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I. INTRODUCTION

Finance is an émerging discipline. Traditionally finance wes concerned with financial
instruments and institutions only. But, the scope of finance has now been expanded to
encompass areas like mathematics, statistics, working capital management, financial analysis,
risk, insurance, and multinational finance. The role of finance in company's success has
become paramount as all business decisions and activities of a business have financiel
implications. As such Finance as & subject has found a prominent place as one of ihe
functional areas of commerce education at the higher secondary level.

II. GENERAL OBJECTIVES

General objectives of this course are to enable the students to understand concepts and
principle of elementary finance as foundation for higher level education and to impart skills
required for understanding financial market and institutions, corporaie finance and insurance.

{II. SPECIFIC OBJECTIVES

On completicn of this course, the student shall be able to:

a. describe the meaning and scope of business finance;

b. explain the functions, types, role and importance of financial institutions and financial markets;
¢. discuss and determine the various types of financial assets;

d. leam the basic concept of interest and discounting factors. Involved in finance:

e. explain the concept and types of risk of insurance; :

[V. CONTENTS AND UNIT-WISE TAECHING HOURS

Unitssz .t v ~ Chapters e Teaching Hours
1 Overview of Finance 10
2 Financial Markets 10
3 Financial Institutions 20
4 Financial Assets 15
5 Interest : 15
6 Present Value and Discounting Technique | 15
7 Present Value and Discounting Technique Il 15
8 Risk and Insurance 20
9 Life Insurance : 15
10 Non-life Insurance 15
Total : : 150
V. COURSE CONTENT ‘
[ UNIT 1: OVERVIEW OF FINANCE ]

Concebt and importance of finance; Relationship of finance with economics and accountancy;
Scope of finance: investments, corporate finance, financial institutions and markets.

| UNIT 2 : FINANCIAL MARKETS |

Concept; Types of financial markets: money and capital, primary and secondary markets;
Financia! intermediaries: deposit institutions, insurance companies other financial institutions;
investment bankers, mortgage bankers; the secondary market: organized exchanges and over-
the-counter market. ;
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| UNIT 3 : FINANCIAL INSTITUTIONS g

i

introduction and types of financial institutions. role of financial institution‘in financial markets;
Introduction, functions and raie of ceniral bark; Commerciai bank; Development bank and
otner financial institutions: finance companies, finance cooperatives, mutual funds, pension and
provident fund.

| UNIT 4 : FINANCIAL ASSETS - o

Real vs. financial assets; Meaning and characteristics of financial assets; Instruments of
financial assets: long-term vs. short-term, ownership vs. creditorship and fixed vs. variaole
instruments; Types of long-term instruments: common stock, preferred stock and bonds;
Concept cf par value, bock value and market vaiue of long term instruments and computation
of bock-vaiue of common stock; Types and uses of short term instruments: treasury bill,
bankers acceptance, commercial paper, promissory notes, bill of exchange, letter of credit,
mutual funds; Tele-banking Instruments. ATM, Debit Card, Credit Card and electronic transfer

| UNIT 5: INTEREST }

Concept of inferest; Nomina! and real rate of interest, periodic and effective rate of interest,
ris«iree rete of inferest: Delerminants of interest rate: inflation premium, default premium,
maturily premium, liguidity premium; Computation of interest raies.

{_UNIT 6 : PRESENT VALUE AND DISCOUNTING TECHNIQUE | 2}
Future value and compounding; investing for a single period, investing for more than one
peried. Present value anc discounting: the snrg!e—penod case, the muiti-periods case, Loan
amomzatlon

l UNIT 7 : PRESENT VALUE AND DISCOUNTING TECHNIQUE HI j]
Concept of cash flows : Even and uneven, timing of cash fiows. Future and present values of
muitiple cash flows: future value with multiple cash flows present value with multiple cash flows.
Annuities and perpetuities: present values for annuity cash flows, future values for annuities,
annuities due, perpetuities.

| UNIT 8 : RISK AND INSURANCE |

Risk: concept, nature, cost & management. Concept and evolution of insurance; Functions of
insurance; Benefits of insurance; Naiure of insurable risks; Principle of insurance; Features of
insurance contract; Meaning, objectives and methods of reinsurance.

| UNIT 9 : LIFE INSURANCE | [

Concept and importance of life insurance; Elements of life insurance tontract; Procedures of
affecting life insurance policy; Role of agents; Computation of life insurance premium; Types of
life'insurance;

LUNIT 10 : NON-LIFE INSURANCE

Concept of non fife insurance; Concept and importance. types of policy and procedures;
VI. INSTRUCTIONAL PROCEDURES

»  Lecture and discussion

* (Case observation

»  Field Visit

* Library Assignment

*  Project Work

* . Group and Individua Work
*  Preseniation
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VII. ASSESSMENT TECHNIQUES

Written Examination 100 (100%)
Evaluation Scheme

2 : Number of Guestion Marks allecated
s Tite Tho - Pr Mot = Tho - oPrs - ot
i  Ovenview of Finance 1 3 1 5 e
g Financial Markeis 1 = 1 5 - 5
3 Financial Institutions 2 e 2 15 = 15
4 Financial Assets 1 1 2 5 5 10
5 Intérest = 1 1 = 10 10
6 g.resent‘ Vaiqe_ and S ; 1 = 10 10
iseounting Tecnnique |
7 Present™ Value  and
Discotinting Technique I 3} 1 ! = L e
8 Risk and Insurance 2 2 15 15
9 Life Insurance: 1 1 2 5 i 10
10 Non-life Insurance 1 1 10 10
Total : 9 5 14 60 40 1G0

Note: Seme question may combine theory and computational problems.
Prescribed reference books

1

Brigham, Eugene F. Fundamental of Financial Management. Chicago: The Dryden Press

2. Dahel, Bhuwan and Sarita Dahal, A Handbook of Banking. Kathmandu: Asmita Books
Publishers and Distributors

3. Joshi, Padam Raj, Adharbhut Biitiya Byawasthapan Kathmandu: Asmiia Books
Publishers and Distributors

4.  Joshi, Shyam and Adhikari, Shivahari. Byabasthapan Ka Lagi Bitta Sastra. Kathmandu
Taleju Prakashan..

5.  Manandhar, Kamal Dass et.al. Fundamental of Financial Management. Kathmandu:
Khanal Books and Stationery.

6.  Panda G.S., Principle and Practice of Insurance. Ludhiana: Kalyani Publishers.

7. ' Paudel, Rajan B., Keshar J. Baral, Rishi R. Gautam, Gyah B. Dahal and Surya B. Rana. -
(2005). Fundamentals of Financial Management. Kathmandu: Asmna Books Publishers &
Distributors.

