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Study materials

Legal Framework

QO Lecture Sheets of Live MCQ
O SSC - Finance Book
Q HSC - Finance, Banking & Insurance : 1*tand 2" Paper
O Business Encyclopedia or Business Digest
O Admission test sheets or guide books
0 A guidebook to practice MCQ(Eminent or Oracle)
O Bangladesh Bank, BSEC, DSE, CSE, IDRA, MRA Website
O Principle of Finance by Besley and Brigham
O Corporate Finance by Ross, Westerfield, Jordan and Jaffe
0 Risk and Insurance by Azizul Hug Chowdhury
Important Topics
Very Important (***) Important (**)
o Business Finance o Sources of Financing
o Sources of Financing(Short & (Intermediate Term)
Long) o Financial Management
o Working Capital Management o Managing Cash Position
o Capital Budgeting o Financial Forecasting
o Cost of Capital o Time Series Analysis
o Financial Leverage o Corporate & Personal Taxes
o Capital Structure o Pro-forma Statements
o Ratio Analysis o Bonus & Right Share
o Primary and Secondary Market o Valuation of Share
o Dividend Policy o Banker-Customer Relationship
o Insurance o Deposit Management
o Commercial and Central Banking o Capital Management
o Negotiable Instrument Act o Financial Products
o Classification of Loans o Islamic Banking
o Foreign Exchange Reserve o Micro Finance
o Electronic Banking o Regulatory Arrangement
O
O

Banking System in Bangladesh
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Topic Based Discussion

Finance
Business Finance

Finance: Finance describes the flow of money and how people, companies, and
governments make, save, invest, borrow, and spend it. Personal finance is about
budgeting, spending, borrowing, saving, and investing for the future.

i st (Business Finance): I30T SR 201 @30 I T ARBIEA! @ FR( AP ST
T ARSI YA fofers w4, [fite $e1 (2te ©f eaz T4 @32 AF At Rt 97 356 Feifarga
S IR &Afe 1 9 o1 Trorey 20T FNER &) ARG &Y T2 T4, I I, 37m I 41
@32 LR oS e v w4

Functions of Finance:

o Raising Fund(®2fde 72a®)

o Capital Budgeting Decisions(3F14e qete Fraie)

o Current Asset Management(’imﬁf T BT
o Distribution of Profit (A I5+)

Types of Business Organizations

+  Sole Proprietorship/Tradership Business(«% Sfeissiel 2521
*  Partnership Business(SAmId 53T
* Joint Stock Company(OiTQI Tﬁ’i@f [

Sole Proprietorship/Tradership Business (4= 7<)
o  IWIERHEI 3T (Sole Proprietorship/Tradership Business) 2ce1 I3« J(6 J0 I IF& W@
Ifea Teemaa ¢ <fapifre @, @AE T 93 IAT WRTTeeE wfey e Zee [wbe
X
o Y GATR N T SO-F(© WeTd AFIE (S FCAT G [IAA FPeT WR-(A1 @ F5m FT=vjefzme
NfeTe g IO/ |

Partnership Business (SI¥mIfE 5201
o M A (Partnership Business) T G @B IS FOC @A 12 A Sreifvs Ife

@35 pfea fefere =T ~faperel S «ae #re-Ffs Mrema g o F& @
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Joint Stock Company (CfITQI—TE“IW i)
o QY- @ (Joint Stock Company) 2l @9F GG JARAF TG @ATT AT
@R IR -y B0 @9 NI Sz e |
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Principles of Finance

v

Principle of Risk and Return(¥fF @ AT FfS) : Risk and return are directly related. The greater
the risk that an investment may lose money, the greater its potential for providing a substantial
return. By the same token, the smaller the risk an investment poses, the smaller the potential return
it will provide.

Principle of Profitability and Liquidity(S¥e @ A% RifS): Liquidity is a measure of the availability
of cash and cash equivalent funds while profitability is the measure of profit a company can earn by
selling its products or services. Both liquidity and profitability are related to the current assets and
working capital of a company. When a company uses a more temporary working capital to meet the
needs of the operations, it is usually highly liquid but not profitable. When the company takes enough
risk and invests its funds in high-return funds, it is looking for more profitability.

Principle of Portfolio Diversification(¢5tFifere (Ifbaiaaa MNS): Portfolio diversification is an
investment strategy that involves spreading your investment capital across a variety of assets or
securities within your investment portfolio. The aim of diversification is to reduce risk and increase
the likelihood of achieving more stable and consistent returns over time.

Principle of Time value of Money:The time value of money refers to the observation that it is better
to receive money sooner than later. Money you have today can be invested to earn a positive rate
of return, producing more money tomorrow. Therefore, a taka today is worth more than a taka in
the future.

Cash Flow Principle: The cash flow principle states that more cash inflow in the earlier period is
preferable to later cash flow by the investor.

The Matching or Hedging Principle: Hedging principle indicate that we have to take loan from

appropriate sources. For example, fixed asset financing is to be done from long term sources. It also
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indicates matching the profile of Assets (Duration, currencies, fixed rate / floating rate) with the
profile of Liabilities, so that cash outflows are matched by the cash inflows. Matching principle is

also called Hedging principle or Cash flow matching approach.

Goal of Finance (Profit Maximization vs Wealth Maximization)

o TR o A4 T 2N JARF MAHII @A TN HEHFA |
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Sources of Short-Term Financing (FgeTar W%&W

FHERM LA AL TASTAR N TRCR FIIALIIACE IR (ACF ANGA (B (GHCB (Trade Credit),
Jifeifen<s ieF (AT (@A A (Bank Loans), S5 F19&@ (Commercial Paper), €32 secured i SFjafFFe
et (Secured & Unsecured Loans) | €3 SR AL g FANEF N4y AN (LGS 27 W7 (AE
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fafen «ate Qs afod (@ secured (FWTO-TF) €2 unsecured (TINTS-K2) A (e @S
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Intermediate-term financing (wreaifn wrefiEe)
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Sources of Long-Term Financing @WW%&W
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AT SR 4 SeIETR

o AT A T2 (Equity Shares): ¥ft @iifag wfemifefer aidimeTa @36 <1 @F M AT<=e G
(Common Stock) @3¢ FfFF 1T (Preferred Stock) T©T23 w@e® | (=9 fAfGa Mo @ r=iif
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e Retained Earnings: (FT=/fq O s @it e ofzycs [fcaes gy «ta ece 2t 1 «ft @ r=iifag
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o T AfSDIT (Financial Institutions): W< s meF ¢ [rmafre @ifds afedm A
SRR A9F I ACE, T A I @3 (oAl e a1

o (OIT FIHBE (Venture Capital): TgH G2 TH-AJfaoT™g JMTS afevmatEce i e s =
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Operating vs Financial Lease

Operating lease:

Ownership: It's retained by the lessor during and after the lease term.
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Bargain purchase options: Operating leases cannot contain a bargain purchase option.
Terms: Terms are less than 75% of the asset’s estimated economic life.
Present value: The PV of lease payments is less than 90% of the asset's fair market value.

Risks/benefits: The lessee has only the right to use the asset. All risks and benefits remain with the

lessor.

Financial Lease:

Ownership: Ownership transfers to the lessee at the end of the lease term.

Bargain purchase options: These options enable the lessee to buy an asset at less than fair market

value.
Terms: The terms equal or exceed 75% of the asset's estimated useful life.
Present value: PV of lease payments equals or exceeds 90% of the asset's original cost.
Risks/benefits: All risk is transferred to the lessee.
Financial Decisions:

Financial decisions, for a business, primarily fall into three categories: Investment decisions,
determining where to allocate funds for growth; financing decisions, selecting the optimal mix of
debt and equity to fund assets; and dividend decisions, deciding how much profit to distribute to
shareholders versus reinvesting in the company. These decisions are crucial for managing resources,

maximizing shareholder wealth, and ensuring the financial stability and growth of an organization.

o Investment decisions includes investment in fixed assets (called as capital budgeting). Investment in

current assets are also a part of investment decisions called as working capital decisions.
Factors of Investment Decision

» Cash flow and profit

» Risk

= Investment Criteria

o Financing decisions- They relate to the raising of finance from various resources which will depend

upon decision on type of source, period of financing, cost of financing and the returns thereby.

Factors:
= Cost
= Risk

» Cash flow position
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o Dividend decision- The finance manager has to take decision with regards to the net profit

distribution. Net profits are generally divided into two:
*  Dividend for shareholders-Dividend and the rate of it has to be decided.

*  Retained profits- Amount of retained profits has to be finalized which will depend upon

expansion and diversification plans of the enterprise.
Factors:
» The portion of EPS paid to the shareholders
* The time
* The method: Cash or stock dividend or both
Functions of Finance Manager
1. Estimating the amount of capital required.
2. Determining the optimal capital structure
3. Choose the best sources of funds
4. Procurement(Collection) of funds
5. Utilization of funds
6. Disposal of profit
7. Management of Cash

8. Financial control(Procedures, policies, and means that help monitor and control the direction,

allocation, and usage of financial resources)

Objectives of Financial Management (Sf&& IIZTR Tr=iTaR)

AP A ®BFA (Profit Maximization): 2feditR Tfestr owy Jare= Afet I w21 Wil TR @0
ey wFgs ST |

FW AAHFAY (Wealth Maximization): e FEHIACT GRS @%—\Q‘Pff FE CIRRAERRR[WS T {F% 4,
[l ARG AL Jad MG wifers 23 |

T WL2QIZ (Cash Flow) I AR &SI Ay 10, 2laal SAfeay @92 Swiey FE@E 2Af5eiea &y e
o O AP A, A WL FIFHATT G i T |

I TRF=t (Risk Management): SfdF JfFee Hive a1, Rewed 9 @32 EISTET IR & IFEFT @
a7 FIe WL YT G0 STl |

&SRR BIRY (Financial Stability): 935 o1 ACR@ B AFTe #0717 o Yo AT =B
FACe T 2 IifF fBfoReTel Il TS =W |
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o JIIT (Resources) WF JIYY: Al AT ABNLTANE FADE FHAFTONE 2T [6© T, AT (FICN
A6y 1 2 |

o f3fSce Brai® (Investment Decisions): (FIF TS [N FACeT AEIH &S ST AT, (12 AER HTa@eE age
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Motive for Holding Cash

O Transaction Motive: to pay for goods or services as It is needed for conducting everyday transactions
or purchases.

QO Precautionary Motive: Cash is a relatively safe investment. Cash investments rarely lose value and

are therefore held for safety reasons in a balanced portfolio.
QO Asset or Speculative Motive: It can provide a return to the holders of cash assets.
Working Capital Management (FEFR T4 JIZ )
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Concepts of Working Capital

» Gross working capital: Gross working capital is the sum of a company's current assets (assets that

are convertible to cash within a year or less).

» Net working capital: Gross working capital less current liabilities is equal to net working capital.
» Positive working capital: Current assets exceed current liabilities.
» Neutral working capital: Current assets are equal to current liabilities.
» Negative working capital: Current assets are less than current liabilities.
WCM Ratio

Current Ratio

e The current ratio (also called the working capital ratio) is calculated by dividing current assets
by current liabilities:

e Current Ratio = Current Assets + Current Liabilities

e If this ratio is 1.0 or higher, it generally means that the company can meet its short-term
obligations. A ratio of up to 2:1 is considered healthy, though this can vary by industry and
whether the company is growing.
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e A ratio below 1.0 signals liquidity issues, while an excessively high current ratio could mean

the company is using these assets inefficiently.

Quick Ratio (Acid-Test)

e The quick ratio refines the current ratio by excluding inventory. This ratio is particularly

useful for businesses where inventory can't be easily sold for cash when needed.

e A quick ratio above 1.0 typically signifies a company is in good short-term financial health.

Here's the formula:
e Quick Ratio = (Current Assets - Inventory) + Current Liabilities

Cash Conversion Cycle (CCC)

e The CCC measures the time it takes for a company to convert its investments in inventory
and other resources into cash flows from sales. A shorter CCC means it's more efficient, and

the business recovers cash more rapidly to invest elsewhere.
e (CCC = DIO + DSO - DPO
e Days inventory outstanding (DIO) measures how long it takes to sell inventory.
e Days sales outstanding (DSO) measures how long it takes to collect receivables.
e Days payable outstanding (DPO) measures how long it takes the company to pay its bills.

Working Capital Turnover

e The working capital turnover ratio measures how effectively a company uses its working
capital to generate revenue. It is calculated by dividing net sales by average working capital

or net working capital, the difference is often negligible:
e Working Capital Turnover = Net Sales + Average Working Capital

e A high turnover ratio implies that the company is efficiently managing its assets and liabilities

to produce sales, while a lower ratio might signal underutilization of available resources.

Days Working Capital (DWC)

e Days working capital is how many days it takes a company to convert working capital into

revenue.

e A lower DWC typically suggests a more efficient WCM since it means the company needs less

working capital to generate sales.
e Days Working Capital = (Average Working Capital + Net Sales) x 365
Approches of Working Capital Management

Conservative Approach: This approach tries to avoid the risk involved in financing of current assets.

Here a part of working capital capital is financed from long term source.
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Aggressive Approach: It is a high risk strategy of working capital financing wherein a part of fixed

assets are financed from short term sources of financing.

Moderate Approach: It is also called hedging strategy which involves moderate risk and moderate
profitability. In this approach fixed assets are financed from long term sources and current assets

from short term sources.

Economic Order Quantity(EOQ)

e Economic Order Quantity (EOQ) is a formula businesses use to determine the ideal order size that
minimizes total inventory costs, including holding, ordering, and shortage costs.

e By using EOQ, companies can effectively manage cash flow, as it helps to minimize the amount of
cash tied up in inventory, which can be reallocated for other business purposes.

e EOQ is particularly valuable for companies with significant inventory needs, ensuring they do not
overstock or run out of stock, thus maintaining customer satisfaction and preventing lost sales.

e The formula assumes constant consumer demand and stable ordering and holding costs, which can
limit its accuracy during times of fluctuating demand or variable costs.

e Adjusting for setup costs, product demand, and holding costs can change the EOQ, highlighting its
flexibility to suit different business environments and needs.

Formula for Economic Order Quantity (EOQ)

The formula for EOQ is:

2DS
Q= H
where:
Q = EOQ units

D = Demand in units (typically on an annual basis
S = Order cost (per purchase order)

H = Holding costs (per unit, per year)

Example of EOQ: BBAL(AM)-2020

From the following particulars calculate EOQ.
Annual requirements..........co..cevvrrrenees 500 units
Cost of materials per unit........c.coecrsrenes BDT 5
Cost of placing and receiving order.......... BDT 25

Annual carrying Cost.........mrsrins 10%
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Solution,

D= 500

S= 25

H= 5%10%

Using formula EOQ=224

Opportunity Cost ((JI% J5)
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e Examples of opportunity cost considerations include investing in a new manufacturing plant
in Los Angeles as opposed to Mexico City, deciding to upgrade company equipment rather
than hire additional workers, or buying stock A and not stock B.

Time Value of Money
"Time Value of Money" €% Jieal eiffex@ 2call "eqdd A" | 92 el @R (@, IONE 2l =W T
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Siice Soiifere 8w BRI, IR Bt RiFcais F6a 9w e 341 789 |

The basic time value of money formula doesn't calculate "TVM" itself. Instead, it shows the change in

the value of money over time. It calculates the future value of a sum of money based on:

e Its present value
e Interest rate
e Number of compounding periods per year

e Number of years
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2' nxt
FV =PV(1+2)
n
where:
FV = Future value of money
PV = Present value of money
1 = Interest rate
n = Number of compounding periods per year

t = Number of years

Example
Assume a sum of $10,000 is invested for one year at 10% interest compounded
annually. The future value of that money is:

1x1
FV = $10,000 x (1 + 101%)

= $11,000

The formula can also be rearranged to find the value of the future sum in
present-day dollars. For example, the present-day dollar amount compounded
annually at 7% interest that would be worth $5,000 one year from today is:

PV — [ $5,000) ] 1x1

(D)
= $4,673

Effects of Compounding Periods on FV

The number of compounding periods has a dramatic effect on the TVM
calculations. Taking the $10,000 example above, if the number of
compounding periods is increased to quarterly, monthly, or daily, the ending
future value calculations are:

e Quarterly Compounding:
4x1
FV = 510,000 x (1+ %) = 811,038

« Monthly Compounding:
o 12x1
FV = 810,000 x (1+ 1) = $11,047

¢ Daily Compounding:

o\ S69x1
FV = $10,000 x (1 - I;gg) = $11,052

Capital Budgeting

AL AL (Capital Budgeting) 2 OF @36 efem @ @sfs afevm Aidemm [fvwes (@@=
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Steps of Capital Budgeting
% Identify and evaluate potential opportunities
% Estimate operating and implementation costs
% Estimate cash flow or benefits of the projects
% Assess risk of the project
% Implement the proposed project
Types of Projects

O Mutually Exclusive Projects: A set of projects from which at most one will be accepted. This typically
occurs when projects compete for the same resources, like capital, time, or market share, or when
they offer alternative solutions to the same need. A company must choose the single most beneficial

project from the set.

