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SECTION A (THIS SECTION IS COMPALSORY)
QUESTION ONE
a) Define a financial system and name two of its main components.                        

(02 marks)
b) Mention two roles of financial institutions in Uganda’s economic development. 

(02 marks)
c) State two participants in Uganda’s financial system.



       

(02 marks)
d) Differentiate between the primary and secondary markets.                                  

(02 marks)
e) Mention two instruments traded in the capital markets.                                       

(02 marks)
f) What is meant by the term “market liquidity”?                                                     

(02 marks)
g) State two reasons why financial regulation is important.                                       

(02 marks)
h) Mention two financial regulators in Uganda and their roles.                                 

(02 marks)
i) State two effects of poor financial regulation.                                                       

(02 marks)
j) Define a Treasury Bill.                                                                                           

(02 marks)
k) A company wants to raise UGX 500 million for 6 months using a commercial paper discounted at 10% p.a.     Calculate the net proceeds the company will receive.                                        
(02 marks)
l) State two key difference between Treasury Bills and Certificates of Deposit.      

(02 mark)
m) Mention two users of the money market in Uganda.                                             

(02 marks)
n) What is the difference between common stock and preferred stock?                     

(02 marks)
o) List two advantages of investing in the stock market.                                            

(02 marks)
p) Give two reasons why a company might list on the Uganda Securities Exchange. 

(02 marks)
q) Define a bond and state any one type of bond.                                                        

(02 marks)
r) How does a coupon rate, benefit bondholders?                                                        

(02 marks)
s) State two major risks faced by financial institutions.                                              

(02 marks)
t) Mention two roles of non-bank financial institutions in financial intermediation. 

(02 marks)
SECTION B (CHOOSE ONLY THREE NUMBERS FROM THIS SECTION)

QUESTION TWO

a) Mary has saved UGX 1,000,000 and wants to invest it for a short period. She approaches a microfinance institution that connects her to borrowers in need of short-term funds.
Required:
Identify the component of the financial system involved and explain how the system facilitates economic activity in this case. 








(05 Marks)
b) Over the last decade, Uganda has seen the introduction of online trading platforms and mobile banking. These developments have increased participation in financial markets.
Required: Describe how financial market development improves economic growth and financial inclusion in Uganda. 









(05 Marks)
c) The Government of Uganda issues a 2-year Treasury bond with a face value of UGX 1,000,000 at a coupon rate of 12%, paid annually.
Calculate:
i. The total interest earned over the life of the bond. 




(04 marks)
ii. The total cash inflows to the investor at maturity. 


  

(02 marks)
iii. If the bond is sold after 1 year at UGX 1,030,000, what is the capital gain or loss? 




  







(04 marks)
QUESTION THREE

a) Kampala Traders Ltd. needs funds to pay suppliers in 30 days but lacks sufficient cash. The finance manager suggests issuing a short-term instrument to raise money quickly. In view of this, identify Five money market instruments the company could use and explain how they would help meet the firm's short-term needs. 



  





(10 Marks)
b) Joseph wants to build a house but does not have enough money. He approaches a commercial bank for a loan. Meanwhile, several savers have deposited their money in the same bank. From this; explain any Five roles of the bank as a financial intermediary in this borrowing and lending relationship.(10 marks) 









QUESTION FOUR
a) The directors of VINOD Limited want to modernize its plants and machinery by making a public issue of shares. They wish to approach stock exchange, while the finance manager prefers to approach a consultant for the new public issue of shares. In view of this, advise:
i) The directors whether to approach stock exchange or a consultant for new public issue of shares and why. 










(03 Marks)
ii) About the different methods which the company may adopt for the new public issue of shares. 












(03 Marks)
b) Explain the any Four (4) money market instruments. 

             


(04 Marks)
c) Describe the trading and settlement procedure of stock exchange. 



(10 Marks)
QUESTION FIVE
a) In a recent seminar on Debt markets one participant made the following remarks “Duration assists investors during the investment decision making process by expressing the relation between interest rate and price variables of the bond”. As an expert in financial markets; Explain to your colleagues without a business background what the participant meant by the word Duration as used in financial markets.











(06 Marks) 
b) In addition, you have been provided with the following information relating to Abacus Ltd. The company has a bond with the face value of 100, paying a semi-annual coupon of 7% p.a compounded annually, issued on 1 Jan 19 and with a tenure of 5 years and trading at par, i.e., the price is 100 and yield is 7%.
Required;

Compute the duration under the following categories;

i) Macaulay Duration 
                                                    



(06 Marks)
ii) Modified Duration                                                                



(04 Marks)
iii) Effective duration                                                                  



(04 Marks)
QUESTION SIX
Distinguish between the following:

a) Primary market and Secondary market.







(04 Marks)
b) Bond market and Mortgage market.







(04 Marks)
c) Stock market and Futures market.







(04 Marks)
d) Option market and IR swap market.







(04 Marks)
e) FOREX Market and Commodity market.






(04 Marks)
QUESTION SEVEN

a) Explain how technology has transformed the management and operations of financial institutions in Uganda. Use examples from both banks and non-bank institutions. 



(10 marks)
b) i) Differentiate between bank and non-bank financial institutions.               


(04 marks)
ii) Discuss the roles of SACCOs in financial intermediation in Uganda.     


(06 marks)
***END***
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