8. Rejda, George E. Principles of Risk Management & Insurance: Pearson‘, Beihi.

9.  Shrestha, MK., etal. Fundamental Principles of Financial' Management Taleju
Prakashan. Kathmandu.

10. Shrestha, Madhusudan. Fundamentz! of Banking: Budcha Academic & Pubiishers.
Kathmandu.

11.  Pradhan, Radheshyam & Kathiweda RudraMeni. Bitta Byabasthapan. Kathmendu: Buddha
Academic Enterprises Pvt. Ltd. Educational Publishers & Distributors.

: Model Questions , :
Time: 3hrs ' BLE Full Marks: 100

1.

Candidates are required to give their answers in their own words as far as practicable The figures in the
margin indicate full marks.

All questions are compulsory. .

Define finance. State its relationship with Economics. [2+3]
2. Write the meaning of financial intermediary. Briefly write the types of financial intermediaries
present in Nepal. - [2+3]
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1.
12.
13.

14.

Questions Bank (Management) - Grade Xl

Write about the role of financial institution in Financial Market.
What is a Commercial Bank? What are its major functions?

Write short notes on: [25+25=5]
(a) Treasury bills (b) Bills of exchange
The balance sheet of a company as on 315! December, 2008 is given below.
Liabilities & Capital Rs. | Assets Rs.
Current Liabilities 10,00,000 | Current Assets 35,00,000
Long Term Bank Loan 40,00,000 | Fixed Assets 65,00,000
20,000 Common Shares 20,00,000
Retained Eamings 30,00,000
Total 1,00,00,000 | Total : 1,00,00,000
Find out: (&) The book value of company (b) The book value per share [3+2]

Ans: (a) Rs. 100,008,000 (b} Rs. 250

(a) 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 risk premium on the corporate bond? .

(b) The real risk-free rate is 3 percent and inflation is expected to be 3 percent for the next 2
years. A 2-year treasury security yieids 6.2 percent. What is the maturity risk premium for
tne 2-year security? [5+5=10]

‘ Ans: (2) 1.5% (b) 0.2%

{a) Fird out the present value of Rs. 5,550 due in 3 years at a discount rate of 6 percent.

(b) Find out the future value of an initial Bs. 10,000 compounded for 2 years &t 8 percent.

(c) You approach Nepal Bark Limited for a term loan of Rs. 500,000. The bank agrees to give
the loan to be fully amoriized in a period of 5 years at 10 percent, annual payment.
Calculate the size of each instaliment. [2.5+2.5+5=10]

Ans: (2) Rs. 4.618 (b) Rs. 11.664 (c) Rs. 1.31.898.20
Following are the cash flow streams of investment proposals X and Y

Cash Flow Streams
Year ’ X Y
1 Rs. 10,000 Rs. 20,000
2 Rs. 10,000 Rs. 15,000
3 Rs. 10,000 Rs. 10,000
4 Rs. 10,000 Rs. 5,000 .
{a) What is the present value of cash flow stream from proposal X if the discount rate is 8
percent?
(b) What is the future value of cash flow stream from proposal Y if appropriate compound rate
is 9 percent? [5+5]
- Ans: (a) Rs. 33,121 (b) Rs. 59.621.50
. What is meant by Risk? Write about the important types of Pure Risk [3+4]
Write the meaning of insurance. What are its principles? [3+5]

What are the essential elements of Life Insurance Contract? [5]
Ms. Sangeeta is willing to pay one year life policy of Rs. 3,00,000 from Rastriya Beema
Sansthan. She is now 30 years old. Assume the probability that a person's age 30 years will die
during the year is 0.6 percent and the cost of money is 8%. What is the fair amount of premium
Ms. Sangeeta must pay for this policy? [5]

Ans: Rs. 1,666.67

Discuss the imporiant types of Non-life insurance and state their contribution in business.  [10]
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[1. Overview of Finance

" Write in brief the importance of finance. [5]
faeTeRa! Heed SIeHdHl HeTeld |
B. 2072 Set E Q.No. 1|
Define finance. Write in brief the scope of finance. [5]

FerereTreraT reaTaT e | PeIeAd Ges Sl e |

: :
What do you mean by finance? How is finance related with economics? [2.5+2.5]
Forer T % O &7 ¢ AT fad #ia aefd 8

[4. 2070 Supp Q.No. 1|

* Write in brief about the scope of finance. [5]
foaoTTEaT AFATYHT BIEHHT ACTerd |
Write in brief about the importance of finance. [5]

fooTTeTe AEAA BIEHIAT HETeld |

l. 2069 Supp Q.No. 1|
Write the meaning of finance? How finance is related to accountancy? [3+2=5]
Forerepl o TR | [ BEY A@ITEAET AT g ! TETerd |

Define finance. Describe in brief the scope of finance. : [5]
FerroTTeAeTE AT TR | e s SIed i U T |
[B._2068 Q.No. 1] ;

Write in brief about the importance of Finance. : [5]
fare! HEaa SIeHHl Jeterd |

jo. 2067 Sup. Q.No. 1|

State the relationship of finance with Accounting and Economics. [5]
Porrept Srafaf T AR FEEATR AR T | :
What is finance? Write its relationship with accountancy. [8]
foe & 21 7 @RS 9E] T qETeld |

Why is finance important for successful operation of 8 business? Explain in brief. [5]

N

Wmmmﬁrﬁamwa'mmml
(2. Financial Markets =

Differentiate between money market and capital market. 5]
TET AR T S AR Ao Feer QST |
p. 2072 SetE Q.No. 2|

Differentiate between primary market and secondary market. - [5]
TrfeE T T AT TSRl ST Paear SR, |

: |
Write in brief the meaning of capital market? Write its any three differences with the money
market. [2+3]

[4. 2070 Supp Q.No. 2
Differentiate between 'Money Market' and 'Capital Market'. : [5]
ET TR T GO AR AT T gEae e |
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5. 2070 Q.No. 2 : =

