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ACCOUNTING AND FINANCE

FINAL EXAMINATION - 2025

LEVEL - 05

AFU5401 -FINANCIAL SECURITIES, MARKETS AND REGULATIONS
TIME DURATION- THREE (03) HOURS

DATE: 08" JUNE 2025 TIME: 09.30 A.M - 12.30 P.M

Instructions:  Answer five (05) questions only.
All questions carry equal marks.
Use of non-programmable calculators is allowed.

Question No. 01

1. Explain the structure of the Sri Lankan financial system. How does it facilitate
economic growth and development? (10 Marks)

ii. Distinguish between direct and indirect finance. [llustrate your answer with examples
and discuss their importance in the functioning of the economy. (10 Marks)

Question No. 02

i. Explain the concept of information asymmetry within a financial system and discuss
its causes and consequences. Provide appropriate examples to support your answer.

v (10 Marks)
ii. Describe the functions of primary and secondary markets and explain their
importance in the capital formation. (10 Marks)

Question No. 03

1. Explain the process of a primary auction of Treasury bills (T-bills) in Sri Lanka. In
your answer, describe the role of the Central Bank, the types of bidding methods used,
and the participants involved. (06 Marks)

ii. A bond has a face value of Rs.1,000, pays a 9% annual coupon with semi-annual
payments, and matures in 9 years. The current annual market yield of similar bonds is
8%. Calculate the current price of the bond. Explain how changes in maturity period
affect interest rate risk of a bond. (08 Marks)

iil. A callable bond with a face value of Rs 1,000 pays a 6.5% annual coupon, payable
annually, matures in 12 years, and can be called in 5 years at a call price of Rs.1,050.
The bond currently sells for Rs. 1,100. Calculate the yield to call (YTC) assuming it is
called. (06 Marks)
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Question No. 04

i. Critically evaluate the Efficient Market Hypothesis (EMH) by discussing its three
forms. (06 Marks)

1. Discuss the factors that influence the demand for money according to the Liquidity
Preference Theory. Use relevant equations and illustrations. (08 Marks)

. “The yield curve is a graphical representation of interest rates on debt for a range of
maturities” Illustrate and explain the different possible shapes of the vield curve.
(06 Marks)

Question No. 05

i. "Discuss the main types of orders that can be placed in the Automated Trading
System (ATS) at the Colombo Stock Exchange . (06 Marks)

ii. “Foreign exchange crisis began in 2019 and has led to significant challenges to the Sri
Lankan economy, including a shortage of essential imports and a depreciation of the
Sri Lankan rupee” Discuss the major functions of the foreign exchange market and
their significance in facilitating international trade and financial stability.
(08 Marks)

iit. Explain the relationship between liquidity management, capital adequacy, and overall
bank profitability. (06 Marks)

Question No. 06

1. Describe how the Price-Earnings (P/E) ratio can be used to value a stock.
(04 Marks)

ii. Ifa company’s Earnings Per Share (EPS) is Rs.40 and the industry average P/E ratio
18 17, estimate the stock price. » (04 Marks)

iii. A company’s earnings are expected to grow at 20% annually for the next two years,
after which the growth rate will stabilize at a long-term rate of 4% indefinitely. The
most recent dividend paid was Rs.10. If the required rate of return is 12%, calculate
the current value of the stock. (06 Marks)

iv. An investor is evaluating the purchase of a share with the intention of holding it for a
period of three years. He/she does not expect to receive any dividend in Year 1.
However, it is projected that a dividend of Rs. 2.00 will be received in Year 2,
followed by a dividend of Rs. 2.40 in Year 3. Additionally, the investor anticipates
that the share can be sold for Rs. 55.00 at the end of Year 3. If the investor’s required
rate of return is 12% per annum, calculate the maximum price he/she should be
willing to pay for the share today. (06 Marks)

~All rights reserved-
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