of money
Bond pricing

Quiz Start Time: 07:01 PM
Time Left 88
sec(s)
Question # 8 of 15 ( Start time: 07:08:22 PM )
Consumer Price Index (CPI) measures the:
Select correct option:

Changes in the quantity

Changes in the prices

Changes in the cost

Changes in the profit

Quiz Start Time: 07:01 PM

Time Left 81

sec(s)

Question # 9 of 15 ( Start time: 07:09:18 PM )
Yield curves show which of the followings?
Select correct option:

alddarks: 1

alrdfarks: 1

The relationship between bond interest ratesdg)ednd bond prices
The relationship between liquidity and bond ingtmates (yields)



The relationship between risk and bond interdstsréyields)
The relationship between time to maturity and bimterest rates (yields)

Quiz Start Time: 07:01 PM
Time Left 88
sec(s)
Question # 10 of 15 ( Start time: 07:10:40 PM )  tal®&arks: 1
An increase in the expected inflation shifts thaddemand to the
Select correct option:

Right

Left

No change

All of the given options

Quiz Start Time: 07:01 PM
Time Left 88
sec(s)
Question # 11 of 15 ( Start time: 07:11:41 PM ) tal®arks: 1
Which of the following are used to monitor and gdtaé the economy?
Select correct option:

Stock exchanges

Commercial Banks

Central Banks

Financial institutions

Quiz Start Time: 07:01 PM
Time Left 88
sec(s)
Question # 12 of 15 ( Start time: 07:12:56 PM )  tal®darks: 1
Which of the following best expresses the paymdanhder receives for lending their
money for four years?
Select correct option:
PV(1+i)4
PVI(1 +i)4
4PV
PV/(1-i)4



Quiz Start Time: 07:01 PM
Time Left 88
sec(s)
Question # 13 of 15 ( Start time: 07:14:19 PM )  tal&arks: 1
One argument for an independent central bank is:
Select correct option:

Without independence competent people would rkat gaposition in a central
bank

Successful monetary policy requires a long timezioa usually well beyond the
next election of most public officials

Politicians have a long-run focus that is not wefled to addressing economic
problems

Central bankers have a short run focus that ysoatrects problems faster

Quiz Start Time: 07:01 PM
Time Left 88
sec(s)
Question # 14 of 15 ( Start time: 07:15:44 PM )  tal®arks: 1
Which of the following is true of a nation's cemtoank?
Select correct option:
It makes important decisions about the natioxsatad public spending policies
It lends only to the nation's largest and mostartamt business firms
It has many interactions with the nation's citzand businesses
It is responsible for conducting the nation's ntangepolicy

Quiz Start Time: 07:01 PM
Time Left 88
sec(s)
Question # 15 of 15 ( Start time: 07:17:08 PM )  tal®darks: 1
Which of the following is NOT an example of finaatinstitutions?
Select correct option:

Banks

Securities firms

Stock exchanges

Insurance companies

MGT-411 (Money and Banking) Quiz No: 5




30 July2010 to 2 August 2010
Question # 1 of 15
Which of the following are used to monitor and stallize the economy?
Select correct option:
Stock exchanges Central Banks
Commercial Banks Financial institutions
Question # 2 of 15
Which of the following best expresses the proceeddender receives from a simple
loan?
Select correct option:

PV(1 +1) PV +i
FVIi PVI/i

Question # 3 of 15
is the strategy of reducing overall kidy making two investments with
opposing risks.
Select correct option
Spreading the risk Heddging the risk
Standard deviation Variance
Question # 4 of 15
The lowest rating for an investment grade bond asgned by Moody's is:
Select correct option:
BBB Baa
ABB Aaa
Question # 5 of 15
High State Bank purchases some U.S. Treasury bondale would view such bonds
as being free of:
Select correct option
Credit risk Reinvestment risk
Interest rate risk All of the given options
Question # 6 of 15
Which one of the following is NOT true for gap anaysis?
Select correct option:
It is the difference between the yield on intesestsitive assets and liabilities
It is the difference in the maturity of assets Aadilities
Banks manages credit risk by using gap analysis
It is a formal study of what a business is doing guently and where it wants to go in
the future (Not Sure)

Question # 7 of 15
A financial instrumnet in which a borrower obtains resources from a lender
immediately
in exchange for a promised set of payments in theture is called as
Select correct option:
Bond Home Mortgage
Bank Loan Futures Contract
Question # 8 of 15
Which one of the following agencies assesses théadt risk of different issuers?