What do you understand by financial intermediary? Differentiate befween Deposit and Non-
depository institution. [2.5+25]
iy wegersar WS ¥ PFES ¢ MET T IR -MEAT gomer S feerar
FEIST |

f. 2069 Supp Q.No. 2] -
What is financial market? Differentiate between primary and secondary market. [5]
o o el & 9 &7 7 TTaee T ST aWe PaeTaT geaTs R |
What do you understand by Primary Market? Explain any four points that differentiate it with
secondary market. [5]
A AR, A F RS ¢ TEETE 9edE auNET URE R@eT EY AR
36T To@ TRl |

. |
What do you understand by money market? Write its any two differences with the capital
market. B3+2]
TR AR A & THRTEa 7 ol FRET aEE g gE Faeara seter |

[o. 2067 Sup. Q.No. 2|
Write the meaning of financial intermediaries and mention the name of financial intermediaries.[2+3]
forcira Teqeeraiel o Wt WY TE i meedi AW IeE TR |

Explain about various types of financial markets. [2+3]
faf=T yera foaefra aoma aar aamm TR |

What is financial market? Explain how financial market helps transferring funds from savers to

business firms. ' [2+3]

. T qREFTEEH qU TR | .

| 3. Financial Institutions

What do you mean by financial institutions? Write in brief the methods of funds transfer from

savers to users.

-

Explain the functions of central bank. ; [8]
FHA FFF FEE qUA TR |

[3. 2072 SetE Q.No. 3
Write in brief about the role of financial institutions in financial market. A
fot s foeira deamesa sHaE Sesdn aeEg |

{. 2072 Set E Q.No. 4] . :
What do you understand by mutual fund? State the functions of mutual funds. [8]
TRERF PG A & TGS | TRERF FTH FUEE I T 81 |

‘
How are financial Institutions different from other non-financial institutions? How financial
institutions help in transferring funds from savers to the business firm? Describe. [3+4]
fxig dwmes s R il aweer=r s wF g ¢ e deeed
FAAFAEEATE ATTANIF FHAT PIT FEATIIA FA TG4 TG, 7 AT |

Write the meaning of finance co-operatives? Write any four functions of finance co-operatives.[3+5]

fora T o weTEr | fo WEwE B AR FEE aEE |
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f7. 2070 Supp Q.No. 3

What do you understand by finance company and finance co-operative? Write in brief. [6]
Fore T 7 T WEETE WA A F RS eTerd |
. 2070 Supp Q.No. 4

What do you mean by Development Bank? Briefly write its various functions. [3+6=9]
m%m&mvmwmmm|
Write the meaning of Mutual Fund and Provident Fund. [6]

. YR B9 T G9F FuR qF A |
State the meaning of Commercial Bank. Describe its main functions. [3+6]
arfireg e Ao TR, | THEH e FTAEE AU TR |
[i1. 2069 Supp Q.No.3 . _
Briefly write the functions of modem Commercial bank. [8]
ArafF AT S FUEE BEHAH! FETerd |
[12. 2069 Supp Q.No. 4]
Write the role of financialinstitution in the growth of financial market in Nepal. 7
SqTerHT AT AT AT A geeed T AR AeTRd |
S
State the meaning of Finance Institution. Explain the role of financial insitutions in financial
market. _ M
WW&&WWIWWWWWW%I
: :
What do you understand by ‘Central Bank'? Write its functions in brief. 7 [8]
S T TS B TGS AHT FUET BIEHA ACTR |
Write the meaning of Financial Institution. Also enumerate the different types of Financial
Institution.
:
Define Development Bank. What are its main functions? ; [3+5]
Foreprer SapeTe AR TR | THE T FUEE F-F T
[i7. 2067 Sup. Q.No. 3]
What do you understand by commercial bank? Mention any three main functions of commercial
bank. : [2+3]
e S T & RS A9 Y A TE FEE gedd TR |
[i8. 2067 Sup. Q.No. 4
Write the meaning of financial institutions. State its main functions. [3+7]
Py T A OTGTEI | I e T AU Ter |
~Show the role of financial institutions in financial market. [5]
Py ST faciT WeTe el HepTR AHT Seferd |
What is a development bank? Write briefly about its major functions. [10]
P 3% 3 2 7 P S5 e Hed el SIedIHl eterd |
'
Explain the main functions of Nepal Rastra Bank. [8]
Write different types of financial institutions operating in Nepal. ‘ M
SqTerT G AUH P TERE [ W] aicHl eterd |
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:
Write in brief the characteristics of financial assets. : [5]
forira wefaeea fasiaes gesdmn s |

2. 2072 SetE Q.No. 5 '
Write about different types of Bonds.
HIGAET G JFRT TR deE |

What do you understand by financial assets? Enumerate the different types of government

~

Bl

securities. : " [243]

T84 |
4. 2070 Supp Q.No. 5
On the basis of Issuer, describe various types of instruments of financial assets. [5]

;

Write the meaning of real and financial assets. Mention any two differences between real and
financial assets. [3+2]
Wﬁmrhﬁww@aﬁﬁqﬁqnmﬁwrwmﬁﬁﬁmﬁ
S T |

|6. 2069 Supp Q.No. § .
What do you mean by Tele-banking instruments? State its any three features.
2feq Siers T TS F O & ¢ AEE B A IeE TR |

; :
Write in brief about the features of financial assets. [8]
faeira Tt fadvaree Sesdmr seEm |

Differentiate between long term and short term securities with their meaning. [5]
FeHted SR YT T Aeqere ghafae S fear FEASTE |

|9. 2067 Sup. Q.No. 5 R _
Differentiate between real assets and financial assets. : : [5]
T T ¥ i qetaEr Sremr feerar GEATS I, |
Differentiate between common stock and bond. : [5]
FTERY 919 (Common stock) T HW 9 (Bond) 1 faral Soor@ TR |

1. 2066 Q.No. 5

What do you understand by financial assets? Enumerate its characteristics. [5]
faxil Teaie 9= & TS ¢ A9 (A99aTES IerE TR |
~

The balance sheet of a company at the end of Chaitra 2070 is given below:

[2+3=5]

Rs. Rs.
Current assets Rs.8,00,000 | Account payable Rs.2,50,000
Fixed assets 24,00,000 | Notes payable 1,50,000
Long term debt 5,00,000
Common shares - 20,00,000

(Authorised-30,000 shares,

Issued-20,000 shares)

Share premium 2,00,000
. Retained eamings 1,00,000
| Total assets Rs.32,00,000 | Total Liabilities & Equity Rs.32,00,000
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Required: [5]
a. Book value per share
b. If remaining authorised shares were sold at Rs.125 per share, calculate the book value per
share.
Ans: (a) Rs. 115 (b) Rs. 118.33

[13. 2072 Set E Q.No. 7
The liabilities side of balance sheet of a company at the end of Chaitra 2070 is given below.

