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THE OPEN UNIVERSITY OF SRI LANKA
/ACHELOR OF MANAGEMENT STUDIES DEGREE PROGRAMME
ASSIGNMENT TEST - 2012
LEVEL - 04
MCU 2208 — MONEY AND CAPITAL MARKETS
TIME DURATION- TWO (02) HOURS

DATE: 18™ NOVEMBER 2012 TIME: 10.00 A.M - 12.00 noon
Instructions: Answer any Three (03) Questlons ’

All question carry equal marks.

Non Programmable calculators are allowed.

(1) a. What role do financial markets play in an economy? Explain with examples
Describe deferent types of investment instruments used in money and capltal markets.
Explain how Automated Trading System functions.

(2) a. Explain the basic principle of valuation of financial assets

b. Suppose you have two assets. “Asset 1" has required rate of 14% and will produce a
stream of Rs. 500/= at the end of the each year indefinitely. “Asset 2” has required rate of
10% and will produce an end-of-year cash flow of Rs 500/= in the first year, Rs 800/= in
the second year, and Rs 1500/= in its third year (final year). Calculate the today’s value of
above two assets. ‘

¢. What are the objectives of Securities and Exchange Commission?

(3) a. Describe Main Features of Treasury Bonds?

b. Assume a 10 year Treasury-bond which has a coupon rate of 4.5% per year. Give

- examples of required rate of returns that would make the bond sell at discount, at
premium, and at par value. Justify your answer.

c. ABS Company is considering in investing in either of two corporate bonds. Both bonds
have Rs 1000/= par value and 11% coupon rate per year. Bond “A” has exactly 5 years to
maturity and Bond “B” has 10 years to maturity.

i. Calculate the values of Bond “A” and Bond “B” if the requ1red rate of return is 8%
per year.

ii. If ABS Company wants to minimize the Interest Rate Risk, which Bond should
they purchase? Explain. '

(4) a. How does an investment in share market differ from depositing money in a fixed deposit?
Explain

b. Suppose a firm which is not expected to pay dividends in the first two years. In the third
year the first ever dividend which will be paid by the firm is Rs 2/=. And the fir
expecting to increase dividends by 20% per year in the next two years. After that,
dividends will be increased at a rate of 5% per year indefinitely. If the required rate of
return is 13% what is the price of the stock?

c. Suppose that your bond is selling for Rs 950/=, and has a coupon rate of 7%, it matures in
5 years, and the par value is Rs 1000/=. Calculate the approximate Yield to Maturity.

-All Rights Reserved-



Table A4 Present Value Interest Factors for a One-Dollar Annuity Discounted at k Percent for n Periods: PVIFA =[1 - 1/(1 + K"/ k

Peried | 1% 2% 3% 4% | 5% 8% 7% ) 8% | ew | 0% | Mm% | 12% | 18% | 14% 15% | 16% | 20% | 24% | 25% | 30%

0.9201 | 0.9804 | 0.9709 | 0.9615 | 0.9524 | 0.9434 | 0.9346 | 09259 | 0.9174 | 0.2091 | 0.9009 | 0.8929 | 0.8850 | 0.8772 | 0.8696 | 0.8621 | 0.8333 | 0.8065 | 0.8000 | 0.7692

1.9704 | 1.9416 | 1.9135 | 1.8861 | 1.8594 | 1.8334 | 1.8080 | 1.7833 | 1.7691 | 1.7355 | 1.7125 1.6601 | 1.6681 | 1.6467 | 1.6257 | 1.6052 | 1.5278 | 1.4568 | 1.4400 | 1.3609

3.9020 | 3.8077 | 3.7171 | 3.6299 | 3.5460 | 3.4651 | 3,3872 | 3.3121 | 3.2397 | 3.1699 | 3.1024 | 3.0373 | 2.9745 | 2.9137 | 2.8550 | 2.7982 | 2.5887 | 2.4043 | 2.3616 | 2.1662

1

)

.3 2.8410 | 2.8839 | 2.8286 | 27751 | 2.7232 | 26730 | 2.6243 | 25771 | 2.5313 | 2.4869 | 24437 | 2.4018 | 2.3612 | 2.3216 | 2.2832 | 2,2459 | 2.1065 | 1.9813 | 1.9520 | 1.8161
4
5

4.8534 | 47135 | 4.5797 | 4.4518 | 4.3295 | 4.2124 | 41002 | 3.9927 | 3.8897 | 3.7908 | 3.6959 | 3.6048 | 3.5172 | 3.4331 | 3.3522 | 3.2743 | 29906 | 2.7454 | 2.6893 | 2.4356

