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DEPARTMENT OF ACCOUNTING 
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COURSE TITLE FINANCIAL INSTITUTIONS AND MARKETS 

COURSE CODE ACF 313/IDE AC 310/AC 310 

DEGREE/DIPLOMA DEGREE 

TIME ALLOWED THREE (3) HOURS 

INSTRUCTIONS 1. TOTAL NUMBER OF QUESTIONS ON 

THE PAPER: FOUR (4) 

2. 	 ATTEMPT All FOUR (4) QUESTIONS 

3. 	 THE MARKS AWARDED FOR A QUESTION ARE INDICATED 

AT THE END OF EACH QUESTION 

4. 	 WHERE APPLICABLE, ALL WORKINGS ARE TO BE SHOWN 

S. 	 CALCULATIONS ARE TO BE MADE TO TWO DECIMAL 

PLACES OF ACCURACY, UNLESS OTHERWISE INSTRUCTED. 

SPECIAL REQUIREMENTS PV TABLES 

NOTE 	 YOU ARE REMINDED THAT IN ASSESSING YOUR WORK, 

ACCOUNT WILL BE TAKEN OF THE ACCURACY OF 

LANGUAGE, THE GENERAL QUALITY OF EPRESSION, 

TOGETHER WITH THE LAYOUT AND PRESENTATION OF 

YOUR FINAL ANSWER. 

THIS QUESITON PAPER SHOULD NOT BE OPENED UNTIL PERMISSION HAS BEEN GRANTED BY 

THE INVIGILATOR. 
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QUESTION 1 

a) 	 Lizzy LTD is issuing a bond ""'lth a maturity of 12 after which E15 000 
,vill be paid to the bondholder. The rate is 7.25%. The 
bondholder receives a coupon of El 050 every What is the bond selling 
for at present? 

(3 MARKS) 

b) 	 Gary has decided to invest in a bond that will repay E 1 000 after seven 
years. The bond makes semi-annual payments and the market interest rate is 
8%. What percentage will Gary every six months? 

(3 MARKS) 

c) 	 You want to own an asset 'V\rith a return of 10%. Currently, the inflation 
rate is 3.6%. What nominal rate would you have to earn? 

(3 MARKS) 

d) 	 Bond A is a 5% coupon bond; Bond B is an 8% coupon bond. The market 
interest rate is 9% both bonds have a maturity of 12 years. If the interest 
rate drops by 3%, what will be the price change of both bonds? 

(3 MARKS) 

e) 	 Frog (PTY) Ltd issued a bond five years ago at a nominal value of EI0 000. 
a yearly interest payment of El,500. The market rate 

five ago was 15.5%. The market interest rate has now by 2%. 
The bond matures in 15 years' time. 

i) What is the maturity of the bond? (3 MARKS) 
ii) Indicate the YTM (3 MARKS) 
iii) Indicate the coupon rate. (3 MARKS) 
iv) What is the current value of the bond? (4 MARKS) 

TOTAL (25 MARKS) 
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QUESTION 2 

a) 	 Nqobile Ltd arranges on 1st January with a supplier for the delivery of a 
consignment of goods costing US $ 192 000. Nqobile Ltd will have to pay for 
the goods in six months' time, on 1st JUly. The company therefore arranges a 
forward exchange contract for its bank to sell it US $ 192000 six months 
hence. In the event the size of the consignment is reduced and on 1st July 
Nqobile Ltd only needs US $ 100 000 to pay its supplier. The bank \Nill 
therefore arrange to close out the forward exchange contract for the amount 
which Nqobile Ltd does not need. 

Exchange rates between the US Dollar and Sterling are as follows:­

1 January 
Sport $1.5145 ­ 1.5155 
6 months forward 0.95 ­ 0.85CPM 

1 July 
Sport $1.5100 - l.5110 

REQUIRED 

To compute the cost to Nqobile Ltd of the whole transaction, ignoring 
commission. 

(10 	MARKS) 

b) 	 Foreing exchange exposures occur in three forms. Discuss these, giving 
examples in each case. 

(15 	MARKS) 

TOTAL (25 MARKS) 

3 
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QUESTION 3 

a) Write explanatory notes on the following :­

i. S & P 500 stock market index 
11. Nasdaq industrial index 
111. JSE FTSE all share index 
lV. Dow Jones industrial average index 

(12 MARKS) 

b) 	 The Kamqhoza Company is a start-up company. No dividend will be paid to 
ordinary shareholders over the next five years as profits need to be retained to 
finance the company's expansion. The company will then in year 6 begin to pay 
a dividend of E6 per share. Analysts expect that the company's dividends will 
increase by 5% per year thereafter. If the required return on this share is 23%, 
calculate the intrinsic value of the share. 

(4 MARKS) 

c) 	 .JBAY Surfing company has just paid an ordinary dividend of E7.20 per share. 
The dividends are expected to grow at a constant rate of 6% per year 
indefinitely. If investors require a 12% return, what is the intrinsic price of the 
share? What will the price be three years and in 15 years. 

(9 MARKS) 

TOTAL (25 MARKS) 

4 
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QUESTION 4 


Describe the principles of a futures contract, giving examples. 