Accounts payable Rs. 1,50,000
Notes payable Rs. 1,00,000
Long-term loans ; Rs. 4,00,000

Common shares ;
Authorised: 50,000 and Issued: 30,000) Rs. 30,00,000

Share premium Rs. 6,00,000

Retained eamings Rs. 2.50.000

Total liabilities & Equity Rs. 45,00,000 ;

Required: : [5]

i.  Book value per share
ii. If remaining authorised shares were sold at Rs. 140 per share calculate book value per
share.
Aqgii)Rs_-ﬂ!’ﬁﬂE&J}_?'

Following information are provided:

Common Stock, Bs. 100 par value Rs. 6,00,000
Share premium ! Rs. 2,00,000
Retained eamings RBs. 4.00.000
Common equity 4 Rs. 12,00,000
Less treasury stock, 1,500 Shares Rs. 1,50.000
Net common equity Rs. 10,50,000
Required: 3 :
i.  Number of shares outstanding

ii. Book value per share . [2+3]
- Ans: (i) 4,500 shares (ii) Rs. 233.33

f15. 2070 Supp Q.No. §
Following information are given:

Particulars Dehit (Rs.) Credit (Rs.)
Accounts Payable : ] 2,00,000
| Long term debt 3,00,000
Common share, Rs. 100 per share ' 3,00,000
Profit and lossa/c - ; 30,000
Fixed assets : 5,00,000
Accounts receivable 2,70,000
Required:
i.  Number of outstanding shares
ii. - Book value per share
iii. - New book value per share if 1,000 newly common shares are issued. [1+2+2=5]

Ans: (i) 3.000 Shares (ii) Rs. 90 (iii) Rs. 92.50

The capital and liabilities of a company are as under.

Creditors Rs. 1,50,000
Bills payable Rs. 1,00,000
10% debentures Rs. 2,00,000

Common Shares of Rs. 100 each: Authorized capital 5,000 shares, issued capital 3,000 shares
Retained Earning Rs. 60,000
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Required: :
i. Book value per share

Questions Bank (Management) - Grade XI

[3+2]

ii. Book value per share if the remaining shares are issued

[17. 2069 Supp Q.No. 6

Ans: (i) Rs. 120 (ii) Rs. 112

The liabilities side of Koshi Metal Craft Pvi. Ltd. Consists of the following: [5]
Accounts payable Rs. 200,000
Notes payable Rs. 400,000
Long term debt Rs. 600,000
Common stock (50,000 authorized shares 25,000 shares outstanding) Rs 800,000
Retained eamings Rs. 10.00.000
Total Liabilities and Equities Rs. 30,00,000

Required:

i. Book value per share of common stock.

ii. Book value per share if the firm sold 50% of oremaining authorized shared and netted Rs.

40 per share.’

8. 2069 Q.No. 6

Following information are provided:

Ans: (i) Rs. 72 (ii) Rs. 61.33

Authorized shares 10,000 shares

Issued common shares [5],000 shares

Par value Rs. 100 per shares

Share premium Rs. 3,00,000

Retained eamings Rs. 2,00,000

Treasury stock 1,000 shares, Rs. 100 each

Required: (a) Number of outstanding shares (b) Book value per share [5]

Following information are provided:

Ans: (3) 4,000 shares (b 225

Issued capital .10,000 common stock

Issued price Rs. 100

Par value Rs. 50

Treasury stock 2,000 shares @ Rs. 50 each

Retained eaming RS. 1,00,000 :

Required: Book value per share. ? [5]
Ans: Rs 125

[20. 2067 Sup. Q.No. §

Following information are provided:

Issued capital (51,000 shares of Rs. 100 per share

Retained eaming Rs. 200,000 5o

Treasury stock Rs. 100,000 2 P

Share premium Rs. 200,000 _ |,

Required: (a) Equity shareholder's fund (b) Book value per share [5T

21. 2067 Q.No. §

_Ans: (a) Rs 800,000 (b) Rs 200

The following balance sheet of ABC Co. as on 31st December 2007 is given below:

Liabilities Rs: - Assets Rs.
Current liabilities 2,00,000 | Current assets 8,00,000
Long-term debt 8,00,000 | Fixed assets 12,00,000
Common  stock (20,000 3,00,000
shares) 7,00,000
Retained eamings
20,00,000 20,00,000
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Required: Calculate (i) Book value of ABC Company (i) Book value per share [3+2]

Ans:(i) Rs. 20,00,000 (ii) Rs. 50
The liabilities side of balance sheet of Koshi Metal Company consists of the following:

Accounts payable Rs. 1,00,000
Notes payable Rs. 2,00,000
Long-term debt - Rs. 3,00,000
Common stock (50,000 shares authorised, .

25,000 shares outstanding) Rs. 4,00,000
Retained eamnings RBs. 5.00.000
Total liabilities and equity Rs. 15.00,000

Required: Calculate:
(i) The book'value per share of Co.'s common stock?
(i) Suppose the Co. show the remaining authorized shares and netted Rs. 30 per share from
the sale. What would be the new book value per shares? [5]
\ Ans: (2) Rs. 36 (b) Rs. 33

[ 5. Interest
.
The yield on 4-year Treasury Securities are currently 10% and that on 6-year Treasury
securities are 14%. If expectation theory holds true, what does the market believe that 2-year
securities will be yielding 4 years from now? [10]
Ans: 22%

P. 2072 SetE Q.No. 6 x :
The real risk free rate is 2%. The expected rate of inflation is year 1 in 4% and that in year 2 is
5% and thereafter 7%. If the yield on 4 year Treasury Securities is 9.5%, what is the maturity
risk premium for 4 year Treasury Securities? ; 10 -
; j Ans: MRP, = 1.75%

[B. 2072 SetE Q.No. 8|

The rate of inflation for different years are as under:
Year _ 1 2 3 4
Rate percent . 4% 6% 8% 10%
The real risk free rate is 3%. Assume that no maturity risk premiums are required on bonds with
5 years or less to maturity. The current interest rate on 5 year treasury bondis 12%.
Required: [4+3+3)
i.  Average expected inflation premium over the next 4 years.
ii. Prevailing intérest rate on 4 year Treasury bond
iii. Expected inflation rate of bonds in 5" year.

