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INSTRUCTION TO CANDIDATES
Answer question one and any other three questions

QUESTION ONE

a) Briefly describe the components of the investment process 
(10marks)
b) Explain why international diversification may reduce portfolio risk. Specifically why would expect low correlation for the rates of returns for domestic and foreign securities




(10 Marks)
c) Explain how call and put option can represent a leverage way of inventory in the stock market. 



(10 Marks)








QUESTION TWO

a) Comment on the fund diversification strategy and its effectiveness in reducing the portfolio system risk.




 (10 Marks)










b) Describe three valuation methodologies for equities and the advantages and disadvantages of each.





(10 Marks).











QUESTION THREE

a)The shares of omega company currently stands at shs. 120 each. Thelatest dividends totaled to shs. 2.50 per share for the full year. The company is expected to grow at the rate of 10%p.a in in the foreseeable future. Determine whether an investor having cost of capital ( RRR)of 12% p.a should buy the share.








(20 Marks)
QUESTION FOUR 

a) Describe capital market theory and explain its assumptions.
(10 marks)
b) Discuss the possible strategies of portfolio management     (10 Marks)
QUESTION FIVE

a) With the help of a well drawn diagram distinguish between systematic and unsystematic risks.





( 10 marks)
b) Explain any five different types of risk apart from the ones in (a) above.









( 10 marks)
