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CIFA PARTISECTION2 - = : §

FINANCIAL INSTITUTIONS AND MARKETS

WEDNESDAY: 25 November 2020. e L & - Time 'Allowed: 3 ho’ﬁrs.

Answer any FIVE questions. ALL questions carry equal marks. Show ALL your workings.

QUESTION ONE :
(a) Distinguish between the following financial markets terms:
@ “Automated tradi'ng/Sys‘t'em” and “central depository system”. = : e marks)
(i1) “Sell-side analyst” and “buy-side analyst”. o (4 marks)
(iii) “Hedger” and “speculator”. : (4 marks)
(b) Financial assets have various characteristics that influence investors to invest in them.
Examine four characteristics that could influence an investor’s choice of financial asset to investin. (8 marks)
(Total: 20 marks)
QUESTION TWO ;
(a) Explain two challenges that could be faced by financial analysts when constructing fixed income indices. (4 marks)
(b) Analyse six benefits of mobile banking to consumers. (6 marks)
© Evaluate four methods that might be used by investors to invest in foreign stocks. : 2 (8 marks)
(d) Kwetu Ltd.’s share is priced at Sh.40 and pays an annual dividend of Sh.1 per share. An investor purchases the share
on margin paying Sh.20 per share and borrowing the remainder from the brokerage firm at 10% annual interest. After
one year, the share is sold at a price of Sh.60 per share. : ' ‘
Required: :
Calculate the return on the company’s share. (2 marks)
; (Total: 20 marks)
QUESTION THREE /
(a) QS Ltd. has decided to undertake an initial public offer (IPO). QS Ltd. has appointed Tama Ltd. as its lead underwriter.
Required: : b 5 ez . 5
(1) Analyse three roles of Tama Ltd. in the initial public offer (IPO) of QS Ltd. (6 marks)
(i1) Describe six benefits that might accrue to QS Ltd. from raising funds through'the IPO. ' - ~* (6 marks)
(b} Evaluate four risks that could be associated with trading derivative contracts. - distis ol (8 marks)
(Total: 20 marks)
QUESTION FOUR
(a) In relation to the mortgage market, describe three criteria used to measure a borrower’s creditworthiness. (6 marks)
(b) Outline four benefits that could accrue to an investor from the use of online trading of securities. (4 marks)
(©) Jane Mzalendo opened a margin account at the Hisa Securities Exchange. She deposited Sh.200,000 into the account.

The prevailing margin requirement is 30%. The shares of BMZ Ltd. are trading at Sh.45 per share on the Securities
Exchange. No commission is charged on any transaction.
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Required:
@) The number of BMZ Ltd.’s shares that Jane Mzalendo could purchase using the maximum allowable margin QQ)

] markg

(ii) The profit or loss that Jane might make ifthe share price of BMZ Ltd. rose to Sh.60 per share. (%Q&Iks)

(iii) The profit or loss that Jane might make if the share price of BMZ Ltd. fell to Sh.35 per share. 'b%’ (2 marks)

S

@iv) If the maintenance margin dropped to 20%, determine the price that BMZ Ltd.’s shares shéiild fall to ensure
that Jane receives a margin call. (4 marks)
(Total: 20 marks)

QUESTION FIVE
(a) Explaln three reasons why regulatory agencies are involved in regulation of advertisements on financial products and

services. (6 marks)
(b) Discuss five features of Islamic banking and finance. : (10 marks)
(© A share index is composed of the following shares:

Market price per share (MPS) as at 1 January
Share Number of shares (millions) 2018 2019 2020
Sh. Sh. Sh.

Alpha 300 120 150 120

Beta 1500 40 50 80

Gama 600 80 70 T 0

Required:

The total return on the share index over the two year period using:

@) A value weighted index. s (2 marks)

(i1) A price weighted index. (2 marks)

(Total: 20 marks)

QUESTION SIX
(a) Explain four reasons that could have caused slow development of financial markets in some countries. (4 marks)
(b) Distinguish between the following financial markets terms:
(6) “Bitcoin” ahd “blockchain”. (4 marks)
(ii) “Bank runs” and “bank panics”. (4 marks)
(iii) “Money market securities” and “capital market securities”. (4 marks)
© Examine four reasons that could cause price of a bond quoted in the Securities Exchange to fluctuate. (4 marks)
(Total: 20 marks)
QUESTION SEVEN
(a) Assess two challenges that mlght be faced by the Unclaimed Financial Assets Authority (UFAA) in carrying out their
duties. (4 marks)
(b) Describe five challenges that informal finance groups face. (5 marks)
(¢) , Explain five roles of financial depository institutions in your country. (5 marks) B
d) Discuss three types of anomalies in the financial markets. (6 marks)

(Total: 20 marks)
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CIFA PART I SECTION 2

FINANCIAL INSTITUTIONS AND MARKETS
THURSDAY: 28 November 2019. Time Allowed: 3 hours.
Answer any FIVE questions. ALL questions carry equal marks. Show ALL your workings.
QUESTION ONE

(a) The primary mandate of the Unclaimed Financial Assets Authority (UFAA) is to receive unclaimed financial assets
from the holders of such assets, safeguard and re-unite the assets with their rightful owners.

With reference to the above statement, highlight four examples of unclaimed financial assets. | (4 marks)
(b) Explain the following terms with reference to financial market regulations:

(i) Financial liberalisation. (2 marks)

(ii) Financial stratification. (2 marks)

(iii) Financial rationalisation. (2 marks)
(©) (i) Analyse three fgnctions of a foreign exchange market. ) (6 marks)

(i) List four participants of the foreign exchange market in your country. (4 marks)

(Total: 20 marks)

QUESTION TWO

(a) Analyse four categories of financial markets. (8 marks)

(b) (i) Explain the term “customer based brand equity”. (2 marks)
(i) Outline three key ingredients of customer-based brand equity. (3 marks)

©) The current price per share is Sh.25. An investor has Sh.10,000 to invest. The investor can borrow an additional

Sh.10,000 from the broker and invest $h.20,000 in the stock.

