
QUIZ BOMB ON INVESTMENT ANALYSIS : BY KIRAN THAPA 
 

Indicate whether the following statements are ‘True’ or ‘False’. Support your answer with 

reason: 

1.  Money invested in a bank current account is an example of investment.  

 False. Because it does not provide any type of added income, nor does its value increase.  

 

2. Customer goodwill is real asset.  

 True. Customer goodwill enables individuals or firms to produce goods and services that 

yield profits or income.  

 

3.  Lease obligations are financial asset.  

 True. A lease obligation are simply claims to pay or receive income and does not produce 

wealth. Therefore it is financial asset.  

 

4.  Stock investment is a gambling.  

 False. Stock investment is sacrifice of current savings for future rupees in the expectation 

of positive rate of return. On the other hand, gambling is for entertainment rather than 

investment purpose.  

 

5. Patents are financial assets.  

 False. Patents enables individuals or firms to produce goods and services that yield profits 

or income i.e. patents can be used to generate income.  

 

6. A college education is real assets.  

True. College education enables individuals to increase their knowledge and knowledge 

can be used to produce goods and services that yield profits or income.  

 

7.  Insurance company is a financial intermediary.  

 True. Insurance Company is a financial intermediary that collects the funds by selling 

insurance policies and then collected funds is channelizing to various sectors. for example, 

in real estate market, stock market and bond market.  

 

8.  Term to maturity of the investment is directly varies with risk.  

 True. Maturity period of the investment is directly vary with risk, higher the maturity 

period, higher the risk and vice versa.  
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9. The appropriate and correct investment process would be: (a) set investment policy, (b) 

construct portfolio analysis, (c) perform the security analysis, (d) revise the portfolio, and 

(e) evaluate the portfolio performance.  

False. The appropriate investment process would be (1) set investment policy, (2) perform 

the security analysis, (3) construct the portfolio analysis, (4) revise the portfolio, and (5) 

evaluate the portfolio performance.   

 

10. Investors always seek to minimize their risk of investing.  

 True. Mostly investors are risk averse investors (i.e. wants to minimize risk for given level 

of return), therefore, investors always wants to minimize risk. But if there is increase in 

risk, then they demands higher return too.  

 

11. Security analysts are typically employed only at brokerage houses.  

 False. Security analyst is that person who analyzes the security by using fundamental and 

technical analysis. Security analysts employed by institutional investors like mutual funds, 

insurance company, pension funds, and banks. Other institutions like brokerage house, 

private equity funds may also use the security analyst.  

 

12. Real assets are more liquid than financial assets.  

 False. Financial assets are more liquid than real assets because financial assets can be buy 

or sell easily from the stock exchange at given market price. But in case of real assets, 

market is less liquid.  

 

13.  Negotiable certificates of deposits (NCDs) and commercial papers are examples of money 

market securities. 

 True. Money market securities are those securities having the maturity period of maximum 

one year or less. NCD and commercial papers have the maturity period of one year or less 

than one year.  

 

14. Commercial paper is a long-term secured promissory notes issued by companies. 

 False. Commercial paper is an unsecured short term debt issued by the blue chip 

corporation. Only financial strong company can issued the commercial paper because it is 

unsecured.  

 

15. Money market instruments cover a maturity of more than one year. 

 False. Money market is the market where money market instruments having the maturity 

period of one year or less than one year are traded. Thus, only money market securities are 

traded in the money market. Capital market securities are traded in the capital market.  
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16. If investment horizon lengthens, investors demand more return.  

  True. Long investment horizon involves more uncertainty, so investor demand more 

return because of more risky.  

 

17. Investors with long investment horizon select capital market securities than money market 

securities.  

 True. The maturities period of capital market securities is more than one year. If the 

investment horizon of the investor is more than 1 year i.e. long investment horizon, capital 

market securities are selected for the investment.  

 
 

 
 

18.  Treasury yields are reported as bank discount rate which considers 365 days in a year. 

 False. Bank discount rate consider 360 days in a year. 

 

19.  Treasury bills issued by Government of Nepal are traded in Nepal Stock Exchange. 

 False. Nepal Rastra Bank (on behalf of Government of Nepal) issued Treasury bills. But it 

is not traded in Nepal Stock Exchange. The primary as well as secondary market of 

Treasury bills will managed by Nepal Rastra Bank.  

 

20. A T-bill with a face value of Rs 10,000 is purchased for Rs 9,850. If maturity of the bill is 45 days, the 

discount yield of the bill will be 12 percent. 

True. T discount rate is 12%.  

Discount rate = 
FV – P

FV  ×  
360

t   = 
Rs 10000 – Rs 9850

Rs 10000
 ×  

360

45   =  0.015 × 8 = 0.12 Or 12%  

 

21. Treasury bonds carry lower coupon rates than corporate bonds. 

 True. Treasury bonds is bond issued by government so its default risk is zero. On the other 

hand corporate bond is issued by corporation and corporate bond have some default risk. 

Therefore, corporate rate of will be higher than Treasury bonds.  

 

22. An investor in the 25 percent marginal tax bracket who invests in a 5 percent tax-exempt municipal 

bond would have to receive 6.94 percent from a comparable taxable bond to be as well off. 

 True. Taxable equivalent yield = Tax exempt municipal yield /(1 – T) = 5%/(1 – 0.28) = 6.94%.  

 

23. Unlike in common stocks, the total return on bond can never be negative as coupon interest is fixed 

for bonds. 

 False. The total return for bond can be negative because there may be capital loss higher than coupon 

payment.  

 

24  Municipal bonds are mostly tax-free. 

 True. Interest income from municipal bond is tax free.  
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25.  Assume, you are in 25 percent tax bracket. You are equally well off at investing at 7 percent tax 

exempt municipal bond and 9 percent taxable bond. 

False. Taxable equivalent yield = Tax exempt municipal yield /(1 – T) = 7%/(1 – 0.25) = 

9.72%. Municipal bond provides the better before tax yield. Alternatively, After tax yield 

on taxable bond = 9 (1 – 0.28) = 6.48%. Municipal bond provide higher after tax yield.  
 

26. NEPSE index and SENSEX index are value weighted index. 

 True. NEPSE index and SENSEX index are both are value weighted index. NEPSE index is the 

value weighted index based total stocks listed on the NEPSE. On the other hand, SENSEX is the 

value weighted index of stocks listed at NEPSE of Class A companies. Both indexes uses 100 as 

base index value.  
 

27.  DJIA is a price weighted index of 30 large industrial stocks. 

 True. Dow Jones Industrial Average (DJIA) is the price weighted index of 30 blue chip large industrial 

stocks of USA. 
 

28.  The Standard and Poor’s composite 500 stock index is market value weighted index. 

 True. S and P 500 is the value weighted index of 500 stocks listed at New York Stock Exchange. The 

base value of this index is 10.  

 

29.  NEPSE Index is the example of value weighted index. 

True. NEPSE index is value weighted index. NEPSE index is the value weighted index based total 

stocks listed on the NEPSE with base index value of 100. 
 

30.  Dow Jones Average and NEPSE index are both value weighted indexes. 

False. Dow Jones Average is price weighted index of 30 blue chip stocks listed at NYSE and NEPSE 

index is the value weighted index of all stocks listed at NEPSE. 

 

31.  Standard and Poor (S&P) 500 and Nepse index are both value-weighted indexes. 

True. Both indexes are valued weighted because they use the total market values to calculate 

the index. The base index value of S & P 500 index and NEPSE index are 10 and 100 

respectively.  

 

32.  Transaction costs, or brokerage fees, are quite nominal for bonds. 

 True. Transaction costs or brokerage fees for bonds are less than common stock because the 

commission rate for fixed income securities are lower than stocks.  For example, in case of Nepal, 

commission for stocks is 0.4% to 0.6% and commission for corporate bonds is 0.20% to 0.30%.  

 

33.  In a market-value-weighted index, a specified percentage change in the value of a large company has 

a greater impact than a comparable percentage change for a small company. 

True. There is greater impact of percentage change in the value of large company on 

market value weighted index due to the high number of shares outstanding.  

 

34.  The value weighted index is affected by stock split and stock dividend. 

True. There is no effect of stock split and stock dividend in value weighted index calculation 

because it is automatically adjusted. 
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35.   An option to sell a specified number of shares of stock at a stated price within a stated specified 

period is known as call option. 

False. A contract that gives the right to a holder to buy a fixed amount of a security at a specific 

price at the stated expiration date 

 

36.  Negotiable certificates of deposits (NCDs) and commercial papers are examples of money 

market securities.  