O Independent Projects: The projects whose cash flows are not affected by the accept or reject decision
for other projects. Thus all independent projects which meet the capital budgeting criteria should be

accepted.

O Dependent Project: The project whose acceptance or rejection depends on the acceptance/rejection

of other projects. For example,
» A software update project might depend on the completion of a database upgrade project.
» A construction project might depend on the completion of the architectural design phase.
* A marketing campaign might depend on the completion of product development.
Methods/Techniques/Tools of Capital Budgeting

Traditional/Non-Discount Method:

* Pay-back Period/Analysis (PBP)
*  Accounting/Average rate method (ARR)

Modern/Discount Method:

e Net Present Value (NPV)
* Internal Rate of Return (IRR)
*  Profitability Index (PI)

* Discounted Pay Back Period
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Payback Period

v' Payback analysis calculates how long it will take to recoup the costs of an investment. The payback
period is identified by dividing the initial investment in the project by the average yearly cash inflow
that the project will generate.

v' If actual payback period is less than the predetermined pay back period, then the project will be

accepted.

v' For example, if it costs BDT 400,000 for the initial cash outlay, and the project generates BDT 100,000

per year in revenue, it will take four years to recoup the investment.

Accounting or Average Rate of Return
o In capital budgeting, ARR (Accounting Rate of Return) is a method used to evaluate a project's

profitability by comparing its average annual profit to the initial investment.

o It is a simple, percentage-based metric that indicates how much profit a project is expected to

generate each year relative to its cost.

o A project is typically accepted if its ARR is greater than the required rate of return, but it has the

major disadvantage of ignoring the time value of money.

o The ARR is calculated by dividing the average annual profit by the initial investment cost. If the
ARR is equal to 5%, this means that the project is expected to earn five Taka for every 100 Taka
invested per year.

o In terms of decision making, if the ARR is equal to or greater than a company’s required rate of

return, the project is acceptable because the company will earn at least the required rate of return.

o If the ARR is less than the required rate of return, the project should be rejected. Therefore, the
higher the ARR, the more profitable the company will become.

Net Present Value(NPV)

v' Net present value (NPV) is used to calculate the current value of a future stream of payments from

a company, project, or investment.

v To calculate NPV, we need to estimate the timing and amount of future cash flows and pick a

discount rate equal to the minimum acceptable rate of return.

v" The discount rate may reflect cost of capital or the returns available on alternative investments of
comparable risk.
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v If the NPV of a project or investment is positive, it means its rate of return will be above the
discount rate.
NPV = M — initial investment
(1 + 2)¢t
where:
2 — Required return or discount rate

— Number of time periods

If analyzing a longer-term project with multiple cash flows, then the formula for
the NPV of the project is as follows:

n R
NPV — § e
i\t
— (1 +2)
where:
R; = net cash inflow-outflows during a single perio«

7 — discount rate or return that could be earned in

t — number of time periods

Internal Rate of Return(IRR)

% IRR, or internal rate of return, is a metric used in financial analysis to estimate the profitability of

potential investments.

% IRR is calculated using the same concept as net present value (NPV), except it sets the NPV equal to

Zero.

% The ultimate goal of IRR is to identify the rate of discount, which makes the present value of the sum

of annual nominal cash inflows equal to the initial net cash outlay for the investment.

% IRR is ideal for analyzing capital budgeting projects to understand and compare potential rates of

annual return over time.

% In addition to being used by companies to determine which capital projects to use, IRR can help

investors determine the investment return of various assets.

The Formula for IRR

The formula used to determine IRR is as follows:

,
(1 + IRR)"

R

T
O:NPV:Z

t=1

where:

C'y = Net cash inflow during the period t

Cy = Total initial investment costs
I RR — The internal rate of return
t —= The number of time periods
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Profitability Index
The profitability index (PI) measures the attractiveness of a project or investment.

The PI is calculated by dividing the present value of future expected cash flows by the initial
investment cost of the project.

When IRR cannot be used, PI can be used.
The higher the PI, the better the expected returns from the project.

A PI of less than 1.0 is not worthwhile because the expected returns do not recoup the initial cost.

Discounted Payback Period

» The discounted payback period is a metric used in capital budgeting to determine which projects to

take on.

* More accurate than the standard payback period calculation, the discounted payback period factors

in the time value of money.

» The discounted payback period formula shows how long it will take to recoup an investment based

on the present value of the project's projected cash flows.

» The shorter a discounted payback period is, the sooner a project or investment will generate cash
flows to cover the initial cost.

Cost of Capital
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Significance of Cost of Capital:
Evaluating investment decision
Determining a firm’s debt policy

Determining dividend policy

D N N NN

Determining the value of the firm
Components of Cost of Capital

o Cost of Debt

o Cost of Preference Share

o Cost of Equity

o Cost of Retained Earnings
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Cost of Debt:

The cost of debt is merely the interest rate paid by the company on its debt.
However, since interest expense is tax-deductible, the debt is calculated on an
after-tax basis as follows:

Interest expense
Total debt

Cost of debt = x(1-T)

where:

Interest expense = Int. paid on the firm’s current debt

T = The company’s marginal tax rate

Cost of Preference Share

Preference shares, also known as preferred shares, are a type of security that offers characteristics
similar to both common share and a fixed income security. That’s why it is called Hybrid security.
The holders of preference shares are typically given priority when it comes to any dividends that
the company pays. In exchange, preference shares often do not enjoy the same level of voting rights

or upside participation as common shares.

» Rp =D (dividend)/ PO (price) [zero growth model]

» Rp = D1/P0 + g [Constant growth model] where D1= D0(1+g)
For example:

A company has preferred stock that has an annual dividend of $3. If the current share price is $25,

what is the cost of preferred stock?
Rp =D / PO
Rp=3/25=12%

Cost of Equity

The Cost of Equity

The cost of equity is more complicated since the rate of return demanded by
equity investors is not as clearly defined as it is by lenders. The cost of equity is
approximated by the capital asset pricing model as follows:

CAPM (Cost of equity) = Ry + B(Rn — Ry)
where:
Rf = risk-free rate of return

R,, = market rate of return
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Cost of Retained Earnings

o The opportunity cost of retained earnings may be taken as the cost of the retained earnings.

o It is equal to the income that the shareholders could have otherwise earned by placing these
funds in alternative investment.

o For example, if the shareholders could have invested the funds in alternative channels, they
could have earned 10%. This return of 10% has been forgone by them because of the company
is not distributing the full profits to them. The cost of retained earning may, therefore, be
taken at 10%.

Weighted Average Cost of Capital
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WACC = (g X Re) + (g x Rd x (1 —Tc))
where:

FE = Market value of the firm’s equity

D = Market value of the firm’s debt
V=FE+D

Re = Cost of equity

Rd = Cost of debt

T'ec = Corporate tax rate

Capital Structure
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T TG SR 07 ACF | «@ff o o @reiifea ATl wafke Meated SARTEAT @RI,
@A A9 (@, [T Yef) @R Nferert Tg (3392B) @2 7o ad4e @t <A |

e Optimal Capital Structure: The optimal capital structure of a firm is the ideal combination

of debt and equity financing that enhances the company's market value while minimizing
its overall cost of capital.

[ )
Factors Affecting Capital Structure
v' Cash Flow Position.

v' Interest Coverage Ratio (ICR): how easily a company pays interest on outstanding debt
(EBIT/Interest expense)

v Growth and stability of sales
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v’ Nature and size of business

v' Cost of capital and flotation costs
v'  Tax rate

v' Capital market conditions

Theories of Capital Structure

1. Modigliani and Miller Approach:

Proposition I: M&M Proposition I, in its simplest form, states thatin a perfect market with no
taxes, a company's value is unaffected by its capital structure (the mix of debt and equity it
uses). This means a levered firm (with debt) will be valued the same as an otherwise identical
unlevered firm (without debt). The core idea is that changes in capital structure only shift the
distribution of returns between debt and equity holders, without changing the overall value of
the firm.

Proposition II: M&M Proposition II explains how a company's cost of equity is affected by its
capital structure, specifically the level of debt. It states that the cost of equity increases as the
proportion of debt in the capital structure increases. This is because higher debt levels increase

the financial risk for equity holders, requiring a higher return to compensate for that risk.

2. Net Income Approach to Capital Structure Theory:

The Net Income Approach suggests that a company can enhance its value and lower its weighted
average cost of capital (WACC) by increasing the proportion of debt in its capital structure. This

approach is based on several assumptions:
o The cost of debt is lower than the cost of equity.
o There are no taxes.
o The use of debt does not change investors' perception of risk.

3. The Pecking Order Theory: The pecking order theory relates to a company’s capital structure

in that it helps explain why companies prefer to finance investment projects with internal
financing first, debt second, and equity last. The pecking order theory arises from information
asymmetry and explains that equity financing is the costliest and should be used as a last resort

to obtain financing.
Pecking Order= R/E>Debt>Equity

4, Static Trade off Theory: The static trade off theory recognises the benefits of increased tax

shield when debt increases, but also acknowledges the increased in cost of financial distress.
Managers following this approach will seek to balance the benefits of debt with the costs

of financial distress, and identify an optimal capital structure.
Levered Firm= Equity + Debt

Unlevered Firm= Only Equity
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Leverage
» Leverage refers to using debt or borrowed funds to amplify returns from an investment or project.
» Companies can use leverage to invest in growth strategies.
* Some investors use leverage to multiply their buying power in the market.

» Leverage is often associated with risk, as the higher levered a company is, the more financial risk
they are taking on.

Types of Leverage

O Operating Leverage: The operating leverage ratio is used to calculate a company’s break-even point
and help set appropriate selling prices to cover all costs and generate a profit. Companies with high
operating leverage must cover a larger amount of fixed costs each month regardless of whether

they sell any units of product.

QO Financial Leverage: Financial Leverage refers to the borrowing of capital by a corporation from
lenders, such as banks, to fund its operations and long-term investments in fixed assets (PP&E). By
using borrowed funds to fund working capital needs and purchase fixed assets (PP&E)—or capital
expenditures (Capex)—a company can increase its asset base and generate higher returns without

incurring significant cash outflows.

O Working Capital Leverage: It refers to the impact of level of working capital on company’s

profitability.

DOL, DFL and DTL

e DOL(Degree of Operating Leverage): A financial ratio that measures the sensitivity of a
company’s operating income to its sales. The DOL ratio shows the % change in operating income
in response to % change in Sales.
DOL=% change in EBIT/ % change in sales

e DFL (Degree of Financial Leverage): It measures the sensitivity of earnings per share(EPS) to
the fluctuation in the operating income.

DFL= % change in EPS/ % change in EBIT

e DTL(Degree of Total Leverage): It is the ratio of % change in EPS to % change in sales.

DTL= DOL*DFT= % change in EPS/ % change in sales

Corporate and Personal Taxes

% Corporate tax is a direct tax paid by businesses to the government on their earnings. The
funds collected from the taxes serve as a country’s source of income and are directed to

financing various projects for the benefit of its citizens.

Warnning: Live MCQ™ -93 51e IC55 IHRAI25 W3+ FRT JAMFS | SN(e GO @A MG A7 JIF AL o8 @ TG GoAR14!

. GETITON 2 Download on the et it from 2 Download on the 1
JoinNow b [ ey @ livemca.com @ 01701377322



Live
L2 mca
SIfdF o5, STaw fafer

% Personal income tax is a direct tax paid by individuals to the government on their personal
income coming from monthly salaries and wages.

Corporate taxes apply to the following institutions:

All corporations originated in the country (small, medium, and large)

Corporations running a business inside the country

Foreign enterprises with a permanent establishment in the country

YV V V V

Corporations that are residents for tax purposes inside the country
Personal income tax applies to the following entities:
» Self-employed individuals

» Full-time employees

Ratio Analysis

o T°l® 49 (Ratio Analysis) 201 GF0 Tifds e smfe @ wifds faadie f{fey Semies
MG (e 7F ey I effopnTa A o7 ¢ FHwTe! R 41 2|

o % sEfore G Al OF-aR R ¢ Tgeim (T 2ie [foq MYPHF TMETAR M1 Tol P
FI TR AL Gol I 2 G2 ARSI Prae 2ol w41 23 |

Types of Ratio

Liquidity Ratios - Ability to pay short term debt

Solvency Ratios - Ability to pay long term debt and sustain in the market indefinitely.
Profitability Ratios - Ability to earn profit.

Activity Ratios- How efficiently a company uses its assets to earn maximum profit.

Leverage Ratio = Debt-to-EBITDA (A company’s capital structure, financial obligations and its ability

to clear those obligation)

DuPont Analysis

Liquidity Ratio

Current Ratio=Current Assets/ Current Liabilities

Quick ratio=Quick Assets*/Current Liabilities

Cash Ratio = (Cash+Cash Equivalent)/Current Liablities

Working capital ratio=The Working Capital Ratio is just another name for the Current Ratio
*Quick Assets= Current Assets - Inventory - Prepaid Expense

Solvency Ratio

Debt-equity ratios = Long Term Debt/Equity

Debt-assets ratios= Debt/Asset
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% Interest coverage ratios= EBIT/Interest expense

% Times Interest Earned Ratio is another name of Interest coverage ratios.
Profitability Ratio

% Net Profit Margin ratio= Net profit/Sales

% Gross Profit Margin= Gross profit/Sales

% Return on assets = Net Profit/Total Assets

% Return on equity = Net Profit/Owners Equity

% Return on capital employed= EBIT/Capital employed

[Capital Employed = Total Assets - Current Liabilities]

Activity Ratio

e Accounts Receivable Turnover= Net Credit Sales/ Avg A/R
e Inventory turnover = COGS/Avg Inventory
e Total Asset Turnover = Sales/Total Assets

e Day's sales in inventory= 365/Inventory turnover

Dupont Analysis

T e 2 o’ @fdfs saew O @S @i 6 oW 253 (ROE) A et 353bre B
O Y TGRS [ow w01 9 W5 Sy RN (@i Wil s Y6 seeec bfre w4, @
FTOEFSl, T AR 7Fel g2 i FTorae (el <) 1 @ Resaes e @i o @il =feq
@ QTSI FATS #Ata @R RfNceiwiaia i @ifea Tt Sera St wwel gl Fa0e A |

T RTsee &1 S
BT [REEs @ (@R Aesmeel fodi 24 SAWITTR T A7 FCE:

% 2B MfEHT (Net Profit Margin):
@ft @S @Al Areaaeel A A wrer qafs «fase, 7 Rerm T2 fofe T W5 YA @2 |
ST BIfSSIF (Asset Turnover):

«oft @3S @R oW IIRET TSl Al 0, A @A O T IR I IS SEeE R tefd
JFACO ACA |

33126 M2 (Equity Multiplier):

afs g wiffs Freras a1 e TR SfTws 6 a6 T 3FRB NHdme e s @ @i e
(CT3B) IRIF F(E ©IF TAWE TLTT FACZ |
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DuPont Analysis = Net Profit Margin x AT x EM
where:

Net I
Net Profit Margin = et icome
Revenue

AT = Asset turnover

Sales
Asset Turnover =

Average Total Assets
EM = Equity multiplier

A Total Asset
Equity Multiplier = verage ~otal Assers

Average Shareholders’ Equity

5-Step DuPont Analysis Model

The five ratio components of the 5-step DuPont formula are as follows:

1. Tax Burden = Net Income + Pre-Tax Income

2. Asset Turnover = Revenue + Average Total Assets

3. Financial Leverage Ratio = Average Total Assets + Average Shareholders’ Equity
4. Interest Burden = Pre-Tax Income + Operating Income

5. Operating Margin = Operating Income + Revenue

Net Income Revenue Total Assets Pre-Tax Income  Operating Income

DuPont Analysis = pre oy Thcome * Total Assets * Shareholders Equity © Operating Income Revenue

Other Ratio
% P/E ratio=Price/Earnings
% Earnings per share (EPS)= (Net profit-Preferred dividend)/Number of ordinary share
% Dividend payout ratio = Dividend/Net profit

% Retention Ratio = (Net profit - dividend)/net profit = 1-Dividend payout ratio

Financial Market

qifefF IEF (Financial Market) 28 @FB @I ZHBF A I @A (ol @ Jrroar oy wfds sm
(@ 1, I, @, PIvE Tofi) @T@me 63 1 92 e [Raeems fa ez F1ce, wdd @1
IR FACo, O THAAR FACO IR I FAGE AW I |

qifdF ISR TS

o A& ey I, AfSd ¢ IR S AT S HearR FETS! FCH |
. ﬂfﬂﬁ*ﬁ?‘ﬂ‘ (Price Discovery):mmWWWﬂ%WﬁﬁlﬁQW‘iﬂl
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o OIFE AW WL FoANCS TG M W ST F YA Lo TR |
. I IRYE: RTEeRTe I TS ¢ FAVT FACS AW IE |

i ASET AFACE:

o 333 T (Equities Market): QI RS (FEAINSTR (R (F11-CIBT 2T |
e 9 =T (Debt Market): IT I F99q (FHI-(IBT F |
o 4l AW (Forex Market): LTWH*F Y@l G0 41 2 |

o (Sfaefb® I (Derivatives Market): (SRCSOSETR (TN FEHEH € To*) JA 2T, I G (FICA
W (ATF BRAT |

Money Markets & Capital Market

% Money markets involve short-term lending that borrowers can tap into for cash for day-to-day

operations
% Capital markets are geared toward long-term investing.
% Money markets are less risky than capital markets, which can be more rewarding.
% Both markets are subject to comprehensive regulation to ensure transparency, fairness, and stability.
% Money market is informal, where capital market is formal.
% Money Market is controlled by Bangladesh Bank.