The maintenance margin is 30%.

Required:

Determine the price at which a margin call first occurs. (2 marks)
(d) @) Explain the term “investment company”. (1 mark)

(ii) Describe four functions performed by investment companies on behalf of investors. (4 marks)

(Total: 20 marks)

QUESTION THREE
(@)  Explain four tools that are used to solve the adverse selection problem in the financial markets. (8 marks)

(b)  Describe six constraints that are faced by small and medium-sized enterprises (SMEs) in obtaining finance. (6 marks)

(¢)  Explain three responsibilities of a portfolio manager. (6 marks)
‘ (Total: 20 marks)
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QUESTION FOUR
(a) Differentiate between “hybrid securities” and “derivative securities”.

b Highlight two types of bond market indices.

(4 marks)

(2’ marks)

(©) An analyst has gathered the following data:
As of 1 January 2018 As of 31 December 2018
Share price (Sh.) Number of shares Share price (Sh.) Number of shares
outstanding outstanding
Stock K 22 1,500 28 1,500
Stock L 40 10,000 50 10,000
Stock M 34 3,000 30 3,000
Required:
Calculate the following returns for the above three stocks:
@) 1 year return on a price weighted index. (2 marks)
(i) 1 year return on an equal-weighted index. (2 marks)
(iii) 1 year return on a market capitalisation weighted index. (2 marks)
d) Discuss four money market instruments. (8 marks)
: (Total: 20 marks)
QUESTION FIVE
(a) In relation to foreign exchange markets, explain the following terms:
@) Roll over interest. ‘ (2 marks)
(ii) Leverage. (2 marks)
(iii) Technical analysis. (2 marks)
(iv) Bid-ask spread. (2 marks)
) Over the counter market. (2 marks)
(b) List four functions of a stock broker. (4 marks)
(©) Highlight three disadvantages to shareholders of private placement of shares. (3 marks)
(d) Enumerate three roles of ethics in financial markets. (3 marks)

QUESTION SIX

(a) Argue two cases in favour of offshore banking and two cases against offshore banking.
(b) Distinguish between the following terms as used in securities markets:
(i)  “Long position” and “short position™.

(i)  “Spot rates” and “forward rates”.

(c) Describe two participants in the forward market.
(d) Outline two types of alternative investment indices.
QUESTION SEVEN

(a)  Discuss three classifications of mutual funds.
(b)  Explain four factors that could trigger a financial crisis in your country.

(¢)  Describe three common types of orders that are used to buy and sell stocks.

(Total: 20 marks)

(8 marks)

(2 marks)
(2 marks)
(4 marks)

(4 marks)
(Total: 20 marks)

(6 marks)
(8 marks)

(6 marks)-
(Total: 20 marks)
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CIFA PART 1 SECTION 2

FINANCIAL INSTITUTIONS AND MARKETS
WEDNESDAY: 22 May 2019.

Answer any FIVE questions. ALL questions carry equal marks. Show ALL your workings.

QUESTION ONE
(a) (i) Describe six strategies of pricing financial services.
(i) Summarise eight challenges encountered when pricing financial services.

(b)  Outline six advantages of a demutualised securities exchange.

Time Allowed: 3 hours.

(6 marks)
(8 marks)

(6 marks)
(Total: 20 marks)

QUESTION TWO
(@ Highlight three strategies that could be adopted by a financial services company to enhance customer loyalty.
(3 marks)

(i1) Explain five reasons why financial institutions undertake promotional activities. (5 marks)
(b)  Enumerate five advantages of using options in a derivatives market. (5 marks)
(¢)  Examine five roles of the capital markets regulator in your country. (5 marks)
(d)  Aninvestor at a certain securities market, made the following transactions in the market:

. Purchased a share for Sh.40 per share with an initial margin requirement of 50 per cent.

. The maintenance requirement at the market was 25 per cent.

Required: g

The share price at which the investor will receive a margin call. (2 marks)

QUESTION THREE
(a)  With reference to the Unclaimed Financial Assets Authority (UFAA):

(1) Outline three requirements that must be met before an asset is declared unclaimed.

(ii) Describe three duties of holders of unclaimed assets.
(b)  Summarise six characteristics of an efficient market.

(c)  Discuss eight factors that have contributed to globalisation of financial markets.

QUESTION FOUR

(Total: 20 marks)

(3 marks)
(3 marks)
(6 marks)

(8 marks)
(Total: 20 marks)

(a)  “The liquidity of a financial market can be measured in terms of its depth, breadth or resilience”.

In relation to the above statement, explain the following terms:
(i) Depth.
(ii) Breadth.

(iit)  Resilience.

(1 mark)
(1 mark)

(1 mark)
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b  G) Distinguish between “information intermediation” and “risk intermediation”. (2 marks)

(ii) Assess five roles of financial intermediaries in your country. (5 marks)

(¢)  The following information relates to Faidika Securities Exchange:

¢ Number of shares purchased - 1,000 shares.
Current market price per share - Sh.100.
Annual dividend per share - Sh. 2.

Initial margin requirement - 40%.

Call money rate - 4%.

Commission per share - Sh. 0.05.

e  Future share price (1 year later) - Sh.110.