57955 | 5.6014 | 5.4172 | 5.2421 | 50757 | 49173 | 47665 | 4.6229 | 4.4859 | 4.3553 | 4.2305 | 41114 | 3.9975 | 3.8887 | 3.7845 | 3.6847 | 3.3255 | 3.0205 | 2.9514 | 2.6427

67282 | 6.4720 | 6.2303 | 6.0021 | 57864 | 55824 | 53883 | 52084 | 5.0330 | 4.8684 | 4.7122 | 4.5638 | 4.4226 | 4.2883 | 4.1604 | 4.0386 | 3.6046 | 3.2423 | 3.1611 | 2.8021

76647 | 7.3255 | 7.0197 | 6.7327 | 6.463Z | 6.2098 | 5.9713 | 57466 | 55348 | 5.3349 | 5.1461 | 4.9676 | 4.7988 | 4.6389 | 4.4873 | 4.3436 | 3.8372 | 3.4212 | 3.3289 | 2.9247

8.5660 | 8.1622 | 7.7861 | 7.4353 | 7.1078 | 6.8017 | 6.5152 | 6,246 | 5.9952 | 57590 | 55370 | 5.3282 | 5.1317 | 4,9464 | 4.7716 | 4.6065 | 4.0310 | 3.5655 | 3.4631 | 3.0190

94713 | 8.9826 | 85302 | 8.1108 | 7.7217 | 7.3601 | 7.0236 | 6.7101 | 6.4177 | 6.1446 | 5.8892 | 56502 | 54262 | 52161 | 50188 | 4.8332 | 4.1925 | 3.6819 | 3.5705 | 3.0915

10.368 | 9.7868 | 9.2526 | 8.7605 | 8.3064 | 7.8869 | 7.4987 | 7.1390 | 6.8052 | 6.4951 | 6.2065 | 5.9377 | 5.6869 | 5.4527 | 5.2337 | 5.0286 | 4.3271 | 3.7757 | 3.6564 | 3.1473

11.255 | 10.575 | 9.9540 | 9.3851 | 8.8633 | 8.3838 | 7.9427 | 7.5361 | 7.1607 | 6.8137 | 6.4924 | 6.1944 | 59176 | 5.6603 | 54206 | 5.1971 | 4.4392 | 3.8514 | 3.7251 | 3.1 903

42,434 | 11,348 | 10.635 | 9.9856 | 9.3936 | 8.8527 | 8.3577 | 7.3038 | 7.4868 | 7.1034 | 6.7459 | 6.4235 | 6.1218 | 5.8424 | 5.5831 | 53423 | 4.5327 | 3.9124 3.7801 | 3.2233

13.004 | 12106 | 11.296 | 10.563 | 9.8986 | 9.2950 | 8.7455 | 8.2442 | 7.7862 | 7.3667 | 6.9819 | 6.6282 | 6.3025 | 6.0021 | 5.7245 | 54675 | 4.6106 ;| 3.9616 | 3.8241 3.2487

13.865 | 12.849 | 11.938 | 11.118 | 10.380 | 9.7122 | 9.1079 | 8.5595 | 8.0607 | 7.6061 | 7.1909 | 6.8109 | 6.4624 | 6.1422 | 5.8474 | 5.5755 | 4.6755 | 4.0013 | 3.8593 3.2682

18 14.718 | 13.578 | 12.561 11.652 | 10.838 | 10.106 | 9.4466 | 8.8514 | 8.3126 | 7.8237 | 7.3792 | 6.9740 | 6.6039 | 6.2651 | 5.9542 | 5.6685 | 4.7296 | 4.0333 ; 3.8874 3.2832

<4777 15.862 | 14.292 | 13.166 | 12.166 | 11.274 | 10.477 | 9.7632 | 9.1216 | 8.5436 | 8.0216 | 7.5488 | 7.1196 | 6.7291 | 6.3729 | 6.0472 57487 | 47746 | 4.05%1 | 3.9099 | 3.2948

i8. .| 16.388 | 14.992 | 13.754 | 12.6569 | 11.690 | 10.828 | 10.059 | 9.3719 | 8.7556 1 B.2014 | 7.7016 | 7.2497 | 6.8399 | 6.4674 | 6.1280 | 5.8178 | 4.8122 | 4.0799 ; 3.9279 3.3037

19 : 17.226 | 15678 | 14324 | 13.134 | 12.085 | 11.158 | 10.336 | 9.6036 | 8.9501 | 8.3649 | 7.8393 | 7.3658 | 6.9380 | 6.5504 | 6.1982 | 58775 | 4.8435 | 4.0967 3.9424 | 3.3105

