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BNK601 Final term Solved MCQ’s and Subjective

Question # 1 of 15 ( Start time: 11:02:42 AM )  Total Marks: 1  

All of the following are provisions regarding management of banks, under The Banks (Nationalization) Act, 1974, EXCEPT:  

Select correct option:  

        ►The Chief Executive and other officers of the bank shall act in accordance with the policies, criteria and guidelines determined by the Board  

        ►The board shall appoint committees from amongst the executives of the bank, and determine the powers, functions and duties of such committees  

        ►The Pakistan Banking Council (hereinafter referred to as the Council) shall stand dissolved forthwith 

        ►The President, subject to the control and directions of the Board, shall exercise powers of management of the affairs of the bank 

Question # 2 of 15 ( Start time: 11:04:11 AM )  Total Marks: 1  

In letter of credit, which of the following is a standard document used for billing for the goods and services?  

Select correct option:  

        ►Commercial invoice 

        ►Bill of lading 

        ►Warranty of title 

        ►Letter of indemnity 

Question # 3 of 15 ( Start time: 11:05:40 AM )  Total Marks: 1  

All of the following are provisions regarding transfer of ownership of banks, under The Banks (Nationalization) Act, 1974, EXCEPT:  

Select correct option:  

        ►The ownership, management and control of all banks shall stand transferred to, and vest in, the Federal Government on the commencing day  

        ►The Federal Government may, if it deems necessary, appoint a Chairman of the Board in respect of a bank  

        ►The safety of all deposits in banks shall stand guaranteed by the Federal Government 

        ►The provisions of this Act and the vesting of the shares of the banks in the Federal Government thereunder shall not in any way affect the status of the banks as bodies corporate  

Question # 4 of 15 ( Start time: 11:06:34 AM )  Total Marks: 1  

All of the following are the components of Part III (Suspension of Business and winding up of Banking Companies) of Banking Companies Ordinance, 1962, EXCEPT:  

Select correct option:  

        ►Power to dispense with meetings of creditors, etc. 

        ►Booked depositors’ credits to be deemed proved 

        ►Preferential payments to depositors 

        ►Special provisions to make calls on contributories 

Question # 5 of 15 ( Start time: 11:07:57 AM )  Total Marks: 1  

Who among the following is entrusted responsibilities of executing WILL?  

Select correct option:  

        ►Agent 

        ►Lawyer 

        ►Executor 

        ►Heir 

Question # 6 of 15 ( Start time: 11:08:49 AM )  Total Marks: 1  

Which of the following is one in which the exporter has the right to request the paying, or negotiating bank to make either part, or all, of the credit value available to one or more third parties?  

Select correct option:  

        ►Irrevocable confirmed letter of credit 

        ►Revolving credit 

        ►Transferable letter of credit 

        ►Red clause credit 

Question # 7 of 15 ( Start time: 11:09:38 AM )  Total Marks: 1  

Which of the following determines how much risk the bank will take and in what form?  

Select correct option:  

        ►Management's credit process 

        ►Management's credit philosophy 

        ►Management's credit risk 

        ►Management's credit exposure 

Question # 8 of 15 ( Start time: 11:10:36 AM )  Total Marks: 1  

Which of the following is/are the function(s) of a microfinance institution under Section 6 of the Corporate and Industrial Restructuring Corporation Ordinance, 2000?  

Select correct option:  

        ►To accept deposits 

        ►To provide storage and safe custody facilities 

        ►To borrow and raise money and open bank accounts 

        ►All of the given options 

Question # 9 of 15 ( Start time: 11:11:44 AM )  Total Marks: 1  

In letter of credit, which of the following is payable as soon as it is presented for payment?  