% Capital market is controlled by Bangladesh Securities and Exchange Commission (BSEC)

Money Market Instruments

Wi B FTHZAD (T W A 9 AW Toipael) 2o FHeawmar o Hiwet @ @i wm a @
JZCAT I AT &) 2] I 2 IR T I IS 8 T O (208 (FAI-IF61 F41 TR) ACE | 9F T
TR A Gefd =1, qAfafers Fiore (commercial paper), FRE Wﬂ@ (banker's acceptance),
fCesiifecsa AMBRFE (certificate of deposit) ¥R e SHIATTT (repurchase agreement Jf repo) |

W T TG ereten:

o @I R (Treasury Bill): THF $9F TPFS FHCNAM Fd4+1@, A Aqere Trprecs e w4 =7 @=e
M (Y Sfefe® 0o ARy <1 27 |

o IAMIS (AT (Commercial Paper): IC (FPATGTE SR FHRRM! O[T A2ETEH & 39 I 2AICH |
o JITIFT W’i@ (Banker's Acceptance): @6 @6 &1 o=@ @Fwe, T T I FFe ATH 1 4

FHERM! NS T IR FA 2
o foraifercsa MBS (Certificate of Deposit - CD): T F9F AW GF(5 AT, [ GHM WHE TIEE
G 9Ffs WvE [ 2 el AR =
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Capital Market Instruments
AL JECIR TAFAA Ao B (CF), IS, A @R GHGH-GOC FC  (ETF)-9F ool iz
TRENYENE @RI T, O @AM ¢ FIFIFeE ANEaml ©2fqe Mg & I IE «R
fRfceIeE 98 Sorpaeleten e S Jfaa el 7|

o 53 (CAR): FAMTGTET IL T ORI AR FACS BRI, O O CRIF TP A | 7w 9
IR e @i ferer e 0 |

o T (@M A TESREEN REAEAFHTE PR (AF A @A T 4G 4R A @ Y ¢ 1 WA
feerdice e 7ca sm awi w41 77 |

o @R @t @F @ER WA, A @A SImE AR $RfE ARARE T 2] IR |

o  HGH-GLCC FE (ETF): Wb I FT A 363 GO M 2 1 re [Kfeq g@we Ffwekbe (@w=
353, IY) AE @R @it g S pFe TP F |

o (CRTSBE: el 2o G WS pfe, T T G WefHZS Fm (@ BT A TT) (AT SO 2 |

o T G [FWRE W ICF: T I, Th @32 [ RIS e AR @m0 27 |
Types of Capital Market

Primary Market:

o AT IEF A ARG AEE 2 G G0 AEF ASE @A @ I TGFE LATAES
re! g fFSRG (@w o, 30) SeeneEeR e [ie s 9 wag FE

o 3 rEICH fifEd o @ TP efSDA A company-9F SRR IW 1 G [erdice, Wi e
T CrPelfE MEs-9 =t e zen Mieeibeten RKivwsition T 2reawe 231

Secondary Market:

o (NPT ARG (Secondary Market) I TNF G 20 G5 GFf6 AT IeH @LE 7t TJF©
TR, I, Qo @ FFebIER Tro! wifds Soadete [RINmaTaima T (&1-36! T4 23 |

o AT ITR @I @I T4 ATAET oo TR [iFw@esi@ime Fie e [fE 7,
T4 O AfiE IEE 2 O G WF0 20N (12 IS @A a2 ARG IS (&F &l
SfeSiber e Ewms a1 21

Dhaka Stock Exchange(DSE)
% Founded in 1954, at that time DSE was in the name of East Pakistan Stock Exchange Association Ltd.

% In 1962, the name was revised to East Pakistan Stock Exchange Ltd. After two years it became DSE,

which stands as Bangladesh’s principal stock exchange.

% Situated in the bustling capital city of Dhaka, it acts as a marketplace where investors and companies

intersect to trade financial instruments. Total Company List: 655
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These instruments include equities (also known as stocks or shares), bonds, mutual funds, and more.

Empowering Investment Opportunities: The DSE provides an avenue for businesses to raise capital
by issuing shares to the public. Investors, in turn, gain the opportunity to become partial owners of

these companies, sharing in their profits and losses.

Three index of DSE: DSE Shariah Index(DSES), DSE 30 Index (DSE30), DSE Board Index (DSEX)-listed.

Chittagong Stock Exchange

In 1995, the CSE emerged as the second major stock exchange in Bangladesh, located in the port
city of Chittagong.

This exchange serves as a vital platform for investors in the southern region, broadening the

accessibility of the stock market beyond the capital.

Diverse Investment Universe: Similar to the DSE, the CSE facilitates the trading of various financial
instruments, creating opportunities for investors to diversify their portfolios and engage with

different sectors of the economy.
Number of listed companies - 628.
Three Index: CSE Shariah Index(CSI), CSE 50 Index (CSE50) and CSE All Share Price Index (CASPI)

Registered as a Public Limited Company after demutualization(in 2013) under Companies Act, 1994,
The Board, headed by elected Chairman from the Independent Directors, consist of 13 members
comprising 7 Independent Directors, 5 Shareholder Directors including 1 Strategic Investor and the

Managing Director.

Bangladesh Securities and Exchange Commission (BSEC)

The Bangladesh Securities and Exchange Commission (BSEC) was established on 8th June, 1993 as
the regulator of the country’s capital market under the provision of Bangladesh Securities and

Exchange Commission Act 1993.

The purpose of the Commission is to protect the interest of investors in securities, develop the

securities market and make rules for matters connected therewith.

The Commission consists of the Chairman and four Commissioners who are appointed for full time

by the Government. The Chairman acts as the Chief Executive of the Commission.

The Commission is a statutory body and attached to the Ministry of Finance. BSEC is an ‘A’ category

member of International Organization of Securities Commissions (I0SCO) since 22 December 2013.

The current chairman of the Bangladesh Securities and Exchange Commission (BSEC) is Khondoker
Rashed Magsood.
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Bullish and Bearish Market
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Dividend
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Dividend can be paid in cash or stock.

If a company declares 20% stock dividend, this means every shareholder receives an additonal
20 stocks for every 100 stocks he own.

Important Dividend Date

Announcement date: Dividends are announced by company management on the announcement

date (or declaration date) and must be approved by the shareholders before they can be paid.

Ex-dividend date: The date on which the dividend eligibility expires is called the ex-dividend
date or simply the ex-date.

For instance, if a stock has an ex-date of Wednesday, May 5, shareholders who buy the stock on
or after that day will NOT qualify to receive the dividend. Shareholders who own the stock one
business day prior to the ex-date, on Tuesday, May 4, or earlier, qualify for the distribution.
Record date: The record date is the cutoff date, established by the company to determine which
shareholders are eligible to receive a dividend or distribution.

Payment date: The company issues the dividend payment on the payment date, which is when

the money is credited to investors' accounts.
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Alternative to Pay Dividend

% Select positive NPV projects
% Acquire other company.
% Purchase financial assets

% Repurchase share from market

Dividend Policy

A dividend policy outlines how a company will distribute its dividends to its shareholders. This

policy details specifics about payouts including how often, when, and how much is distributed.

Types of Dividend Policy:

R/
0’0

R/
0.0

>

>

*,

>

>

*,

Stable Dividend Policy (Fixed Amount)
Constant Dividend Policy (Fixed Payout Ratio)
Residual Dividend Policy

No Dividend Policy

Stable Dividend Policy: A stable dividend policy is the easiest and most commonly used. The
goal of this policy is to provide shareholders with a steady and predictable dividend payout
each year, which is what most investors seek. Investors receive a dividend regardless of
whether earnings are up or down.

Constant Dividend Policy: The primary drawback of the stable dividend policy is that
investors may not see a dividend increase in boom years. Under the constant dividend policy,
a company pays a percentage of its earnings as dividends every year. In this way, investors

experience the full volatility of company earnings.

If earnings are up, investors get a larger dividend and if earnings are down, investors may
not receive a dividend. The primary drawback to the method is the volatility of earnings

and dividends.

Residual Dividend Policy: The Residual Dividend Policy is also highly volatile, but some
investors see it as the only acceptable dividend policy. With a residual dividend policy, the
company pays out what dividends remain after the company has paid for capital
expenditure(CAPEX) and working capital.

This approach is volatile, but it makes the most sense in terms of business operations.
Investors do not want to invest in a company that justifies its increased debt with the need
to pay dividends.

No Dividend Policy: Some companies decide not to pay dividends at all, particularly those
in high-growth industries or early-stage startups reinvesting profits to fuel expansion. These

companies prioritize reinvestment of earnings into research, development, acquisitions, or
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debt reduction rather than distributing dividends. By forgoing dividends, the company aims
to accelerate growth and enhance shareholder value through a higher future stock price

rather than income generation.

Concepts about Dividend

Cumulative Dividend: A type of dividend which, if not paid when due, accumulates until the next
time the corporation pays dividends (with the oldest deferred payment made first). Cumulative
dividends are only payable on preferred stock upto 6 years.

Dividend Yield: The dividend yield or dividend-price ratio of a share isthe dividend per share
divided by the price per share. It is also a company's total annual dividend payments divided by its
market capitalization, assuming the number of shares is constant.

Clientele Effect: The clientele effect theory states that different policies attract different types of
investors, and changes to those policies shift the clientele and impact the company’s share price.
Examples of two different clienteles can be retired investors (those who may prefer stocks with a
high dividend payout) and young investors (those who may prefer stocks that show strong capital
appreciation).

Dividend Signaling: Dividend signaling is a theory that suggests that a company's announcement
of an increase in dividend payouts is an indication of positive future prospects. It also suggests that
companies that pay the highest dividends are, or should be, more profitable than those paying
smaller dividends.

Homemade Dividends: Homemade dividends are a form of investment income generated from the
sale of a portion of an individual's investment portfolio. These differ from the traditional dividends

that a company’s board of directors distributes to certain classes of shareholders.

Issue of Bonus Share
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Valuation of Share

Valuation is a quantitative process of determining the fair value of an asset, investment, or firm.

A company can generally be valued on its own on an absolute basis or a relative basis compared

to other similar companies or assets.

Several methods and techniques can be used to arrive at a valuation, each of which may produce a
different value.

Valuations can be quickly impacted by corporate earnings or economic events that force analysts to

retool their valuation models.

Valuation is quantitative in nature but it often involves some degree of subjective input or

assumptions.

Absolute Valuation Model: Absolute valuation models attempt to find the intrinsic or "true" value of an

investment based only on fundamentals. It only focuses on such things as dividends, cash flow, and the

growth rate for a single company—and not worry about any other companies. Valuation models that fall

into this category include:

Dividend discount model (GGM)
Discounted cash flow model

Free cash flow to firm mode (FCFF)
Free cash flow to equity model (FCFE)
Residual income model, and

Asset-based model.

Relative Valuation Model: Relative valuation models operate by comparing the company to other similar

companies.

R/
0.0

These methods involve calculating multiples and ratios, such as the price to earnings(P/E) ratio, Price
to cash flow (P/CF) ratio, Price to Book Value ratio(P/B), Price to sales (P/S) ratio and comparing
them to the multiples of similar companies.

For example, if the P/E of a company is lower than the P/E of a comparable company, the original

company might be considered undervalued.

Typically, the relative valuation modelis a lot easier and quicker to calculate than the absolute

valuation model, which is why many investors and analysts begin their analysis with this model.
Gordon Growth Model(GGM)

The Gordon Growth Model (GGM) is a tool used to determine the intrinsic value of a stock based

on a series of dividends that grow at a consistent rate.

GGM is best applied to companies with stable dividend growth, as it assumes dividends will increase
at a constant rate indefinitely.
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R/

% Limitations include its reliance on stable dividend growth and potential issues in valuation when

the required rate of return is lower than the growth rate.

% If the calculated intrinsic value is higher than the current market price, the stock is considered
undervalued, warranting a purchase; if lower, it's overvalued, suggesting a sale.
D,
r—g
where:

P =

P = Current stock price

g = Constant growth rate expected for
dividends, in perpetuity

r = Constant cost of equity capital for the
company (or rate of return)

D; = Value of next year’s dividends

Discounted Cash Flow Model

% Discounted cash flow model helps to determine the value of an investment based on its future cash
flows.

% The present value of expected future cash flows is calculated using a projected discount rate.

% If the DCF is higher than the current cost of the investment, the opportunity could result in positive

returns and may be worthwhile.

% Companies typically use the weighted average cost of capital (WACC) for the discount rate because

it accounts for the rate of return expected by shareholders.

% A disadvantage of DCF is its reliance on estimations of future cash flows, which could prove

inaccurate

Discounted Cash Flow Formula
The formula for DCF is:

CFy (OF ) CF,

DCF = Gyt T G v T @)

where:

C'F; = The cash flow for year one

C'Fy = The cash flow for year two

C'F,, = The cash flow for additional years

r = The discount rate
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Free Cash Flow to the Firm (FCFF)

% Free Cash Flow to the Firm (FCFF) is indicates the cash generated from operations after all expenses,
investments, and taxes, providing insight into a company's financial health and ability to meet

obligations.

% Its core purpose is to assess the cash available for distribution to investors, such as bondholders

and stockholders, after business reinvestments.

% A positive FCFF suggests a company is generating excess cash post-expenses, potentially enabling
dividend payments or debt reduction, while a negative FCFF could signal fiscal challenges or strategic

reinvestment by growth-oriented firms.

% Understanding FCFF allows investors to better evaluate stock valuations, as it can reflect a company’s

long-term cash-generating capabilities and serve as a benchmark for investment decisions.

% Value=FCFF1/(k-g)

FCFF =NI+NC+ (Ix (1—-TR)) - LI-IWC
where:

NI = Net income

NC = Non-cash charges

I = Interest

TR = Tax Rate

LI = Long-term Investments

IWC = Investments in Working Capital

Free Cash Flow to Equity (FCFE)

% Free Cash Flow to Equity (FCFE) measures the cash available to equity shareholders after all

expenses, reinvestment, and debt are paid.

% Analysts often use FCFE as an alternative to the dividend discount model to assess the value of a

company, especially for those that do not distribute dividends.

% When FCFE exceeds dividend payments or repurchase costs, it indicates that these are fully funded

by the firm's cash flow, a desirable scenario for investors.

