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	Question No: 1    ( Marks: 1 )     -  Please choose one

	Which of the following is not the objective of capital budgeting techniques?

►
Financial viability of the project

►
To assess working capital requirement

►
To evaluate the value of investment

►
To measure durability of the project



	Question No: 2    ( Marks: 1 )     -  Please choose one

	Which of the following statements is correct? 

►
(A). Ratio analysis can be distorted by seasonal factors. 

►
(B). Ratio analysis is a great tool, because it allows a firm to be fairly compared to any other company. 

►
(C). It is difficult to generalize financial ratios as being strictly good or bad. 

►
Both A and C are correct 


	Question No: 3    ( Marks: 1 )     -  Please choose one

	The buyer of a zero-coupon bond expects to receive: 

►
Price appreciation 

►
A rate of return equal to zero over the life of the bond.  

►
Variable dividends instead of a fixed interest payment annually.  

►
All interest payments in one lump sum at maturity



	Question No: 4    ( Marks: 1 )     -  Please choose one

	An ordinary annuity whose payments or receipts continue forever is called ------------.
►
Annuity due

►
Deferred annuity

►
Perpetuity

►
None of the given options



	Question No: 5    ( Marks: 1 )     -  Please choose one

	Which of the following is a financial asset? 

►
A building 

►
Bonds 

►
Inventories 

►
Equipment  



	Question No: 6    ( Marks: 1 )     -  Please choose one

	Working capital management deals with all of the following, except: 

►
The composition of current assets 

►
The amount of current assets  

►
The financing of current assets  

►
The depreciation of current assets  



	Question No: 7    ( Marks: 1 )     -  Please choose one

	Which of the following is not a factor that business risk is dependent upon? 

►
Product/service demand variability 

►
Sales price variability 

►
Foreign risk exposure 

►
Interest rate levels 



	Question No: 8    ( Marks: 1 )     -  Please choose one

	Which of the following cost of capital factors, firms can NOT control? 
►
Capital structure policy 

►
Investment policy 

►
Interest rate levels 

►
Dividend policy 



	Question No: 9    ( Marks: 1 )     -  Please choose one

	Which of the following is not a spontaneous source of financing? 

►
Accrued taxes 

►
Bank loans  

►
Accrued wages 

►
Accounts payable  



	Question No: 10    ( Marks: 1 )     -  Please choose one

	According to the hedging approach to financing, seasonal variations in current assets should be financed with: 

►
Short-term debt. 

►
Retained earnings.  

►
Common stock. 

►
Long-term debt.



	Question No: 11    ( Marks: 1 )     -  Please choose one

	One difference between a financial lease and operating lease is that: 
►
There is often a call option in a financial lease.

►
There is often an option to buy in an operating lease.

►
An operating lease is often cancelable by the lessee

►
A financial lease is often cancelable by the lessee.


	Question No: 12    ( Marks: 1 )     -  Please choose one

	Risk can be analyzed: 

►
Only on a stand-alone basis 

►
Only on a portfolio basis. 

►
Both on a stand-alone and portfolio basis

►
Neither of the given option is correct. 


	Question No: 13    ( Marks: 1 )     -  Please choose one

	The mix of debt, preferred stock, and common equity with which the firm plans to raise capital is called the: 
►
Financial risk. 

►
Operating leverage. 

►
Business risk. 

►
Target capital structure. 


	Question No: 14    ( Marks: 1 )     -  Please choose one

	Which of the following would appear as liability in the balance sheet of a company?

►
The value of Bonds purchased for investment purposes

►
The value of Bonds issued for raising capital

►
The value of Stocks purchased for investment purposes

►
None of the given options



	Question No: 15    ( Marks: 1 )     -  Please choose one

	Suppose you know that your firm is facing relatively poor prospects but needs new capital. If you also know that investors do not have this information, signaling theory would predict that you would: 

►
(A). Issue debt to maintain the returns of equity holders. 

►
(B). Issue equity to share the burden of decreased equity returns between old and new shareholders. 

►
Both A and B are correct 

►
None of the given option is correct



	Question No: 16    ( Marks: 1 )     -  Please choose one

	Market risk could be reduced through diversification. 
►
True  

►
False



	Question No: 17    ( Marks: 1 )     -  Please choose one

	A service company would be a good candidate for an LBO. 
►
True  

►
False



	Question No: 18    ( Marks: 1 )     -  Please choose one

	The spot rate is simply the exchange rate between two currencies as determined by the respective governments. 
►
True  

►
False



	Question No: 19    ( Marks: 1 )     -  Please choose one

	The expected return on a risk-free security is zero. 
►
True  

►
False



	Question No: 20    ( Marks: 1 )     -  Please choose one

	Preferred stock, like debt, could provide financial leverage to a firm. 
►
True  

►
False



	Question No: 21    ( Marks: 1 )

	Yield to maturity (YTM) of a Bond =   -------------- + capital gain. 


	Question No: 22    ( Marks: 1 )

	A collection of securities held by an individual investor or an institution is called ----------. 


	Question No: 23    ( Marks: 1 )

	A ----------- merger takes place when firms operating in same industries combine together. 


	Question No: 24    ( Marks: 1 )

	------------ refers to the amount of a company’s annual dividend expressed as a percentage of the current price of the share of that company. 


	Question No: 25    ( Marks: 1 )

	Optimal capital structure refers to the particular combination of debt and equity finances that minimizes the ---------------while maximizing the----------. 


	Question No: 26    ( Marks: 3 )

	A corporation just paid a dividend of Rs.2. Its stocks have a required rate of return of 13% and investors expect the dividend to grow at a constant 5% rate in the future. Calculate the intrinsic value (Present value) of the Corporation’s stocks. 



	Question No: 27    ( Marks: 3 )

	Under what conditions leasing of an asset is better than buying it. 


	Question No: 28    ( Marks: 3 )

	 Differentiate between business risk and financial risk.


	Question No: 29    ( Marks: 3 )

	An investor places 60% of his funds in Security A and the balance in Security B. The expected returns on A and B are 15% and 20%, respectively. The standard deviations of returns on A and B are 20% and 15% respectively. Calculate the expected return on the portfolio. 


	Question No: 30    ( Marks: 3 )

	A firm may pursue an aggressive, moderate or a conservative working capital financing policy. Discuss these three working capital financing policies briefly: 


	Question No: 31    ( Marks: 10 )

	Suppose your firm is considering an investment project that has a cost of Rs.1 million and is expected to generate an annual after-tax cash flow of Rs.250,000 for five years. You have already spent Rs.50,000 in research and development costs for the project. If the firm's required rate of return is 14 percent, what is the NPV and pay back period of this project? Comment on the financial viability of the project. 


	Question No: 32    ( Marks: 10 )

	A Corporation has the following Target capital structure: 

                                            Debentures = Rs. 3 Billion

                                    Preferred shares = Rs. 0.48 Billion

                                   Common shares =   Rs. 6.52 Billion

                                                          Total = Rs.10 Billion

Under the prevailing market conditions, financial analysts have estimated a risk free rate of return of 10% and a market rate of return of 14%. The corporation’s common stocks have a beta (
[image: image1.wmf]b

) of 1.5. Bonds carry an interest rate of 9.5%. Preferred stocks has a return of 10% p.a. corporate tax rate is 40%. Compute the present weighted average cost of capital of the corporation.
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