True.  Both securities are money market securities because the maturity of both securities 

is less one year and traded in the money market.  

 
 

37.  The values of ADRs are influenced by exchange rate fluctuations. 

 True. The values of ADR influenced by exchange rate fluctuations because it is the stock 

certificate of foreign stock in US stock exchange.  

 

38.  Investing in multinational companies is a form of international investing.  

 True. Investing in multinational companies is a international investing because they 

invest the funds in international securities.  

 

39. Active strategy is preferred if you believe on efficient market hypothesis.  

  False. Efficient market suggests passive strategies, while market inefficiencies suggest 

active strategies.  

 
 

40.  In value weighted index, the stock split and stock dividend will not have any effect.  

True. There is no effect of stock split and stock dividend in value weighted index 

calculation because it is automatically adjusted.  

 

41. The security market provides the liquidity to the securities.  

 True. Security market is the market where financial assets like bond and shares are traded. For 

example, Nepal Stock Exchange is the security market of Nepal. One important function of 

security market is providing liquidity to the investors. Security market is established to 

provide liquidity to the securities.  

 

42. Over the counter market is also known as third and fourth market.  

 False. All three market are secondary markets. Over the counter market is the market where 

unlisted and delisted from stock exchange are traded. For example, NASDAQ of America, 

OTC market of Nepal. The third market is an over-the-counter (OTC) market in which brokers 

and large institutional investors trade exchange-listed securities between one another. The 

fourth market is the market for securities in which large investors bypass exchanges and 

dealers in order to trade directly among themselves. The size of trade must be block.  
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43. The over the counter market is a type of secondary market.  

 True. Over the counter market is the market where second hand securities are traded. In this 

market, unlisted and delisted from stock exchange are traded. For example, NASDAQ of 

America, OTC market of Nepal. 

 

44. Initial public offering is initiated first time in the secondary market.  

 False. Initial public offering (IPO) is the primary market where new securities are issued to the 

public first time. For example, IPO of Arun Kabeli Hydropower issued by Siddartha Capital 

Limited.  

 

45. IPO stands for Interest and Principal Obligation.  

 False. IPO stands for Initial Public Offerings where new securities are issued to the public first 

time. For example, IPO of Arun Kabeli Hydropower issued by Siddartha Capital Limited.  

 

46. Security Board of Nepal (SEBON) is an apex regulatory body in security market in Nepal. 

 True. SEBON is the regulatory body of securities market in Nepal. SEBON regulate and 

supervise the entire securities market of Nepal. 

 

47. Nepal Stock Exchange and Security Board of Nepal are examples of secondary security market 

in Nepal. 

 False. Nepal Stock Exchange is the secondary market of Nepal where second hand securities 

of listed companies are traded. On the other hand, SEBON is the regulatory body of securities 

market in Nepal. SEBON regulate and supervise the entire securities market of Nepal. 

 

48. Every IPO requires approval from SEBON. 

 True. Every IPO requires approval from SEBON is mandatory. Without approval, new 

company cannot issue new securities to the public.  

 

49. Underwriters do not guarantee of the issues they float. 

 False. Underwrites first buy the securities from the issuing company at agreed price and then 

sell in the market by auction basis. But in case of Nepal, issue manager or investment banker 

promise to sell the securities of the company and if public do not buy those securities then 

issue manager must buy those securities.  

 

50. Primary and secondary markets are markets for short term and long term securities 

respectively. 

 False. Primary market is the market for first hand securities. It is also known as initial public  

offering market. On the other hand, secondary market is the market where second hand 

securities are traded. Market for short term securities are known as money market and market 

for long term securities are known as capital market.  
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51. An investor who thinks that price of stock will decrease in future tends to take long position. 

 False. If the price of stock will decrease in the future then short position will be beneficial 

because investors will short sold the securities at high price and after certain time they will 

buy at low price and get the profit.  

 

52. You take short position on a stock when you predict the stock price to go up.  

 False. Long position to purchase the stock is taken when stock price is predicted to go up.  

 

53. A short position offers more risk than a long position in the same security. 

True. Short position is more risky than long position because short position has unlimited loss if stock price rises but gain 

is limited to 100 percent. Theoretically, there is no limit for stock price increase. On the other hand, there is unlimited gain 

in long position if stock price rises and loss is limited to 100 percent.  

 

54. The short sale can be made only on an uptick trade.  

True. A short sale can be made only on an uptick trade, meaning the price of the short sale must be higher than the last 

trade price.    

 

55. Short sellers must pay dividends to share lenders.  

True. Short sellers borrow the shares and not the ownership so dividend must refund to the original owners by short sellers.  

 

56. A margin account allows the use of leverage in buying securities. 

True. Margin is the use of leverage for magnifying the return.  

 

57. Assume that the initial margin is set to 55 percent. An investor buying 200 stocks at Rs 100 each 
can borrow up to Rs 9,000 from the brokerage firm and the rest must be invested by himself/ 

herself. 

True. Cash needed for the margin buying = 200  Rs 100  0.55 = Rs 11,000; One can borrowed = 200  Rs 100  (1 – 

0.55) = Rs 9,000. 

 

58. If an investor places a market sell order, he/she is willing to sell immediately at the highest bid 

available at the time the order reaches the exchange.  

 True.  The market sell order is executed immediately at best available selling prices when the order 
reaches the exchange.  

 

59. Any individual may place an order directly on the floor of the stock exchange without using a 

broker if he/she knows the procedures. 

 False. Use of stock broker to purchase and sell of securities through  stock exchange is mandatory. They provide services of 

buying and selling of securities and charges commission on purchase and sale of securities according to law.  

 

60. The most common type of order is a market order. 

True.  The market order is very common type of order. The market order (buy or sell) is executed 
immediately at best available prices. If investors is buyers wants to buy at low and if investors is 
sellers wants to sell at high price.  
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61. You purchased 10 shares at Rs 300 each on an initial margin of 60 percent. The stock price 

declined to Rs 280 after a week. The actual margin in your account is 34.72 percent.   

False  

Actual margin = 
Market value of assets – Loan

Market value of assets
  = 

2800 – 1200
2800

  = 0.5714 Or, 57.14% 

Working notes: Loan = 10  300   (1 – 0.60) = Rs 1,200; Market value of assets = 10  Rs 280 = Rs 2,800 

 

62. If the margin requirement is 60 percent and an investor purchases 500 shares of a Rs 40 per 

share stock, the minimum initial margin that is required for this transaction is Rs 12,500.  

False. Minimum initial margin required = N  P0  IM = 500  Rs 40  0.60 = Rs 12,000 

 

63. Under margin accounts, investors can purchase more stock without putting up additional cash 

by leveraging the value of the eligible shares. 

False. If investor wants more shares to purchase then he/she must put additional margin other 
things being the same. In case of over margin, additional margin is not needed for purchase of 

more stock.  

 

64. A margin call occurs anytime the equity position of the margin account falls below the initial 
margin.  

 False. At margin purchase or short sold actual margin must be equal with initial margin. If the 

actual margin falls below maintenance margin, the maintenance margin call will be made. For 
example, initial margin = 50%, maintenance margin = 30%. If the actual margin falls below 30%, 
the maintenance margin call will be made.  

 

65. An investor purchased a stock at Rs 200 per share. The current market price is Rs 220. The 

investor should place a limit order at Rs 230 in order to assure a profit of Rs 30 per share. 

 True. The assure profit is Rs 30 per share.  

 Profit = (ending price – beginning price) = (Rs 230 – Rs 200) = Rs 30 per share  

 

66. The Nepalese stock index was less than 1,000 six months back. It is continuously increasing and 

now is more than 1,300. You expect it to continue in foreseeable future. Therefore, it is wise to 
take a long position in the stocks. 

 True. If stock index is continue increasing, then long position is appropriate to reap the profit.  

 

67.  When a customer places a market order for buying securities, it is transacted at the highest price 

available when the order reaches the floor of the exchange. 

 True.  The market order is executed immediately at best available prices.  
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68. Given the beginning price of stock Rs 50, the ending price of the stock Rs 20, and the equity 

deposit 50 percent (i. e. initial margin is 50 percent); the rate of return to the investor engaged in 
short sale is 120 percent. 

 True.  

 Here given: Beginning price (P0) = Rs 50; Ending price (P1) = Rs 20; Initial margin (IM) = 50%; 
Dividend (D1) = Rs 0; Interest (I1) = Rs 0; holding period return (HPR) = ?  