Ans: 1P, =7% =10%, 1s = 179

Following information is provided: |
The real risk free rate is 3%. The rates of expected inflation each year from 1 through 6 are:

Year 1 2 3 4 5 6
Rate of inflation 5% 6% % 8% 10%. 12%

The maturity risk premium on bonds with 5 years or less to maturity is nil. The current interest

rate on 6 years treasury bond is 12%.

Required: :

i.  Average expected inflation premium over next 5 years.

ii. Interest rate on 5 years treasury bonds.

iii. Maturity risk premium on 6 years treasury bonds [3+3+4=10]
Ans: (i) 7.2% (ii) 10.2% (iii) 1%
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5. 2070 Supp Q.No. 7|
The inflation rate for four different years are as under:
Years 1 2 3 4
Inflation rate 5% 7% 9% 11%
The real risk free rate is 7%. Assume that no risk premiums are required on bonds having 5
years or less to maturity.
Required:
i. Average expected inflation premium rate for each year.
i. Interest rate on four year treasury bond.

iii. Inflation rate in year 5, if interest rate is 15%. . [2+3+5=10]
Ans: (i) 5%, 6%, 7%. 8% (ii) 15% (iii) 8%

A firm borrowed Rs. 50,000 from a finance company for a period of two years The annual
interest rate is 16%.

Required: Period Interest Rate and effective interest rate, if interests are paid.

i. Half yearly

ii. Quartery . [25x4=10]
. Ans: (i) 8% and 16.64% (ii) 4% and 16.99%

[7. 2069 Supp Q.No. 7|

The following data are provided for a given bond. [10]
. Real risk free rate (k") =3% Inflation premium =8%

Default Risk Premium =2% Liquidity Risk Premium =2%

Maturity Risk Premium =1%

a. What is the nominal risk free rate K ?
b. Whatis the interest rate on longterm t-bond of the relevant maturity?
c. What is the interest rate on corporate bond of the relevant maturity?

Ans: (a)11%(b) 14% (c) 16% .
8. 2069 Q.No.

The real risk-free rate is 3%. Inflation is expected to be 5% in first year, 6% in the second year,

and 8% in the third year. Assume that the maturity risk premium is zero.

Required:

a. Interest rate on 2-year Treasury Securities

b. Interest rate on 3-year Treasury Securities -

c. Inflation rate expected in year 4 if average interest rate on 4-year Treasury Securities is
10%. : [3+3+4]

Ans: (2) 8.5% (b)9.33% (c) 8%
9. 2068 Q.No.

The real risk free rate is 4%. The maturity risk premium rate on bonds with 5 years or less to
maturity is nil. The current interest rate on 5 years treasury bill is 14%. The rates of inflation
each year from year 1 to 4 are:

Years . 1 2 3 4
Rate of inflation 6% 8% 10% 12%
Required:

(a) Average expected inflation premium over the next 4 years.

(b) Interest rate on 4 year treasury bonds.

(c) Expected inflation rate in year 5 if the bonds mature in year5, yield 14%. [3+3+4]
Ans: (a) 9% (b) 13% (c) 14%

[10. 2067 Sup. Q.No. 7]
The following information are given:
Real risk free rate: 3%
Expected inflection: .
Year1 :7%; Year2 :6% Year3 :5% Yeard :4%
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All treasury bonds are free of default risk. If both 2 years and 4 years treasury bond yield 10%,
calculate: , S
(a) Maturity premium on 2 years bond.
(b) Maturity premium on 4 years bond. [4+6]
: Ans: (a) 0.5% (b) 1.5%
The real risk free rate of interest is 5 percent. Inflation is expected to be 3 percent during this
year and 5 percent in the next 2 years. The maturity risk premium rate is zero. :
Required: Calculate: [5+5]
() The yield on 2 year Treasury securities
(ii) The yield on 3 year Treasury securities

12. 2066 Q.No.

The Real risk free rate of interest is 2%. Inflation is expected to be 3% the next two year and
5% during the nextthree years after that. Assume the maturity risk premium is zero.

Required: Calculate:

{i) Yield on 3-year Treasure Security?

(ii) Yield on 5-year Treasure Security? [10]
" Ans: (a) 5.67% (b) 6.2%

Ans: (i) 9% (ii) 9.33%

' 6. Present Value and Discout.iiting Technigue I

You are considering to borrow Rs.10,00,000 from bank to purchase a car. As-per the loan
agreement, you have to pay back the loan in five equal instaliments annually with 12% interest
per annum.
Required: [10]
a) Annual amount of installments
b) Portion of pnncrpal payment and interest payment at the end of fourth year.

Ans: (a) Rs. 277.407.91- PMT (b) Principle 80% and Interest 20%

i. Assume that you deposited Rs. 1,00,000 today in @ bank account that pays 8 percent
interest annually. How much money will you have in 6 years in your bank account? S
ii. Which amount is worth more: Rs. 2,000 in hand today or Rs. 4,000 due in 7 years at 14
percent discount rate? [5]

Ans: (i) FV =Rs. 158,687.43 (ii) PV of Rs. 2,000 is Rs 1,822.35 (i.e.Rs. 2,000 in hand

today is worth more because PV of Rs. 2. 000 is greater than PV of Rs. 4,000 due in 8
years.)

[3. 2070 Supp Q.No. 8|
A person borrowed Rs 3,00,000 for the purchase of a machine. The loan has to repay in three
equal installments at the end of each year. The bank charges 15% interest on-the balance
outstanding at the beginning of each year.

