Roll No.__________________

05 March, 2017

[image: image1.jpg]




NOTE: 
Q.1 is compulsory, attempt any four questions from the remaining. All questions carry equal marks.  Phones and other Electronic Gadgets are not allowed.

Q1: Choose the correct from multiple choices

1. Which one of the following terms refers to the variability of return on stocks or portfolios, associated   

     with changes in return on the market as a whole?

a)  unsystematic risk  b) unique risk   c) systematic risk  d) company specific risk

2. Determining the mix of debt and equity to be used to finance a firm is which type of a decision?

a)  capital budgeting  b)  working capital   c)  capital structure 

3. The goal of financial management is to maximize the current:

a)  net income per share  b)  dividends per share  c) total assets  d)  market value per share    

4. Which one of the following statements concerning the financial markets is correct?

a)   Shareholders exchange shares with each other in the primary market b) The New 5. York Stock Exchange is an auction market   c) Dealer markets have a physical trading floor.

d)  Stocks traded in auction markets are said to trade over-the-counter

5. Which one of the following values will not change when a firm declares a large stock dividend?

 
a)   common stock account balance    b)   par value per share   c)  market price per share

 
d)   retained earnings account balance

6. Which one of the following provides limited liability for all of its owners?

a)   sole proprietorship  b)  partnership with only general partners  c)  partnership with both general and limited partners   d)   corporation

7. Which one of the following represents a potential agency problem?

a) adherence to the Sarbanes-Oxley Act in 2002  b)  hiring a manager and compensating her with shares of company stock c)   paying a management bonus based on the number of employees managed  d)  paying all company earnings out to shareholders in the form of dividends

8. The internal rate of growth assumes which one of the following?

a) 100 percent retention ratio  b)[image: image2]constant debt-equity ratio c) additional debt financing but not equity financing  d)[image: image3]no new external financing of any kind

9. A negative external financing need indicates that the firm:

a) will need to issue both debt and equity if it wants to achieve its desired level of growth.

b) can grow at the expected rate without obtaining any additional external financing.

c) the firm will need to decrease in size during the pro forma period.

d) will be unable to achieve its maximum rate of growth during the pro forma period

10. Which one of the following statements is correct, assuming all else is constant?

a)   The discount rate increases as the present value increases b) The future value decreases as the present value increases  c) The time period increases as the interest rate increases d) The present value increases as the discount rate decreases.

11. You invested $5,000 at 6 percent simple interest for five years. How much total interest will you earn over 
       these five years?

 
a)  $300.00   b)   $742.97   c)   $1,500.00   d)    $1,691.13

12. What is the interest rate per period multiplied by the number of periods per year called?

 
a)   effective annual yield  b)   compounded effective yield   c)  periodic rate d)  annual percentage rate
13. Firm A is worth $10,000. Firm B is worth $10,000. The combined Firm AB is worth $22,000. The additional 
$2,000 of value that is created by combining Firms A and B is called:

a)    goodwill   b)   excess capital  c)  synergy  d)  the pooling effect.

14. Of the following ratings, which one is the lowest investment-quality bond rating by Standard & Poor's?

a)  Baa      b)    A       c)    BBB        d)     B

15. Which one of the following is the price you will pay if you buy a bond from a dealer?

a)   bid  b)    yield   c)    call   d)    asked
16. Which one of the following is used to appoint an individual to vote on your behalf at a shareholder's meeting?

a)  post   b)    proxy  c)    DOT   d)     yield

17.  The Hen's Nest just paid an annual dividend of $0.82 a share. What will the dividend be in year 4 if the dividend growth rate is 3 percent?

a)  $0.88   b)   $0.92   c)  $0.96   d)   $1.00

18.  Which one of the following indicates an accept decision for a project?

a)  NPV = -$318   b)   PI = 0.92   c)  IRR = 15.6 percent; Required return = 15 percent
d) Payback = 3.31 years; Required payback = 3 years 

19. Which one of the following should be excluded from the cash flows of a project?

a)   sunk costs  b)   taxes   c)   salvage value  d)  erosion effects

20. Diversification reduces which type of risk?

a)  market   b)   total   c)   asset specific   d)   systematic

Q2: 
Discus the major decisions of financial management that helps in the accomplishment of the 

        
financial goals. (Marks 13)
Q3: 
Define share and its role in Pakistan Stock Exchange (PSX) and also differentiate      

        
between common stock and preferred stock. (Marks 13)
Q4: 
Describe how NPV is calculated and describe the information this measure provides about a     

        
sequence of cash flows. What is the NPV criterion decision rule? (Marks 13)
Q5: 
a) Discus Present Value, Maturity Value and Discount rate.          (Marks 6) 

b) Determine the value of a $800 par-value bond with a 10 percent coupon and nine                                     

     years to maturity. The required rate of return on the bond is 12 percent. (Marks 7)
Q6: 
Find the NPV of the two projects at discount rate of 5% .And Interpret the result. (Marks 13)

	Years
	Project 1 Cash Flow
	Project 2 Cash Flow

	0
	 PKR       (1,000.00)
	 PKR       (1,000.00)

	1
	 PKR           500.00 
	 PKR           100.00 

	2
	 PKR           400.00 
	 PKR           200.00 

	3
	 PKR           300.00 
	 PKR           400.00 

	4
	 PKR           100.00 
	 PKR           500.00 

	5
	 PKR             50.00 
	 PKR           600.00 


Q7: 
Gloria wants to have $20,000 in her investment account ten years from now. Currently, she has nothing saved. How much would she have to deposit today to reach her goal if this is the only amount she invests? She expects to earn 8.5 percent, compounded annually. How much must she deposit today? (Marks 13)
Q8 :
Write short notes on any two of the following. (Marks 13) 

        
a. Cash dividend 
b. Market value and book value 
c. Firm value and stock value
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