 HPR = 
(P0 – P1) - D1 + I1

P0 × IM
  = 

(50 – 20) - 0 + 0
50 × 0.50

  = 1.2 Or, 120% 

 

69. The Nepalese stock market is in bullish trend for last so many months. You expect it to continue 

in foreseeable future. Therefore, it is wise to take a short position in the stocks. 

False. If the stock market is in bullish trend then long position is in the stocks is appropriate strategy to gain profit. On the 

other hand, short position in the stocks is better in bearish market.  

 

70. The maintenance margin specifies the maximum amount of loan that investors can borrow to 

purchase the stock on margin. 

False. Maintenance margin is the minimum amount of equity that must be maintained in a margin account.  

 

71. Investors with long investment horizon select capital market securities than money market securities.  

True. The maturities period of capital market securities is more than one year. If the investment 

horizon of the investor is more than 1 year i.e. long investment horizon, capital market securities are 

selected for the investment.  

 

72. You take long position on a stock when you predict the stock price to go up.  

True. If the price will increase in the future, the long position is better and profit will be positive. 

Therefore, long position should be adopted to reap the profit.  

 

73. Assume that the initial margin is set to 60 percent. An investor buying 20 stocks at Rs 1,000 

each must invest Rs. 8,000 from his/her own money and the rest can be borrowed from the 

brokerage firm. 

 False. Investor must invest Rs 12,000 ( 20  Rs 1,000  0.60) and borrow Rs 8000 [20  Rs 

1,000  (1 – 0.60)] from brokerage firm.  

 

74. Only the stocks of very large corporations are traded in over the counter market.  

 False. De-listed and unlisted securities are traded in OTC market.  

 

75. In an inefficient stock market like Nepalese stock market, active strategy is better than 

passive strategy.  

 True. In inefficient market active strategy is preferred according to the efficient market 

hypothesis.  
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76.  Investors get a margin call if their account equity falls below 50 percent of the portfolio 

value. 

  False. The maintenance margin ratio is 30 percent equity.  

 

77.  The base rate for margin accounts is the prime interest rate. 

  False. The base rate is the broker call money rate. 

 

78.   If an account’s actual margin falls below maintenance margin requirements, the account 

is said to be under margined.  

True. If the actual margin falls below the maintenance margin requirements, the account 

is undermargined. At this situation the investor call for the add cash or securities or repay 

the loan to the brokerage firm.  

 

79.   Commissions are usually a function of the rupee amount involved and the number of 

shares in the trade.  

  True. Commission is the function of market price and commission rate.  

 

80.  Buying shares of a mutual fund is an example of indirect investing. 

True. Buying shares of a mutual fund is an example of indirect investing because mutual funds collects 

the money by issuing own shares and collected funds is then invested in the portfolio of securities 

market.  

 

81.  Net Assets Value is not difference between total market value of the security and liabilities divided by 

number of shares outstanding. 

  False. Net asset value is the difference between total market value of security or total assets and 

liabilities and net asset value per share is the difference between total market value of the security and 

liabilities divided by number of shares outstanding. 

 

82.  Closed-end investment companies typically sell additional shares of its own stock every few years. 

  False. Closed end investment companies sell shares at once at initial and the number of issued shares 

will remains constant for the whole life of the funds.  

 

83.  Closed end investment companies are also known as mutual funds. 

  False. Mutual funds is also known as open end funds which is popular form of mutual funds. Open end 

funds sell and buy shares through company.  

 

84.  Greater portfolio turnover ratio of a mutual fund shows better performance. 

False. High turnover means that capital gains or losses are being realized constantly. The 

brokerage commissions and other costs associated with these transactions reduce the holding 

period return, since they are reflected in NAV. High turnover ratios are acceptable to investors only 

if the portfolio manager has demonstrated skill in security selection or market timing, which is 

reflected in superior risk return performance.  
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85.  One good way for small investors to diversify their holdings is to purchase mutual funds. 

True. By owning shares in a mutual fund instead of owning individual stocks or bonds, 

investment risk is spread out. The idea behind diversification is to invest in a large number of 

assets so that a loss in any particular investment is minimized by gains in others. In other 

words, the more stocks and bonds an investor owns, the less is the risk of loss. Large mutual 

funds typically own hundreds of different stocks in many different industries. It would not be 

possible for an investor to build this kind of portfolio with a small amount of money. The unit 

of mutual funds are easily divisible. Investors can buy or sell a portion of mutual funds units. 

 

86.  An investment in a 3 percent front-end load mutual fund with a Rs 20 NAV would cost the investors Rs 

23.00. 

  False. With front end load fee, investors must pay offering or asked price of Rs 20.6186 which is 

calculated as follows:  

  Offering price or asked price = 
NAV

(1 - Load fee)
  = 

Rs 20
(1 - 0.03)

 = Rs 20.6186 

 

87.  People under low income group can be benefited more from investment companies. 

  True. People with low income can purchase the mutual fund’s shares and mutual fund invests the 

collected huge funds from various investors in the large portfolio and individual will get diversification 

benefits.  

 

88.  Expense ratio is calculated by dividing operating expenses including brokerage cost by net assets value. 

  False. Expense ratio is calculated by dividing operating expenses (excluding brokerage cost) by 

net assets value.  

 

89.  Open-end funds are traded on organized stock exchanges. 

 False. Only closed end funds traded through organized stock exchange but open end funds traded 

through company itself.  

 

90. Value of mutual fund’s share is the function of value of shares that are included in the Fund’s 

portfolio. 

 True. Value of mutual fund’s shares = Number of shares purchased by mutual funds × market 

price of a share.  

 

91. If net assets value (NAV) of a share of mutual fund is greater than market price, the fund is 

selling at a premium. 

False. If the net asset value of a share of mutual fund is grater than market price, the fund is selling 

at discount.  

 

92. The shares of Siddhartha Mutual Fund can be bought from and sold to Siddhartha Capital 

Markets Ltd - the issuer of the Fund because the fund is open-end type of fund. 

False. Shares of Siddhartha Mutual Fund is closed end funds and traded at NEPSE. On the other 

hand, Citizen investment fund is open end funds which is traded through CIT.  
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93. The shares of Siddhartha Mutual Fund and the shares of Citizen Investment Fund (CIT Funds) 

are examples of open-end funds. 

False. The shares issued by Siddartha Mutual fund is closed end fund and closed end fund is 

traded at Nepal Stock Exchange. Only open end fund is traded through Mutual Fund Company. 

 

94. The mutual funds available in Nepal are money market mutual funds because they can be traded in 

Nepal Stock Exchange.  

False. Most of mutual funds of Nepal are closed end funds, so they are traded at Nepal Stock 

Exchange. Money market mutual fund is the type of mutual fund by its objective. This funds is 

invested the money in money market securities. Such type of fund is not available in Nepal till 

now. 

 

95.  Nepal Mutual Fund Company manages a portfolio of securities worth Rs 120 million. Suppose 

the fund owes Rs 4 million to its investment advisor and owes another Rs 1 million for rent, 

wages dues, and miscellaneous expenses on 1st January 2016. The fund had 5 million shares 

outstanding on that date. Given the information, the fund’s net assets value (NAV) on 1st 

January 2016 is Rs 24 per share. 

  False. The net asset value per share is Rs 23 per share.   

   NAV per share = 
Total assets - liabilities

Shares outstanding   = 
[Rs 120 - (4 + 1)]

5  = Rs 23 per share  

  

96.  A load mutual fund has a sales force.  

True. Load fund must charge load fee and load fund must be selling at offering price or asked 

price.  

 

97.  With a load fund, the net asset value and the asked price are identical.   

False. In load fund, net asset value and asked price are different. Ask price or offering price 

include the load fee or load commission at NAV. The relationship is given by following 

equation.  

  Offering price or asked price = 
NAV

(1 - Load fee)  

 

98.  Closed end fund is more liquid than open end funds.   

False. Open end funds is more liquid than closed end funds because open end funds traded 

directly through company and closed end funds traded through stock exchange and orders 

should be matched.  

 

99.  If net assets value (NAV) of a share of mutual fund is greater than market price, the fund is   

selling at premium.  

  False. If the fund is selling higher than NAV, then it is selling at premium and if the fund is 

below than market price then fund is selling at discount.  

 

 



13  Q U I Z  B O M B  O F  I N V E S T M E N T  A N A L Y S I S  B Y  K I R A N  T H A P A     

100.  You invest in a mutual fund that charges 3 percent when you sell your fund. This is an  example of 

a front end load.  

  True. The mutual fund charges 3 percent load is an example of front end load or load fund which is 

charged at purchase of mutual fund’s share.  