Required: :
i.  Annual amount of installment
ii. Loan amortizition schedule [5+5=10]
Ans: (i) Rs. 131.394.53 (ii) Repayment of principal Rs. 86.394.53, Rs. 99.353.71, Rs..
114.256.77
[6._ 2070 Q.No. §|
a. For receiving Rs. 2,00,000 in 2 years, at a 10% discount, how much amount should be
deposited today? [3]

b. How long time will it take to double Rs. 1,00,000 of it is deposited at 10% discount rate? [3]
c. If today-Rs. 2,00,000 is. deposited at 10% interest per annum, how much it will be in 5
years. (4]
Ans: (a) Rs. 165.289 (b) 7.27 vears (c) Rs 322,102
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[5. 2069 Supp Q.No. 8
a. A person deposited Rs. 50,00 today in bank account. The bank pays 12% interest
annually. If it remaing undrawn for next 7 years, how much money will be in his account at
the end of 7th year? [5]
b. You need Rs. 75,264 two years from now to Join University. If a fixed deposit offers 12%
annual interest, how much you have to deposit today in the account to get Rs. 75,264 two
years from now? {5]

Ans: (a) Rs. 110,534 (b) Rs. 60,000
E. 2069 Q.No. 8]

Rs. 5,00,000 is required for the purchase of a car for five years. The loan bears an annual
interest of 12% and calls for a five equal annual instaliment payment at the end of each year.

Required:

a. Annual amount of installment

b. Portion of payment made at the end of fourth year showing interest and principal. [10]
Ans: (a) Rs 138.703.95 (b) 20.28% and 79.72%

(a) Today a person deposited Rs. 1,00,000 in the bank. The bank pays 10% interest. If deposit
remains undrewn for next 5 years, how much will he have at the end of 5 years?

(b) You have been glven the following two choices:
(i) Rs.1,00,000 glvxng at present.
(i) Rs.1,20,000giving after 2 years.

If discount rate is (i) 10% and (ii) 0% which aiternative would you select and why?  [5+5]
Ans: (2) Rs 161,050 (b) PV = Rs 89,173.55 and Rs 120,000

[8. 2067 Sup. Q.No. 8
A person is receiving Rs. 100,000 after 5 years. The nominal interest rate is 10%. Flnd out the
present value of Rs. 100,000 in following cases.
(i) Half-yearly compounding P .
(ii) Quarterly compounding ' [10]
Ans: (a) Rs 61.391.12 (b) Rs 61.027.71

Find the present-and future values of the following:

i. The present value of Rs. 1,000 due in 1 yearat a discount rate of 5 percent.
ii. The present value of Rs. 2,000 due in 2 year at a discount rate of 10 percent.
iii. The future value of an initial Rs. 500 compounded for 1 year at 6 percent.

iv.  The future value of an initial Rs. 500 compounded for 2 year at 7 percent [2. 5x4_10]
Ans: (i) Rs. 952.38 (ii) Rs. . 530 (iv]

You are planning to borrow Rs. 10,00,000 on 5-year, 10% annual payment, fully amortized term

. loan. Prepare amortization schedule.

[ 7. Present Value and Discounting Technig

[l._2072Q.No. §
Following information are given:
Year 1 2 3 4 5
Project 'A' NCF Rs. 3000 3000 3000 3000 3000
Project 'B' NCF Rs. 4000 3000 3000 2000 2000
Required rate of retum is 10%. )
Required: (10]

a) Present Value of Project ‘A’ cashflows.

b) Future value of Project ‘B cashflows.
Ans: (a) PV = Rs. 11,372.40 (b) FV = Rs. 17.679.40

. 2072 SetE Q.No. 9

Following information are given:
Year - 1 2 3 4 ShD
Project 'A' NCF Rs. 5,000 4,000 3,000 2,000 1,000
Project 'B' NCF Rs. 3,000 3,000 3,000 3,000 3,000
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Required rate of retum is 10%. : :
Required: i [10]
(i) Present values of Project 'A' cash flow. (i) Future values of Project 'B' cash flow.

Ans: (i) PV = Rs. 12,091.9 (i) FV = Rs. 18,315.30

The cash flows of two different projects are as under.

Year First Project : Second Project
1 Rs. 200 } Rs. 500
2 Rs. 300 0
3 Rs. 300 Rs. 700
4 Rs. 400 Rs. 300
5 Rs. 500 Rs. 200
Required: [5+5]

Future value of each project at 12 percent compound rate
Ans: Rs. 786.75. 0, Rs. 878.08, Rs. 336, Rs. 200

[4. 2070 Supp Q.No. 9
Cash flows of a project are as under:

Years 1 2 3 4 5

Cash Flow Rs. 8,000 Rs. 7,000 Rs. 6,000 Rs. 8,000 Rs. 5,000
The required rate of retumis 10%.
Required: [5+5=10]
(i) Present value of cash flows (i) Future value of cash flows

Ans: (i) Rs. 26.133.9 (ii) Rs. 42.089.8

The cash flow of two different projects are given below:

Year 1 2 3 4 b

Project 1 5000 5000 5000 5000 5000

Project 2 8000 7000 6000 2000 3000
Required: Future value of both projects of the required rate of return is 10% [5+5]

Ans: Project 1: Rs 30,525.50; Project 2: Rs 33.489.80
[6. 2069 Supp Q.No. 9 :

Following cash flows are given:

End of year -. Plan | (Rs.) Plan Il (Rs.)
1 . 6,000 5,000
2 0 5,000
3 4,000 5,000
4 10,000 5,000
Required:

a. Present value of cash flows of Plan | at 8 percent discount rate.
b. Future value of cash flows of Plan Il at 12 percent compound rate. :

: .
“Find the sum of the present values and future values of following net,cash flows. Assumed
required rate of retum is 8%.
Year 1 2 3 4 5
NCF Rs. 500 400 400 400 100

Ans: Rs 1,485.45 and Rs 2,182.69
8. 2068 Q.No. S .

