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             First Term Exam – 2071

Level: BBS III                        Subject: Corporate Finance              	F.M.: 20
Time: 40 Min.                                                                              	P.M.: 08
Set-A

Attempt all the Questions                                                                                                 
1. How do money and capital markets differ?	[10]

2. (a)     One-year Treasury securities yield 6 Percent, 2-year Treasury securities yield   6.5 percent, and 3-year Treasury securities yield 7 percent. Assume that the expectations theory holds. What does the market expect will be the yield on 1-year Treasury securities two years from now?

(b)     Due to recession, the inflation rate expected for the coming year is only 3.5 percent.  However, the inflation rate in year 2 and thereafter   is expected to be constant some level some level above 3.5 percent. Assume that the risk-free rate k*=2 percent for all maturities and that the expectations theory fully explains the yield curve, so there are no maturity risk premiums. If 3-year Treasury bonds yield 3 percentage points more than 1-year Treasury bonds, what inflation rate is expected after year 1?	[10]   
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                        First Term Exam – 2071

Level: BBS III                        Subject: Corporate Finance              	F.M.: 20
Time: 40 Min.                                                                              	P.M.: 08
Set-B

Attempt all the Questions
1. How do primary and secondary financial markets?              [10]

2. (a)    Assume 10-year bonds yield 9 percent today, and 5-year bonds are   expected to yield 7.5 percent 10 year from now. Based on expectation theory; what rate should investors expect to earn over the next 15 year?

(b)     A Treasury bond that matures in 10 years has a yield of 6 percent. A 10-year corporate bond has a yield of 8 percent. Assume that the liquidity premium on the corporate bond is 0.5 percent. What is the default premium on the default premium on the corporate bond?
Why corporate bonds are exposed to default risk?	[10]
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