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THE OPEN UNIVERSITY OF SRI LANKA
BACHELOR OF MANAGEMENT STUDIES
DEGREE PROGRAMME

LEVEL 04

FINAL EXAMINATION-2009

MONEY AND CAPITAL MARKETS-MCU 2208

DATE: 20-12-2009 TIME: 1.30 PM to 4.30 PM

INSTRUCTIONS
= Answer any five (5} Questions only.
s Non Programmable Calculators are allowed to use.
o Each Question Carry 20 Marks.

(N - ) Define the term of financial system. (05 Marks)
(i)  Who are the key players in a financial system? (05 Marks)
(iii)  Discuss the significance of financial system in the modern economy.
(10 Marks)
2 Q@) “Treasury bill rate is considered as risk free benchmark”. What does this mean?
Explain. (06 Marks)
(i)  Explain the investment instruments traded in money markets. (06 Marks)

(iii) Explain the different types of risks associated with debentures. (08 Marks)

3) (i) Define the following bonds
(a)  Zero- coupon bond
(b)  Perpetual - bond
(¢)  Finite- maturity bond : (06 Marks)

(ii) Ilustrate the methods of valuing above bonds. (09 Marks)
(i) A 13%, Rs.100/= debenture has 3 years remaining to reach maturity. The
current market price of the debenture is Rs 92.50. If interest is paid annually, _
what is the approximate yield to maturity (YTM) of this bond? (05 Marks)

i O] 1) Lanka Engineering Ltd (LEL) paid a dividend of Rs 2.30 last year. Given the
potential growth in the construction business after civil war, LEL’s dividends are -
expected to grow at an annual rate of 12 percent for the next five years. The
growth is expected to slow down to 8 percent thereafier for the foreseeable future. .
Determine the value of share of LEL if the investors’ required rate of return is 16
percent. ' : (10 Marks)
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(ii)

(i)
(ii)
(iii)
)

(i)
(iii)

00

Explain the factors that affect the price movement of the Sri Lankan stock

market. (10 Marks)
What are the main functions of financial companies? (05 Marks).
Describe the role of the commercial banks in an economy. (10 Marks)

For an insurance contract to take place, what are the conditions that should be
satisfied? ' '

(05 Marks)

‘What is the role of the Securities and Exchange Commission (SEC)? Briefly

explain.

(05 Marks)
Define term “financial intermediation” and discuss its significance in the modern
economy., : {08 Marks)
Describe the role of “managers to the issue” in a primary share issue. (07 Marks)

Write short notes on the foliowing

(a)  Variable rate debentures. ,

(b)  PE- Multiple approach to valuation.

{c)  Initial Public Offering

(d)  Central Depositary System.

(e)  Credit rating. . _ _ : (20 Marks)
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