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QUESTION ONE
a. Distinguish between Absolute Models and Relative Models. Give examples. 












(7mks)
b. The dividend per share of Mambo Limited as at 31 December 2013 was Sh.2.50. The company’s financial analyst has predicted that dividends would grow at 20% for five years after which growth would fall to a constant rate of 7%. The analyst has also projected a required rate of return of 10% for the equity market. Mambo’s shares have a similar risk to the typical equity market. Determine the value of shares of Mambo Ltd as at 31 December 2013. 











(8mks)
c. The following data relate to call option on option X 
Months to expiration



3




Risk free rate




10%



Standard deviation of stock returns

40%


Exercise price




shs 525



Stock price





shs 500

Using the Black-Scholes option valuation model, calculate the price of call option X. 








           (10mks)
Hint: 
VC = S* N (d1) – Xe (-rfT)* N (d2)

d1
= ln(S/X) +( rf + 0.5σ2)T

σ√T


d2   = d1 - σ√T

QUESTION TWO
The CEO of Twiggs Investment company has approached you with this information relating to different types of markets. 

	
	Market 1
	
	Market 2
	
	Market 3
	

	
	Profit (shs)
	probability
	Profit (shs)
	probability
	Profit (shs)
	Probability 

	Fair
	1000
	0.4
	5000
	0.2
	16000
	0.5

	Normal 
	1800
	0.5
	8000
	0.6
	20000
	0.3

	Excellent 
	2500
	0.1
	12000
	0.2
	25000
	0.2


He requests for your professional advice in how he should be able to rank these markets and make an investment decision. Assist him make this decision on how to rank the markets based on their coefficient of variations. 

           (15mks)
QUESTION THREE
“There are many strategies for investing in bonds that investors can employ. Each strategy has its place and when implemented correctly in appropriate economic circumstances, the investors would minimize their risks and maximize their returns on investment in the bond market”. Discuss 

           (15mks)
QUESTION FOUR
a. Globalisation has led to international trade and financial activities resulting into rising levels of all types of risks for market participants such as interest rate risk, foreign exchange risk among others. Managing all these risks is essential and significant so as to be successful in financial and trading activities. Discuss three types of financial derivatives that have emerged in the financial markets to handle and manage such risks. 


(9mks)
b. State and explain any three advantages of managed funds to an investor. 












(6mks)
QUESTION FIVE
a. Explain the concept of technical analysis as used in securities analysis and discuss two assumptions of the technical analysis 



(5mks)
b. You are given a bond with the following features:

Face value = $1,000

Coupon rate = 10%

Market value = $1,500

Maturity period = 11 years

You are required to determine the following;

i. Nominal Yield 







(3mks)
ii. Current Yield 







(3mks)
iii. Yield to Maturity 






(4mks)
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