(25 MARKS) 

5 




TABLE A~4 Present Value ~~~~ity Factors (at R Percent Per Period) tor S t Rec:eil'ed per Period Jor FAc;r of N Periods 

R= 
N ~7% 
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TABLE A·4 Present Value Annuity Factors {at R Percent Per Period) for $1 Received per Period for EAch of N Periods (Continued) 

N 

1.647 1.605 1.457 1.440 1.165 
2.322 2.246 2.174 1.981 1.952 e!.696 1.589 1.493 

4 2.914 2.79B 2.690 2494 2.404 2.362 2.166 1997 1.849 (720 

5 3,433 3.274 l.127 2.991 2.864 2.745 2.689 2.436 2.220 2.035 1.876 1.737 
6 3.889 3.685 3.498 3.326 3.167 3.020 2.951 2.643 2385 2.168' 1.983 1.824 
7 4.288 4.039 3.812 3.605 3.416 3.242 3.161 2.802 2.508 2.263 2.057 I.B83 
8 4.639 4,487 4,344 4.078 3837 3.619 3,421 3.329 2.925 2.598 . 2.331 2.109 1.922 
9 4.946 4.772 4.607 4303 4.031 3.786 3.566 3.463 3.019 2665 2.379: 2144 1.948 

10 5.216 5.019 4833 4.494 4.192 3.923 3.682 3.571 3.092 2.715 2.168 1.965 

II 5453 5.234 5.029 4656 4.327 4.035 3776 3.656 3.147 2.752 2.185 1.977 

12 5.660 5.421 5.197 4.793 4.439 4.127 3.851 3.725 3.190 2.779. 2,456 2.196 1.985 

13 5.842 5.583 5.342 4.910 4.533 4.203 3912 3.7BO . ·3.223 2.799 2.469 2.204 1.990 

14 6.002 5724 5.468 5.008 4.611 4.265 3.962 3.824 3.249 2.814 2.478 2210 1.993 

15 6.142 5.847 5.575 5.092 4675 4.315 4.001 3.859 3.268 2.B25 2484 2.214 1.995 

16 6.265 5.954 5.668 5.162 4.730 4.357 4.033 3.887 3.283 2.834 2489 .2.216 1.997 

17 6.373 6.047 5.749 5.222 4.775 4391 4.059 3.910 3.295 2,840 2492 2218 1.998 

18 6467 6.128 5818 . 5.273 4.812 '4.419 4.080 3.928 3304 2844 2494 2.219 L999 

19 6550 6.198 5.877 5316 4.843 4.442 4.097 3.942 3.311 2.848 2.496 '.2.220 1.999 

20 6.623 6.259 5.929 5353 4.870 4.460 4.110 3.954 3316 2.850 2.49i 2.221 1.999 

21 6.687 6312 5.973 5.384 4.891 4,476 4.121 2963 3320 2.852 2,498 2.221 2.000 

22 6.743 6359 6011 5.410 4.909 4.488 4.130 3.970 3.323 2.B53 2,498 2.222 2.000 

23 6.792 6.399 6.044 5,432 4.925 4,499 4.137 3.976 3.325 2.854 2,499 2.222 2.000 
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25 6.B73 6.464 6.097 5.467 4.948 4514 4.147 3.985 3329 2856 2499 2.222 2.000 

30 7.003 6.566 6.177 5.517 4.979 4.534 4.160 3.995 3.332 2.857 2.500 , 2.222 2.000 

35 7.070 6.617 6215 5.539 4.992 4.541 4.164 3998 3.333 2.857 2500 2.222 2000 

40 
45 

7.105 
7.123 

6.642 
6.654 
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6242 

5.548 
5.552 

4.997 
4.999 

4544 
4545 

4.166 
4.166 

3.999 
4.000 

3.333 
JJ33 

2.857 
2857 

2.500 
2.500 

2.222 
2222 

2000 
2.000 

50 7.133 6.661 6.246 4.167 4.000 3.333 2.857 2.500 2.222 2.000 



TABLE .'1.·2 Pre5ent Volu, Fa<!",,, lot R Percent) far $1 Received at tFoe End afN Periad, 

N 13% 
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Ii ,896 $04 .722 .650 585 527 .475 .429 JSB 350 317 ,287 .261 
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TABLE A.2 Present Volue Factors ,al R PeruntJ fDr $1 Received a! tFoe End Df N Periods (Continued) 

R= 

14~ 15% 16% 20% 22~ 25~ 30% 35% 4Q% 45% 50% 
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.070 
,061 

053 
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.354 
.305 
263 
:227 
,195 
168 

,145 
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001 

.833 
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.159 
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,025 
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,002 
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,223 
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.001 
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00) 

.001 

}14 
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.260 

,186 
,133 

'.095 
.068 
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.025 
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.009 
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,002 
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.001 
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.328 
.226 
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,074 
.05) 

..035 
024 

.0.1 7 
,012 

.008 
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,003 
.002 
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,001 
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,667 
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.296 

.198 
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.088 
059 
,039 
.026 
.017 
.012 
008 
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.003 
.002 
,002 

.001 
,001 

45 003 .002 .001 001 

50 ,001 .001 ,001 
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