% Excess FCFE above dividend payouts can be used to increase cash reserves or invest in marketable

securities, underscoring its role in strategic financial planning.
% FCFE = EBIT(1-Tax rate) + Depreciation - CAPEX - Change in WC - Change in other assets

% Firm Value(Equity) = FCFE1/(WACC-g)
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Insurance
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of Insurance

Life Insurance: Provides financial protection against death or survival of a person.
Marine Insurance: Covers loss of ships, cargo, and freight during transport by sea, air, or land.
Fire Insurance: Protects property against loss or damage caused by fire and related risks.

Miscellaneous Insurance: Includes motor, health, travel, liability, and other risks not covered

under life, marine, or fire.

Life Insurance:
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Marine Insurance

e Cargo insurance: This is the most common form of marine insurance, covering loss or damage
to goods while in transit by sea and also often extending to include air, road, or rail transport
connected to the marine journey. Coverage can vary from “All Risks” to more limited forms,

such as “With Average” (WA), which usually covers specific listed perils.
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e Hull insurance: Hull insurance covers physical damage to the ship or vessel itself, including its
machinery and equipment. This coverage is essential for shipowners, protecting against
hazards such as collision, fire, piracy, and weather-related damages.

e Liability insurance: Also known as Protection & Indemnity (P&I), liability insurance provides
coverage for the shipowner’s legal liabilities arising from the operation of the ship, such as
damage to cargo (not covered under cargo insurance), injury, or death of crew members or
passengers, and environmental pollution.

e Freight insurance: The shipper or carrier is protected against the loss of freight revenue that
would not be earned due to lost or damaged cargo. It is particularly relevant for shipping
companies and charterers.

e War risk insurance: Given the unique risks posed by armed conflicts, war risk insurance offers
coverage against damage or loss caused by war-related perils, including strikes, riots, civil
commotions, and terrorist acts that are typically excluded from standard policies.

e Loss of hire insurance: This type of insurance provides compensation to the shipowner for
loss of income when a vessel cannot be operated due to covered damage or peril, ensuring

financial stability during repair or recovery periods.

Fire Insurance

R/
0.0

Fire insurance is property insurance that covers losses or damage to a structure damaged or

destroyed in a fire.

Fire insurance in a standard homeowners policy may be capped at a rate less than the cost of the

losses accrued.

Fire insurance can pay the policyholder on either a replacement-cost basis or an actual cash value

(ACV) basis for damages.

Although many homeowners insurance policies include fire coverage, some homeowners may want

more coverage.

Terms Related to Insurance

Insurer: the insurance company providing the insurance policy
Policyholder: the person named on the policy
Policy limit: the maximum amount of money an insurance provider will pay out

Premium: the payment you make to the insurance company to keep your policy active
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e Deductible: the amount of money insured is responsible for paying out of pocket before insurance
will pay out

e Coinsurance: a percentage of costs insured pay after meeting a deductible

e Copay/Copayment: a fixed percentage of the claim amount that insured must pay during claim
settlement, while the insurer covers the remaining cost.

e Claim: a formal request from the policyholder to their insurance company asking for payment

after a covered incident

Principles of Insurance

1. Utmost good faith (Sf&=1)

A mandate of the highest degree of honesty and fair dealing between the insurer and the insured. Both
parties are expected to disclose all material facts relevant to the insurance contract. Any
misrepresentation or concealment of information can lead to the voiding of the policy. This principle
ensures that the insurer has a clear understanding of the risks involved and can accurately assess the

appropriate premium.

2. Insurable interest (RIzatey %i<)

The insured party must have a financial stake in the property or life being insured. This means that the
insured would suffer a direct financial loss if the property were damaged or the life was lost. Insurable

interest prevents fraudulent claims and ensures that the insurance is being used for its intended purpose.
3. Proximate cause (X% F1A)

This establishes the direct link between the insured event and the loss suffered. The loss must be a
natural and foreseeable consequence of the insured event. If there are intervening factors that break the

chain of causation, the insurer may not be liable for the loss.

4. Indemnity (Ffe7Re)

Indemnity aims to put the insured in the same financial position as they were before the loss occurred.
This means that the insurer will compensate the insured for the actual loss suffered up to the policy

limit. The insurer will not make a profit from the loss, and the insured will not be overcompensated.

5. Subrogation (ZefeR®)

This allows the insurer to step into the shoes of the insured and pursue legal action against a third party
who caused the loss. This helps to recover the amount paid out to the insured and prevents the insured

from receiving double compensation.

6. Contribution (TaZ)
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If an insured item is covered by multiple policies, each insurer is liable for a proportionate share of the

loss based on the coverage amount they provided. This prevents the insured from profiting from their

loss by claiming more than the actual value of the damaged property.
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In 1972, Bangladesh nationalized its insurance industry through the Bangladesh Insurance
(Nationalization) Order 1972, excepting postal life and foreign life insurance.

All 49 insurance entities were placed under five corporations. Subsequently, the Insurance
Corporations Act 1973 restructured this into two entities: Sadharan Bima Corporation for general
business and Jiban Bima Corporation for life business.

However, in 1984, the Government amended the Insurance Act of 1938 and the Insurance Corporation

Act of 1973 to allow private insurance companies to conduct insurance business.

Insurance Development and Regulatory Authority (IDRA)

Insurance Development and Regulatory Authority (IDRA) has been formed under the provision on
Insurance Development and Regulatory Authority Act 2010 on 26th January in 2011.

Government of Bangladesh has enacted the Insurance Act 2010 to develop and regulate the
insurance business. IDRA has established for the purpose of supervising the insurance business and
safeguarding the interest of policy holder.

IDRA, consisting by one Chairman and four Members, some Executive Directors and Directors
carrying the different functions of the authority.

The current chairman of the Insurance Development and Regulatory Authority (IDRA) in Bangladesh

is Dr. M. Aslam Alam. He was appointed to the position on a contractual basis for a three-year term

or until he turns 68 years old.
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Providing registration and certificate of insurer, re-insurer, mediator and renewal, amendment,
removal withheld or cancellation of such registration are the mandate of IDRA.

Inspection, inquiry and investigation of insurance institutions, developing new policies, controlling
the fund and investment, maintenance of solvency margin and determining the proposed premium
rate, giving advantage to insurer, settlement of dispute or claim and providing the procedure for
preparing actuarial reports are the major responsibility of IDRA.

Currently there are 36 Life insurance and 46 non-life insurance company in Bangladesh.
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BSB & BSRS

Bangladesh Shilpa Bank (BSB) was established on October 31, 1972, for accelerating the industrial
pace of the country by providing loans and equity to the industrial projects as per Bangladesh

Shilpa Bank Order, 1972 (President’s Order No. 129 of 1972).

With the same objective, Bangladesh Shilpa Rin Sangstha (BSRS) was also established on October
31, 1972, as per Bangladesh Shilpa Rin Sangstha Order, 1972 (President’s Order No. 128 of 1972).
With the decision of the Government, Bangladesh Development Bank Limited. (BDBL) was
incorporated on 16 November 2009 as a Public Company Limited by shares under the Companies
Act, 1994 by the amalgamation of former Bangladesh Shilpa Bank (BSB) and Bangladesh Shilpa Rin
Sangstha (BSRS), two Development Financial Institutions (DFIs) in the public sector.

In order to carry on the business of BDBL, Bangladesh Bank issued a banking license on 19-11-
2009.

Two Vendors’ Agreements were signed between the Government of the People’s Republic

of Bangladesh and the BDBL on 31 December 2009 to acquire and take over all of their (BSB &
BSRS) assets, benefits, rights, powers, authorities, privileges, liabilities, borrowings and obligations

and to carry on with the same business.
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Central bank can be called the apex bank, which is responsible for formulating the monetary
policy of an economy.

Commercial banks, on the other hand, are those banks that help in the flow of money in an
economy by providing deposit and credit facilities. Commercial banks provide financial services to
the individuals and businesses.

Bangladesh Bank is the central bank of Bangladesh.

There are 61 scheduled banks in Bangladesh who operate under full control and supervision of
Bangladesh Bank which is empowered to do so through Bangladesh Bank Order, 1972 and Bank

Company Act, 1991.

Banks in Bangladesh

Scheduled Bank
The banks that remain in the list of banks maintained under the Bangladesh Bank Order, 1972.

Scheduled Banks are classified into following types:

% State Owned Commercial Banks (SOCBs): There are 6 SOCBs which are fully or majorly

owned by the Government of Bangladesh. (Sonali Bank, Agrani Bank, Janata Bank, Rupali
Bank, Bangladesh Development Bank, and BASIC Bank)

% Specialized Banks (SDBs): 3 specialized banks are now operating which were established for

specific objectives like agricultural or industrial development. These banks are also fully or

majorly owned by the Government of Bangladesh.(Bangladesh Krishi Bank, Rajshahi Krishi

Unnayan Bank, and Probashi Kallyan Bank)
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Private Commercial Banks (PCBs): There are 43 private commercial banks which are majorly

owned by individuals/the private entities. PCBs can be categorized into two groups:

% Conventional PCBs: 33 conventional PCBs are now operating in the industry. They
perform the banking functions in conventional fashion i.e interest based operations.

% Islami Shariah based PCBs: There are 10 Islami Shariah based PCBs in Bangladesh
and they execute banking activities according to Islami Shariah based principles i.e.
Profit-Loss Sharing (PLS) mode.

Foreign Commercial Banks (FCBs): 9 FCBs are operating in Bangladesh as the branches of

the banks which are incorporated in abroad. (Bank Al-Falah, Citibank N.A., Commercial
Bank of Ceylon PLC, Habib Bank Limited, HSBC, National Bank of Pakistan, Standard
Chartered Bank, State Bank of India, and Woori Bank.)

Non-scheduled Bank

The banks which are established for special and definite objective and operate under any
act but are not Scheduled Banks. These banks cannot perform all functions of scheduled
banks.

There are now 5 non-scheduled banks in Bangladesh which are:

Ansar VDP Unnayan Bank,

Karmashangosthan Bank,

Grameen Bank,

Jubilee Bank,

Palli Sanchay Bank

Finance Companies

R/
0.0

Finance Companies (FCs) are those types of financial institutions which are licensed under the
FIZAH (FH{! @2, 2029 (the Finance Company Act, 2023) and regulated and supervised by the
Bangladesh Bank.

At present, 35 FCs are operating in Bangladesh while the first one was established in 1981. Out of
the total, 2 is fully government owned, 1 is subsidiary of a state-owned commercial bank, 2 are
jointly owned by the government and foreign government entities, 19 are established by private
domestic entrepreneurs and 11 are joint ventures of domestic and foreign entrepreneurs.

Major sources of funds of FCs are Term Deposits (at least three months tenure), Credit Facility

from Banks and other FCs, Call Money as well as Bond and Securitization.
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Functions of Bangladesh Bank
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Formulation and implementation of monetary and credit policies.

Regulation and supervision of banks and non-bank financial institutions, promotion and
development of domestic financial markets.

Management of the country's international reserves.

Issuance of currency notes.

Regulation and supervision of the payment system.

Acting as banker to the government.

Money Laundering Prevention.

Collection and furnishing of credit information.

Implementation of the Foreign exchange regulation Act.

Managing a Deposit Insurance Scheme.
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Functions of Commercial Banks

Primary functions

v" Accepts deposit : The bank takes deposits in the form of saving, current, and fixed
deposits. The surplus balances collected from the firm and individuals are lent to the
temporary requirements of the commercial transactions.

v Provides loan and advances : Another critical function of this bank is to offer loans and
advances to the entrepreneurs and business people, and collect interest. For every bank, it
is the primary source of making profits. In this process, a bank retains a small number of
deposits as a reserve and offers (lends) the remaining amount to the borrowers in demand
loans, overdraft, cash credit, short-run loans, and more such banks.

v' Credit cash: When a customer is provided with credit or loan, they are not provided with
liquid cash. First, a bank account is opened for the customer and then the money is
transferred to the account. This process allows the bank to create money.

Secondary functions

v" Discounting bills of exchange: The bank deducts a discount fee, which includes interest

and other charges, and then collects the full bill amount from the importer upon maturity

v' Overdraft facility: It is an advance given to a customer by keeping the current account to

overdraw up to the given limit.

v' Purchasing and selling of the securities: The bank offers you with the facility of selling

and buying the securities.

v" Locker facilities: A bank provides locker facilities to the customers to keep their valuables

or documents safely. The banks charge a minimum of an annual fee for this service.

v' Paying and gathering the credit : It uses different instruments like a promissory note,

cheques, and bill of exchange.

Banker-Customer Relationship(General):
Debtor and Creditor Relationship

v’ By depositing money into their account, the customer becomes a creditor as they are
lending their money to the bank. The bank, in turn, becomes a debtor and owes the
customer the amount deposited.

v On the other hand, when a customer borrows money from the bank, they become a

debtor, and the bank becomes a creditor. In this scenario, the bank lends money to the
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customer, and the customer is obligated to repay the loan in accordance with the agreed

terms and conditions.

Trustee and Beneficiary Relationship

v" In certain situations, the bank acts as a trustee for its customers. When a customer
entrusts valuable items or assets to the bank for safekeeping, the bank assumes the role of
a trustee, and the customer becomes the beneficiary. This relationship is based on trust,
and the bank is responsible for safeguarding the entrusted items and returning them to

the customer upon request.

Principal and Agent Relationship

v Banks often act as agents for their customers, carrying out various financial transactions
on their behalf. In this principal and agent relationship, the customer is the principal, and
the bank is the agent. The bank performs tasks such as bill payments, fund transfers, and
other financial transactions as instructed by the customer. The bank charges fees for these

services, and the customer relies on the bank’s expertise and trustworthiness.

Lessor and Lessee Relationship

v" When a bank provides safe deposit lockers to its customers, it assumes the role of a lesser,
and the customer becomes the lessee. The bank leases its immovable property, i.e., the safe
deposit locker, to the customer for a specified period. The customer pays rent for the

locker, and the bank is responsible for maintaining the security and integrity of the locker.
Pledger and Pledgee Relationship

v' In situations where a customer pledges assets or securities as collateral for a loan, the
bank acts as a pledgee, and the customer becomes the pledger. The customer pledges their
assets to secure the loan, and the bank holds the assets as collateral. If the customer
defaults on the loan, the bank has the right to take possession of and sell the pledged

assets to recover the outstanding amount.

Bailor and Bailee Relationship

v' In certain instances, the bank acts as a bailee, and the customer becomes the bailor. This
relationship arises when the customer entrusts their goods or valuables to the bank for
safekeeping. The bank has a duty to exercise reasonable care in protecting and preserving

the goods, and the customer retains ownership of the entrusted items.
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Advisor and Client Relationship

v Banks often provide advisory services to their customers regarding investments, financial
planning, and other related matters. In this advisor and client relationship, the bank acts
as an advisor, offering guidance and recommendations based on the customer’s financial
goals and risk tolerance. The customer relies on the bank’s expertise to make informed

decisions regarding their finances.

Mortgagor and Mortgagee Relationship

v" When a customer borrows money from the bank and provides immovable property as
security, the bank assumes the role of a mortgagee, and the customer becomes the
mortgagor. The customer mortgages their property to secure the loan, and the bank holds

a legal interest in the property until the loan is repaid.

Banker Customer Relationship (Special)
Maintaining Records

v' Banks are required to maintain accurate records of their customers’ accounts and
transactions. This includes keeping track of account balances, transaction history, and
other relevant information. The customer has the right to access their account records and

seek clarification on any discrepancies or concerns.

Maintaining Confidentiality

v Banks are bound by strict confidentiality obligations to protect the privacy and
confidentiality of customer information. The bank cannot disclose customer information to
third parties without the customer’s consent, except as required by law or regulatory

authorities.

Obligation to Honor Cheques

v" When a customer issues a cheque to another party, the bank has an obligation to honor

the cheque, provided there are sufficient funds in the customer’s account.

The Negotiable Instruments Act

The Negotiable Instruments Act, Stbrd ToT® TWWA WieTe W2 1 RITTAY Wl =18 7T
“ffo® | 92 WA SHFR=@ (promissory note), RTIT=@ (bill of exchange), 93 &F (cheque)-aF TCSt
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Key Instruments
Promissory Note: A written promise to pay a certain sum to a specific person or bearer.
Bill of Exchange: An order by one person to another to pay a certain sum to a third party.