The following cash flows are given:

End of year™ Plan 1 (Rs.) Plan 2 (Rs.)
1 2000 3000
2 4000 2000
3 0 1000
4 5000 : 6000
5 3000 5000
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Calculate the future value of plan 1 and present value of plan 2 at the discount rate of 10%.[5+5]
Ans: Rs16,752.20 and Rs 12,333.90

. 2067 Sup. Q.No. g
From an investment Rs. 1,000 2 the end of 1 year, Rs. 2,000 at the end of 2 year, Rs. 3,000 at
the end’ of 3 year, Rs. 4,000 at the end of 4 year and Rs. 5,000 at the end of 5 year are
receiving. The nominal rate of interest is 10%.
Required: Calculate present value and future value. [10]
: Ans: Rs 10,652.30 and Rs 17,156.10
:

F'nd the present and future value of the following annuities:

i.  The present value of Rs. 500 per year, received &t the end of each year, for 5 years at 10
percent.

ii. The present value of Rs. 500 per year, received at the beginning of each year, for 5 years
at 10 percent.

iii. The futurevalue of an ordinary annuity of Rs. 500 per year, for 5 years at 10 percent.

iv. The future vaiue of annuity due of-Rs. 500 per year, for 5 years at 10 percent. - [2.5x4]

Ans: (i) Rs. 1.895.38 (ii) Rs. 2,084.83 (iii) Rs. 3.052.55 (iv) Rs. 3,357.80
11. 2066 Q.No. 9 :

Find the sum of present values and future values for the following cash flows of A and B.

Assume discounting rate is 10 percent: [10
Years 1 2 38 4 5
Ceshiflows A. Rs. 100 200 - 300 400 500
Cashflows B Rs. 300 300 300 300 300

Ans: A = Rs. 1,065

| 3. Risk and Insurance =

[i._2072 Q.No _o] .
Wher ic =7 Write about nature of nsk : [8]

it R B 81 7 S B TR e |
. 2072 SetE Q.No. 10| : ;
Explam main types of risk. [8]
SEHH JHE JFRes Iei@ THerg |
[3. 2072 Set E Q.No. 11|
What is insurance? Write the basic characteristics of insurance in brief. 7
Gkl a'?ra»‘r % Bl 7 SrETe SR fa9ioarEe SediH AR |
:
Write in bnef about objective risk and subjective risk with suitable examples. Also write the
object’ es of risk management. [5+3]

TR SiEw ¥ favana Sfgwear gerger tmmzmﬁa Fewdmr el
2 | Gﬁrém FAHAF Ievde® Ui ﬁ@@q I
Write the bas»c characteristics of insurance. Also explaln in brief the nature of msurable risk. [4+3]
AT AR fadaEE SeEd | 99 SNy, SiieHel SEEar. SieeE
|

|6. 2070 Supp Q.No. 10| 3
Define risk. Write in brief about the nature of risk. ‘ [3+4=7]
Siifgwel afearn feqa | SifenaT yEfaan giedimr deRe |

7. 2070 Supp Q.No. 11| !
What do you understand by ‘Reinsurance'? Write about its objectives. < [3+5=8]
w:r«ﬁm T & RS ¢ AT G%mzm AT AETer |
Write in bnef about cost and management of Risk [3.5+3.5]
G AR T G ATITAHT BIEHUAT Aeferd |
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What is Insurance contract? Write the essential features of Insurance contract? [3+5]
[10. 2069 Supp Q.No. 10|
Describe the essential elements of risk. Also enumerate the different classes of risk. 13f5-8]
SIfEHF ATFTAF T U TR | ATY SEHE A A geed e |
[11. 2069 Supp Q.No. 11|
Describe basic characteristics of Insurance. Also, write the objectives of re-insurance. [4+3=7]
ﬁwmmm&rswmwmnmiwﬁwwmm
[i2. 2069 Q.No. 10

What is insurance? Mention the features of insurance contract. [5+8]
FAT AR F & 7 SAH TR [F9TdEs SeE TR |
Write the different functions of insurance. 7]
AT fafae #Frdes oeerd | :
~ -
Wnte the meaning of. 'Management of RISK Briefly write about the process of Risk
Management. [3+5]
) m?@wwawwwéwmlmmwmmﬁmmx

Wnte about any three pnncnples of insurance. 7
T A S fegraTET W |

[16. 2067 Sup. Q.No. 10|
What do you mean by risk? How the risk can be managed? [3+4]

FGH T % TFE ¢ J9dTs F94 AT T4 AP, 7
[17. 2067 Sup. Q:No. 11]

Briefly write the benefits of insurance. (8]
HIATH HIZEET BIECHUAT Gl |

;
Defme nsk Differentiate between subjective and objective risk. [4+4]

mmmuwzmmwmu

Clanfy the meanmg of insurance. Enumerate any three benefxts of it. [4+3] -
FHTF 3 TREASTRIE | TS TS [ATST F A BIEa] Iei€ e |
;

What are the principles of insurance? Explain. [8]
AT fgTiee HA-57 & 7 au Terd | .

What is insurance? Write any four basic characteristics of insurance. [3+4]

SEEE S B LSELA S S i e e

1eorelc1 Qushons
: :
What do you mean by insurance? Write in brief the benefits from insurance to an individual and
the society. 71
qET A % e U9dl Al T FHWHT AHEE g BIEAES SIEEl
: -
. 2072 SetE Q.No. 12|
Write about the types of endowment life policy. - 5]
ﬁﬁﬁ?& ST T G IFRes I Al |
Write ihe meanmg of Life Insurance. Also mention the different Life Insurance Policies. ~ [2+3]

Stra fmmr o deter | Jd fafre Sfree S yerEes gwE e |
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‘5. 2070 Supp Q.No. 12|
Describe the importance of life insurance. [5]
: :
What is term life insurance? Briefly write two types of term life insurance. [2+3]
|
[. 2069 Supp Q.No. 12|
Explain the procedures of affecting life insurance policy. [5]
. :
State the different types of life insurance. : [5]
e drrer fafer yoRes weEd |

What do you understand by whole life policy? Distinguish between ordinary whole life policy

and limited payment whole life policy. [3+2]
AT ST YaE AE % S ¢ SR AiEd A Yo 3 A e
ATTET AT T F GEATSTerd |

jp. 2067 Sup. Q.No. 12|
Write short notes on term life policy and whole life policy. [5]

T &A1 TorE T ATHEA ST T ETeAT BIahar el |

< -
Explain the procedures of effecting life insurance policy. . -~ [5]
What is life insurance? State the elements of life insurance. [5]

Numerical Problems

A man is now 38 years old. He is considering to purchase a whole life policy of Rs.5,00,000.
Assume that the cost of money is 10% and the annual mortality rate is constant at 2.50%. What
is the presnet value of benefits that the insurance company is expected to pay over the next 32

years? 58]
: Ans: PVponons = Rs. 119,080

[{3. 2072 Set E Q.No. 13|
A man who is 30 years old now. He is considering to purchase @ one year term life policy of Rs.
6,00,000. Annual mortality rate is 1% and the cost of money is 10%. What is the fair amount of
net single premium that he should pay for this policy? (5]

Ans: Rs. 5.454.55
A life insurance company has 5,000 policyholders. Each policyholder with the age of 40 has Rs.