20" | 18.046 | 16.351 | 14.877 | 13.590 | 12.462 | 11.470 | 10.594 | 9.8181 | 9.1285 | 8.5136 | 7.9633 | 7.4694 | 7.0248 | 6.6231 | 6.2593 | 5.9288 48696 | 4.1103 | 3.9539 | 3.3158

24701 18857 | 17.011 | 15.415 | 14.029 | 12.821 | 11.764 | 10.836 | 10.017 | 9.2922 | 8.6487 | 8.0751 | 7.5620 | 7.1016 | 6.6870 ; 6.3125 59731 | 4.8913 | 4.1212 | 3.9631 | 3.3198

22 | 19.660 | 17.658 | 15.937 | 14.451 | 131623 | 12.042 | 11.061 | 10.201 | 9.4424 | 8.7715 | 8.1767 | 7.6446 | 7.1695 | 6.7429 | 6.3587 | 6.0113 | 4.9094 | 4.1300 | 3.9705 3.3230

23 20.456 | 18.292 | 16.444 | 14,857 | 13.489 | 12.303 | 11.272 | 10371 | ‘9.5802 | -8.8832 | 8.2664 | 7.7184 | 7.2297 | 6.7921 | 6.3988 | 6.0442 | 4.9245 | 4.1371 | 3.9764 3.3254

24 | 21243 | 18.914 | 16.936 | 15.247 | 13.799 | 12550 | 1i.469 | 10.529 ‘| 9.7066 | '8.9847 | '8.3481 | 7.7843 | 7.2829 | 6.8351 | 6.4338 | 6.0726 | 4.9371 | 4.1428 | 3.9811 3.3272

25 | 22.023 | 19523 | 17.413 | 15.622 | 14.094 | 12783 | 11.654 | 10,675 | 9.8226 | 90770 | 8.4217 7.8431 | 7.3300 | 6.8729 | 6.4641 | 6.0971 | 4.9476 | 41474 | 3.9849 | 3.3286

30 25.808 | 22.396 | 19.600 | 17.292 | 15.372 | 13.765 | 12.408 | 11.258 | 10.274 | 9.4269 | 8.6938 | 8.0652 | 7.4957 | 7.0027 | 6.5660 | 6.1772 | 4.9789 | 4.1601 | 3.9950 3.3321

35 20.409 | 24.998 | 21.487 | 18.665 | 16.374 | 14.498 | 12.948 | 11.655 | 10.567 | 9.6442 | 8.8552 | B.1755 | 7.5856 | 7.0700 | 6.6166 | 6.2153 | 4.9915 | 4.1644 3.9984 | 3.3330

36 30108 | 25.489 | 21.832 | 18.908 | 16.547 | 14.621 | 13.035 | 11.717 | 10.612 | '9.6765 | 8.8786 | 8.1924 | 7.5979 | 7.0790 | 6.6231 | 6.2201 | 4.9929 | 4.1649 | 3.9987 3.3331

40 32.835 [.27.355 | 23.115 | 15.793 | 17.159 | 15.046 | 13.332 | 11.925 | 10.757 97791 | 8.9511 | 8.2438 | 7.6344 | 7.1050 | 6.6418 | 6.2335 | 4.9966 | 4.1659 | 3.9995 | 3.3332

50 39.196 | 31.424 | 25730 | 21.482 | 18.256 | 15.762 | 13.801 | 12.233 | 10.962 | 9.9148 | 9.0417 | 8.3045 | 7.6752 | 7.1327 | 6.6605 | 6.2463 | 4.9995 | 4.1666 | 3.9999 3.3333
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Table A4 Present Value Interest Factors for a One-Dollar Annuity Discounted at k Percent for n Periods: PVIFA =[1-1/(1 + EJ 1k

19, 2% 3% &% -l 5% | 8% . 1V ogn | oew 1 10% 1 o11% 12% | 13% 14% | 15% | 16% 20% 24% 25% 30%

0.9901 | 09804 | 0.9709 | 0.9615 | 0.9524 | 00424 | 0.9346 | 0.9259 | 0.9174 | 0.9091 | 0.9009 | 0.8929 | 0.8850 | 0.8772 | 0.8696 | 0.8621 | 0.8333 | 0.8065 | 0.8000 | 0.7692

1.9704 | 1.9416 | 1.9135 | 1.8861 | 1.8594 | 1.8334 | 1.8080 | 1.7833 | 1.7591 | 1.7355 | 1.7125 1.6901 | 1.6681 | 1.6467 | 1.6267 | 1.6052 | 1.5278 | 1.4568 | 1.4400 | 1.3609