 

101.  Turnover rate is the measure of the fund’s trading activity.  

  True. Turnover rate measure the fund’s trading activity during the year.  

   

102.  Closed end funds must redeem shares at net asset value per share.  

   False. Open end fund redeem at net asset value.  

 

103.  The net asset value of a mutual fund does not consider unrealized capital gains. 

  False. Net assets value of fund considers the realized and unrealized capital gains or losses of 

the portfolio investment.  

 

104.  An investment company that sells an unlimited number of shares is called a closed end 

investment company.   

  False. Only open end funds can sell unlimited shares to the public and closed end fund will sell 

fixed number of shares.  

 

105.  Both open-end and closed-end investment company shares may sell at a discount from NAV. 

  False. Only closed end fund traded at discount and premium over the NAV because it is 

trading at stock exchange. On the other hand, open end fund is traded through company and 

it is sell at NAV in most cases. If it is traded through agent then it may be sold at offering 

price.  

 

106.  Hedge funds typically require a large initial investment and may have restrictions on how 

quickly investors can withdraw their funds. 

  True. A type of unregulated investment company that invests money for a very select group 

of institutional and high net worth individual investors.  

 

107.  Shares prices of closed end investment companies are determined by the forces of supply and 

demand.   

  True. Closed-end funds have a set amount of shares outstanding. The market price is determined 

by the economic forces of demand and supply, which are in turn affected by changes in the NAV, 

the market outlook, and investor expectations.  Beyond normal competitive pressures, other factors 

that lead to discounts (and premiums) include the fund's relative performance, its annual payout or 

yield, the name recognition of the fund's manager, fund asset liquidity, and/or a substantial 

amount of unrealized appreciation in the fund's portfolio. 

 

108.  Open end funds is popular in Nepal 

  False. Only closed end funds are popular in Nepal. There is only one open end funds i.e. 

citizen unit scheme having no features of mutual funds like in developed countries.  
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109.   Front end and back end loads are the same, i.e., the investor would pay the same commission to the 

broker, the only difference being the timing.   

True. Front end and back end loads are the commission if investors purchase and sold the open 

end funds. If investors purchase the load fund, front end loan is charged. If investors sold the back 

end fund, then back end load fee is charged at sale. The timing of payment of commission is 

different because front end fee must be paid at purchase (initial time) and back end fee is paid at 

sale of funds (exit time). 

 

110.   The holding period rate of return on an investment must always be expressed in annual basis. 

 False. Holding period rate of return is the return for a investment period. It may be any 

period than annual period like 1 month, 6 month, 1 year and 2 years etc.  

 

111.   Holding period returns are normally calculated for one-year periods. 

False. Holding period can be calculated for any period. For example: one day, 1 month, 6 

month, 1 year and 2 year etc. 

 

112.  Mr. Kamal made a Rs. 2,000 investment that was worth Rs. 2,500 after 1 year but dropped in 

value to Rs. 2,000 after 2 years. The arithmetic mean and geometric mean for the investment 

are 2 and 1 percent respectively.   

  False. Arithmetic mean = 2.5% and geometric mean = 0% 

  Rate of return for 1 year = (2,500 – 2,000)/2,000 = 0.25 Or, 25% 

  Rate of return for 2 year = (2,000 – 2,500)/2,500 = – 0.20 Or, – 20% 

  Arithmetic mean = (25% + – 20%) /2 = 2.5% 

  Geometric mean = [(1+ 0.25)(1– 0.20)]1/2 – 1 = 0% 

 

113.  There are two securities, security 1 with expected return of 8% and standard deviation of 10%, 

and security 2 with 8% expected return with 9% standard deviation. For risk averse investor, 

security 1 should be accepted.  

   False. Risk averse investor should accept low total risk i.e. security 2.  

 

114.   Standard deviation measures the standard risk of a security. 

  False. Standard deviation measures the total risk of a security,  

 

115.    A standard deviation can be a positive or a negative number.  

  False. Standard deviation was defined as the square root of variance and square roots are by convention always positive. 

Therefore there will be no negative number to calculate the standard deviation.  

 

116.   If the variance is 25%, the standard deviation is 5%. 

 False.  Variance = 25% Or, 0.25 and Standard deviation = 0.25  = 0.50  100 = 50% 

 



15  Q U I Z  B O M B  O F  I N V E S T M E N T  A N A L Y S I S  B Y  K I R A N  T H A P A     

117.  The coefficient of variation is a measure of the mean of a distribution to the standard 

deviation of a distribution. It is a measure of relative risk.  

  False. Coefficient of variation is the ratio of standard deviation and mean and it is the relative 

measure of risk.  

 

118. The standard deviation measures the per unit risk of an investment. 

 False. Standard deviation measures the total risk of an investment and total risk per unit is 

measured by coefficient of variation.  

 

119. Covariance is the tendency of any pair of two random variables to move together. 

 True. Covariance measures the relationship between two random variables. In finance, 

covariance measure the relationship between two securities’ returns.  

 

120. An investor purchased 1,000 shares of Nabil Bank at Rs.1,200 each one year ago. The company 

declared and paid a dividend of Rs.60 per share during the year. The investor sold the stock for 

Rs.1,210 per share after the one year holding period. The Rupee return on the investment is 

Rs.70,000. 

 True. Total rupee return = [(P1 – P0) + D1] × N = [(1210 – 1200) + 60] × 1,000 = Rs 70,000  

 

121. An analyst estimates that a stock has the following probabilities of return depending on the 

state of the economy.  

State of economy  Probability  Return  

Good  0.10 15% 

Normal  0.60 13 

Poor  0.30 7 

 The expected return of this stock is 15%.  

 False.. Expected return is 11.4%. 

 Expected return = 15% × 0.10 + 13% × 0.60 + 7%× 0.30 = 11.4% 

122.  The return of Stock A varies between -5 percent to 25 percent while that of stock B varies between -15 

percent to 35 percent. In terms of risk, project A is desirable.  

True. Stock A is less risky than Stock B because range of stock A is lower, so stock A is 

preferable for risk averse investor. Range of Stock A = ]25 – (-5)] = 30; Range of Stock B  [35 

– (-15)] = 50  

 

123.   Risk averse investor always prefer to high risk to low risk.  

   False. Risk averse investor wants to minimize risk. But if risk increases then investor demand high 

return for additional risk.  

 

124.   Capital gain yield is also known as yield.  

   Yield is total yield and total yield consist of dividend yield and capital gains or losses yield.  

   Yield = Dividend yield + capital gain or loss yield  
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125.   The arithmetic mean is always greater than geometric mean.  

 False. The arithmetic mean will always exceed the geometric mean (unless the returns are 

exactly equal in each period when the two are equal): the greater the volatility of returns, 

the greater tends to be the difference between arithmetic and geometric means. If 

volatility falls over time, the arithmetic mean may also be expected to fall (other things 

remaining equal) 

 
126.    The dollar-weighted return on a portfolio is equivalent to the portfolio's internal rate of 

return.  

  True. The dollar-weighted return on a portfolio is equivalent to finding the internal rate of 

return on the cash flows to the portfolio. 

 

127.. The geometric average rate of return is based on the principle of compounding.  

True. The geometric average is the rate that would give the same result if applied over an n-

year period as the individual years’ returns.  The present value can be compounded by r1, r2, … 

,rn or compounded by rG for n periods to yield the same future value. 

 

128. Suppose a particular investment earns an arithmetic return of 10% in year 1, 20% in year 2 and 

30% in year 3.  The geometric average return for the year period will be less than the arithmetic 

average return  

 True. The geometric mean will always be less than the arithmetic mean unless the returns in all 

periods are equal (in which case the two means will be equal). 

 

129.  The Sharpe measures the reward to volatility trade-off by dividing the average portfolio excess 

return by the standard deviation of returns.  

 True. The Sharpe measure is a measure of excess average portfolio returns over time per unit of 

total risk of the portfolio returns (standard deviation). 

 

130. All possible portfolios of assets lie along the efficient frontier.  

 False. Only efficient portfolios lies along with efficient frontier. All possible portfolios lies in 

opportunity set or attainable set.  

 

131. In the two asset model, if the correlation coefficient between the assets is –1, then any combination 

of the two assets will result in a portfolio risk of zero, as long as the weights of the two assets sum 

to 1. 

 False. If the correlation coefficient between the assets is –1, then optimal combination of the two 

assets will result in a portfolio risk of zero.  
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132. Those investors with a greater preference for risk will choose a portfolio along the upper part of the 

efficient frontier.  

