THE OPEN UNIVERSITY OF SRI LANKA
FACULTY OF MANAGEMENT STUDIES

BMSHONS IN ACCOUNTING AND FINANCE
AFU5401 - FINANCIAL SECURITIES MARKETS AND REGULATIONS

FINAL EXAMINATION - 2025 /2026
DURATION ~ THREE (03) HOURS

DATE: 28" JUNE 2026 TIME: 01.30 P.M. — 04.30 P.M.

INSTRUCTIONS:

Answer any five (05) Questions.
All questions carry equal marks (20 marks each).
The use of non-programmable calculators is permitted.

Question 01

1.

"A well-functioning financial system facilitates the efficient allocation of resources and

supports economic growth." Discuss this statement with reference to the key functions of a

financial system. - (12 Marks)
2. Differentiate between Treasury Bills and Treasury Bonds and discuss the benefits that
investors can obtain by investing in Treasury Bills and Treasury Bonds. (08 Marks)
Question 02
1. "A Stock Exchange is more than just a marketplace for buying and selling shares." Discuss
by examining the broader functions and éigniﬁcance of the Colombo Stock Exchange in
Sri Lanka. ‘ (10 Marks)
2. Define information asymmetry and explain its impact on investment decision-making and
market efficiency. (10 Marks)
Question 03
1. Explain the structure of the financial system in Sri Lanka, highlighting the roles and
interrelationships of each component within the financial system. (10 Marks)
2. Financial institutions operate in a dynamic and uncertain environment that exposes them to
various forms of risk. Discuss the major risks faced by financial institutions and explain
how these risks can affect their operations and performance. (10 Marks)
Question 04
1. Discuss the role of the Central Bank of Sri Lanka in maintaining the stability of the financial
system of the country. A (10 Marks)
2. Explain the six fundamental principles of insurance and discuss how they contribute to the

effective functioning of insurance markets. » (10 Marks)
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Question 05

1.

A corporate bond has a face value of Rs. 1,000 and an annual coupon rate of 8%. The bond
is currently trading in the market at Rs. 950. Calculate the annual coupon payment and the
current yield of this bond. (05 Marks)

ABC Investments (Pvt) Ltd is considering investing in a BBB-rated corporate bond issued
by XYZ Manufacturing PLC. The bond has a remaining maturity period of 5 years. The
real risk-free rate is 1%, the expected average inflation rate is 1%, the BBB default risk
premium is 2%, the BBB liquidity risk premium is 1%, and the maturity risk premium is

0.8% per year. Calculate the Required Rate of Return (RRR) for the bond. (07 Marks)

An investor is evaluating a coupon bond which is currently traded in the market at Rs. 870.
It has a face value of Rs. 1,000, an annual coupon payment of Rs. 80, with a remaining
maturity of 5 years, and a required rate of return of 12%. Advise whether the investor should

buy the bond. Justify your answer with appropriate calculations. (08 Marks)

Question 06

1.

Discuss primary functions facilitated by the financial markets for corporate entities in Sri
Lanka. (05 Marks)
Amaya is analyzing the common stock of Lanka Renewable Energy PLC, a newly listed
company on the Colombo Stock Exchange. Due to substantial capital investments, the
company will not pay dividends during the first two years. The projected dividend pattern
is as follows: D1 = Rs. 0.00, D2 =Rs. 0.00, Ds = Rs. 4.00, D+ = Rs. 5.50, Ds =Rs. 6.50, and
from Ds onwards, dividends are expected to grow at a conétant rate of 6% per annum

indefinitely. The required rate of return is 12%.

a) Construct a dividend timeline showing the expected cash flows from Year 1 to Year 6
and calculate the Terminal Value (Vs) of the stock at the end of Year 5. (07 Marks)
b) Calculate the current intrinsic value (Vo) of the share. If the current market price of the
share on the Colombo Stock Exchange is Rs. 68.00, advise Amaya whether she should

buy, hold, or avoid the stock, providing reasons for your recommendation. (08 Marks)

(Total = 100 Marks)
-All rights reserved-
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