Select correct option:

Insurance companies Credit rating
Bond issuing Recruitment agencies
Question # 9 of 15
A typical bank will offer type/s of checkig accounts.
Select correct option:
Only one type Four types
Two types Six or more types

Question # 10 of 15
Which of the following would probably NOT earn an Arating from Standard &
Poor's:
Select correct option
30 years bond issued by the U.S. Treasury
New vegetarian fast-food chain
90 days T-Bills issued by the U.S. Treasury
Both 30 years bond and 90 days T-Bills issued by 8. Treasury
Question # 11 of 15
When the auto manufacturing industry does poorly de to a recession this is an

example of:

Select correct option

Idiosyncratic risk Risk premium
Systematic risk Unique risk

Question # 12 of 15
Which of the following represents the fisher’s equigon?
Select correct option:
Nominal interest rate = real interest rate + inflaion
Nominal interest rate + inflation = real interester
Nominal interest rate = real interest rate - infiat
Nominal interest rate = real interest rate / indlat
Question # 13 of 15
Which of the following is NOT a depository instituion?
Select correct option
Commercial banks Credit unions
Savings institutions Brokerage house
Question # 14 of 15
Which of the following is the least liquid of all?
Select correct option
Money Lands & buildings
Bonds & stocks None of the given options
Question # 15 of 15
Which one of the following is the procedure of finthg out the Present Value (PV)?
Select correct option
Discounting
Compounding
Time value of money
Bond pricing




Question No: 1 (Marks: 1) - Please choosae
Wealth can be held in number of other forms butuse to hold money because of which
one of the following reason?

» It is the only mode of payment

» It is an asset

» It is most liquid

» It is the only store of value

Question No: 2 (Marks: 1) - Please choosae
Which of the following is the final mode of payment
» Money
» ATM
» Cheque
» Yet to discover

Question No: 3 (Marks: 1) - Please choosae
Tom uses a credit card to purchase a new pailokjerom is:

» Using money to buy his jeans since credit cardsvaney

» Using a form of money included in M3

» Using an electronic payment form of money tham ihe category of checking
deposits

» Creating a liability that he will ultimately hate pay with money

Question No: 4 (Marks: 1) - Please choosae
The loans made between borrowers and lenders:

» Are liabilities to the lenders and assets to thiedwers since the borrower
obtains the funds

» Are assets to the lenders and liabilities of thirdwers since the promises are
made to the lenders

» Are assets to the borrowers as he obtains fundiglan the liability to the
borrowers as he has to pay it

» Are not part of either's assets or liabilitiesiluthie loans are repaid

Question No: 5 (Marks: 1) - Please choosae
A derivative instrument:
» Gets its value and payoff from the performancthefunderlying instrument
» Is a high risk financial instrument used by highsk averse savers
» Comes into existence after the underlying instmineein default
» Should be purchased prior to purchasing the uyidgrsecurity

Question No: 6 (Marks: 1) - Please choosae
Risk sharing is the characteristic of which one¢hef following?
» Checks




» Checking accounts
» Money
» Bonds

Question No: 7 (Marks: 1) - Please choosae
Which of the following is the difference that libstween the options and futures?
» Options is not binding whereas future is binding
» Futures carry risks but Options didn’t carry risk
» Centralized clearinghouses guarantee futuresddutptions contracts
» There is no difference between options and futures

Question No: 8 (Marks: 1) - Please choosae
If you put $1,000 per year into bank at 4% interestv much would you have saved
after 40 years?

» $90,000

» $98,826

> $82,286

» $85,880

Question No: 9 (Marks: 1) - Please choosae
You receive a check for $100 two years from toddye discounted present value of this
$100 is:

> $100/(1+i)
> $100%(1+i)2
> $100%(1+i)
> $100/(1+i)2

Question No: 10 (Marks: 1) - Please choosee

The rule of 72 says that at 12% interest $100 shbetome $200 in about
» 72 months
» 100 months

» 12 years

» 8.2 years
Question No: 11 (Marks: 1) - Please choosee
The interest rate that is involved in calculation is referred to as discount
rate

» Present value
» Future value

» Intrinsic value
» Discount value

Question No: 12 (Marks: 1) - Please choosee
If the internal rate of return from an investmentdss than the opportunity cost of funds:
» Firm should make the investment




» Firm should not make the investment
» Firm should only make the investment using retiea&nings
» None of the given options

Question No: 13 (Marks: 1) - Please choosee
Risk premium which the invertors hold is equal toiet one of the following?
» Expected return on the risky investment + Risle-freturn
» Expected return on the risky investment / Rislefireturn
» Expected return on the risky investment - Rislefireturn
» Expected return on the risky investment * Rislefreturn

Question No: 14 (Marks: 1) - Please choosee
Which of the following statement is true for ampetil loan?
» Payment includes interest and full amount of ppak
» Payment includes only the interest
» Payment includes both interest and some portidheoprincipal
» Principal amount is paid fully in the periodic pagnts

Question No: 15 (Marks: 1) - Please choosee
A business cycle downturn shifts the bond supplhé&

» Right

> Left

» No change

» None of the given options

Question No: 16 (Marks: 1) - Please choosee
What is the true relationship that exists betwesfault risk and yield?
» Higher the default risk, higher the yield
» Lower the default risk, higher the yield
» Higher the default risk yield will remain constant
» Lower the default risk yield will remain constant