Requiredy:
(i) The leverage ratio. ) : (2 marks)

(ii) The investor’s return on the margin transaction (return on equity) if the share is sold at the end of the first year.
(8 marks)
(Total: 20 marks)

QUESTION FIVE
(a)  Examine five benefits of using derivative instruments over cash market instruments. (5 marks)

® o Discuss five differences between “formal financial sector’™ and “informal financial sector”. ~ (10 marks)

(ii) With reference to informal finance, describe five conditions necessary to ensure the success of credit guarantee
schemes. (5 marks)
(Total: 20 marks)

QUESTION SIX
{a) ~ Highlight three challenges encountered in the construction of fixed income indices. ’ (3 marks)

(b)  Suggest eight factors that might have contributed to limited access to financial market services in developing
countries. (8 marks)

(¢) A mortgage is a form of debt created to finance investment in real estate.

In relation to the above statement, discuss nine types of residential mortgages. (9 marks)
(Total: 20 marks)

QUESTION SEVEN
(a)  Describe three key players in a derivatives market. (3 marks)
(b)  Examine ten benefits that could accrue to a country upon adoption of financial inclusion. ’ (10 marks)

(¢} A financial analyst gathered the following information relating to a market capitalisation weighted index comprising
three shares; A, B and C: ‘

Beginning of period End of period Dividends per share ‘Number of shares
Share Share price (Sh.) Share price (Sh.) (Sh.) outstanding
A 2,500 2,700 100 5,000
B 3,500 2,500 150 7,500
C 1,500 1,600 100 10,000
Required:
The total return on the index. (4 marks)

(d) A trader gathered the following information relating to an equally weighted index. The amount invested in each of the
securities; K, L and M is Sh.1,000:

Beginning of period ' : End of period
Share price (Sh.) Number of shares | Share price (Sh.) Number of shares
K 20 ) 300 I .22 300
L 50 T 300 ! 48 300
M 26 2,000 I 30 2,000
. Required:
The return on the index over the period. (3 marks)

(Total: 20 marks)
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CIFA PART I SECTION 2

FINANCIAL INSTITUTIONS AND MARKETS

WEDNESDAY: 28 November 2018. Time Allowed: 3 hours.

Answer any FIVE questions. ALL questions carry equal marks. Show ALL your workings.

QUESTION ONE

(a)
(b)

(©)

(d)

Distinguish between “bank runs” and “bank panics”. (2 marks)
Highlight two causes of’

(i) Bank runs. (2 marks)
(ii) Bank panics. (2 marks)

In financial markets, moral hazard refers to a situation in which one party gets involved in a risky event having the
knowledge that it is protected against the risk and the other party will incur the cost.

In relation to the above statement, outline two causes of moral hazard based on each of the following perspectives:

(i) Market perspective. (2 marks)
(ii) Company perspective. _ (2 marks)
Examine ten benefits of syndicated loans to commercial banks. (10 marks)

(Total: 20 marks)

QUESTION TWO

(a) In relation to marketing of financial services:
(i) Summarise nine benefits of adopting the e-banking system. (9 marks)
(i) Explain five challenges encountered in marketing of tinancial services. (5 marks)
(b) With reference to market eftficiency, discuss three implications of the efficient market hypothesis. (6 marks)
(Total: 20 marks)
QUESTION THREE
(a) Explain the term “informal finance” as used in financial institutions and markets. (1 mark)
(b) Differentiate between “margin purchases” and “short selling”. (2 marks)
(c) Describe four characteristics of securities traded in equity markets. (8 marks)
(d) An investor opened a margin account at Faida Financial Securities Limited. The investor began trading in securities by

purchasing 400 shares of XYZ Ltd. on margin at Sh.80 per share. In order to complete this purchase, the investor
borrowed Sh.6,000 from the broker.

Required:
(i) The actual margin in the investor’s account at the time of the purchase. (3 marks)
(i) The actual margin in the investor’s account if the share price increases to Sh.120 per share. (2 marks)
~
(iii) The actual margin in the investor’s account if the share price decreases to Sh.70 per share. (2 marks)
(iv) Using the results obtained in (d) (i) above and a maintenance margin of 50%, determine the share price required
for the investor to receive a margin call. (2 marks)

(Total: 20 marks)
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QUESTION FOUR .

(a) Explain the difference between a “financial intermediary” and an “investment banking house”.
(b) Analyse six factors that might have hampered the enhancement of financial deepening in your country.
(©) Discuss six differences between “private equity funds™ and “quoted equity funds”.

QUESTION FIVE

(2 marks)
(6 marks)

712 marks)
(Totai: 20 marks)

(a) Enumerate three uses of financial instruments in your country. (3 marks)
(b) Describe four roles played by derivatives in the operations of the spot market. (8 marks)
(<) Examine nine functions of the Unclaimed Financial Assets Authority. {9 marks)
(Total: 20 marks)

QUESTION SIX ‘
(a) Highlight five advantages of convertible preference shares. (5 marks)
(b) Describe five market anomalies associated with the efficient market hypothesis. (5 marks)
(c) A financial analyst gathered the following information relating to three shares, A, B and C:

Share Share price (Sh.) Number of outstanding shares

31 December 31 December 31 December 31 December
2016 2017 2016 2017

A 30 25 1,000,000 1,000,000

B 25 30 8,000,000 8,000,000

C 20 20 5,000,000 5,000,000

Required:

(i) Price weighted average as at 31 December 2016. (1 mark)

(i) Value weighted average as at 31 December 2016. (3 marks)

(iii) Geometric average as at 31 December 2016. (1 mark)

(iv) Value weighted average as at 31 December 2017. (3 marks)

(v) Geometric average as at 31 December 2017. (1 mark)

(vi) Using the results obtained in (c) (ii} to (c) (v) above, explain why the values of the weighted average and the

geometric average are different.