Select correct option:  

        ►Demand draft 

        ►Time draft 

        ►Sight draft 

        ►Order draft 

Question # 10 of 15 ( Start time: 11:12:22 AM )  Total Marks: 1  

All of the following are merits of Nationalization of banks, EXCEPT:  

Select correct option:  

        ►Availability of funds to the government for meeting its social sector targets 

        ►Equitable distribution of credit to the different sectors, industries and regions 

        ►Centrally coordinated policy frame work 

        ►Excessive government control leading to the decisions on non professional considerations 

Question # 11 of 15 ( Start time: 11:13:14 AM )  Total Marks: 1  

Which of the following is NOT defined by the Negotiable Instrument Act, 1881?  

Select correct option:  

        ►Banker 

        ►Delivery 

        ►Material alteration 

        ►Notary public 

Question # 12 of 15 ( Start time: 11:14:36 AM )  Total Marks: 1  

All of the following are stages in the risk management process, EXCEPT:  

Select correct option:  

        ►Identification of inherent risks (risk acceptance) 

        ►Developing solution to mitigate the identified risk 

        ►Share risk with another party such as insurance 

        ►Identifying opportunities (returns) 

Question # 13 of 15 ( Start time: 11:15:41 AM )  Total Marks: 1  

As per Banking Companies Ordinance, 1962, the total suspension time of the operation of all or any provision of Companies ordinance, 1962 should not exceed:  

Select correct option:  

        ►Three months 

        ►Six months 

        ►Nine months 

        ►One year 

Question # 14 of 15 ( Start time: 11:16:22 AM )  Total Marks: 1  

Among the following, who has defined banker as “A banker is a dealer in capital, or, more properly, a dealer in money. He is an intermediate party between the borrower and the lender. He borrows from one party and lends to another”?  

Select correct option:  

        ►J.W. Gilbert 

        ►Dr. Herbert L. Hart 

        ►Sir John Paged 

        ►Halsbury’s Laws of England 

Question # 15 of 15 ( Start time: 11:17:07 AM )  Total Marks: 1  

Which of the following has defined the banker as “Any person carrying on a bonafide banking business in the United Kingdom is a banker”?  

Select correct option:  

        ►American Version 

        ►United Kingdom’s Version 

        ►Finance Act, 1915 

        ►Negotiable Instruments Act, 1881 

43) Define consortium finance. 3 marks

Consortium Financing, two or more individuals, companies, organizations or governments or any combination of these entities pool their resources for financing a large project through a common appraisal, common documentation and joint supervision. For example Airbus Industries was formed in 1970 as a consortium of aerospace manufacturers.
44) Define hypothecation. 3 marks

“Hypothecation is a legal transaction, whereby goods may be made available as security for a debt without transferring possession to the lender”.

45) Define money market. 3 marks

Money Market is a financial market which deals in short term debt instruments

The short maturity of money market assets doesn't allow much time for their returns to vary. Therefore these instruments are safe investments for short-term surplus funds of households and firms.

46) Differentiate b/w blank and full endorsement. 5 marks

If the endorser signs his name only, the endorsement is said to be "in blank", and if he adds a direction to pay the amount mentioned in the instrument to, or to the order of, a specified person, the endorsement is said to be 'in full", and the person so specified is called the "endorsee" of the instrument.

47) Briefly explain R14 auto loans. 5 marks

REGULATION R-14
The auto loans shall be classified and provided for in the following manner:

	CLASSIFICATION
	DETERMINANT
	TREATMENT OF INCOME
	PROVISION TO
BE MADE

	(1)
	(2)
	(3)
	(4)

	1. Substandard.
	Where mark-up/ interest or principal is overdue by 90 days or more from the due date.
	Unrealized markup/ interest to be kept in Memorandum Account and not to be credited to Income Account except when realized in cash. Unrealized mark up/interest already taken to income account to be reversed and kept in Memorandum Account.
	Provision of 25% of the difference resulting from the outstanding balance of principal less the amount of liquid assets.