2,00,000 for life insurance. The expected death rate for age 40 is 5 per 1,000. The cost of
money for the insurance company is 8 percent. . ;

Required: ; [1+2+2]
i. Expected death rate

i How much insurance company pay for the claims for the expected death this year?

iii. How much the company charge from the policyholders at the beginning of policy period?
Ans: (i) 0.5% (ii) Rs. 5,000,000 (iii) Rs. 925.93
[15. 2070 Supp Q.No. 13|

A forty years old person is willing to purchase one year term life insurance policy for Rs.
4,00,000. The annual mortality rate is 5%. The cost of money is 10%. ; .
Required: . [3+2=5]

i.  Amount of premium that has to be paid.

ii. Amount of premium if the mortality rate is 4%.

Ans: (i) Rs. 18,181.82 (ii) Rs. 14,545.45



16. 2070 Q.No. 1
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The following information are provided:

Amount of Annuity Payment
Number of Annuity Payment
Starting year

Number of payments

Cost of money g
Required: Annual Premium

[i7. 2069 Supp Q.No. 13|

A person is currently 35 years old. He expects to purc

: Rs. 50,000
: 10 years

: 20 years
08

:10%
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5]
Ans: Rs 8.560.18

hase a term life policy of Rs. 5,00,000.

Annue! mortality.rate is assumed to be 1.5 percent. The cost of money is 11 percent. What is

the fair amount of premium that a person must pay for this policy?

18. 2069 Q.No. 1

(8]
Ans: Rs. 6.696.43

Calculate the insurance premium for a 3 year term insurance policy in the amount of Rs.
500,000 issued to a person aged 46. Assume interest rate is 5% and consider standard

mogta!ity table as follows:

Age at beginning Beginning of designated No. dying during
year designated year

46 90,75,554 52,090

47 90,06,705 58,032

48 89,20,611 60,116

19. 2068 Q.No. 1

Ans: Rs 8,565.75

A A e e

A person, 40 years old, is considering to purchase a 5 year term lite policy of Rs. 2,00,000, 6%

interest rate table and mortality table for 5 years period are given below:

Age at beginning Number of living at Number of death 6% Interest rate
of year beginning of year during the year
40 60,00,000 30,000 0.9434
41 59,70,000 35,000 0.8900
42 59,35,000 38,000 0.8396
43 58,97,000 40,000 0.7921
44 58,57,000 45,000 0.7473
Required: Net single premium [5]

0. 2067 Sup. Q.No. 13|

Ans: Rs 5.284.99

A life irisurance company offered a fixed period life policy which pays annuity payment of
Rs. 100,000 annually starting ten years from now. The another features are.as under:
Number of annuity payment period

Number of annual premium that starts from today

* Cost of funds

10
8
10%

Required: Annual premium amount for fixed period life policy.

21. 2067 Q.No. 1

Mr. Sharma is now 45 years o

Bl

Ans: Rs 44.405.74

Id. He is willing to purchase one year term life policy of

Rs. 5,00,000. Assume that there is probability of 1% that a person dump at the age 45 and the
cost of money 10%. What is the fair amount of premium that Mr. Sharma must pay for his

policy?

22. 2066 Q.No. 1

Assume that a Rs. 10,00,000 yea

]

rly renewable term insurance policy is issued to a male

person aged 45. Based on mortality table, out of 1,00,00,000 males alive at the age zero,
9,210,289 are alive at the beginning of age 45, of them 41,907 persons will be expected to die

during the year.



432 “ * Questions Bank (Management) - Grade XI

a. Calculate the single premium considering the present value of Rs. 1 for 1-year at 5%

interest.
b. What is the percentage increase in premium when insurer aged 46. Assume insurer alive
at aged 46 is 9,168,382 and expected to die 45,108 during the year. ; [5]
; T A e s ety . 8.13%
rio. Non-Life Insurance ! g g
[ti._2072 Q.No. 12|
Write about the types of Term Life Insurancce Policy. [5]
AT Sa AT ToEE TEREEA deeid |
Write the types of marine insurance policies in brief. [10]
| ATHRE AH TAEH JFREE BIChAl Hefeld |
[B. 2072 SetE Q.No. 14| ) :
Write the procedures of affegting fire insurance contract in brief. [10]

AT ST RRIATE] FATIITHE IEHATET BICHIHT HETeld |

What do you understand by Non-life Insurance? Also mention different types of fire insurance
policies. [3+7]
P ST TS & A 578 7 9T [aiTeT YRS aie i geEEe gead
: e :
[, 2070 Supp Q.No. 14 :
What is Marine Insurance? Describe the risks covered under Marine Insurance Policy. [3+7=10]
m&méﬁmwﬁwmmaﬁmmwﬁﬂ@vﬁmaﬁm
FETa | :

What is fire insurance? Describe in brief the procedure of effecting fire insurance. [3+7]
g dr T S A1 7 AT e TS il Slehi el |
7. 2069 Supp Q.No. 14|
What do you understand by marine insurance? Write the various types of marine insurance
policies. ' : ‘ [10]
ATHRF T T F A 68 ¢ (AT TR ATHiAE (AT THEEe aeTeld |
'
What is meant by fire insurance? Explain the procedure of affecting fire insurance policy. [10]
A ST TS F RS 7 AN AT AT fererer iy sifen fafuee deferd |

" Define Non-life insurance. Write short notes on marine insurance and fire insurance. [10]
Fereftae AT aRoaTioT TR | i S T e forr A e feerdt S e |
[10. 2067 Sup. Q.No. 14|
Wiite the meaning of non-life insurance. Why is non-life insurance important for business? [4+6]
Pl S AT 9 TSR | SAAUEH W (i S R Hee o €
[ 2067 QNo. 14

: Discuss the importance of non-life insurance with reference to Marine insurance. [10]
ATRAEE AT GeTAT FeiET AT FeeeT aeAT == THE |
'

- What is meant by fire insurance? State the procedures affecting its? [3+7]
it AT wA F RS 7 AT A T geRaee F F gl
: ® ‘