 True. Investors with a greater preference for risk will choose a portfolio along the upper part of the 

efficient frontier because they are efficient portfolio with high risk and return combinations.  

 

133. With two zero correlated assets, portfolio risk can be reduced to zero if the proper weights are 

determined for the two assets.  

 False. If the correlation coefficient between the assets is 0, then some level of risk can be diversified 

but cannot be reduced to zero.  

 

134.  Investing in a portfolio that lies off of the efficient frontier is not what Markowitz suggested.  

 True. According to Harry Markowitz, investors can select his/her optimal portfolio from efficient 

frontier and efficient frontier is comes from opportunity set or attainable set.  

 

135. With two assets, as the correlation coefficient between the two assets is reduced, the portfolio’s risk 

is reduced.  

 True. As the correlation coefficient between two assets is reduced, the portfolio risk is reduced.  

 

136.  Portfolios of securities contain less unsystematic risk than individual securities.  

  True. Portfolios of securities contain less unsystematic risk than individual securities and for 

diversified portfolio unsystematic risk will be zero.  

 

137.  Systematic risk can usually be reduced by random diversification. 

  False. Unystematic risk can usually be reduced by random diversification. Systematic risk can not 

be reduced.  

 

138. The optimal portfolio for a risk averse investor is the one on the efficient frontier that is tangent to 

an investor’s indifference curve that is highest in return-return space.  

 False. The optimal portfolio for a risk averse investor is the one on the efficient frontier that is 

tangent to an investor’s indifference curve but tangent point must lies on efficient frontier and it 

may be different according to attitude of the investors.  

 

139.  The Markowitz model determines the optimal portfolio for each investor. 

 True. Harry Markowitz developed the model that determines the optimal portfolio for each investor.  

 

140.  The efficient frontier expresses preferences while indifference curves express possibilities.  

 False. Efficient frontier expresses the efficient portfolio for the risk averse investors and 

indifference curve expresses the utility or preferences for the efficient portfolio selection according 

to their risk attitude.  

 

141.  All conservative investors would have the same optimal portfolio. 

  False. All conservative investors would not have the same optimal portfolio. The optimal portfolio 

selection may be different according to their attitude i.e. low conservative and high conservative.  
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142. Portfolio theory as described by Markowitz is concerned with the elimination of systematic risk.  

 False. According to Harry Markowitz, total risk can be reduced to zero if correlation is high negative, 

weight is optimal and number of securities in the portfolio is increases in the portfolio.  

 

143. Proper diversification can reduce or eliminate systematic risk. 

 False. Proper diversification can reduce or eliminate only usystematic risk. 

 

144. Because diversification reduces a portfolio’s total risk, it necessarily reduces the portfolio’s expected 

return.  

 False. Diversification reduces the portfolio’s total risk but portfolio’s expected return lies in the 

average.  

 

145. Every point in efficient frontier is equally risky. 

 False. Portfolio lies in lower part of the efficient frontier are less risky than portfolio lies upper side of 

the efficient frontier.  

 

146. In a risk return space, a risk neutral investor’s indifference curve is upward sloping. 

 False. A risk neutral investor’s indifference curve is horizontal because risk neutral investor is 

indifferent towards risk.  

 

147. In a risk return space, a risk averse investor’s indifference curve will always have upward slope. 

 True. A risk averse investor always demand high return for high risk. Thus, indifference curve will 

be upward sloping.  
 

148. Attainable sets may lie on or above or below the efficient frontier. 

 False. Attainable set lies below efficient frontier because all other inefficient portfolio will dominated 

by efficient portfolio.  

 

149. The standard deviation of the portfolio is always equal to the weighted average of the standard 

deviations of the assets in the portfolio.  

 False. The portfolio standard deviation equals the weighted average of the component-asset standard deviations only in the 

special case that all assets are perfectly positively correlated. Otherwise, as the formula for portfolio standard deviation 
shows, the portfolio standard deviation is less than the weighted average of the component-asset standard deviations. The 

portfolio variance is a weighted sum of the elements in the covariance matrix, with the products of the portfolio proportions 

as weights. 

 

150. The portfolios lying on the upper segment of the efficient frontier are superior to those on the lower 

segment of the frontier.  

 False. All portfolios lies on efficient frontier are efficient. Any one portfolio can be selected from the 

efficient portfolios. Selected is based on the utility of the investors.  
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151.   The optimal portfolio for a risk averse investor is the one on the efficient frontier that is tangent to 

an investor’s indifference curve that is highest in return-return space.  

 True. The optimal portfolio for a risk averse investor is the on the efficient frontier that is tangent to 

an investor’s indifference curve that is highest return risk space. Additional return is necessary to 

induce to bear additional risk and maintain same level of satisfaction.  

 

152. The portfolio beta is the weighted average of the beta of securities included in the portfolio.  

 True. The portfolio beta is the weighted average of the beta of the individual betas of securities 

included in the portfolio.  

 

153. Assume that the expected return on market portfolio M is 13 percent, with a standard deviation of 25 

percent, and that the risk free rate is 7 percent. The slope of the Capital Market Line is 0.24 

 True. Slope of CML = E(rm) – rf /m = 13 – 7 /25 = 0.24 

 

154. The CAPM assumes that individual investors are compensated for assuming unsystematic risk. 

 False. According to CAPM, individual investors are compensated by assuming systematic risk. 

Systematic risk is compensated by rewarding risk premium.  

 

155. The expected rate of return for a stock that has a beta of 1 if the expected return on the market is 

15%. 

 True. If the beta of stock is 1, the return of the stock must be equal with market because beta of 

market is always equal to one. For example, assume risk free rate = 5%, market return = 15%, the 

expected return on stock will be 15%.  

 Expected return on stock = rf + [E(rm) – rf ] beta  = 5 + (15 – 5) 1 = 15%  

 

156. Sagarmatha stock has a beta of 1.2 and Kanchanjanga stock has a beta of 0.60. The expected rate of  

return will be higher for the stock of Sagarmatha than that of Kanchanjanga.  

 True. Higher the beta, higher will be the return and vice versa. Assume risk free rate is 5% and 

market return is 15%.  

 For sagarmatha: Expected return on stock = rf + [E(rm) – rf ] beta  = 5 + (15 – 5) 1.2 = 17% 

 For Kanchanjanga: Expected return on stock = rf + [E(rm) – rf ] beta  = 5 + (15 – 5) 0.6 = 11% 

 

157. Properly valued assets plot exactly on the SML. 

 True. Properly valued or fairly valued stock lies exactly on the SML because its expected return 

and required rate of return are equal.  

 

158.  The SML is a graphic representation of the relationship between expected return and beta.  

  True. SML shows the relationship between expected return and beta of the securities and portfolio. 

Higher the beta, higher will be the expected return and vice versa.  

 

159.  The SML provides a benchmark for evaluating expected investment performance.  

  False. SML provides the required rate of return of the securities to value the securities.  
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160.  The security market line depicts a security's expected return as a function of its systematic risk. 

  True. SML shows the relationship between expected return and beta of the securities and portfolio. 

Higher the beta, higher will be the expected return and vice versa.  

 

161.  Stocks with a beta of zero offer an expected rate of return of zero.  

 False. Stock with zero beta offer the return equals to the risk free rate of return. For example, assume 

risk free rate = 5%, market return = 15%, and beta = 0, the expected return on stock will be 5% which 

is equal to risk free rate.  

 Expected return on stock = rf + [E(rm) – rf ] beta  = 5 + (15 – 5) 0 = 5% 

 

162.  The CAPM implies that investors require a higher return to hold highly volatile securities.  

  False. Investors require a risk premium only for bearing systematic (undiversifiable or market) risk. Total volatility 

includes diversifiable risk. 

 

163. You can construct a portfolio with beta of 0.75 by investing 0.75 of the investment budget in T-bills 

and the remainder in the market portfolio.  

  False. You should invest 0.75 of your portfolio in the market portfolio, and the remainder in T-bills. Then:  

   P = (0.75  1) + (0.25  0) = 0.75 

 

164. A stock has a beta of 1. If the expected return on the market is 15%, the expected rate of return of 

the stock will be more than 15%.  

 False. If the beta of stock is 1, the return of the stock must be equal with market because beta of 

market is always equal to one. For example, assume risk free rate = 5%, market return = 15%, the 

expected return on stock will be 15%.  

 Expected return on stock = rf + [E(rm) – rf ] beta  = 5 + (15 – 5) 1 = 15% 

 

165. Kaski Company stock has a beta of 1.2 and Pokhara Company stock has a beta of 0.60. The stock of 

Pokhara Company has more systematic risk.  