QUESTION SEVEN

(1 mark)
(Total: 20 marks)

(a) (i) Explain the term “money laundering”. (2 marks)
(ii) Summarise five forms of money laundering activities. (5 marks)
(iii) Suggest five measures that could be adopted to combat money laundering. (5 marks)
(b) Discuss eight roles that the Institute of Certified lnvestlﬁent and Financial Analysts (ICIFA) plays in the regulation of

financial markets in your country.

(8 marks)
(Total: 20 marks)
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CIFA PART I SECTION 2

FINANCIAL INSTITUTIONS AND MARKETS.

WEDNESDAY: 23 May 2018. Time Allowed: 3 hours.

Answer any FIVE questions. ALL questions carry equal marks. Show ALL your workings.

QUESTION ONE

(a) Discuss four ways used by financial institutions to segment their business markets. (4 marks)
(b) In relation to marketing financial services, explain five components of marketing mix decisions. (5 marks)
(<) Discuss three types of fixed income indices available in the global financial markets. (6 marks)
(d) Jackson Kyalo heard about an initial public offer (IPO) underpricing. He gave an order to his broker for 1000 ordinary

shares of every IPO that the broker could get. After three months, Kyalo’s investment record was as follows:

IPO Shares allocated to investor Price per share (Sh.) Initial Return (%)

A 500 10 7

B 200 20 12

C 1000 8 -2

D 0 12 23
Required:
(1) The average underpricing of this sample of IPOs. (1 mark)
(i1} The average initial return on the investor’s portfolio of shares purchased from the four IPOs. (4 marks)

(Total: 20 marks)

QUESTION TWO

(a)
(b)

(c)

Analyse four roles played by private equity fund managers. (8 marks)

In relation to marketing financial services, explain three stages of microfinance market development that impact client
characteristics. (6 marks)

The following table shows quarterly stock prices on the Spatan Stock Exchange for 2017-2018. Quarterly prices for the
six stocks trading on the Spatan Stock Exchange are as follows:

Kanga Ltd. | TOL Ltd. Mamba Ltd. | Tanga Ltd, Simba Ltd. Dahalo Ltd.

236 million* 32 million* 14 million* 100 million* 64 million* 36 million*
June 2017 1,575 _ 265 600 1,775 700 500
September 2017 1,525 265 500 1,700 690 520
December 2017 1,500 260 580 1,720 700 570
March 2018 1,300 260 570 1,720 830 580

* Number of shares outstanding

Required:

Construct stock market indices using:

(1) Equal weights. « (3 marks)
(i) Market value weights. ’ ' ' (3 marks)

(Total: 20 marks)
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QUESTION THREE

(a)
(b)
(©)

(d)

Describe four types of bonds that could be issued'b"y‘a corpo‘r:ation in your country. (4 marks)
Explain four roles of an investment bank during the issue ofa.security. (4 marks)

Highlight five measures which might have been taken by the market participants to contain the global financial crisis of

2008-2009. (5 marks)
(i) In relation to mortgage market, differentiate between “conforming loans” and “jumbo loans™. . (4 marks)

(ii) Musa Kiteme takes a mortgage of Sh.5 million which has annual interest rate of 9% and intends to clear the
" mortgage in a period of 16 years. :

Required:
Calculate Musa’s monthly mortgage repayment. (3 marks)
(Total: 20 marks)

QUESTION FOUR

(a)

(b)

(©)

(d)

Every investment advisor and fund manager that manages discretionary funds has to appoint a custodian for the assets of
the funds. The same requirement applies to investment banks when they undertake similar authorised functions.

Required:
In relation to the above statement, summarise five duties of a custodian. (5 marks)

Your country is in the process of establishing a derivatives exchange. As a financial analyst, you have been appointed to
the committee advising on its establishment.

Highlight five requirements necessary for proper establishment of a derivatives exchange. (5 marks)

A securities exchange or a central securities depository is required to operate as a self-regulatory organisation (SRO).

Required:

In context of the above statement, examine five roles that a securities exchange or a central securities depository should
exercise to ensure effective self regulation. (5 marks)
Describe five duties of a fund manager in a unit trust. (5 marks)

(Total: 20 marks)

QUESTION FIVE

(a)
(b)
(©
(d)

Outline four characteristics of a well functioning securities market. (4 marks)
(1) Explain three weighting schemes used in creating stock market indices. (3 marks)
(i) Describe three biases introduced by each of the three weighting schemes in (b) (i) abqve. ) (3 marks)
Outline four assumptions behind efficient capital markets hypothesis. - {4 marks)

In each case, highlight two sets of tests used to examine the following:

(1) Weak form of efficient market hypothesis. (2 marks)
(i) Semi-strong form of efficient market hypothesis. : (2 marks)
(iii) Strong form of efficient market hypothesis. ' (2 marks)

(Total: 20 marks)

QUESTION SIX

(a)

(b)

(c)

-(i) In relation to equity markets, explain the term “reverse takcover™. ' (2 marks)
(i1) Discuss three advantages of reverse takeover in comparison to an initial public offer (IPO). (6 marks)
() List four providers of informal finance in your country. (4 marks)
(i) - Describe five characteristics of the informal financial sector in your country. (5 marks)

The current market price per share (MPS) of share X is Sh.25. Tom Kazungu, an investor, has Sh.10,000 to invest. He is
able to borrow an additional Sh.10,000 from his broker, thereby investing Sh.20,000 in the share. The maintenance
margin for the share is 30%. '

Required:
The price at which a margin call will first occur. (3 marks)
(Total: 20 marks)
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QUESTION SEVEN

(a)
(b)
(©

Describe four uses of financial instruments traded in the derivatives markets. (4 marks}
Assess six objectives of financial market regulation. (6 marks)
(i) Explain the term “mutual fund”. (2 marks)
(i) Summarise three types of costs incurred by investors in a mutual fund. (3 marks)
(iii) Outline  five ‘meaéures Uhdénékén"by depository institutions to ensure aniiaBifiiy' of funds to cater for

withdrawals and loan demands. : ~ A ; ; (5 marks)

(Total: 20 marks)
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CIFA PART I SECTION 2

FINANCIAL INSTITUTIONS AND MARKETS

WEDNESDAY: 29 November 2017, Time Allowed: 3 hours.