	2. Doubtful.
	Where mark-up/ interest or principal is overdue by 180 days or more from the due date.
	As above.
	Provision of 50% of the difference resulting from the outstanding balance of principal less the amount of liquid assets.

	3. Loss.
	Where mark-up/

interest or

principal is

overdue by one

year or more from

the due date
	As above.
	Provision of 100% of the difference resulting from the outstanding balance of principal less the amount of liquid assets.


48) Write note on

Regulation R-8 (Classification AND Provision)

The credit card advances shall be classified and provided for in the following manner:

	CLASSIFICATION
	DETERMINANT
	TREATMENT OF INCOME
	PROVISION TO
BE MADE

	(1)
	(2)
	(3)
	(4)

	Loss.
	Where mark-up / interest or Principal is overdue by 180 days or more from the due date.
	Put in Suspense Account and not to be credited to Income Account except when realized in cash.
	Provision of 100% of the difference Resulting from the outstanding balance of principal less the amount of liquid securities with the bank / DFI.


 
It is clarified that the lenders are allowed to follow more conservative policies. Further, provisioning may be created and maintained by the bank/DFI on a portfolio basis provided that the provision maintained by the bank/DFI shall not be less than the level required under this Regulation.

Regulation R-6 Margin Requirement..5Marks
Banks / DFIs are free to determine the margin requirements on consumer facilities provided by them to their clients taking into account the risk profile of the borrower(s) in order to secure their interests. However, this relaxation shall not apply in case of items, import of which is banned by the Government 
45) Define endorsement. 3 marks
“When the maker or holder of a negotiable instrument signs the same, otherwise than as such maker, for the purpose of negotiation, on the back or face thereof or on a slip of paper annexed thereto, or so signs for the same purpose a stamped paper intended to be completed as a negotiable instrument, he is said to indorse the same, and is called endorser

46) Differentiate b/w liquidity risk & operational risk. 5 marks
Liquidity risk is the current and potential risk to earnings and the market value of stockholders’ equity that results from a bank’s inability to meet payment or clearing obligations in a timely and cost-effective manner. Liquidity risk is greatest when a bank cannot anticipate new loan demand or deposit withdrawals, and does not have access to new sources of cash
. Operational risk: Refers to the possibility that operating expenses might vary significantly from what is expected, producing a decline in net income and firm value. The Basel Committee defines operational risk as: “The risk of loss resulting from inadequate or failed internal processes, people, and systems, or from external events. 
44) Diffrentiate b/w sight and Usance  letter of credit. 3 marks

A 'sight' LC means that payment is made immediately to the beneficiary/seller/exporter upon presentation of the correct documents in the required time frame.

Usance Letter of Credit A letter of credit payable at a determined future date after presentation of conforming documents.
47) Write down advantage of letter of credit risk. 5 marks

Advantages of Letter of Credit:

1. General global acceptability by the interacting parties

2. The beneficiary is assured of payment as long as it complies with the terms and conditions of the letter of credit. 

3. The beneficiary can enjoy the advantage of mitigating the issuing bank’s country risk by requiring that a bank in its own country confirm the letter of credit. 

4. The beneficiary minimizes collection time as the letter of credit accelerates payment of the receivables.

5. The beneficiary’s foreign exchange risk is eliminated with a letter of credit issued in the currency of the beneficiary’s country.

Risks involved in Letter of Credit.

1. Since all the parties involved in Letter of Credit deal with the documents and not with the goods, the risk of Beneficiary not shipping goods as mentioned in the LC is still persists.

2. The Letter of Credit as a payment method is costlier than other methods of payment such as Open Account or Collection

3. The Beneficiary’s documents must comply with the terms and conditions of the Letter of Credit for Issuing Bank to make the payment.

4. The Beneficiary is exposed to the Commercial risk on Issuing Bank, Political risk on the Issuing Bank’s country and Foreign Exchange Risk in case of Usance Letter of Credits.