Cheque: A bill of exchange drawn on a bank and payable on demand
qe JIFAA
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The Basel Accords
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Basel I (1988)
Focus: Capital adequacy

% Introduced the concept of risk-weighted assets (RWA)
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% Required banks to hold at least 8% capital against RWAs
% Assets were grouped into risk categories (0%, 10%, 20%, 50%, 100%)
% Capital was divided into Tier 1 (core capital) and Tier 2 (supplementary capital)

Basel IT (2004)
Focus: Risk management and transparency
Built on Basel I with three pillars:

% Minimum capital requirements (credit, market, operational risk)

R/

% Supervisory review (regulators assess bank risk)
% Market discipline (disclosure requirements)

Encouraged banks to develop internal risk models
Basel III

R/

% Basel III is an international regulatory accord designed to improve the regulation, supervision, and

risk management of the banking sector.

% A consortium of central banks from 28 countries devised Basel III in 2009 in response to the

financial crisis of 2007-2008 and the subsequent economic recession.

% Basel Il is part of an evolving framework that adapts to changes in national economies and the

financial landscape.

Focus: Resilience and liquidity
Increased common equity requirements from 2% to 4.5%, plus a 2.5% buffer
Introduced:

R/

% Leverage ratio (non-risk-based backstop)
% Liquidity Coverage Ratio (LCR) for short-term liquidity
% Net Stable Funding Ratio (NSFR) for long-term stability

Removed Tier 3 capital and tightened rules on off-balance-sheet exposures
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Management of Reserve
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Reserve Management of BB

R/

% Bangladesh Bank maintains the foreign exchange reserve of the country in different currencies to
minimize the risk emerging from widespread fluctuation in exchange rate of major currencies and
very irregular movement in interest rates in the global money market. BB has established Nostro
account(a bank account with a foreign bank usually in the currency of that country) arrangements
with different Central Banks.

% Funds accumulated in these accounts are invested in Treasury bills, repos and other government
papers in the respective currencies. It also makes investment in the form of short term deposits
with different high rated and reputed commercial banks and purchase of high rated
sovereign/supranational/corporate bonds.

% A separate department of BB performs the operational functions regarding investment which is

guided by investment policy set by the BB's Investment Committee headed by a Deputy Governor.

The underlying principle of the investment policy is to ensure the optimum return on investment

with minimum market risk.

Liquidity Management
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Types of Liquidity Management

v' Asset liquidity: An asset is liquid if it can be converted into cash quickly and easily, without
incurring a significant loss. Cash on hand and investments in short-term debt instruments

are considered to be liquid assets.
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v' Market liquidity: When a market has high liquidity, it means that there are a lot of buyers

and sellers and the prices of assets are relatively stable. Market liquidity is an important
consideration when making investment decisions as it will impact how easy it will be to buy
or sell an asset.

v' Accounting liquidity: Accounting liquidity refers to the company’s ability to meet its day-

to-day operational expenses, such as payroll and inventory costs. This is the most important
type of liquidity as it directly impacts a company’s solvency.

Loans and Advances
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Types of Loans

v' Secured Loans: These are the loans in which you must keep your assets, like land, buildings,
gold, or other valuable asset, as security against your loan. In the event of non-payment of
your EMIs, the lender gets the right to seize the collateral asset and recover the outstanding
loan amount. As the asset backs these loans as security, it is offered at lower interest rates.
Car loans, home loans, gold loans, etc., are some examples of secured loans.

v Unsecured Loans: Under unsecured loans, you do not have to keep any asset as collateral to

the lender. Instead, these loans are approved on the basis of creditworthiness and loan
repayment capacity. As these loans are not backed by any kind of collateral, they pose high
risks to the lender; hence, they are offered at high-interest rates. Personal loans, education

loans, marriage loans, etc are some common unsecured loans.

Types of Advances

v' Overdraft: Banks allow you to withdraw extra money from your bank account compared to
the actual balance you have in your bank account.

v' Cash Credit: Cash credit allows you to borrow money from the bank upto to the value of
the asset pledged. It’s a flexible way to access funds when you need them, and you repay
based on your usage.

v’ Payday loans: Payday loans are instant loans, generally offered to salaried individuals for
very short loan tenure. The only requirement to avail of a payday loan is that if you must

have a job. You can repay the loan as soon as you receive your next paycheck.
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v" Bill Purchase: Bill purchases are commonly used by business entities, wherein they can

receive funds from the banks in exchange for keeping bills/ invoices as security.

Classification of Loans

By Type of Loan

% Secured Loans: Backed by collateral (e.g., mortgage, auto loan).

% Unsecured Loans: No collateral required (e.g., personal loan, credit card).

% Conventional Loans: Not insured or guaranteed by the government.

% Government-Backed Loans: Supported by government programs (e.g., student loans).

By Purpose

Commercial Loans: For business operations or expansion.
Retail Loans: For individual consumers (e.g., home loans, car loans).

Personal Loans: For personal expenses like travel, medical bills, or weddings.

AN N NN

Agricultural Loans: Specifically for farming and rural development.

By Duration

v' Short-Term Loans: Repayable within 1 year.
v' Medium-Term Loans: Typically 1-5 years.

v’ Long-Term Loans: More than 5 years, often used for large investments.

/\ By Risk Profile (Regulatory Classification)

Banks and regulators often classify loans based on repayment behavior:

Classification Description Overdue Period
Standard (STD) Performing loans No overdue or <2 months
Special Mention Account (SMA) Early signs of stress 2-3 months overdue
Sub-Standard (SS) Non-performing 3—-6 months overdue
Doubtful (DF) High risk of default 6-12 months overdue
Bad/Loss (BL) Unrecoverable >12 months overdue
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Problem Loans
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Symptoms of Problem Loans

% Missed or late payments over multiple cycles.

% Declining credit score or worsening credit history.

% High debt-to-income ratio, making repayment difficult.

% Frequent restructuring requests or refinancing attempts.

% Borrower’s financial distress, such as layoffs, business losses, or bankruptcy.

Causes of Problem Loans

% Poor credit analysis: Inadequate assessment of borrower’s financial health.
% Economic downturns: Recession, inflation, or market collapse.

% Business failure: Operational losses or mismanagement.

% Natural disasters or pandemics: Sudden shocks that impact income.

% Fraud or intentional default: Borrower chooses not to repay.

Financial Service Consumer

A Financial Service Consumer is anyone who uses or purchases financial products or services—

think bank accounts, loans, insurance, investments, or payment platforms.

Who Are Financial Service Consumers?

o Individuals: Everyday people managing savings, credit cards, mortgages, etc.
o Businesses: Companies using financial services for payroll, loans, or investment.

o Government Entities: Engaging with financial institutions for public finance.
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Islami Banking
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Islamic Banking around the World

v" The global Islamic banking and finance market is worth $8.94 billion as of 2025 and is expected to
grow by 11.6% to $13.89 billion by 2029. The Middle East and Africa region is the largest market,
while the Asia-Pacific region is poised to show the most growth. Increasing demand for Sharia-
compliant financial services from a younger and growing Muslim population is driving growth in
the industry.

v The countries with the highest growth in this area of finance include:

v’ Qatar, Indonesia, Saudi Arabia, Malaysia, United Arab Emirates

Source: Investopedia.
Islamic Banking Principles

Prohibiting interest: Islamic banking prohibits banks from collecting or paying interest or riba. It is

considered exploitative and seen as deepening the divide between rich and poor.
Risk sharing: Unlike conventional banks, Islamic banks share the risk with their customers.
Sharing of profit and losses: Islamic banks share profits and losses with their clients.

Ethical investing: People who follow Islamic finance principles invest in Aalalor accepted sectors.

Examples of those that are Aaram or prohibited include gambling, weaponry, and alcohol.

Avoiding speculation: Islamic finance excludes speculation(investment in stocks, property, etc. in

the hope of gain but with the risk of loss) or ghararbecause it is seen as causing volatility and instability.

Mode of Investment

% Islamic banking investment modes involve asset-backed financing using Shariah compliant
contracts like Murabaha(cost-plus sale), ljarah(leasing),Mudarabah (profit-sharing partnership), and

Musharaka(joint venture).

% Other modes include Istisna (manufacturing and construction finance),Salam (pre-paid forward

sale), and HPSM (Hire Purchase under Shirkatul Melk), which is a combination of partnership,
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leasing, and installment purchase. These modes focus on asset-based transactions and profit/loss

sharing rather than interest

Asset Based and Trading Modes

v Murabaha (Markup Sale): A bank purchases an asset for a client and sells it at a pre-
agreed markup profit. The cost price and profit are disclosed to the client.

v Tjarah (Leasing): Similar to conventional leasing, the bank owns an asset and leases it to a
client for a specific period and rent. Ownership may or may not transfer at the end of the
lease term.

v' Istisna: Used to finance the manufacture of goods, such as large machinery, buildings, or

aircraft, where the bank finances the production of a specific item to be delivered at a
future date.

v’ Salam: A forward sale agreement where the client pays upfront for goods that will be

delivered later.

Partnership and Equity Modes

v Mudarabah (Profit-Sharing): A partnership where the bank provides all the capital, and
the client provides their expertise and labor. Profits are shared as agreed, and the bank
bears the loss if the business fails.

v Musharakah (Joint Venture): Both the bank and the client jointly provide capital for a

project. Profits and losses are shared according to the capital contributed.

Combined Modes

v HPSM (Hire Purchase under Shirkatul Melk): A blend of partnership, Ijarah, and sale. The bank

and client co-own an asset, with the bank leasing its share to the client. The client gradually buys

out the bank's share through installments, and ownership transfers upon the final payment.
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Rural Economy of Bangladesh

O Bangladesh's rural economy is undergoing dynamic growth, particularly since 2000, driven by
significant agricultural productivity gains and the increasing importance of remittances from

migrant workers.

O While agriculture remains central, non-farm activities and small-scale enterprises are also

becoming crucial for rural income and poverty reduction.

O Key challenges include continued rural poverty, vulnerability to climate change, the need to

diversify livelihoods, and underdeveloped infrastructure.

Financial Inclusion

e Financial Inclusion 3 SifdF TRYE IeCe @RI TS A7 VA WA G ARSI <AL
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Components of Financial Inclusion
Access: Ensuring individuals and businesses can reach financial services.

Usage: People actively utilizing financial services to manage their money.
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Appropriate and Affordable Services: Products and services that suit customers' needs and are

priced reasonably.

Key Financial Services: Typically includes transaction accounts, payments, savings, credit, and

insurance.

Microfinance
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Reform Committee Recommendations
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QO Bangladesh is undertaking significant banking reforms, establishing a 3-year plan and a Bank
Restructuring & Resolution Unit (BRRU) under Bangladesh Bank to address non-performing loans
(NPLs), strengthen governance, and restore financial stability.

O The ongoing reforms include legislative overhauls to modernize insolvency and recovery
mechanisms, implementing global standards like IFRS 9 by 2027, and undertaking asset quality
reviews (AQRs) for both private and state-owned banks.

Q The reform efforts also focus on enhancing the Bangladesh Bank's supervisory capacity and
creating a government-wide strategy for crisis management.

O Reduce Political Influence - Stop politically motivated bank licensing, ban multiple bank
ownership, ensure Bangladesh Bank’s independence.

O Legal Reforms - New Bankruptcy Act, Distressed Asset Management Act, faster Money Loan
Courts, Bank Resolution law, and stronger deposit insurance.

O NPL & Asset Management - Asset Quality Reviews (AQR), private Asset Management Companies
(AMCs), stricter NPL classification, IFRS 9 provisioning.

O Central Bank Governance - Governor to be appointed by independent committee, removal only
through court process, full autonomy of Bangladesh Bank.

Q Supervision & Transparency - Risk-based supervision, stronger inspections, publish frequent
defaulters list, curb irregularities.

QO Public Interest - Strengthen deposit protection, establish asset recovery taskforce, improve rural
credit and financial inclusion.

Regulatory Arrangements of Banks
O Bangladesh Bank (BB) -
The central bank, established in 1972 under the Bangladesh Bank Order, 1972.
Regulates, supervises, and controls all banks.
Issues licenses, sets monetary policy, manages reserves, and ensures financial stability.
Banking Companies Act, 1991 (amended 2013) -
Main law governing banking operations.
Covers licensing, capital adequacy, management, merger, liquidation, and inspection of banks.
Companies Act, 1994 -

Applicable to banks as they are registered as companies.

O N 0 X X 0O < < X

Financial Institutions Act, 1993 -

Governs Non-Bank Financial Institutions (NBFIs).

U

Securities and Exchange Commission (BSEC) -

Regulates capital market activities of banks (e.g., issuing shares, bonds).
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Money Laundering Prevention Act, 2012 & Anti-Terrorism Act, 2009 -
Legal framework for AML/CFT compliance by banks.

Deposit Insurance Act, 2000 -

Protects depositors by insuring a portion of deposits.

International Standards -

Implementation of Basel II & III guidelines for risk management and capital adequacy.

Electronic Banking

Electronic banking is the use of computers, phones, and other technologies to facilitate banking
transactions rather than through human interaction. Electronic banking includes features like
electronic funds transfer (EFT) and mobile payments for retail purchases, automated teller
machines (ATMs), automatic paycheck deposits, and automated bill payment.

In the 21st century, banks have set up secure, encrypted access to their websites—and later to
mobile apps—enabling clients to access their accounts, view account balances, transfer money
among accounts, purchase certificates of deposit (CDs), and—if connected a brokerage account—
buy and sell stocks, bonds, and other securities.

Electronic banking has greatly reduced the need to move paper money and coins from one place

to another, and humans are no longer required to facilitate every banking transaction.
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Lockbox

% A lockbox system is a service offered by a bank to collect, process, and deposit payments
on behalf of a business, which speeds up cash collection and reduces the time between

when a customer mails a payment and when the business can access those funds.

% In this system, customers send payments to a post office box (the "lockbox") managed by

the bank, rather than directly to the business.

% The bank processes the checks, scans them, and deposits the funds into the business's
account, providing businesses with faster access to their money and improving their cash

flow.
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ATM(Automated Teller Machine)

ATMS, or automated teller machines, are banking outlets where you can withdraw cash without

going into a branch of their bank.

Some ATMs only dispense cash, while others allow transactions such as check deposits or balance

transfers.
The first ATMs appeared in 1960s and now number more than 2 million worldwide.

Today’s ATMs are capable of accepting deposits as well as administering several other banking

services.

To avoid ATM fees, try to use an ATM by your own bank.
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EFT - Electronic Fund Transfer

BACH (< Ble] 2?7 - 050

IVR - Interractive Voice Response (use in Telebanking)
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BACH - Bangladesh Automated Clearing House

MICR — Magnetic Ink Character Recognition

ACH- Automated Clearing House

ECC - Electronic Cheque Clearing

IMF — International Monetary Fund

SDR - Special Drawing Rights

FDI — Foreign Direct Investment

What is dividend? — The portion of profit paid to the shareholders.

Importance of dividend policy? — Attract investor and affect share price.

Dividend tax — Make dividend less attractive to the investors.

Bonus share is issued from? — Retained earnings and other reserves.

For bonus share, price per share? — Reduced.

Benefits of bonus share to the shareholders? — Number of share increases without
investment.

Issuing 1:1 bonus share means? — For existing 1share, additional 1 share will be given to
the shareholders.

Do bonus share impact on cash position of the company? — No

Issuing bonus share is a part of ? — Dividend policy

Another name of bonus share ? — Stock dividend

Purpose of issuing right share? — Collect additional fund quickly and comparatively low
cost.

What is Ex-right price? — New price per share after issuing right share.

After issuing right share, EPS? — Reduce.

Right share is called ? — Pre-emptive Right

Is right share alternative to cash dividend? — No

Main purpose of Insurance?- Distribute the risk.

VVVVVVVVVVYVYVYYVY

Y

YVVVYVY

Original birth place of Insurance?- Italy

Insurance that works to eliminate the risk of human life? — Personal insurance
Which insurance invented first? — Marine

Which two parties are involved in insurance?- Insurer and insured.

The risk against which insurance facilities can not be taken?- uninsurable risk.

