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THE OPEN UNIVERSITY OF SRI LANKA

BACHELOR OF MANAGEMENT STUDIES DEGREE PROGRAMME
FINAL EXAMINATION - 2015

LEVEL - 04

MCU 2208 - MONEY AND CAPITAL MARKETS

TIME DURATION- THREE (03) HOURS

DATE: 06™ APRIL 2015 TIME: 09.30 A.M. — 12.30 P.M.

Instructions: Answer any five (05) questions.
All questions carry equal marks.
Use of Non-Programmable Calculators is allowed.

1. a) What is a financial system? Who are the key players in a financial system?
(8 Marks)
b) Explain deferent types of sources which are available for Government and
Corporate Sector to obtain long-term and short-term funds. (6 Marks)
c) With a suitable example explain the Time- Price priority. (6 Marks)
2. a) Imagine you have two securities named ‘A’ and ‘B’. “Security A” has

required rate of return of 14% and will produce a cash flow of Rs. 560/= at the
end of the each year indefinitely. “Security B> has required rate of return of
10% and will produce a beginning of the year cash flow of Rs. 800/= in the
first year, Rs. 1000/= in the second year, and Rs. 2500/= in its third and final

year.
i.  Calculate the today’s value of above two securities. (8 Marks)
ii. ~ Which security should you buy? Explain. (4 Marks)
b) All Treasury bonds are risk free investments. Do you agree? Explain
(8 Marks)
3. a) Differentiate Direct Financing and Indirect Financing and explain why is’it
important to have each method. (12 Marks)
b) Suppose a firm is expected to increase dividends by 20% in the year one and

by 15% in the next two years. After that dividends will increase at a rate of 5%
per year indefinitely. If the last dividend was Rs. 2.00 and the required rate of

return is 12% what is the price of the stock today? (8 Marks)
4. a) Explain three types of Risk Attitudes with suitable exaniples. (6 Marks)
b) Find the current market price of a bond that matures in 5 years and has a face
value of Rs. 1500. Assume the annual required rate of return is 10%.
(6 Marks)



c) The present price of a 12% Treasury bond is 1260/=. Treasury bond will
mature in 6 years and the face value is Rs.1000/=.

i.  Calculate the Current yield - (4 Marks)
ii.  Calculate the YTM (4 Marks)
. a) Consider a four-year coupon bond with a 10% annual coupon payment and the

face value of Rs. 1000/=.
i.  If the market interest rate is 8%, what would be the value of the bond?
ii.  If the market interest rate is 10%, what would be the value of the bond?
iii.  If the market interest rate is 12%, what would be the value of the bond?
(2 Marks Each- 2 x3 = 6)

iv.  Based on the calculation of above i, ii and iii explain the relationship
between bond price and interest rate.(Use necessary illustration)

(7 Marks)

b) Explain how the interest rate of a county is determined by the loanable fund
approach. With necessary illustrations. (7 Marks)
. a) Explain the main Functions of Finance Companies. (8 Marks)

b) Suppose you are thinking of purchasing stocks of ABC Oil Company and you
expect it to pay Rs. 2.00 dividend in the year one and Rs. 2.50 in the year two.
In addition to the dividends at the end of years 1 and 2, you expect to receive a
dividend of Rs. 3.25 at the end of year 3 and a stock price of Rs. 16.00. If you
require a return of 14% on investments of this risk, what is the maximum price
that you would be willing to pay for above stock?

(6 Marks)
c) ‘Higher the Interest Rate Risk lower the Reinvestment Risk’ Do you agree?
Explain. (6 Marks)
Write short notes;
a) Spot and Forward Exchange Rate
b) Arbitrageurs
c) Speculative Motive
d) Portfolio Theory (5 Marks Each- 5 x4 = 20)

-All Rights Reserved-
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