Question No: 17 (Marks: 1) - Please choosee
The shape of the yield curve is usually:
» Upward sloping
» Downward sloping
» Upward sloping for shorter maturities and downwslaping for longer maturities
» Flat

Question No: 18 (Marks: 1) - Please choosee
Which statement shows the major difference betveterks and bonds?
» Bonds pay their owners dividends while stocks ipégrest
» Bonds pay their owners interest while stocks paigldnds
» Interest on a bond is not guaranteed while divideon stock are legally required
» Bonds represent ownership while stock represestit d




Question No: 19 (Marks: 1) - Please choosee

If we ignore risk, the dividend discount model sty fundamental price of a stock is
simply:
» The current dividend divided by the interest itass the dividend growth rate
» The annual growth rate of the dividend minus tierest rate divided by the
current dividend
» The current dividend divided by the interest gates the dividend growth rate
» The current dividend divided by the dividend grbwdte less the interest rate

Question No: 20 (Marks: 1) - Please choosee

The process of financial intermediation:
» Creates a net cost to an economy but is unavadabl
» Is used primarily in underdeveloped countries
» Is always used when a borrower needs to obtaitsfun
» Increases the economy's ability to produce

Question No: 21 (Marks: 1) - Please choosee

If information in a financial market is asymmetribis means:
» Borrowers and lenders have the same information
» Lenders lack any information
» Borrowers and lenders have perfect information
» Borrowers would have more information than lenders

Question No: 22 (Marks: 1) - Please choosee

Requiring a large deductible on the part of anredus one way insurers treat the
problem of:

» Free-riding

» Moral hazard

» Adverse selection

» The Lemons market

Question No: 23 (Marks: 1) - Please choosee

Deflation compounds information problems because:

» It increases a company's net worth

» It reduces the dollar value of assets while tHeadwalue of liabilities stays
constant

» It tends to understate a company's assets anstateetheir liabilities

» It always harms lenders

Question No: 24 (Marks: 1) - Please choosee

Which of the following has created an opportungy $mall investors to participate in
economic activity?

» Mutual funds

» Small corporations

» Stock brokers

» Small investors cannot take part in economic &gtiv



Question No: 25 (Marks: 1) - Please choosee
evolved from coffee houses to tradinggddo electronic networks.
» Financial companies
» Financial markets
» Financial institutions
» Financial intermediaries

Question No: 26 (Marks: 1) - Please choosee
A risk seeking investor versus a risk-neutral inoes

» Will always take a risk, while the risk neutrav@stor will not

» Will need less compensation for the same riskugetise risk neutral investor

» Will not take the same risks as the risk neutraéstor if the expected returns are
equal

» None of the given option

Question No: 27 (Marks: 1) - Please choosee
What will be the effect on yield to maturity wheartl prices increase?
» Yield to maturity does not change
» Yield to maturity decreases
» Yield to maturity increases
» None of the given options

Question No: 28 (Marks: 1) - Please choosee
If there is a decrease in the expected futureesteate, what will be its affect on bond?
» Bond will be less attractive
» Bond will be more attractive
» Bond will be less expensive
» Bond will be more expensive

Question No: 29 (Marks: 3)
Briefly discuss different types apeculativegrades of Long term ratings be PACRA.

PACRA Long Term Ratings

Following are the ratings by PACRA

Investment Grades

AAA (Highest Credit Quality)
AA (Very High Credit Quality)
A (High Credit Quality)

BBB (Good Credit Quality)

Speculative Grades
BB
B



CCC,CC,C
Question No: 30 (Marks: 3)
Discuss briefly the facts about term Structure.

The monetary-policy and the aggregate-supply shaoksmportant determinants of the
nominal term structure. Moreover, the monetarygpolinnovations have a large but
transitory effect on the nominal bond yields, pniityaby changing the slope of the yield
curve, and the aggregate-supply shocks from pris@téor have a more persistent effect
on the level of the yield curve, but have littiéeet on the slope of the yield curve.

Question No: 31 (Marks: 5)
Assume that a corporation issues 1 year bond atfwith the face value of Rs.100.If
there is no risk of default then find out the pridethis bond.

Answer:

Price of bound= p (1+r)*1
=100(1+0.05)*1
=100(1.05)*1
=100(1.05)

Price of bound = 10Binswer

Question No: 32 (Marks:5)
a) Mr. A has a bond of ABC Corporation. Will higum from this bond be affected by
tax? Support your answer with reason.

b) Mr. B has a bond of that is issued by Governm@filt his return from this bond be
affected by tax? Support your answer with reason.

Answer:

A) Mr. A has a bond of ABC Corporation its ratereturn will be affected by the tax
because the reason is that it’s include in its imedhat government will charge the tax
from the income of the person and deducted tar@sne tax.

B) Mr. B will in other case the income of the perswill not be affected because the
government will deduct the tax from the dividendtthas to pay to its bond holder where
that person do not have to pay further tax as . par

A part of income tax where this situation is natdd by the first case.