The money that insured gives to insurer in return of carrying risk?-premium

YV vV ¥V VY ¥V ¥V V VVVVYVY

The principle of meeting insurance claim as soon as claim is raised? — Principle of
Response

Y

The fear of loss that can be financially calculated?- Risk

» If it is not possible to cover existing business risk through earned profit, that risk is? -
Pure risk

» The risk derived from financial uncertainty? — Financial risk

» Therisk that arise from any reason that is not controlled by people or organizations and
causes damage to all? - Fundamental risk

» Therisk in which fear of damage is lower than the normal rate ?- Super standard risk
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» Therisk that is higher than the normal rate ? — sub standard risk
» Bubble act was introduced in? - 1720
» Which insurance is called the contract of assurance?- Life
» When the policyholder enters into separate contract with more than one insurance
company? — Double insurance
» Theinsurance that liable a person takes to transfer his liability to insurance company?-

Liability insurance
» The amount of paid premium that is returned to policyholder at the time of
surrendering an immature policy? — Surrender Value
An insurance taken for short term? — Term Policy
The person who contracts with insurance company? — Policy holder or insured.
When two or more persons are jointly paid a certain amount of money for a certain
time period? —Joint life annuity
Full form of SPL? — Single Premium Life (A lump sum amount is paid in the policy)
If a policy holder wants surrender value? — He needs to pay premium for minimum 2
years
Meaning of Annus? — year
Full form of RACHS? — Retail Automated Clearing House Service
What kind of contract is marine insurance? — contract of indemnity
What kind of opportunity marine insurance create? — Invisible export
What kind of warranty is legality of voyage? — Implied warranty
What kind of peril is marine peril? — Uncertain and not pre-ascertainable
Types of Marine Perils? — two: Natural & unnatural
Cyclone is a ? — Natural peril
Throwing a portion of carrying products or ship’'s equipment into the sea to lighten the
ship to save it and its products? — Jettison
After loading products in a ship, the document that the captain of the ship provides? -
Bill of lading
Full form of OCN - Open Cover Note.
Who is the father of modern fire insurance? — Nicholas Barbon
The risk created from dishonesty, unconsciousness and negligence of people? — Moral
risk
Whose signature is mandatory in fire insurance contract? — Insurer and insured.
In which policy 75% premium is to be paid in cash? — Declaration Policy
The policy in which insurer pays full compensation at the loss of insured object? -
Specific policy
In which policy does insured get new property? — replacement policy
Who gives acceptance in insurance contract? — Insurer
Task of health insurance? — Bear treatment expenses, not to pay financial indemnity.
What is the first well organized bank? — Shansi bank
What is the main element of Bank? — Money
The person or organization associated with banking business? — Banker
Banker-client relationship is established on the basis of ? — Trust
The bank formed and operated under govt. authority? — govt bank
How many state owned banks are there in Bangladesh? - 6
Which banking system is called British Banking System? — Branch Banking
Main objective of chain banking? — earn profit through mutual co-operation
Which bank is formed and operated by co-operative act? — co-operative bank
Which bank is guardian of economic system?-central bank

Y V V
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First commercial bank in the world? — Bank of Sweden

Which banking act is followed to operate the banks in Bangladesh?- Banking act 1991
Types of Garnishee order?- 02

What is the first central bank in the world? — The Riks Bank of Sweden

Which bank is called the mother of central bank? - Bank of England

When was Bank of England established? — 1694

Where was first central bank of Asia established? —Japan

When was Bangladesh Bank established? —16"" December, 1971.

What is the primary goal of central bank? — Ensure economic welfare of all the people
of the country.

Main task of central bank? — Issue notes and coins.

Which bank is the lender of the last resort? — central bank

Custodian of govt. fund means? — preserver of govt. fund

Who controls bank loan? — central bank

Which bank is called guardian of the commercial bank? — central bank

Minimum paid up capital to be scheduled in the central bank’s list? — 400 crore tk
CRR means? — Cash Reserve Ratio (listed commercial banks have to keep in central
bank as cash)

How many parties are there in a cheque? - 03

The cheque in which everything is properly filled except the amount of money? —
Blank cheque

Which cheque is most secure? — Crossed

Who can cross a cheque? — Lawful holder of cheque

What kind of cheque is easy to transfer? — Bearer cheque

What is the meaning of Endoresement’?- Approval

What is dishonour of cheque? — Refusal of bank to pay money of a cheque

What is the other name of cheque card? — Market card

What is used as a tool of finance? - Bill of exchange

To transfer money and resource illegally in direct or indirect way? — Money laundering
What is the first and main source of bank fund? - Paid up capital

Which type of credit is taken to purchase furniture? — Consumer credit

What is duration of short term credit? — Ol year

How many types of non-personal securities are there?- 04

Full form of CRG? —Credit Risk Grading

VVVVVYVYVYVYYVY
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MCQ

1. Sharholders wealth in a firm is represented by............
a. the number of people employed in the firm
b. the book value of the firm's assets less book value of the liabilities
c. the amount of salary paid to employee
d. the market price price per share of the firm’s common stock

[Shareholders’ wealth depends on the market value of the company's shares, not
book value or employee count. Market price=price per share*number of shares]

2. --——-- is the most important investment decision because it determines the risk return
characteristics of the portfolio.
a. Hedging
b. Market timing
c. Performance Management
d. Asset Allocation
[Asset allocation involves deciding how to distribute investments among different

asset classes. It determines the risk-return profile of the portfolio, making it the
most crucial decision.]

3. Thelong term purpose of Financial Management is to -----------------

Profit maximization

Wealth maximization

Sales maximization

Asset maximization

[While profit maximization focuses on short-term gains, wealth maximization

focuses on increasing the value of the firm and maximizing shareholder wealth
in the long run]

4. Which of the following is short term source of financing? [KGDCL(AM)-2021]
a. Bank Credit
b. Public deposit
c. Commercial Paper
d. Deferred tax
[Commercial paper is an unsecured, short-term debt instrument issued by
companies to raise funds for working capital.
% Bank credit and public deposits can be medium-term or long-term.
% Deferred tax is not a financing source]

Qo0 po

5. The responsibility of use and maintenance of the asset in operating lease lies with the

a. Lessor
b. Lesse
c. Bank
d. Agency
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[In an operating lease, the lessor (owner) is responsible for maintenance and
upkeep of the asset.The lessee only pays rent for its usage.]
6. The long term and non-cancellable lease where the ownership may be transferred to
lessee is ------- :

a. Operating lease

b. Sale and lease back

c. Leverage leasing

d. Financial lease

[A financial lease (capital lease) is a long-term arrangement where:
The lease cannot be canceled easily. Ownership may transfer to the lessee at the
end of the lease period]

7. Which principle can help investor to reduce risk?
a. ldeal principle of financing
b. Dividend policy
c. Principle of liquidity
d. Principle of diversity

[ Diversification involves spreading investments across various assets or sectors,
reducing the impact of poor performance in any one area.]

8. By whom the insurance companies are regulated in Bangladesh?

a. IDRA
b. BSEC
c. BB

d. DSE

[In Bangladesh, Insurance Development and Regulatory Authority (IDRA)
supervises and regulates insurance companies to ensure fair practices and protect
policyholders’ interests.

o BSEC - Regulates capital market (stocks, bonds).
o BB (Bangladesh Bank) » Regulates banks and monetary policies.
o DSE » Dhaka Stock Exchange, not a regulator|]

9. What does a bull market mean?
a. An unpredictable market
b. A market with rising price
c. A market with high price volatility
d. A cattle market

[A bull market is a condition where stock prices rise continuously, showing investor
confidence and strong economic performance.

Opposite: Bear market - prices falling.]
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10. Which of the following security has voting rights?
a. Ordinary share

b. Debenture
c. Bond
d. Preference share

[Ordinary (common) shareholders have voting rights in a company's annual
general meetings (AGM).

e« Debenture holders and bondholders - creditors, no voting rights.
e Preference shareholders - usually no voting rights, except in special cases|]

1. Which of the following source bear the lowest financing cost?
a. Preference share

Bond

Retained earnings

Common share

aop

[Retained earnings are internally generated funds, so there is no direct cost like
interest or dividends.

Preference shares and bonds require regular payments (dividends or interest),
making them more expensive.]

12. Which of the following is not a goal of finance?
a. Profit maximization
b. Wealth maximization
c. Dividend maximization
d. Cost minimization

[The main goals of finance are profit maximization and wealth maximization. Dividend
maximization is a policy decision, not a core goal ]

13. Which is a source of internal financing?
a. Trade credit
b. Bankloan
c. Mortgage
d. Retained earnings

[Internal financing comes from within the company, like retained earnings.
Others (trade credit, bank loan, mortgage) are external sources]

14. Stock Exchanges of Dhaka and Chittagong were established respectively in:
a. 1972 and 1998
b. 1955 and 1994
c. 1954 and 1995
d. 1976 and 1999
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[0 Dhaka Stock Exchange (DSE): 1954
0 Chittagong Stock Exchange (CSE): 1995]

15. Which institution issues treasury bill?

a.

b.
C.
d

Central bank

Ministry of finance

Listed company

Private commercial banks

[In Bangladesh, Bangladesh Bank issues treasury bills on behalf of the
government to manage liquidity and debt|]

16. The market where new securities are bought and sold for the first time is called --------
market.

a.

b
C.
d

Primary

. Secondary

Tertiary

. Capital

[The primary market is where new securities are issued for the first time, e.g,,
IPOs.]

17. BSEC stands for?

a.

b.

C.

d.

Bengal Stock Exchange commission

Bangladesh Securities and Exchange Commission
Bangladesh Securities and Exchange Council
Bangladesh Stock and Exchange Capital

18. Which annuity requires payment to be made at the end of each period?

a.

ooy

Annuity due
Ordinary annuity
Growing annuity
Perpetuity

e [Payments at the end of each period = Ordinary annuity.
Payments at the beginning = Annuity due]

19. Which of the following is a cash inflow to a firm?

a.

b.
C.
d

Decrease in bills receivables

Increase in bills receivables

Decrease in bills payables

Decrease in interest payables

[A decrease in receivables means cash has been collected, so it is a cash inflow ]

20. Which of the following is a technique of financial analysis?

a.

ooy

Break even analysis
Cash flow analysis

Capital budgeting
Security analysis

[Cash flow analysis helps assess liquidity and performance, making it a financial
analysis tool ]
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21. What is working capital? [KGDCL(AM)-2021]
a. Equity+Retained earning
b. Equity-liablity
c. Total assets-total liabilities
d. Current assets-current liabilities

22. Which one of the following is not a current liability? [TGTDCL(AM)-2018]
Bonds payable

Accounts payable

Notes payable

Tax payable

[Bonds are long-term liabilities, not current ones/]
23. What does investment stand for?
a. approximate increase in the national stocks
b. the application of funds for the products and services employed for the
production process
c. use of funds for the assets with the purpose to earn returns
d. applying money to buy a flat or a house
24.Which of the following is an ideal current ratio?
a. 1.2
b. 1.3
c. L1
d. 21
25. What is bridge loan?
a. Interim short term loan
b. Long term loan
c. Mortgage loan
d. Loan for constructing bridge

o0 TR

e [Abridge loan is a temporary loan given to meet urgent short-term financing
needs.]

26. Which of the following is not unsecured short term credit?
a. Line of credit
b. Revolving credit
c. Transaction loan
d. Floating lien

[A floating lien is secured because assets are pledged as collateral.]
27.To whom the right shares are issued?

a. Potential shareholders
b. Sponsor directors
c. Existing shareholders
d. Management
28. Which is not a feature of a bond?
a. Indenture agreement
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b. Protective covenants
c. Principal
d. Residual claim

[Residual claim belongs to shareholders, not bondholders.]
29. Which is called a hybrid security?

a. Treasury bill

b. Bond

c. Preferred stock

d. Repurchase agreement

[Preferred stock has characteristics of both equity and debt, making it a hybrid ]

30. How do the interest rate and bond price change?

a. Inthe same direction
In opposite direction
Without any relationship with each other
Positivity

aop

O

[Interest rates + » Bond prices +
Interest rates « » Bond prices 7]

(@)

31. Which is one the riskiest investments?
a. Bank deposit
b. Bond purchase
c. Purchase of ordinary share
d. Purchase of government bond
32. If tax rate is decreased, the cost of debt in real sense will ------------ .
a. Decrease
b. Increase
c. Remain unchanged
d. None of the above

[Cost of debt after tax = Before-tax cost x (1 - tax rate).
« Tax rate » Higher after-tax cost ]

33. Which of the following method of capital budgeting does not consider the time value
of money?
a. Payback period
b. Net present value
c. Internal rate of return
d. Average rate of return
34.Which one should be greater than the cost of capital to accept a proposal for
investment?
a. ARR
b. NPV
c. IRR
d. Payback period
[Accept if IRR > Cost of capital.]
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35. Which one of the following reasons causes to increase the financial risk of the
business?
a. If common shares are issued
If debentures are issued
If retained earnings are issued
If right shares are issued
[Debt financing like debentures increases fixed obligations » higher financial
risk.]
36. Which risk is firm specific and can be minimized?
a. Business risk
Unsystematic risk
Financial risk
Systematic risk
[Unsystematic risk can be reduced through  diversification.
Systematic risk cannot be eliminated.]
37. Which of the following securities is sold at discount and redeemed at par value?
a. Bonusshare
b. Treasury bill
c. Preference share
d. Rightshare
38. How will the risk premium be if Rm<R¢?
a. Positive
b. Negative
c. Zero
d. One
[Risk premium=Rm-Rf
If Rm< Rf, the value is negative]

ooy

ooy

39. Risk of a single asset is usually measured by which of the following?
a. Return
b. Standard deviation
c. Coefficient of variation
d. Correlation
40.In which market financial assets are traded?
a. Kitchen market
b. Bond market
c. Financial market
d. Primary market
41. When a profitability index is used in evaluation of an investment project? [PGCL(AM)-
2021]
a. When capital is rationed
b. When IRR cannot be used
c. When IRR and NPV conflict
d. BothAand B
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42. Present value of future cash flows is BDT 2000 and an initial cost is BDT 1100 then
profitability index will be ------------- .
a. 55%
b. 182
c. 055
d. 1.82%
[2000/1100=1.82]
43, \Which of the following does not consider time value of money?
a. Internal rate of return
b. Net present value
c. Accounting rate of return
d. Benefit cost ratio
44 \Which of the following reasons is responsible for the conflict in rankings of mutually
exclusive investment projects? [TGDCL (AM) —2021]
a. Difference in costs of projects
b. Difference in timing of cash flows
c. Difference in useful lives of the projects
d. All of the above
45, A project which acceptance doesn’t require the acceptance of one or more alternative
projects is referred to as ----------- . [Rupali Bank (FA) -2020]
a. A mutually exclusive project
An independent project
A dependent project
A contingent project
[Acceptance of an independent project does not depend on others.]
46.The present value of cash inflow is BDT 60,000 and present value of cash outflow is BDT
50,000 then NPV is?
a. 10,000
b. 110,000
c. 1,200
d. 10,010
[60,000-50,000=10,000]
47.Situation in which firm limits expenditures on capital is classified as ------- .
a. Optimal rationing
b. Capital rationing
c. Capital budgeting
d. A contingent project
48.Which of the following is true if NPV is positive?
a. IRR>0
b. Discount rate exceeds the cost of capital
c. Profitability index=1
d. Accepting the project has an indeterminate effect on shareholders

aop
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49, What is the impact on share price when expected return is greater than required
return?
a. Share is undervalued
Market value is higher than intrinsic value
Share is overvalued
Market value is lower than intrinsic value
Both A and D

® 00 C

o [Share is undervalued.
o Market value < Intrinsic value ]

50.. Which of the following is incorrect for NPV and IRR?
a. IRR isthe discount rate that gives the NPV=0
b. IRR is the discount rate that equates the PV of cash inflows and PV of cash
outflows
c. If NPV and IRR conflict, we should use IRR
NPV assumes cash flows will be reinvested at the cost of capital and IRR
assumes cash flows are reinvested at the IRR
[If there is a conflict, NPV is preferred because it directly measures value
addition.]
51. If a company's total current assets are $90,000 and its current liabilities are
$72,000, its current ratio----------- i
a. 1.00
b. 1.05
c. 125
d. 2.05
(Current ratio is $90,000/$72,000 =1.25)

o

52.Total current assets=tk 60,000; stock=tk 10,000; debtors=tk 20,000; total current
liabilities=tk 20,000; creditors=tk 80,000 then what will be acid test ratio?
a. 12
b. 2.5:1
c. 31
d. 21
[Acid test ratio = (Current assets-Stock)/Current Liablities
Acid test ratio = (60,000-10,000)/20,000
=2.5:1]

53. For fiscal year 2022, Walmart Inc. (WMT) reported cost of sales of $429 billion and
year-end inventory of $56.5 billion, up from $44.9 billion a year earlier. Walmart'’s
inventory turnover ratio for the year was:

7.2

8.5

c. 97

d. 102

o o

[$429 billion + [($56.5 billion + $44.9 billion)/2], or about 8.5]
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54.1f a company's EPS is 20 and its P/E ratio is 15, what is the market price of the
stock?
a. 100
b. 200
c. 300
d. 400
[Market Price = EPS x P/E = 20 x 15 = 300]

55. A bank has risk-weighted assets (RWA) of BDT 10,000 crore. Under Basel lll in
Bangladesh, it must maintain a total capital adequacy ratio (CAR) of 12.5%. If its
CETI1 capital is BDT 800 crore, Tier 1 Additional Capital is BDT 300 crore, and Tier 2
is BDT 200 crore, is the bank compliant?

a. Yes

b. No

c. Can not be determined

d. None of the above
[CETI ratio = 800 + 10,000 = 8% (> 4.5% minimum)
Total capital = 800 + 300 + 200 =1,300
CAR =1,300 + 10,000 =13% (> 12.5%)

Thus, the bank is compliant.]
56. If a company reports EBIT of $500,000 and quarterly interest payments of $150,000,
what is its interest coverage ratio?
a. 11
b. 222
c. 3.33
d 4.44
[ICR=EBIT/Interest Expense = 3.33]
57.If a borrower deposits $500,000 into a savings account with a 5% annual interest rate
and the bank lends out $300,000 at 8%, what is the net interest margin for the bank?
a. 1%
b. 3%
c. 5%
d. 8%
[The bank pays 5% interest to the depositor and earns 8% on the loaned funds.
Net Interest Margin (NIM) = Interest earned — Interest paid = 8% — 5% = 3%]

58. If a company’'s PP&E at the end of the current year is $500 million, last year's PP&E
was $450 million, and the depreciation expense for this year is $30 million, what is the
company's CapEx?

a. 20 million

b. 40 million

c. 60 million

d. 80 million
[CapEx = APP&E + Depreciation
APP&E =500 - 450 = 50 million
CapEx =50 + 30 = 80 million]

59. If the mean return of an asset is 0.5% and its standard deviation is 1.2%, the CV will be:

a. 120

b. 2.40

c. 3.60
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d.