 False. Beta is the measure of the systematic risk of stock. Higher the beta, higher the systematic risk 

of the stock and vice versa. Thefore, Kaski Company has higher systematic risk because it has 

higher beta and this stock requires higher rate of return too.  

 

166. Assume that expected returns and standard deviations for all securities (including the risk free rate 

for borrowing and lending) are known. In this case all investors will have the same optimal risky 

portfolio.  

 False. If the borrowing and lending rates are not identical, then, depending on the tastes of the 
individuals (that is, the shape of their indifference curves), borrowers and lenders could have 
different optimal risky portfolios. 

 

167. An investor who puts Rs. 10,000 in Treasury bills and Rs. 20,000 in the market portfolio will have a 

beta of 2.0. 

 False. The portfolio is invested one-third in Treasury bills and two thirds in the market.  

 The beta will be : 1/3  0 + 2/3  1 = 0.67  
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168. The expected rate of return on an investment with a beta of 2 is twice as high as the expected rate of 

return of the market portfolio. 

 False. The stock’s risk premium, not its expected rate of return, is twice as high as the market’s. 

 

169. If a stock’s expected rate of return plots below the security market line, it is underpriced. 

False. A stock plotting below the SML offers too low an expected return relative to the expected return indicated by 

the CAPM. The stock is overvalued.  

 

170. The CAPM assumes that individual investors are compensated for assuming unsystematic risk. 

False. According to CAPM, individual investors are compensated by assuming systematic risk. 

Systematic risk is compensated by rewarding risk premium.  

 

171. A diversified portfolio with a beta of 2 is twice as volatile as the market portfolio. 

 True. If the portfolio with beta of 2, the portfolio is twice volatile than market portfolio because the 

beta of market portfolio is always equal to one.  

 

172. Systematic risk can be diversified to some extent by forming portfolio of securities. 

  False. Systematic risk cannot be reduced by forming portfolios.  

 

173.  Stock lying below the security market line are undervalued stocks. 

 False. Stock lying below the SML are overvalued stocks because the required rate of return is 

greater than the expected rate of return.  

 

174. A straight line connecting risk free assets and market portfolio generates capital market line. 

True. The line of portfolio of risky and risk free asset is known as capital market line where only efficient portfolio lies. 

Efficient portfolio will have only systematic risk because unsystematic risk is diversified away.  

 

175. The portfolio beta is the simple average of the beta of securities included in the portfolio. 

 False. Portfolio beta is the weighted average of the beta of securities included in the portfolio.  

 

177. The slope of the capital market line measures the risk of market portfolio. It is calculated as E(rm) –  

rf/m.   

 False. Slope of capital market line measure the risk per unit of total risk which is expressed as:

 Slope of capital market line = E(Rm) – Rf/m.   

 

178.  When you invest in government securities, you are protected from systematic risk.  

 False. Systematic risk affects the all types of securities in the economy. Thefore, government 

securities contain systematic risk.  

 

179. You plan to purchase 1,000 shares of Kumari Bank at Rs 600 each and 1,000 shares of Himalayan  

Bank Ltd. at Rs 900 each. The beta of Kumari is 1.1 and that of Himalayan bank is 1.5. Given the 

information, the beta of your portfolio is 1.33.  
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 False. Portfolio beta = 1.34.  

 Given:  

 Number of shares of Kumari = 1,000 shares 

    Price of Kumari = Rs 600 

    Number of shares of Himalayan = 1,000 shares 

    Price of Himalayan = Rs 900 

    Beta of Kumari (K) = 1.1 

    Beta of Himalayan (H) = 1.5 

    We have,  

 P = WK × K + WH × H = 0.40 × 1.1 + 0.60 × 1.5 = 1.34 

    Working notes : 

    Investment in Kumari = 1,000 × Rs 600 = Rs 600,000 

    Investment in Himalayan = 1,000 × Rs 900 = Rs 900,000 

    Weight of Kumari (WK) = Rs 600,000/Rs 1,500,000 = 0.40 

     Weight of Himalayan (WH) = Rs 900,000/Rs 1,500,000 = 0.60 

 

180. The risk of strike and risk of fire in an organization is an example of unsystematic risk while the risk 

of inflation is systematic risk. 

True. Risk of strike in an organization can be controlled by the organization and its effect is on 

individual organization. On the other hand, inflation affects the all firms in the economy and it 

cannot be controlled. So its effect is macro and it is systematic risk.  

 

181. A portfolio consists of stock A with a beta of 1.2 and stock B with a beta of 2.1. If you invest two third 

of your money in stock A and remaining in stock B, the portfolio beta will be 1.5.  

True. The portfolio beta is 1.5.  

Given: Beta of stock A (A) = 1.2; Beta of stock B (B) = 2.1; Weight of stock A (WA) = 2/3 ; Weight of 

stock B (WB) = 1/3; portfolio beta (A) = ? 

Portfolio beta = WA × A + WB× B = 2/3 × 1.2 + 1/3 × 2.1 = 1.5 

 

182. Assume that the T-bill rate is 5 percent and the market return is 9 percent. A stock with a beta of 2  

will require a rate of return of 13 percent.  

 True. The required rate of return is 13%.  

Required rate of return = Risk free rate + (Market return – risk free rate) × beta = 5 + (9 – 5) × 2 = 13% 

 
 

183. We can completely diversify all risk of a large number of securities (say, 1000 securities) are included 

in the portfolio.  

False. Total risk consists of systematic and unsystematic risk. Only unsystematic risk can be 

diversified away by making large portfolio. Systematic part of total risk cannot be diversified.  
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184. The risk of fire in an organization is an example of systematic risk.  

 False. The risk of fire affects the particular organization so it unique to the organization 

and it is unsystematic risk.  

 

185. An investor purchased 1,000 shares of Nabil Bank at Rs. 1,200 each and 1,000 shares of 

Himalayan Bank Ltd at Rs. 800 each. The beta of Nabil is 1.1 and that of Himalan Bank 

Ltd. is 1.5. Given the information, the beta of the portfolio is 1.26. 

 True. P = NB  WNB + HB  WHB = 1.1  1,200,000 / (1,200,000 + 800,000 ) + 1.5  800,000 

/ (1,200,000 + 800,000 ) =  1.1  0.60 + 1.5  0.40 = 1.26 

 

186. Portfolio consisting of perfectly negatively correlated stocks will have minimum risk.  

  True. If the correlation between the stocks in the portfolio have high negative, the risk 

will minimized.  

 

187.  The yield to maturity is a measure of the average rate of return an investor will earn if the 

investor buys the bond now and holds until maturity.  

 True. Yield to maturity is the measure of average rate of return for investor if investor buys the 

bond now and hold to maturity. YTM assumes the coupons are reinvested at yield to maturity rate, 

hold to maturity and all cash flows must received as indenture.  

 

188.  A put bond is a bond where the bondholder has the right to cash in the bond before maturity at 

a specified price after a specific date. 

 True. Put bond is the right given to the bondholders to return the bond to the company before 

maturity.  

 

189. Callable bonds are called when interest rates decline appreciably and have a call price equals to 

par value.  

 False. Callable bonds issued when interest is high in the market and it is assumed that the 

interest rate will decline in the future and company may call the bond if it is beneficial to call 

and issue new lower coupon rate bond. The bond’s call price will be higher than the par value. 

it must consists of call premium of 10 to 20%.  

 

190. A coupon bond that pays interest annually is selling at par value of $1,000, matures in 5 years, 

and has a coupon rate of 9%. The yield to maturity on this bond is 9 percent.  
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 True. This is par value bond. If bond issued at par value, its coupon rate is equal with yield to 

maturity.  

 

191. A Treasury bond quoted at 107:16 and 107:18 has a bid price of $1,075.00 and an asked price of 

$1,075.63.   

 True. Bid price = (107 + 16/32)% of 1,000 = 1,075 and Asked price = (107 + 18/32)% of 1,000 = 

1,075.63.  

 

192. A zero-coupon bond is one that effectively has a zero percent coupon rate.  

 True. Zero coupon bond is issued with zero coupon rate. It is issued with heavy discount.  

 

193.  A discount bond always sells below par value. 

 True. Discount bond is issued with lower than par value. If the bond is issuing lower Rs 1,000, 

the bond is called discount bond.  

 

194.  Current yield is the relationship between market interest rate and price of bond. 

 False. Current yield is the relationship between coupon payment and market price of bond.  

 

195.  ICRA Nepal works as credit rating agency in Nepal. 

 True. ICRA Nepal is the only one credit rating agency in Nepal. ICRA rates the all public 

company and it is mandatory for all public companies.  