Answer any FIVE questions. ALL questions carry equal marks. Show ALL your workings.

QUESTION ONE

(a) In the context of financial markets, explain the following terms:
(i) Hedge funds. (2 marks)
(i) Financial liberalisation. (2 marks)
(b) () Define the term “financial system”. (2 marks)
(i) Describe four purposes of financial systems. (4 marks)
(c) (i) Summarise five uses of security market indices. (5 marks)
(ii) The following information relates to market price per share (MPS) and the number of outstanding shares for
three companies for the financial years ended 31 December 2015 and 31 December 2016:
Company MPS (Sh.) Number of outstanding shares (millions)
31 December 2015 31 December 2016 31 December 2015 31 December 2016
Ishiara Ltd. 10 15 100 100
Ciakago Ltd. 20 15 150 150
Tunyai Ltd. 30 18 200 400
Tunyai Ltd. shares had a split of 2:1 within the year ended 31 December 2016.
Required:
The unweighted value index if the value of the index was 1,000 on 31 December 2015. (5 marks)
(Total: 20 marks)
QUESTION TWO
(a) Discuss four functions of investment banks. (8 marks)
(b) Assess three roles played by a portfolio manager in an efficient market. (6 marks)
(c) Mobile payments as a financial transaction medium emerged around a decade ago. Adoption was slow due to the

nature of the mobile technology supporting the concept. However, recent significant advances in technology have
increased the growth of mobile payments in the financial services sector.

Required:
In the context of the above statement, evaluate six benefits of mobile payments from both business and consumer
perspectives. (6 marks)

(Total: 20 marks)
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QUESTION THREE

(2

(b)

(©)

Examine six attributes of informal finance. {6 marks)
Describe three challenges that might be faced by the mortgage industry in your country. (6 marks)
Classify four types of traders based on their motivation to trade. (8 marks)

(Total: 20 marks)

QUESTION FOUR

(a)

(®)

In relation to marketing of financial services:

) Explain five needs of a financial service consumer. (5 marks)
(ii) Outline three measures of effective market segmentation. (3 marks)
(iii) Highlight four bases for market segmentation. (4 marks)

The weighting decision determines how much of each security to include in the index and has a substantial impact on
an index’s value.

In relation to the above statement, evaluate the following weighting methods:

(i) Price weighting. (2 marks)
(ii) Equal weighting. (2 marks)
(iii) Market-capitalisation weighting. (2 marks)
(iv) Fundamental weighting. (2 marks)

(Total: 20 marks)

QUESTION FIVE

(a) Outline five objectives of financial markets regulation. (5 marks)
(b) Discuss two types of each of the following forms of market pricing anomalies:
(i) Time-series anomalies. (4 marks)
(i) Cross-sectional anomalies. (4 marks)
() Anthony Maina, an investor, purchased 500 shares of Mkomani Ltd. at Sh.32 per share. The shares were purchased at
a margin of 75%. One month later, Maina had to pay interest on the amount borrowed at a rate of 2% per month.
At that time, Maina received a dividend of Sh.0.50 per share. Immediately after that, he sold the shares at Sh.28 per
share. He paid a commission of Sh.10 on the purchase of the shares and Sh.10 on the sale of the shares.
Required:
The rate of return on Anthony Maina’s investment for the one month period. (7 marks)
(Total: 20 marks)
QUESTION SIX
(a) Discuss three features of exchange-traded futures markets. (6 marks)
(b) Describe four benefits that attract investors to mutual funds. (8 marks)
(c) Consider an order-driven system that allows hidden orders. The following four sell orders on Oldonyiro Ltd. shares

are currently in the automated trading system’s (ATS’s) limit order section.

Order Time the order Limit price of Special Instructions
was placed the order (Sh.) (if any)

1 9:52:01 am 20.33

1 9:52:08 am 20.29 Hidden order

I 9:53.04 am 20.29

v 9:53.49 am 20.29

Required:

Based on the order precedence hierarchy, illustrate the precedence in which the four orders were executed. (6 marks)
(Total: 20 marks)

CF22 Page 2
Out of 3



QUESTION SEVEN

(a) Describe four types of life assurance products. (4 marks)
(b) Discuss four participants in the money markets. (8 marks)
() Summarise four factors that would motivate a non-listed company to go public. (4 marks)
(d) Highlight four consequences of failure to comply with regulations and corporate policies and procedures. (4 marks)

(Total: 20 marks)

........................................................................................................
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CIFA PART I SECTION 2

FINANCIAL INSTITUTIONS AND MARKETS

WEDNESDAY: 24 May 2017. Time Allowed: 3 hours.