4.80
[CV=SD/V=1.2/0.5=2.40]

60.Starbucks has total assets of $28 billion and total debt of $15 billion. Its debt ratio is:

a.

b
C.
d

54%

. 36%

84%

. 38%

[Debt ratio = Total Debt + Total Assets =15 + 28 = 0.5357 =~ 54%]

61. Depository is related to which of the following?

a.

b.
c.
d

Short term Market
Labour Market
Securities Market
Money Market

[Depositories hold securities like shares and bonds electronically for safe
trading.]

62. Centrally electronic security reservation system is called?

a.

aop

Computerized information system
Depository

Central preservation system
Circuit breaker

[It is a system that holds financial securities electronically to eliminate paper
certificates|]

63. For trading share market, you have to open which account?

a.

b
c.
d

Security account

. Savings account

B/O account
P/O account

[A Beneficiary Owner's (B/O) account is needed to trade shares in the stock
market.]

64.Which is a negotiable instrument?

a.

b
c.
d

Cash

. Testimonial

Cheque

. Saving certificate

[A cheque is a negotiable instrument under the Negotiable Instruments
Act,1881]

65. Which is the treasure’s responsibility for managing the firm's cash and marketable
securities?

a.

b.
C.
d.

Planning in capital structure

Overseeing the corporate pension fund

Selling stocks and bonds to raise capital

All of the above

[The treasurer manages cash, investments, and funding activities.]

66. CAPM stands for?

a.

Capital asset pricing model
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b. Capital amount printing model
c. Capital amount pricing model
d. Capital asset printing model
[CAPM helps to determine expected return based on risk|]
67. Which one of the following can issue corporate bond?
a. Individuals
b. Government
c. Public limited companies
d. All of the above
[Only public limited companies can issue corporate bonds to raise capital.]
68. What does financial leverage measure?
a. Nochange with EBIT and EPS
b. The sensitivity of EBIT with % change with respect to output
c. The sensitivity of EPS with % change in the EBIT level
d. % variation in the level of production
[Financial leverage shows how EPS reacts to changes in EBIT.]
69. Which bond is repurchasable after a certain period of time?
a. Coupon bond
b. Zero coupon bond
c. Callable bond
d. Non-callable bond
[Callable bonds can be repurchased by the issuer before maturity.]
70.Which one of the following is promoter's share?
a. Preferred stock
Deferred stock
Common stock
No per value share
[Deferred shares are promoter’s shares with limited rights initially.]
71. Which of the following risk is measured by CAPM Model?
a. Business risk
b. Liquidity risk
c. Systematic risk
d. Financial risk
[CAPM measures systematic (market) risk.]
72. Which of the following cost is occurred in terms of using additional capital?
a. Marginal cost
b. Intrinsic cost
c. Total cost
d. Cost of debt
[Marginal cost represents the cost of using additional capital.]
73. Which of the following risk can be covered by insurance?
a. Speculative risk
b. Market risk
c. Financial risk
d. Pure risk

aop
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[Only pure risk, like fire or theft, can be insured.]
74.Which one is a spontaneous source of financing?

a. Trade credit
b. Inventory
c. Bills receivables
d. Warehouse receipt
[Trade credit is a natural, spontaneous source of finance from suppliers.]
75. Which one is specified loan?
a. Line of credit

Transaction loan

Revolving credit

Inventory

[It is a specific loan for a particular transaction.]

76. The user of mid term source of finance is --------- .

a. Money market
b. Insurance
c. Bank
d. Leasing
[ Mid-term financing often comes from leasing assets.]
77. Who receive fixed interest over a specified period of time from an organization?
a. Creditors
b. Debtors
c. Preference priority shareholders
d. Ordinary shareholders
[Creditors receive fixed interest from a company.]
78. There will be no change in the expected dividend of the shareholders. Which method
isit?
a. Zero dividend increase method
b. Dividend increase in fixed rate method
c. Fixed dividend rate method
d. Discounting dividend rate method
[Dividends remain constant with this method.]

79. The portion of company’s profit that retain without distributing to shareholders is
called?

a. Average capital

Retained earnings

Loan capital

Share dividend

[Undistributed profit kept in the business is retained earnings.]

80.A company is planning to sell 200,000 pliers for tk 4 per unit. Their contribution
margin is 25%. If the company is to break even at this level of sales, what is total fixed
cost?

a. Tk 100,000
b. Tk 200,000
c. Tk 160,000

aop

aop
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d. 300,000
[unit contribution margin=4*25%=1
Break Even Point in units= FC/unit contribution margin
FC=200,000tK]
81. Which of the following would not improve the current ratio?
a. Sell common stock to reduce current liabilities
b. Sell fixed assets to reduce accounts paying
c. Borrow short term to finance additional fixed assets
d. Issue long term debt to buy inventory
[This increases liabilities without boosting current assets.]
82. Determine a firm’s total asset turnover (TAT) if its net profit margin is 10%, assets are
tk 5 millions and ROA is 20%.
a. 1.e0
b. 2.00
c. 150
d. 4.00
[ROA=Sales/Total assets
Sales=10,00,000
Net profit margin=net profit/sales
Net profit=100,000
TAT=Net profit/ Total assets = 2%
83. Which equation is right?
a. Working capital — working capital need = net cash
b. Working capital / working capital need = net cash
c. Working capital + working capital need = net cash
d. Working capital * working capital need = net cash
[This formula shows net liquidity.]
84.Which is the first life insurance institution?
a. The handin
b. Hand in hand
c. Hand exchange
d. The hand in hand
[The Hand in Hand Fire & Life Insurance Society was one of the oldest
British insurance companies. The company was founded in 1696 at Tom's Coffee
House in St Martin's Lane in London]
85. In which year the Financial Institution Act was passed?

a. 1994
b. 1993
c. 1991
d. 2002

[An Act made to provide for the granting of licences to financial institutions, their
control and to make other incidental provisions relating thereto]
86. Current accounts are mainly opened by?
a. Professionals
b. Agriculturalists
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c. Salaried class people
d. Trading and industrial concerns
[Current accounts are mainly for business transactions.]
87. Fixed deposits are otherwise called as ?
a. Accrued deposits
b. Time deposits
c. Recurring deposits
d. Demand deposits
[Fixed deposits are time-bound deposits.]
88.Bank which accept deposits from the public and lend them mainly to commerce for
short period?
a. Commercial bank
Industrial bank
Agricultural bank
Central bank

[These banks provide short-term finance to businesses.]
89. MICR stands for ?

a. Magnetic Ink Character Recognition
b. Magnetic Ink Company Recognition
C
d

o0 o

Magnetic Ink Cross Recognition
Magnetic Ink Community Recognition
[Used for fast and accurate cheque processing]
90.When the banker receives deposits from the customer, then the banker becomes -----
a. Debtor
b. Creditor
c. Bailee
d. Trustee
[Banks become debtors when customers deposit money.]
91. A cheque which is not crossed is called?
a. Open cheque
b. Order cheque
c. Bearer cheque
d. All of the above
[An open cheque can be encashed directly.]
92. The best answer for returning a cheque for want of funds in the account is ------- .
a. Refer to drawer
b. Not provided for
c. Exceeds arrangement
d. Not sufficient funds
93. The safest form of crossing is ---------- .
a. General crossing
b. Special crossing
c. Double crossing
d. A/C payee crossing
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[Ensures payment only to the payee’s account.]
94. Which one of the following is an institution under the Financial Institutions Act, 19937
a. Sonali Bank
b. EXIM Bank
c. United Leasing Company
d. Uttara Bank
[This is a non-banking financial institution under the 1993 Act|]
95. Account payee cheques can be paid -------
a. At cash counter of bank
b. At ATM
c. By deposit in Bank Account
d. None of the above
[Account payee cheques can only be deposited.]
96. Payment of cheque can be stopped by --------
a. Beneficiary
b. Nominee
c. Drawer of cheque
d. All of the above

[Only the cheque issuer can stop payment.]
97. KYC means?

a. Know your card
b. Know your cost
c. Know your customer
d. Know your creditor
[KYC ensures customer identity verification.]
98. How many parties are involved in promissory note?

a. One
b. Two
c. Three
d. Four

[Promissory notes involve two parties: maker and payee.]
99. Who is primarily liable in a promissory note?

a. Holder
b. Maker
c. Drawee
d. Endorser

[The maker is primarily liable to pay the note]
100. Which type of account holder has the permission to overdraw the amount from his/her
account?
a. Saving account
Current account
Fixed deposit account
Recurring deposit account

[Current account holders can overdraw funds.]
101.What does the term “PIN"stands for?

aop
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Q

People identification number
b. Personal instructions number
c. Personal identification number
d. Personal information number
[PIN is a secure code for banking transactions.]
102. In the type of deposit, the high rate of interest is provided by the bank?
a. Current account
b. Recurring deposit account
c. Fixed deposit account
d. Saving account
[Offers the highest interest rate among deposit types.]
103. How long a pay order is valid for?
a. 360 days
b. No 180 days
c. No specific validity
d. 90 days
104. Which one of the following statement is not true about debit and credit card?
a. Debit and credit cards are used to withdraw money from ATM
b. Both are used to shop
c. Both are plastic cards
d. Balance is needed for both
[Credit cards don't require balance for usage.]
105. Which of the following is not a commmercial bank?
Palli Sanchay bank
Woori bank
Shimanto bank
BASIC bank
[Palli Sanchay Bank (PSB), a specialised non-scheduled bank.]
106. Which of the following institutions does not accept deposit?
a. Development bank
b. Cooperative bank
c. Commercial bank
d. Investment bank
[Investment banks don't accept public deposits.]
107. Which of the following is most preferred by a bank as security of loan?
a. Letter of credit

o0 oaQ

b. Share
c. Fixed deposit receipt
d. Debenture

[Highly secure collateral for loans.]
108. What is the main source of bank fund?
a. Paid up capital
b. Reserve fund
c. Borrowing from the central bank
d.

Deposit

Warnning: Live MCQ™ -93 51e IC55 IHRAI25 W3+ FRT JAMFS | SN(e GO @A MG A7 JIF AL o8 @ TG GoAR14!

. GETITON 2 Download on the et it from 2 Download on the 1
Join Now b [N Iy @ livemcacom @ 01701377322



Live
L2 mca
SIfdF o5, STaw fafer

[The primary source of funds for commercial banks is customer deposits, such
as savings, current, and fixed deposits. These deposits provide the capital banks
use for lending, investments, and other banking activities. Without deposits,
banks would not have sufficient funds to operate effectively.]

109. Which of the following is regarded as government note?

a.

b
C.
d.

Tk 100

. Tk10

Tk 50
Tk 5
[In Bangladesh, Tk 5 notes and coins are issued by the Government of

Bangladesh, whereas notes of higher denominations (like Tk 10, Tk 20, Tk 100,
etc.) are issued by Bangladesh Bank, the central bank.]

10.Which of the following account does not provide any cheque book?

a.

ooy

Savings

Fixed

Special current

Current

[Fixed deposit accounts are meant for long-term savings and do not provide

cheqgue book facilities. In contrast, current and savings accounts allow cheque
issuance for regular transactions.]

M. Which of the following cheque does not require any endorsement for negotiation?

a.

b.
C.
d

Bearer cheque
Crossed cheque

Traveler's cheque
Order cheque
[A bearer cheque can be transferred to another person simply by delivery. The

bank pays the cheque amount to whoever presents it at the counter, without
requiring an endorsement.]

112.Which one is not a function of central bank?

a.

b.
C.
d.

Formulate and implement monetary policy

Formulate and implement intervention policy in the foreign exchange market
Hold and manage the official foreign exchange reserve

Regulate and supervise listed companies

[The Bangladesh Securities and Exchange Commission (BSEC), not the

central bank, regulates and supervises listed companies in the stock market to
ensure fair practices and protect investors.]

N3.Under which of the following categories of insurance, both the insurer and the insured
are insurance companies?

a.

b
C.
d

Co-insurance

. Re-insurance

Joint insurance
Group insurance

[Reinsurance occurs when one insurance company transfers a portion of its risk to

another insurance company. It helps spread the risk and protects the original insurer
from large losses.]
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1M4.The concept of double insurance is applicable to:

a
b.
c
d

Marine insurance

Life insurance

Fire insurance

Crop insurance

[Double insurance is most common in marine insurance, where goods are
insured with multiple companies to ensure compensation in case of total loss
during sea transport.]

15.What is meant by Jettison?

a.

b
C.
d.

Goods purchase

Goods loading

Goods shipment

Goods throwing

[The term “jettison” refers to throwing goods overboard during emergencies to
save a ship. These lost goods are part of general average sacrifice in marine
insurance]

116.Which is the feature of an insurance contract?

a.

b.
C.
d

Financial security

Scope of security and investment

Creation of savings and formation of capital

Shelter of old age

[The main feature of insurance is financial security, which provides
compensation to individuals or businesses in case of loss, helping them recover
financially.]

N7.Which insurance is connected with the words ‘Lloyds’?

a.

ooy

Life

Marine

Fire

Liability

[Lloyd’s of London is historically associated with marine insurance. It started by
insuring shipping routes and maritime activities.]

1N8.Which of the following is an insurable risk?

a.
b.
c.
d.

Flood
Earthquake
Famine
Wealth loss

19.Which of the following is the range of standard risk?

a.

aop

Below 75

Between 75 and 125

Between 125 and 500

Above 500

[In insurance, a standard risk group includes individuals with health ratings
between 75 and 125. These are average-risk individuals for whom standard
premium rates apply.]

120. Which is an essential element of life insurance contract?
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Compensation

Utmost good faith

Mutual trust

Surrender fee

[Insurance contracts are based on utmost good faith (Uberrimae Fidei),

requiring both parties to fully disclose all material facts honestly.]
121.For whom is the group insurance applicable?