 

196.  STRIPs are similar to zero coupon bonds. 

 True. STRIPs stand for Separate Trading of Registered Interest and Principal of Securities. 

STRIPS take the form of zero coupon securities. That is, they make no periodic interest 

payments, as most bonds do. Instead, investor can buy them at a deep discount from their face 

value, which is the amount investor receive when they mature.  

 

197.  Others being constant, for a given security, the price increase caused by a yield decrease is 

greater than the price decrease caused by a yield increase of the same magnitude. 

 True. For any given maturity, a decline in the market interest rate leads to an increase in the bond’s 

price, whereas the reverse is true when the market interest rate rises. However, the increase in the 
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bond’s price due to a given interest rate decline is always larger than the price decline resulting from 

an equal increase in the market interest rate.  

 

198.  Treasury notes have shorter maturities than Treasury bonds. 

 True. Treasury notes have maturity period of 1 to 10 years and Treasury bonds have maturity of 

10 to 30 years.  

 

199.  At a required rate of return of 15 percent, the value of a consol having 12 percent interest rate 

and Rs.1,000 face value is Rs.800. 

 True. Value of bond is Rs 800. Value of bond = I/kd = Rs 120/0.15 = Rs 800  

 

200.  Coupon yield changes over the life of the bond. 

 False. Coupon yield or corporate rate will remains constant over the life of the bond.  

 

201.  One of the assumptions of the yield to maturity (YTM) is that coupon interest will be reinvested 

at a rate of return equal to the coupon rate of the same bond. 

 False. YTM assumes that the coupon interest will be reinvested at rate of return equals to its 

yield to maturity.  

 

202.  At a required rate of return of 12 percent, the value of a consol having 15 percent interest rate 

and Rs 1,000 face value is Rs 800. 

 False. Value of bond is Rs 1,250. Value of bond = I/kd = Rs 150/0.12 = Rs 1,250 

 

203.  For a given change in yield, bonds with lower coupons have lower (percentage) price changes. 

 False. For a given change in a bond’s yield to maturity, the absolute magnitude of the resulting 

change in the bond’s price is inversely related to the bond’s coupon rate.  

 

204.  If the market’s required rate of return is 8 percent, the value of irredeemable preferred stock 

that pays Rs 5 as dividend is Rs 62.50. 

 True. Value of preferred stock is Rs 62.50. Value of preferred stock = Dps /kps = Rs 5/0.08 = Rs 

62.50.  
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205.  The provision of sinking fund for bonds reduces risk to the bond investors. 

 True. Provision of sinking funds for bonds reduces the repayment risk because issuing 

company must transfer some amount of earnings to sinking funds to pay principal of bonds at 

maturity.  

 

206.  Long-term bonds are exposed to more price changes for a given change in yields. 

True. The longer the maturity of a security, the more sensitive is its price to a change in interest rates, 

holding other factors constant. For a given change in market interest rates, the longer the time 

remaining to maturity of the bond, the greater will be the price fluctuation (price sensitive) from the 

par value.  

 

207.  If the market interest rate is greater than coupon interest rate, the bond will be traded on 

premium. 

 False. If market interest rate higher than the coupon rate then the value of the bond will be 

lower than the par value and traded at discount.  

 

208.  Zero coupon bond is regarded as investment grade bond. 

 True. Investment grade bond is BBB rated and most of the zero coupon bond rated as BBB or 

higher so, zero coupon bond is regarded as investment grated bond.  

 

209.  A 10 percent preferred stock is valued Rs 105 if stockholder’s required rate of return is 12 

percent. 

 False. Value of preferred stock is Rs 83.33. Value of preferred stock = Rs 10/0.12 = Rs 83.33 

 

210.  At a required rate of return of 12 percent, the value of a zero coupon bond having 2 years 

maturity and Rs 1,000 face value is Rs 760. 

 Fasle. The value of bond is Rs 797.1939. V0 = M/(1 + r)n = Rs 1,000/(1 + 0.12)2 = Rs 797.1939 

 

211.  If the market’s required rate of return is 8 percent, the value of irredeemable preferred stock 

that pays Rs 10 as dividend is Rs 125. 

 True. Value of preferred stock is Rs 125. Value of preferred stock = Rs 10/0.08 = Rs 125.  

 

212.  Like payment of interest to bondholders, the company cannot defer payments of preference 

dividend to preference stockholders. 
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 False. Like bonds, preferred stocks are rated by the major credit-rating companies. The rating for 

preferred is generally lower than for bonds because preferred dividends do not carry the same 

guarantees as interest payments from bonds and because preferred-stock holders' claims are junior to 

those of all creditors. In general, preferred stock has preference in dividend payments. The 

preference does not assure the payment of dividends, but the company must pay the stated dividends 

on preferred stock before paying any dividends on common stock 

 

213.  AAA-rated bonds carry lower coupon rates than BBB-rated bonds. 

 True. The highest rating a bond can have is 'AAA', carry a less amount of default risk carry low 

coupon rate. Bonds rated 'BBB' are considered lower grade bonds than AAA and carry a larger 

amount of default risk and coupon rate must be higher than AAA bond.  

214.  Unlike in common stocks, the total return on bonds can never be negative as coupon 

interest is fixed for bonds.  

 False. Total return on both common stocks and bonds can be negative. But negative 

return on bonds is very rare case.  

 
215.  With all else held constant, a firm will have a higher P/E if its beta is higher.  

False. Higher beta means that the risk of the firm is higher and the discount rate applied to 
value cash flows is higher. For any expected path of earnings and cash flows, the present 

value of the cash flows, and therefore, the price of the firm will be lower when risk is 

higher. Thus the ratio of price to earnings will be lower. 
 

216.   P/E will tend to be higher when ROE is higher (assuming plowback is positive). 

 True. Higher ROE means higher growth rate and more valuable growth opportunities. 

 

217.P/E will tend to be higher when the plowback rate is higher.  

True. If the plowback ratio increases then the growth rate is also increases and it increases 

the price of the stock and P/E ratio will increase as the plowback ratio increases.  

  

218. If the intrinsic value of a stock is greater than current stock price, the stock is undervalued and 

should be purchased or held if already owned.  

True. If the calculated value of stock or intrinsic value of the stock is greater than the market price, 

the stock is undervalued and should be purchased if not owned and hold continue if already owned.  

 

219. A firm's stock value and the growth rate of dividend are inversely related.  

False. If the growth rate of dividend is increases then the expected dividend is high and divisor will 

be lower and increases the value of stock.  
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220. Given the dividend and its growth rate, a firm’s stock value increases with the increase in the cost of 

equity. 

False. If the cost of equity is increases than the value of stock is decreases because there is inverse 

relationship between value of stock and cost of equity other things being the same.  

 

221. Other things being equal, the higher the expected payout ratio, the higher the P/E.   

True. If the dividend payout ratio is higher, then the expected dividend will be higher and P/E 

ratio will be higher.  

 

222. Stock price is the product of dividend per share (DPS) and the price/earnings (P/E) multiple.   

False. Stock price is the product of price earnings ratio and earnings per share.  

 
223.  Investors obtain the same estimate of the value of common stock today whether they discount only 

the stream of dividends expected to be paid on the stock, or a combination of dividends for some 

period and an expected terminal price. 

False. The value of stock is depends on the assumptions of inputs in the model. The value of stock 

will be different in part (i) and (ii). 

 

224. The estimated P/E ratio is affected by the expected dividend payout ratio, the required rate of return, 

the expected growth rate of dividend. 

True. Other things being the equal, if dividend payout ratio increases and retention will be lower and 

growth rate will be lower and price will be lower and P/E ratio will be also lower and vice versa. If 

required rate of return increases then the value of stock is decreases and P/E ratio is also decreases 

and vice versa.  If the growth rate is increases then the value of stock is increases and P/E ratio is also 

increases and vice versa.  

 

225. Security prices move inversely with interest rates. 

True. If the interest rate increases, the value of security will decrease and vice versa because interest 

rate is used as a discount factor to value the security.  

 

226. Price earnings ratio measures the height of the stock price. 

True. If the price ratio is high then the price of the stock will be also high.  

 

227. A company’s growth rate(g) can be estimated by multiplying dividend payout ratio (1 – b) and 

return on equity (ROE). 

False. Growth rate = Retention ratio × Return on equity. 

 

228. McDonald has a policy of paying out 60 percent of its earnings in dividends to its common 

stockholders. If the company is able to earn 14% percent return on equity on new investments, the 

expected growth rate of McDonald’s earnings is 5.26%. 