Answer any FIVE questions. ALL questions carry equal marks. Show ALL your workings,

QUESTION ONE

(a)

(b)
(©)
(d)

Highlight four types of incentives provided by the Capital Markets Authority in your country in order to encourage

investors, (4 marks)
Outline four factors that could be considered when pricing financial services. (4 marks)
In relation to the 4Ps of marketing, summarise four strategies for marketing bank services. (4 marks)
Explain four challenges that might be faced by the informal sector in the provision of finance. (8 marks)

(Total: 20 marks)

QUESTION TWO

(a)
(b)

(©)

Discuss four functions of a derivative securities market. (8 marks)

Explain three factors that might prevent international capital flows from taking advantage of a relative mispricing
among countries. (6 marks)

A stock index is composed of the following stocks:

Stock Shares (million) Share price Share price Share price
1 January 2015 1 January 2016 1 January 2017
Quantity (Sh.) (Sh.) (Sh.)
Alpha 450 120 150 120
Beta 2,250 40 50 40
Theta 900 _80 _70 _35
3,600 240 270 195
Required:
The total return on the stock index over the two year period using:
(i) Value weighted index. (3 marks)
(ii) Price weighted index. (3 marks)

(Total: 20 marks)

QUESTION THREE

(a)
(b)

(©)

Examine four reasons that would make the price of a bond quoted in a securities exchange to fluctuate. (8 marks)

The current financial institutions and markets are quite different from those of the past as financial systems continue
to transform themselves.

In light of the above statement, describe four forces that might transform the current financial system in your country.
(8 marks)

The following information relate to the performance of portfolio X, Y and Z for the year ended 30 March 2017 with
assumed risk free rate of 15%.

Portfolio
X Y z

Net asset value per share as at 30 March 2017 (Sh.) 220 230 240
Total distributable income and capital gain per share (Sh.) 20 10 30
Average return (%) 40 42 44
Standard deviation (%) 2 3 3.5
Net asset value per share as at 30 March 2016 (Sh.) 200 200 220
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Required:
Portfolio return for X, Y and Z using Sharpe Index. (4 marks)
(Total: 20 marks)

QUESTION FOUR

(a) (i) Distinguish between a “closed-end mutual fund” and a “closed-end country fund”. (4 marks)
(ii). . Explain two reasons why closed-end country funds often trade at a premium to their net asset value.

(4 marks)

(b) Explain how mortgage securitisation could be used to contribute towards funding housing projects in developing

countries. (4 marks)

(c) Discuss two advantages and two disadvantages of real estate investment trusts (REITs). (8 marks)

(Total: 20 marks)

QUESTION FIVE

© (a) A mutual fund has the following assets and liabilities:
Sh.“000”
Stock (at current market value) 20,000
Bonds (at current market value) 10,000
Cash 500
Liabilities 300

After one year, the value of the stock portfolio held by the mutual fund rises by 10% and the value of the bond
portfolio falls by 2%. The cash and liabilities remain unchanged. The shares outstanding are 10 million.

Required:
The yield on the investment on the mutual fund. (5 marks)
(b) Discuss four measures implemented by the market regulators in your country to ensure safety of funds invested under
mutual funds. (8 marks)
(c) In relation to foreign exchange market:
Q)] Explain two factors that could have contributed to the rapid growth of the global foreign exchange market.
(4 marks)
(ii) Identify three activities that take place in the foreign exchange market. (3 marks)
' (Total: 20 marks)
QUESTION SIX
(a) Explain four approaches to financial market supervision and regulation. (8 marks)
(b) In relation to financial markets, discuss two ways of solving the “adverse selection problem™. (6 marks)
(c) Describe three benefits of automated trading systems on the financial market. (6 marks)

(Total: 20 marks)

QUESTION SEVEN

(a) One role of the monetary policy committee under the umbrella of central bank is to provide a mechanism for
regulation of banks and financial institutions’ interest rates. This could be done through the introduction of a ceiling,
that is, to put a cap on the rate of interest charged for loans and fix the minimum rate of interest that such institutions
must pay on deposits held.

With reference to the above statement, discuss three advantages and three disadvantages of interest rate capping.
(12 marks)

(b) Describe four ways in which deposit insurance might lead to moral hazard. {8 marks)
(Total: 20 marks)

........................................................................................................
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KASNEB

CIFA PART I SECTION 2

FINANCIAL INSTITUTIONS AND MARKETS

WEDNESDAY: 23 November 2016. Time Allowed: 3 hours.

Answer any FIVE questions. ALL questions carry equal marks. Show ALL your workings.

QUESTION ONE

(a)
(b)
()

Explain four benefits of credit reference bureaus (CRB) to an economy. (8 marks)
Discuss three sources of private equity investments. (6 marks)
Bond portfolio managers of financial institutions commonly follow a specific strategy for investing in bonds.

In the context of the above statement, explain the following strategies:

(i) Matching strategy. . (2 marks)
(i) Laddered strategy. (2 marks)
(iit) Barbell strategy. (2 marks)

(Total: 20 marks)

QUESTION TWO

(a)
(b)

(c)

(d)

Define the term “moral hazard” as used in financial institutions. (2 marks)
Explain the effect of moral hazard on:

(i) Credit rationing. (4 marks)

(ii) Adverse selection. (4 marks)

An investor buys stock on margin and holds the position for exactly one year.

Shares purchased 700

Purchase price Sh.22 per share
Call money rate 4%

Dividend paid Sh.0.60 per share
Leverage ratio 1.6

Total return on the investment 12%

The interest on the loan and the dividends are both paid at the end of the year.