Specific ethnic groups

Members of the same family

All employees of the organization
Friends

Qo0 po

S LI OR

[Group insurance covers all employees under one master policy, usually
provided by the employer, at a lower cost than individual policies.]
122. Who legally proposes the insurance contract?

a. Insurer
Policyholder
Insurance employee
Insurance company
[The policyholder is the person who legally proposes and owns the insurance
policy, even if someone else is the beneficiary.]
123. Principle of subrogation applies to which of the following type of loss?
a. Recoverable total loss
b. General partial loss
c. Actual total loss
d. Special partial loss
124. Which document is very important for getting an insurance claim in case of loss of
goods?
a. Charter-party
b. Surveyor's report
c. Bill of lading
d. Letter of protest
125. What is the cost of shipping the goods to another ship for lightening the ship in times
of oceanic hazard called?
a. Penalty
b. Sacrifice
c. Rescue expense
d. Special expense
126. What is the primary purpose of accidental insurance?
a. To protect against financial loss from illness
b. To provide coverage for accidental death and disability
c. To cover the cost of car repairs after a collision
d. To offer a long-term savings plan
127. Which of the following is out of the risk of crop insurance?
a. Natural hazard
b. Political hazard

ooy
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C.
d.

128. Which
a.
b.
C.
d.

129. What i
a.

b.
C.
d.

130. What i
a.
b.
C.
d.

Economic hazard

Social hazard

type of risk is more in cattle insurance?
Natural risk

Immoral risk

Social hazard

Moral hazard

s the exchange value of taking risk?

Profit

Bonus

Annuity’

Premium

[The premium is the price paid by the insured to the insurer in exchange for risk
coverage.]

s the expressed warranty of marine insurance?
Legality of insured property

No deviation of voyage

Voyage on time

Legality of voyage

131.What is called the insurance policy that has taken for more than one property under
one policy?

o0 oaQ

Blanket policy

Replacement policy

Average policy

Excess policy

[A blanket policy provides coverage for multiple properties or risks under a
single policy, reducing administrative costs.]

132. Increasing transportation expenses causes which type of risk in crop insurance?

a.

b
C.
d.

Natural

. Social

Moral

Economic

[Transportation and logistics costs are part of economic risks, affecting the final
cost of goods.]

133. In which year, health insurance has been introduced in the world for the first time?

a.
b.
C.
d.

1886
1912

1920
1976

134. In which country chain banking system developed first?

a.

b
C.
d.

Italy

United Kingdom
China

United States
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[Chain banking, where one group controls multiple banks, originated in the
United States ]
135. In what sort of insurance policy risk is higher?
a. Lifeinsurance
b. Marine insurance
c. Fire insurance
d. Liability insurance

136. What is the maturity of a valid cheque?

a. 15days
b. 30 days
c. 90 days
d. 180 days
137. In which country Shanxi Bank was established?
a. ltaly
b. Germany
c. China
d. England

[Shanxi Bank, one of the earliest known banks, was founded in China|]

138. The bank journey of Bangladesh started?

a. 16 December 1971

b. 26 March 1971

c. 26 March 1972

d. 1January 1972
139. Who was the first to create a mortality register?

a. RS.Sharma
Edmund Haley
Nicholas Barban
M.N.Mishra
[Edmund Haley, an English astronomer, created the first mortality register,
which became the basis for life insurance calculations.]
140. What is the name of the person who received the order in cheque?

ooy

a. Drawer

b. Drawee

c. Payee

d. Holder

141.Which German word is derived from the Italian word ‘Banco’™?

a. Banca

b. Bancus

c. Banke

d. Banc

142. The minimum number of partners in a partnership business is ----- .

0 o Q
U WIN
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d.

7

[A minimum of two partners is required to form a partnership under most
partnership acts.]

143. The type of cheque that can be encashed only by depositing is known as ------ .

Qo0 po

Bearer cheque
Account payee cheque
Order cheque

Stale cheque

[An account payee cheque can only be deposited into the payee’s account and
cannot be encashed directly.]

144.Where is the headquarter of Asian Clearing Union (ACU)?

a.

b.
c.
d. Ankara, Turkey

Baku, Azerbaijan
Bagdad, Iraqg
Tehran, Iran

[The Asian Clearing Union (ACU) was established on December 9, 1974, at the
initiative of the United Nations Economic and Social Commission for Asia and
the Pacific (ESCAP).]

145. Which is not an E-banking product?

a.

b
C.
d

School banking

. SMS banking

Plastic money

. ATM

[School banking is not an electronic banking service. It is a program to
encourage students to save money.]

146. Banking 24/7 means?

a.

aop

24 banking services available in 7 branches

Virtual banking available 24 hours 7 days

Virtual banking at 24 degree east and 7 degree satellite
7 banks using 24 ATM machine

[This describes internet or mobile banking, which provides 24/7 access to
banking services|]

147. Twenty taka notes bear the signature of ?

a.

b.
C.
d

Governor, Bangladesh Bank
President
Finance minister

. Secretary, Ministry of Finance

[While government-issued notes (like the 1taka note) carry the signature of the
Finance Secretary, the 20 taka note is issued by the central bank and therefore
features the signature of its Governor. ]

148. Special Drawing Rights(SDR) relate to?

a.

b
c.
d

The World Bank

. The Reserve Bank of India

The International Monetary Fund

. The World Trade Organization
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[Special Drawing Rights (SDRs) are international reserve assets created by the
IMF to supplement member countries’ official reserves.]
149. Which one is an NBFI?
a. BASIC Bank
b. Islami Bank
c. IDLC
d. HSBC
[Industrial Development Leasing Company (IDLC) is a prominent Non-
Banking Financial Institution (NBFI) in Bangladesh ]
150. What is CRR in Banking?
a. Current Ratio Requirement
b. Cash Ratio Required
c. Cash Reserve Ratio
d. Credit Ratio Requirement
[The Cash Reserve Ratio (CRR) is the percentage of deposits commmercial banks
must keep with the central bank as reserves.]
151. Which one of the following is not a central bank?
a. Bangladesh Bank
b. State Bank of Pakistan
c. State Bank of India
d. Bank of Japan

[The State Bank of India is a commercial bank, not a central bank.]

152. Which one is a perfect alternative to oversees travel card?
a. Travelers cheque
b. Cash
c. SWIFT
d. EFT
[A traveler's cheque is a secure, prepaid instrument used as an alternative to
cash when traveling internationally.]
153. Due to diversification of portfolio, the risk ---------------- .
a. Increases to some extend
b. Remains the same
c. Increase significantly
d. Reduces

[Diversification reduces portfolio risk by spreading investments across different
asset classes.]

154. The part of uncertainty that can be measured is called?
a. Certainty
b. Risk
c. Deviation
d. Standard deviation

Warnning: Live MCQ™ -93 51e IC55 IHRAI25 W3+ FRT JAMFS | SN(e GO @A MG A7 JIF AL o8 @ TG GoAR14!

. GETITON 2 Download on the et it from 2 Download on the 1
Join Now b [N Iy @ livemcacom @ 01701377322



Live
L2 mca
SIfdF o5, STaw fafer

[Risk refers to measurable uncertainty where probabilities of outcomes can be
estimated, unlike pure uncertainty.]

155. The greater the beta, the -------- of the security involved.
Greater the unavoidable risk

Less the unavoidable risk

Greater the avoidable risk

Less the avoidable risk

o0 oR

[A higher beta value indicates higher systematic (unavoidable) risk in the market|]

156. What does the discounting process mean?

a. Awarding concessions

b. Taking less money

c. lgnoring importance

d. Converting future value into present value
[Discounting is the process of calculating present value from a future amount
using a discount rate.]

157. Interest compounded weekly means?

a. 52 times in a year

b. 12 timesin ayear

c. 180 timesin ayear

d. 360 timesin ayear
[Weekly compounding occurs 52 times annually, once for each week]

158. What is used to calculate opportunity cost of business?

a. Risk and return

b. Cost of capital

c. Equation of time value of money

d. Capital budgeting

159. Mandatory characteristics of a bill of exchange?

a. Written

b. Crossed

c. Unwritten

d. Not crossed

[Bills of exchange must always be in writing to be legally valid.]
160. Who determine interest rate?

a. Bangladesh Bank
b. Investment Bank
c. Merchant Bank

d. Sonali Bank

[The central bank (Bangladesh Bank) determines official interest rates and
monetary policies.]

161.What is the most acceptable medium of exchange?
a. Money
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b. ATM card
Cheque
d. Credit card
[Money is the most accepted medium of exchange, facilitating trade and
commerce.]
162. What type of security ensure permanent income?
a. Bond
b. Treasury note
c. Share
d. Commercial certificate
163. Foreign exchange and control law was enacted in Bangladesh in ------ 4
a. 1947
b. 2002
c. 1994
d. 2010
[The Foreign Exchange Regulation Act was enacted in 1947 to govern foreign
currency transactions.]
164. Which institution is responsible for controlling micro-credit?
a. MRA
b. DSE
c. SEC
d. CSE
[The Microfinance Regulatory Authority (MRA) regulates microcredit
institutions in Bangladesh.]
165. Which institution is responsible for controlling money market?

0

a. BSEC

b. DSE

c. CSE

d. BB
[Bangladesh Bank manages and controls the money market, ensuring financial
stability.]

166. Which of the following asset has least liquidity?

a. Cash

b. FDR

c. Apartment

d. Bond

[Real estate, like apartments, is the least liquid asset because it cannot be
guickly converted to cash without loss.]
167. A company has BEP sales of 200,000 units at Tk 10 per unit and a CM ratio of 20%. What
is the fixed cost?
a. 350,000
b. 500,000
c. 400,000
d. 250,000
[Sales=200,000*10=20,00,000
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Fixed cost=20,00,000*20%=400,000]
168. Which of the following incidents decreases the acid test ratio?

a.

b.
c.
d

Decrease in closing inventory
Increase in receivables

Increase in accounts payables
Increase in deferred tax liabilities

[An increase in accounts payables lowers liquidity, reducing the acid-test ratio,
which measures a firm's ability to pay short-term obligations|]

169. Which is not a ratio of solvency?

a.

b.
C.
d.

Debt to equity ratio

Cash coverage ratio

Times interest earned ratio
Earnings per share ratio

[EPS is a profitability ratio, not a solvency ratio. Solvency ratios measure long-
term financial stability.]

170. If ROA stays same from one year to next but financial leverage ratio increases, the most
likely cause can be:

a.

b
C:
d

An increase in the debt to equity ratio

. A decrease in net income

An increase in total assets

. Anincrease in stockholders equity

[Higher debt relative to equity increases financial leverage, indicating more
reliance on borrowed funds.]

171.1f a company’'s ROE ratio increases from one year to the next, what could be the reason?

a.

b
C.
d.

An increase in net income

. Areduction in total expenses as a percentage of sales

An increase in stockholders equity
Botha &b

[ROE increases when net income rises or when operating expenses decrease,
boosting profitability.]

172. What causes an increase in ROE as long as expenses do not grow faster than revenue?

a.

b
C.
d

A decrease in average total assets
An increase in sales volume
An increase in net income

. A decrease in expense

[Higher sales typically raise net income and ROE, provided costs remain stable.]

173. Asset turnover measures:

a.

b.
c.
d

The profit generated by efficient management of assets
How quickly we liquidate our inventory
The sales revenue generated by efficient management of assets

. The ability to generate income for the stockholders

[Asset turnover ratio measures how efficiently a company uses its assets to
generate sales|]
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174. The dividend pay-out ratio is calculated by dividing total dividends by ----- .

Q0 oo

Operating income

Income before tax

Income before interest and tax

Net income

[Dividend payout ratio = Total Dividends + Net Income, showing how much
profit is distributed to shareholders]

175. What financial ratio helps management evaluate profit available for dividends?

a.

b.
C.
d

Retention rate
Debt ratio
Debt to service coverage ratio

. Cash ratio

[The retention rate shows the percentage of earnings kept by the company for
reinvestment rather than paying dividends.]

176. Which one of the following can be counted as incremental cash flow of an investment
projects?

a.

b.
C.
d.

Sunk cost

Financial cost

Depreciation

Change in working capital

[Only changes in working capital represent incremental cash flows for investment
decisions. Sunk costs and depreciation are excluded.]

177. Which capital budgeting technigue considers expected net profit?

a.

b.
C.
d

ARR
Pay back period
NPV and IRR

. All of the above

[Accounting Rate of Return (ARR) evaluates investments based on expected
accounting profits, not cash flows.]

178. Which is used as discount rate in capital budgeting?

a.

b.
c.
d

Cost of project
Future value
Cost of capital

. Time value of money

[The cost of capital acts as the discount rate for capital budgeting to determine
project viability.]

179. What is the key to success of Financing?

a.
b.
C.
d.

Risk and return

Cost of capital

Time value of money
Capital budgeting

180. What is the main goal of modernization of business?

a.

To increase profit
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b.
C.
d.

To stable sales volume
To complete in the foreign market
To change business direction

181.1f inflows appear higher than outflow then the investment decision is considered?

a.

b.
c.
d

Loss

Unacceptable

Profitable

Reject

[A project is profitable when cash inflows exceed cash outflows over time.]

182. Which one is not an investment decision?

a.

b.
C.
d.

Purchasing swing machine by a tailor

Purchasing X-ray machine by a hospital

Purchasing fridge by a departmental store

Paying employee’s salary

[Salaries are operating expenses, not investments or capital expenditures.]

183. Which one is difficult to calculate?

a.

o0 o

Payback period

Net present value

Internal rate of return
Discounted payback period

[IRR iscomplex because it requires iterative calculations to find the discount rate
at which NPV equals zero|]

184. How is the desired capital rationing?

a.

aop

Zero
Minimized
Maximized
Unchanged

[Capital rationing should be minimized to ensure the company doesn't miss
profitable investment opportunities.]

185. The idea of opportunity cost is related to -------- )

QO oo

Cost of loan capital

Cost of common share
Cost of bank loan

Cost of reserved capital

[Retained earnings have an opportunity cost, as they could have been
distributed as dividends|]

186. Why expected returns of various financers are not same?

a.

b.
C.
d

For varying of risk

Expected return are always same

Risk is same as project

For riskless investment

[Different projects carry different risks, leading to varying expected returns|]

187. The total capital of a business is ------------ .

a.
b.

Ownership equity
Debt capital
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c. The sum of both equity and debt capital
d. The deduction of debt capital from equity capital
[Total capital includes both equity capital and debt capital, representing all
sources of financing.]
188. What is the result of investing a project with higher return than cost of capital?
a. Huge financial loss
b. Failure in business
c. Financial soundness
d. Loss
[Higher returns over the cost of capital indicate strong financial health ]
189. All types of past expenses are called ----- 3
a. Historical cost
b. Specific cost
c. Future cost
d. Explicit cost
[Historical cost refers to the original price paid for an asset, not its current
market value][
190. When share is issued less than face value is called ----- .
a. Premium
b. Share overpriced
c. Discounting
d. Compounding
Issuing shares below their face value is called discounting, often used to attract investors.]
191.What is the value of Market Beta?
a. O
b. 1
c. 2
d. 3
[The market beta is always 1, representing the average market risk level.]
192. A company might prefer to raise more debt capital rather than equity capital in order

a. Reduce the risk of bankruptcy
b. Reassure its shareholders
c. Minimize its tax expense
d. All of the above
[Debt financing provides tax benefits since interest payments are tax-deductible ]
193. Zero coupon bond is sold at?
a. Parvalue
b. Discounted value
c. At premium
d. At market value
[Zero coupon bonds are issued at a discount and redeemed at face value, with
Nno periodic interest payments,]
194. Initial public offering is related to ?
a. Primary market
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b. Secondary market
Both
d. None of the above

[When companies issue shares for the first time (IPO), they do so in the primary
market ]

195. Listed companies under stock exchanges can be categorized into ------ .
a. 2
b. 3
c. 4
d 5
196. Who bear the cost of trade credit?
a. Buyer
b. Lender
c. Seller
d. Producer
[The buyer bears the cost of using trade credit, which often involves higher prices or interest ]
197. Which one of the following affects financial risk?
a. Interest rate
b. Buy and sell
c. Technological advancement
d. Expansion policy
[An expansion policy involves growth through borrowing, which increases
financial risk ]
198. Which of the following has the highest risk?
a. Junk bond
b. Zero coupon bond
c. Putbond
d. Callable bond
[Junk bonds have the highest default risk but also offer higher potential returns.]
199. Which one is a non-cash expense?
a. Depreciation
b. Reserve fund
c. Sinking fund
d. Investment fund
[Depreciation is a non-cash expense, meaning it doesn't involve actual cash
outflow but reduces taxable income.]
200. Which one of the following is an institutional source of financing?
a. Commercial bank
b. Share
c. Bond
d. Debenture

0

[Commercial banks are key sources of institutional financing, offering loans,
credit, and other financial services to individuals and businesses.]

- The End -
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