48) Draw the specimen of a bearer cheque Rs.10,000 on 1st January 2009. 5 marks
                                                          Cheque #......                                               Date: 01/07/2013

                                                                                                           Account#:1204556569

Pay:     Mr. Ahmed     or bearer                               
Rupees: Fifty thousand only                    Rs.50, 000
ABC, Bank Limited,                       

Mall Road, Lahore                                                                                              Signature

1) Why preferred stock is referred as hybrid security? (03)
Preferred stock is many times referred to as a hybrid security.  This is because preferred stock has many characteristics of both common stock and bonds.
2)   Describe how bank endorsement can be converted into Full Endorsement? ( 
If the endorser signs his name only, the endorsement is said to be "in blank", and if he adds a direction to pay the amount mentioned in the instrument to, or to the order of, a specified person, the endorsement is said to be 'in full",

4) What do you mean by substandard loans? (03)
A loan where full repayment is questionable and uncertain. Degree of repayment of loans in question range from a complete loss to uncertain loss unless corrective actions are taken. substandard loans are usually non-performing loans on which interest is overdue and full collection of principal is uncertain.

5) Write down any five provision of section 21 of corporate and industrial restructuring corporation ordinance 2000 regarding inspection and investing. (05)
Inspection and investigation: Sec 21

(1) The State Bank may, at any time, inspect books of accounts and records of any microfinance institution to evaluate its financial viability and may, of its own or on receipt of complaint investigate the affairs of such institution.

(2) The inspection or investigation shall be carried out by such officer of the  State Bank or by such other person as the State Bank may authorize.

(3) It shall be the duty of every officer and employee of a microfinance institution or any other person dealing with or connected with the operations of the microfinance institution to produce to any officer, making an inspection or investigation under this section

(4) The inspecting officer may examine on oath any officer or employee of the microfinance institution in relation to its business and may administer an oath accordingly.

(5) The State Bank shall supply to the microfinance institution a copy of its report on the inspection made under this section.

(6) The State Bank shall systematically monitor and evaluate the performance of a microfinance institution to ensure that it is complying with the applicable criteria and prudential rules and regulations:

7) Briefly explain various parties involves in the transaction of a cheque? (05)
Parties to a Cheque:

These are discussed below:

Drawer

The person who draws/ writes a cheque is called the drawer

Drawee

The person who is directed through a cheque to pay the specified amount is called the drawee, however in case of a cheque, drawee must always be a bank.

Payee

The person to whom or to whose order the amount stated in cheque  is to be paid.

Holder

Holder is the person who is entitled to the possession of the instrument in his own name and also entitled to receive the amount due under cheque.

Endorser
The person who by endorsement transfers the cheque  to another person.

Endorsee

The person to whom the cheque is transferred by endorsement.

Holder:

The "holder" of a cheque means the payee or endorsee that is inpossession of it or the bearer thereof but does not include a beneficial owner claiming through a benamidar.


8) Write short note. (05)
(i) Limits on exposure against total customers’ financing. (RI)
Banks / DFIs shall ensure that the aggregate exposure under all consumer financing facilities at the end of first year and second year of the start of their consumer financing does not exceed 2 times and 4 times of their equity respectively. For subsequent years, following limits are placed on the total consumer financing facilities:
(ii) General reserves against customer financing (R4)
The banks / DFIs shall maintain a general reserve at least equivalent to 1.5% of the consumer portfolio which is fully secured and 5% of the consumer portfolio which is unsecured, to protect them from the risks associated with the economic cyclical nature of this business.
6) Suppose you are an account opening officer in a bank. A customer comes to your bank for purpose of opening his account. What step you will take for opening the account (05)

Generally the following steps are taken by an account opening officer in this regard.

         Completion of Account Opening Form ( AOF)

         Introduction of the prospective customer and preliminary investigations (know your customer KYC)

         Obtaining specimen Signatures

         Mandate regarding operation of Account (document required will vary according to the type of customers.  
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