Required:
The price at which the investor sold the stock. (6 marks)

A banker’s acceptance has an all-inclusive annual rate of 5.25% for a one month loan of Sh.2 million.
Required:

The effective annualised cost. (4 marks)
(Total: 20 marks)

QUESTION THREE

(a)

(b)

Distinguish between the following set of terms:

@) “Sell-side analyst” and “buy-side analyst”. (4 marks)
(ii) “Principal trade” and “portfolio trade”™. (4 marks)
Discuss three attributes of a well constructed security market index. (6 marks)
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The following information relates to two stocks, A and B:

Average return for stock A 20%

Average return for stock B 16%

Average risk-free rate 8%

Standard deviation of stock A 14%

Standard deviation of stock B 6%

Stock beta for stock A 1.8

Stock beta for stock B 0.9

Required:

(i) Treynor’s index for each of the stocks. (4 marks)
(it) Based on the result in (c) (i) above, advise a prospective investor on which stock to invest in. (2 marks)

(Total: 20 marks)

QUESTION FOUR

()

(b)
©

In relation to financial markets, distinguish between the following set of terms:

(i) “Eurobond” and “junkbond”. (4 marks)
(i) “Mutual fund” and “hedge fund”. (4 marks)
Describe three ways in which operators in the informal finance sector select their clients. (6 marks) -

Four companies which are listed in a stock exchange belong to a group. The cross holding of these companies are as
follows:

Company A owns 20% of company B and 10% of company C.

1.

2. Company B owns 15% of company C.

3. Company C owns 10% of company A, 10% of company B and 5% of company D.

4. Company D has no ownership in any of the other three companies.

5. Each company has a market capitalisation of Sh.50 million.

Required:

The market capitalisation after adjusting for free float. (6 marks)

(Total: 20 marks)

QUESTION FIVE

(a)

(b)

(©

(d)

An asset management firm wants to purchase 500,000 shares of a company. It decides to shop the order from various
broker/dealer firms to identify which firm can offer the best service at lowest cost.

Required:
Discuss two potential negatives of shopping the order. (4 marks)

An investor decides to sell short 10,000 shares of XYZ Ltd. when it is selling at its yearly high of Sh.56. The broker
has a margin requirement of 45% and the commission on the purchase is Sh.15,500. While holding the position, XYZ
Ltd. pays a dividend of Sh.2.50 per share. One year later, the investor purchases 10,000 shares at Sh.45 to close out
the position and the broker charges a commission of Sh.14,500 and 8% interest on the money borrowed.

Required:

The rate of return on the investment. (6 marks)
(i) Differentiate between “electronic communication networks” and “electronic crossing networks”. (4 marks)
(i) Highlight two disadvantages of electronic crossing networks. (2 marks)
Explain four challenges of bank marketing. (4 marks)

(Total: 20 marks)
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QUESTION SIX

(a)
(b)

Discuss five instruments traded in the secondary mortgage market. {0 marks)

A futures contract on a treasury bill expires in 60 days. The treasury bill matures in 140 days and the discount rates
on the treasury bills are as follows:

Treasury bills Discount rates
60-day treasury bill 10 %
140-day treasury bill 8%

Use 365 days in a year.

Required:

(i) The appropriate futures price using the prices of the 60-day and 140-day treasury bills. (4 marks)
(ii) The futures price of the underlying spot price compounded at the appropriate risk free rate. (4 marks)
(iii) Convert the futures price to the implied discount rate on the futures. (2 marks)

(Total: 20 marks)

QUESTION SEVEN

(a)
(b)
(©

Describe three reasons for buying and selling foreign exchange. (6 marks)
Discuss three reasons why investors prefer futures market over the cash market trading vehicles. (6 marks)
Richard Kiti opened a margin account at Maximin Securities Ltd. Kiti started trading in securities by purchasing 400

Green Tea Ltd’s shares on margin at Sh.80. In order to complete this purchase, Kiti borrowed Sh.6,000 from the
broker.

Required:

(i) Actual margin in Kiti’s account at the time of purchase. (2 marks)

(i) Actual margin in Kiti’s account, if the share price rises to Sh.120, (2 marks)

(iii) Actual margin in Kiti’s account, if the share price drops to Sh.70. (2 marks)

@iv) Using the results obtained in (c) (i) above and a maintenance margin of 50%, compute the price that the share
should drop to in order for Kiti to receive a margin call. (2 marks)

(Total: 20 marks)
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KASNEB

CIFA PART I SECTION 2

FINANCIAL INSTITUTIONS AND MARKETS

WEDNESDAY: 25 May 2016. Time Allowed: 3 hours.
Answer any FIVE questions. ALL questions carry equal marks.
QUESTION ONE
(a) Explain the following terms as used in financial markets:
) Flight to quality. (2 marks)
(ii) Financial contagion. (2 marks)
(iii) Moral hazard. (2 marks)
(iv) Competitive laxity. (2 marks)
(v) Frontrunning. . (2 marks)
(b) Explain three characteristics of a liquid market. (6 marks)
(c) Identify four financial market frictions that could make a market imperfect. (4 marks)

(Total: 20 marks)

QUESTION TWO
(a) Describe four methods that could be used by commercial banks to improve the stability of their liquidity. (8 marks)
(b) Highlight four features of Eurocurrency loans. (4-marks)
© Before the arrival of a large order, a market has the following limit orders standing on its book:
Buyer Bid size Limit price (Sh.) Offer size Seller
A 15 100.10
B 8 100.20
C 10 100.30
100.40 4 D
100.50 6 E
100.60 12 F
Required:
The buyer average trade price. (4 marks)
(d) Describe two sub-systems in a relationship marketing process. (4 marks)
(Total: 20 marks)
QUESTION THREE
(a) Explain three features of Islamic finance and banking. (6 marks)
(b) Discuss three reasons for the existence of government safety net under financial market regulation. (6 marks)
(c) Describe four benefits of a modern financial markets regulatory structure. (8 marks)
(Total: 20 marks)
QUESTION FOUR :
(a) Examine four challenges faced by small and medium sized enterprises in your country. (8 marks)
b) Describe three advantages of high quality fund of funds. (6 marks)
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(c) A price weighted index series is composed of the following three stocks:

Number of shares outstanding Market price Market price
before stock split before split (Sh.) after split (Sh.)
Day 1 Day 3
Stock
X 1,000,000 10 12
Y - 5,000,000 20 19

V4 4,000,000 60 22

Stock Z completes a three for one stock split at the end of Day 1.