False. g = b × ROE = 0.40 × 0.14 = 0.056 Or, 5.6% 

229. The common stockholders’ preemptive right gives them the right to vote in the annual general 

meetings. 
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230. If the intrinsic value of a stock is greater than current stock price, the stock is undervalued and 

should be purchased or held if already owned. 

 True. Stock should be purchased because intrinsic value is greater than current stock price.  

 

231. A firm’s stock value and the growth rate of dividend are inversely related. 

 False. If the growth rate of dividend is higher the value of the stock will be higher and vice versa. 

Thus, the growth rate and stock value are positively related.  

 

232. You buy overvalued stock. 

False. If the calculated value of stock or intrinsic value of the stock is lower than the market price, the 

stock is overvalued and should not be purchased.  

 

233. Given the dividend and its growth rate, a firm’s stock value increases with the increase in the cost of 

equity. 

False. If the cost of equity is increases, the value of stock is  decreases and vice versa.  

 

234. Other things being equal, the higher the expected growth rate g, the higher the P/E ratio. 

True. Higher growth rate means higher will be the value of stock and higher will be the P/E ratio.  

 

235. Kathmandu Finance Company’s (KFC) 2014 earnings were Rs 12.30 per share. The Company paid an 

annual dividend per share that year of Rs 8 per share. Based on a price for KFC of Rs 450, the 

dividend yield would be 1.78 percent and the payout ratio was 65 percent. 

 True. The dividend yield and dividend payout ratio are 1.78% and 65% respectively.  

 Dividend yield = Dividend /Price = Rs 8/Rs 450 = 1.78% 

 Dividend payout ratio (DPR) = DPS/EPS = Rs 8/12.30 = 65.04% or 65% 

 

236. The estimated P/E ratio is affected by the expected dividend payout ratio, the required rate of return, 

the expected growth rate of dividend. 

True. The higher the expected payout ratio, the higher the P/E ratio. If the payout rises, the expected 

growth rate in earnings and dividends, will probably decline, thereby affecting the P/E ratio 

adversely. The decline occurs because less funds will be available for reinvestment in the business, 

leading to a decline in the expected growth rate.The relationship between the required rate of return 

and the P/E ratio is inverse. As the required rate of return rises the P/E ratio declines and vice-versa. 

Since the required rate of return is a discount rate P/E ratios and discount rates move inversely to 

each other. P/E and the growth rate are directly related. The higher the growth, the higher the P/E 

ratio. 

 

237. The Gordon model is a generalization of the perpetuity formula to cover the case of a growing 

perpetuity and is valid only when g is less than k. 

True. The Gordon model assumes constant growth indefinitely. Mathematically, g must be less 

than k; otherwise, the intrinsic value is undefined. 
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238. If the expected ROE on reinvested earnings is equal to k, the multistage DDM reduces to V0 = 

(Expected EPS in Year 1)/k 

True. If ROE = k, no growth is occurring; b = 0; EPS = DPS 

 

239. High P/E ratios tend to indicate that a company will grow quickly, ceteris paribus.  

True. Investors pay for growth; hence the high P/E ratio for growth firms; however, the 

investor should be sure that he or she is paying for expected, not historic, growth. 

 

240. Book value per share is equal to (common shareholders' equity/common shares outstanding).  

 True. Book value per share is assets minus liabilities divided by number of shares. Liquidation 

value per share is the amount a shareholder would receive in the event of bankruptcy. Market 

value per share is the market price of the stock. 

 

241. Fundamental analysts are analysts who use information concerning current and prospective 

profitability of a firms to assess the firm's fair market value.  

 True. Fundamentalists use all public information in an attempt to value stock (while hoping to 

identify undervalued securities). 

 

242.  The intrinsic value is defined as the present value of all cash proceeds to the investor in the 

stock.  

 True. The cash flows from the stock discounted at the appropriate rate, based on the perceived 

riskiness of the stock, the market risk premium and the risk free rate, determine the intrinsic 

value of the stock. 

 

243. Liquidation value per share is the amount of money per common share that could be realized by 

breaking up the firm, selling the assets, repaying the debt, and distributing the remainder to 

shareholders.  

 True. Book value per share is assets minus liabilities divided by number of shares. Liquidation 

value per share is the amount a shareholder would receive in the event of bankruptcy. Market 

value per share is the market price of the stock. 
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244. The market capitalization rate is a common term for the market consensus value of the required 

return on a stock.  

 True. The market capitalization rate, which consists of the risk-free rate, the systematic risk of 

the stock and the market risk premium, is the rate at which a stock's cash flows are discounted 

in order to determine intrinsic value. 

 

245. The retention rate or plowback ratio is the fraction of earnings reinvested in the firm.  

True. Retention rate, or plowback ratio, represents the earnings reinvested in the firm. The 

retention rate, or (1 - plowback) = dividend payout. 

 

246. A top down analysis of a firm starts with the global economy  

True. A top down analysis of a firm starts with the global economy. 

 

247. An example of a highly cyclical industry is the automobile industry 

True. Consumer durables, such as automobiles, are highly cyclical as purchases can be delayed 

until good times. Necessities, low-ticket items, and addictive products are purchased in good 

times and bad. 

 

248. The most widely used monetary tool is open market operations. 

True. The Federal Reserve's open market operations are the most widely used and most 

effective monetary tool for influencing interest rates.  

 

249. The "real", or inflation-adjusted, exchange rate, is the purchasing power ratio. 

True. The ratio of one country's purchasing power to another's is called the "real", or inflation 

adjusted, exchange rate, and is an important measure of the relative costs of domestic versus 

foreign goods. 

 

250. If the economy is shrinking, firms with high operating leverage will experience higher 

decreases in profits than firms with low operating leverage. 

True. As sales decrease, firms with high operating leverage spread these fixed costs over fewer 

units and thus decrease profits. 
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251. A rapidly growing GDP indicates a(n) expanding economy with ample opportunity for a firm 

to increase sales.  

True. GDP is a measure of the productive output of the country and indicated the opportunities 

firms have to expand sales. 

 

252. Assume that the Nepal Rastra bank decreases the money supply. This action will cause 

investment in the economy to decrease.  

True. Decreasing the money supply is an economic contraction strategy, resulting in a decreased 

output of the economy. 

 

253. If the currency of your country is depreciating, the result should be to stimulate exports and to 

discourage imports.  

True. Depreciating currency means that country's goods and services are cheaper and thus that 

country's exports are stimulated. Likewise, goods and services of other countries are now more 

expensive; and thus imports are discouraged. 

 

254.  If interest rates increase, business investment expenditures are likely to decrease and consumer 

durable expenditures are likely to decrease.  

True. As interest rates increase, it becomes too expensive for businesses to increase their 

investment expenditures and the fewer durable goods produced become more expensive. 

 

255. Fiscal policy generally has a more direct impact than monetary policy on the economy, and the 

formulation and implementation of fiscal policy is slower than that of monetary policy.  

 True. Fiscal policy has a more direct impact on the economy than does monetary policy. 

However, the formulation and implementation of fiscal policy is much slower than monetary 

policy. Monetary policy is determined by the Federal Reserve System. Fiscal policy must be 

deliberated, passed, and implemented by both the executive and legislative branches of the 

federal government. 

 

256.  Steel industry is not considered an interest rate sensitive industry.  

True. Interest sensitive industries are particularly sensitive to expectations about changes in 

interest rates. The financial services, banking, real estate and building industries are obvious 

examples of interest sensitive industries. 
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257.   An index of stock price is a leading indicator.  

  True. Leading economic indicators are those economic series that tend to rise or fall in 

advance of the rest of the economy. Index of stock price is the example of leading indicator.  

 

258.  Pharmaceutical stocks are hurt badly during down turn of the business cycle.   

  False. Pharmaceutical stocks are not hurt badly by economic downturn because the demand of 

products of Pharmaceutical Company is almost same in downturn because nobody can ignore 

or postpone medicines.  

 

259.  The prime interest rate generally follows the economy.   

True. An economic indicator that changes after the overall economy has changed; examples 

include labor costs, business spending, the unemployment rate, the prime rate, outstanding 

bank loans, and inventory book value.  

 

260.  The stock market generally follows the economy.   

  True. Stock market is the leading indicator of the economy i.e. an economic indicator that 

changes before the economy has changed. 

 

261.  Steel industry is not considered as interest rate sensitive industry.  

True. Interest sensitive industries are particularly sensitive to expectations about changes in 

interest rates. The financial services, banking, real estate and building industries are obvious 

examples of interest sensitive industries. 
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