THE OPEN UNIVERSITY OF SRI LANKA .-
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LEVEL 4 -
FINAL EXAMINATION 2010

MONEY AND CAPITAL MARKETS - MCU 2208
DURATION: THREE (03) HOURS

DATE: 13.11.2010 TIME: 9.30 AﬂM—-—HﬁG—PzM‘
Instructions: p: j L '/ ?\'i\
» Answer any five (5) Questions only. (( / 17 AUG 2011 )}

* Non Programmable Calculators are allowed to use. 3 \
* Each question carry 20 marks. \

1 i What is meant by Financial System 7
ii)  Explain the flow of funds through the financial system and its importance

to an economy. _ (15 marks)
2y D  Briefly explain the trading mechanism for debt securities listed in
Colombo Stock Exchange (CSE).
(8 marks)
it) Trico Ltd., has corporate bonds, maturing in seven years, paying 12%

interest annually on a Rs. 1000/~ face value. If your required rate of return
is 16% what is the value of bond? How would your answer change if the
interest is paid semi annually? (8 marks)

ili) ~ What is the approximate yield to maturity for a Rs.1000/- par value bond
selllng at Rs. 1100/- that matures in 4 years and pays a 10% coupon?
(4 marks)

3) i) Explain the functions of Central Depository System (CDS) (5 marks)

i) Describe important factors that have to be considered at the choice of
investment in equity shares. (8 marks)

iif)  The ordinary shares of ABC Ltd., paid Rs. 2.30 in dividends last year.
. Dividends are expected to grow at an 8% annual rate for an indefinite

number of years. The current market price per share is 35.50.

(a) If your required rate of return is 15% what is the value of a share 9

(4 marks)
(b)  Should you make the investment? Explain. (3 marks)
YY) Briefly explain what is meant by unit trust? (4 marks)
i) Explain the benefits of investing in a unit trust, (8 marks) .
iliy ~ Differentiate between commercial papers and certificate of deposit.
(8 marks)



©)

(6)

(7

i) Describe the major differences between an operating and financial lease.
(10 marks)
ii)  What is the role of commercial banks in an economy? Explain.
: (10 marks)
i) What is the role of key players in a primary share issue? Explain
- (10 marks)
i) Explain the difference between direct financing and financial
intermediation. (10 marks) _
Write short notes on the following
(1) Stock market indices in Colombo Stock Exchange.
(iiy  Credit rating )
(ili}  Interest rate risk of a debenture
(iv)  Zero coupon bonds. - (20 marks)
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