Global College of Management
Second Term Exam Paper (BBS Third year)

Subject: Financial institutions and Markets			
Full Marks: 75						Pass Marks: 30            
Time: 3 Hrs								            
Set: 1
Group A (Attempt any eight questions)

1. What do you understand about the financial market? Write out the types of financial market.
2. How do you define the monetary tools? Write out the major monetary tools adopted by the central bank.
3. What are the main theories explaining term structure of interest rates?
4. What is the process of issuing securities?
5. Write short notes on: (Any two)
a. Nepal stock exchange
b. Commercial paper
c. Real rate of return
6. A T-bill with 91 days maturity sells at a bank discount yield of 3 percent
I. What is the price of T-bill?
II. What is the HPR?
III. What is the investment return?
IV. What is the effective annual yield?
7. Assume the following zero coupon bonds with face value of Rs.1,000 that are available.
Bonds		Current price (Rs.) 		Maturity
   A	935	1
   B	870	2
   C	800	3
   D	750	4
a. Calculate YTM for each bond.
b. What is 1 year forward rate starting in year 3?
c. What is 2 year forward rate starting in year 2?
d. What is 1 year forward rate 3 years from now?

8. Consider three stocks with following prices on two dates.
	Stocks
	Price on year 1
	Price on year 2

	A
	Rs.1600
	Rs.2200

	B
	Rs.500
	Rs.400

	C
	Rs.2400
	Rs.3000


On year 1 there are 100 shares of stock A, 200 shares of stock B and 100 shares of stock C.
a. Determine price weight index on year 1 and 2 with decision.
b. Determine value weight index on year 2 with decision.
c. Determine equally weighted index on year 2 if base value of index is 200 on year 1. Give the decision.
9. A recent issue of the news paper gave following quote for Treasury bond.
	Rate
	Maturity
	Bid
	Ask
	Change
	Ask yield

	9  3/8
	Feb 16
	106:26
	106:30
	-16
	8.56


a. Find semiannual coupon interest amount that this bond pays?
b. What is the maturity period from feb. 2004?
c. Convert ask quote into rupee price.
d. What do you understand about bid and ask prices?
10. A bank has following assets in its portfolio; Rs.20 million in cash reserves of central bank vaults, Rs.20 million in T-bills, Rs.50 millions in loans and Rs.10 million in fixed assets. If it needs to dispose of its assets at short notice, it receives 99 percent of T-bill, 90 percent of loan and 0 percentages of fixed assets. Calculate liquidity index and support your answer with appropriate decision.
Group B (Attempt any one question)
11. Define the term financial intermediaries. Explain the functions performed by the financial intermediaries.
12. ABC Corporation has two different bonds outstanding. Bond X has face value of Rs.20,000 and matures in 20 years. The bond makes no payments for the first six years, then pays Rs.1000 every six months over the subsequent eight years, and finally pays Rs.1750 every six months over the last six years. Bond Y also has face value of Rs.20,000 and maturity period of 20 years, it makes no coupon payments over the life of bond. If required rate of return on these bonds is 12 percent and compounded semiannually, what are the prices of each bonds?
 
Global College of Management
Second Term Exam Paper (BBS Third year)

Subject: Financial institutions and Markets
Full Marks: 75						Pass Marks: 30
Time: 3 Hrs
Set: 2
Group A (Attempt any eight questions)
1. Define the term financial market? Write out the functions of financial market.
2. Why monetary tools are adopted by central bank? Write out the major monetary tools adopted by the central bank.
3. What do you know about the primary market with suitable examples? Write out process of initial public offering?
4. What do you understand about the financial intermediaries? Write out roles performed by financial intermediaries.
5. Write short notes on: (Any two)
a. Over the counter market
b. Treasury bill
c. Expectation theory
6.	A Rs.20,000 Treasury bill is selling at Rs.19500 with 90 days maturity period.
      a. Find discount yield.
      b. Find bond equivalent yield.
      c. Find 90 days HPR.
      d. Find effective rate.
7.	Given the following forward rates, find out the one, two, there, and four year spot rates.
           Forward Periods	Forward rates
                    0F1	                    8%
                    1F2                               10%
                              2F3                               12%
                              3F4                               14%
8.	The current dividend on stock is Rs.12.50 and investor requires 10 percent return.
      a. Calculate value of stock assuming the dividend does not grow.
        b. Calculate value of stock assuming dividend grow at 8 percent forever.
        c. Calculate value of stock assuming dividend grow at 25 percent for next 3 years and then will remain in              3rd year level indefinitely.
9. NABIL bank has annul cash requirements of Rs.72 million, the opportunity cost is 12 percent and the fixed cost per transaction is Rs.200 for each time. Find out; optimal cash size, no of cash conversion, average cash balance and write out the limitation of the Boumol model.
10. The present value of lock box system cost is Rs.2 Million for star company. The opportunity cost of fund is 10 percent. The company is considering to about use of concentration banking system with HBL bank charging initial and yearly fee for this service. What combination of initial and yearly fee charged by HBL will attractive for star company?


Group B (Attempt any one question)
11.	How financial market perform role for economic development of country like Nepal. Write out recent development measures of financial market in Nepal.
     12.	Bond A is a premium bond with a 10 percent coupon interest and bond B is a 6 percent coupon interest rate a n currently selling at a discount. Both bond make annual payment, have a yield to maturity of 8 percent and have eight years to maturity. What is the current yield for bond A? For bond B? If interest rate remain unchanged, what is the expected capital gain yield over the next year for bond A? For bond B? Explain your answer and the interrelationship among the various types of yields.
            
          