2.9410 | 2.8839 | 2.8286 | 2.7751 | 2.7232 | 2.6730 | 2.6243 | 2.5771 | 2.5313 | 2.4869 | 2.4437 | 2.4018 | 2.3612 23216 | 22832 | 2.2459 | 21065 | 1.9813 | 1.9520 | 1.8161

3.9020 | 3.8077 | 3.7171 | 3.6299 | 3.5460 | 3.4651 | 3.3872 | 3.3121 | 3.2397 | 3.1699 | 3.1024 | 3.0373 | 2.9745 | 2.9137 | 2.8550 | 2.7982 | 2.5887 | 2.4043 | 2.3616 | 2.1662

4.8534 | 4.7135 | 4.5797 | 4.4518 | 4.3295 | 4.2124 | 4.1002 | 3.9927 | 3.8897 | 3.7908 | 3.6959 | 3.6048 | 3.5172 | 3.4331 | 3.3522 | 3.2743 | 2.9906 | 2.7454 | 2.6893 | 2.4356

57955 | 5.6014 | 54172 | 52421 | 5.0757 | 4.9173 | 47665 | 4.6229 | 4.4859 | 4.3553 | 4.2305 | 4.1114 | 3.9975 | 3.8887 | 3.7845 | 3.6847 | 3.3255 | 3.0205 | 2.9514 | 2.6427

67282 | 6.4720 | 6.2303 | 6.0021 | 57864 | 5.5824 | 53883 | 52064 | 5.0330 | 4.8684 | 4.7122 | 4.5638 | 4.4226 | 4.2883 | 4.1604 | 4.0386 | 3.6046 | 3.2423 | 3.1611 | 2.8021

76517 | 7.3256 | 7.0197 | 67327 | 6.4632 | 6.2098 | 5.9713 | 57466 | 55348 | 5.3349 | 51461 | 4.9676 | 4.7988 | 4.6389 | 4.4873 | 4.3436 | 3.8372 | 3.4212 | 3.3289 | 2.9247

8.5660 | 8.1622 | 7.7861 | 7.4353 | 7.1078 | 6.8017 | 6.5152 | 6.2469 | 59952 | 57590 | 5.5370 | 5.3282 | 5.1317 | 4.9464 | 4.7716 | 4.6065 | 4.0310 | 3.5656 | 3.4631 | 3.0190

9.4713 | 89826 | 85302 | 8.1108 | 7.7217 | 7.3601 | 7.0236 | 6.7101 | 6.4177 | 6.1446 | 58892 | 5.6502 | 5.4262 | 52161 | 50188 | 4.8332 | 4.1925 | 3.6819 | 3.5705 | 3.0915

o A1 10.368 | 9.7868 | 9.2526 | 8.7605 | 8.3064 | 7.8869 | 7.4987 | 7.1390 | 6.8052 | 6.4951 | 6.2065 | 5.9377 | 5.6869 | 5.4527 | 6.2337 | 5.0286 | 4.3271 | 3.7767 | 3.6664 | 3.1 473

12 | 11.265 | 10.575 | 9.9540 | 9.3851 | 8.8633 | 8.3838 | 7.9427 | 7.5361 | 7.1607 | 6.8137 | 6.4924 | 6.1944 | 5.9176 | 5.6603 | 5.4206 | 5.1971 | 4.4392 3.8514 | 3.7251 | 3.1903

13... 4 12436 | 11.348 | 10.635 | 9.9856 | 9.3936 | 8.8527 | 8.3577 | 7.9038 | 7.4869 | 7.1034 | 6.7498 | 6.4235 | 6.1218 | 5.8424 | 5.5831 | 53423 4.5327 | 3.9124 | 3.7801 | 3.2233

14 | 13.004 | 12106 | 11.296 | 10.563 | 9.8986 | 9.2950 | 8.7455 | 8.2442 | 7.7862 | 7.3667 | 6.9819 | 6.6282 | 6.3025 | 6.0021 | 57245 | 54675 | 4.6106 | 3.9616 | 3.8241 3.2487

15| 13,865 | 12,849 | 11.938 | 11.118 | 10.380 | 9.7122 | 9.1079 | 8.5595 | 8.0607 | 7.6061 | 7.1909 | 6.8108 | 6.4624 | 6.1422 5.8474 | 5.5755 | 4.6755 | 4.0013 | 3.8593 | 3.2682

16 - | 14718 | 13.578 | 12.561 11.652 | 10.838 | 10.106 | 9.4466 | 8.8514 | 8.3126 | 7.8237 | 7.3792 | 6.9740 | 6.6039 | 6.2651 | 59542 | 5.6685 | 4.7296 | 4.0333 | 3.8874 3.2832

#47 | 15.562 | 14.292 | 13.166 | 12.166 | 11.274 | 10477 | 9.7632 | 9.1216 | 8.5436 | 8.0216 | 7.5488 | 7.1196 6.7291 | 6.3729 | 6.0472 | 5.7487 | 4.7746 | 4.0591 | 3.9099 | 3.2948

i8. | 16.398 | 14.992 | 13,754 | 12.658 | 11.690 | 10.828 | 10.059 | 93719 | 87556 | 8.2014 | 7.7016 | 7.2497 | 6.8399 | 6.4674 | 6.1280 | 58178 | 4.8122 4,0799 | 3.9278 | 3.3037

19 + | 17.226 | 15678 | 14.324 | 13.134 | 12,085 | 11.158 | 10.336 | 9.6036 | 8.9501 | 8.3649 | 7.8393 | 7.3658 6.9380 | 6.5504 | 6.1982 | 5.8775 | 4.8435 | 4.0967 | 3.9424 | 3.3105

20 | 18.046 | 16.351 | 14.877 | 13.590 | 12.462 | 11.470 | 10.594 | 9.8181 | 9.1285 | 8.5136 | 7.9633 | 7.4694 | 7.0248 | 6.6231 6.2593 | 5.9288 | 4.8696 | 4.1103 | 3.9539 | 3.3158

54 ] 18.857 | 17.011 | 15.415 | 14.029 | 12.821 | 11.764 | 10.836 | 10.017 | 9.2922 | 8.6487 | 8.0751 | 7.5620 | 7.1016 | 6.6870 | 6.3125 | 59731 | 4.8913 | 4.1212 | 3.9631 | 3.3198

22 19.660 | 17.658 | 15937 | 14.451 | 13163 | 12.042 | 11.061 | 10.201 | 9.4424 | 87715 | 81757 | 7.6446 | 7.1695 | 6.7429 | 6.3587 | 6.0113 | 4.9094 4.1300 | 3.9705 | 3.3230

23 | 20456 | 18.292 | 16.444 | 14.857 | 13.489 | 12303 | 11.272 | 10.371 | 9.5802 | 8.8832 | 8.2664 | 7.7184 | 7.2297 | 6.7921 | 63988 | 6.0442 | 4.9245 41371 | 3.9764 | 3.3254

24 | 21.243 | 18914 | 16.936 | 15247 | 13.799 | 12.550 | 1i.469 | 10.529 | 9.7066 | 8.9847 | 8.3481 | 7.7843 | 7.2829 | 6.83561 | 6.4338 | 6.0726 | 4.9371 4.1428 | 3.9811 | 3.3272

25 | 22023 | 19.523 | 17.413 | 15.622 | 14.094 | 12783 | 11.654 | 10.675 | 9.8226 | 9.0770 | 84217 7.8431 | 7.3300 | 6.8729 | 6.4641 6.0971 | 4.9476 | 4.1474 | 3.9849 | 3.3286

30 | 25.808 | 22.396 | 19.600 | 17.292 | 15.372 | 13.765 | 12.409 | 11.258 | 10.274 | 9.4269 | 8.6938 | 8.0552 | 7.4957 | 7.0027 | 6.5660 6.1772 | 4.9789 | 4.1601 | 3.9950 | 3.3321

35 29.409 | 24.999 | 21.487 | 18.665 | 16.374 | 14.498 | 12.948 | 11.655 | 10.567 | 9.6442 | 8.8552 | B.1755 | 7.5856 | 7.0700 | 6.6166 | 6.2153 | 4.9915 | 4.1644 3.9984 | 3.3330

36 30.108 | 25.489 | 21.832 | 18.908 | 16.547 | 14.621 | 13.035 | 11.717 | 10.612 | 9.6765.| 8.8786 | 8.1924 | 7.5979 | 7.0790 | 6.6231 6.2201 | 4.9929 | 41649 | 3.9987 | 3.3331

40 32.835 | 27.355 | 23.145 | 16.793 | 17.455 | 15.046 | 13.332 | 11,925 | 10.757 | 9.7791 | 8.9511 | 8.2438 | 7.6344 | 7.1050 | 6.6418 | 6.2335 49966 | 4.1659 | 3.9995 | 3.3332
50 39.196 | 31.424 | 25.730 | 21.482 | 18.256 | 15.762 | 13.801 | 12.233 | 10.962 | 9.9148 | 9.0417 | 8.3045 | 7.6752 | 7.1327 | 6.6605 | 6.2463 | 4.9995 4.1666 | 3.9999 | 3.3333
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