Required:

The value of the index after the stock split. (6 marks)
(Total: 20 marks)

QUESTION FIVE

(a) A financial analyst obtained the following information about a common stock investment:
Date Amount (Sh.)

Stock purchase 15 January 2016 48.00

Cash dividend received 14 May 2016 4.00

Stock sale 15 May 2016 54.00

Required:

The holding period return on the common stock investment. (4 marks)
(b) Describe three main characteris'gics of foreign exchange markets in developing countries. (6 marks)
() Explain two main features of informal financial groups. (4 marks)
(d) Discuss three challenges of rural finance intermediation. (6 marks)

(Total: 20 marks)

QUESTION SIX
(a) Highlight five obstacles that could make it difficult for microfinance institutions to offer true securitisation

transactions. (5 marks)
(b) Describe two factors that could have immediate impact on exchange rates. (4 marks)
(©) A company requires to issue a Sh.2,500,000 (face value) commercial paper for one month. The company has quoted a rate

of 5.88% with a dealer’s commission of '/s% and a backup cost of 4% both of which will be assessed on the face value.

Required:
The effective cost of financing,. (5 marks)
(d) Discuss three categories of private equity investments. (6 marks)
(Total: 20 marks)
QUESTION SEVEN
(a) Define the term “market beating return”. (2 marks)
(b) Describe three ways that companies repurchase shares. (6 marks)
(©) Discuss three behavioural causes of market anomalies. (6 marks)
(d) Explain three limitations of achieving full capital market efficiency. (6 marks)

(Total: 20 marks)

--------------------------------------------------------------------------------------------------------
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KASNEB

CIFA PART I SECTION 2

FINANCIAL INSTITUTIONS AND MARKETS

PILOT PAPER
September 20135, Time Allowed: 3 hours.
Answer any FIVE questions. ALL questions carry equal marks.
QUESTION ONE
(a)  Discuss four evidence against market efficiency that exist in securities market. (8 marks)
) ) Summarise three attributes of a good capital market. {3 marks)
(iiy  Highlight five limitations facing capital formation in emerging economies. (5 marks)
(iii}  Define the term “Demutualisation”. (1 mark)
(iv) Highlight three objectives of demutualising the securities exchange market. (3 marks)
(Total: 20 marks)
QUESTION TWO
(@)  Highlight six roles played by the Capital Markets Regulator in your country in the development of financial markets.
(6 marks)
(b)  In relation to foreign markets, describe four limitations of high frequency trading. (4 marks)
(c)  Define the term “margin trading” as used in secondary equity markets. (2 marks)
(d)  Explain four principles of financial sector regulations in your country. (8 marks)

(Total: 20 marks)

QUESTION THREE

(a)
(b)

Explain five roles of an Investment and Financial Analysts Institute in financial markets. (5 marks)
(i) Highlight six attributes of an ideal securities market index. ' (6 marks)
(i) A securities market is comprised of the following:

Share prices

Security Shares 1 July 2013 1 July 2014 1 July 2015
(millions) Sh. Sh. Sh.
w 180 80 100 ~ 80
X 890 30 40 60
Y 500 60 70 75
4 200 25 15 15
Required:
Compute the total return on the stock index over the two year period using:
(i) A price weighted index. (5 marks)
(ii) A value weighted index. (4 marks)

(Total: 20 marks)
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QUESTION FOUR
(a)  Evaluate five differences between a financial forward contract and a financial future contract. (10 marks)

(b)  Following the economic conditions in your country, insurance companies have revised their yearly premiums charged
for the policy holders as shown in the table below:

Company Market Shares Premium last year Revised premium
Sh. Sh.
A 3% 1019 1019
1 7% v 861 ?
B 21% 852 795
K 47% 938 887
C 5% 731 731

Company B intends 1o revise its premium charged to customers due to the competition in the industry.

Required:
(i) Determine the key competitor company in the insurance industry, citing your reasons. (2 marks)

(ii)  Using the parity based pricing principle, compute the revised price that company B should charge as premium to
its policy holders. (4 marks)

(iii)  Explain four advantages of using the parity pricing approach in pricing financial services. (4 marks)
(Total: 20 marks)

QUESTION FIVE
(a)  Outline four functions of financial markets in the economy of your country. (4 marks)

() (i) Describe six factors that have contributed io the slow growth and development of capital market in many

developing countries. (6 marks)
(i)  Name two reasons why channeling the capital from savers to spenders is important to the economy. (2 marks)
(iii)  Explain four main challenges facing financial intermediaries in an emerging economy. (8 marks)

(Total: 20 marks)

QUESTION SIX

(a) Discuss the factors that have slowed down the growth of financial markets in developing countries. (10 marks)

{b)  Analyse the principles of fundamental analysis as 'applied in financial markets. i (10 marks)
(Total: 20 marks)

QUESTION SEVEN

(a)  Describe five risks prevalent in foreign exchange markets. (10 marks)

(b)  Summarise five factors that attract investors to unit trusts. (10 marks)

(Total: 20 marks)

........................................................................................................
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L R  KASNEB

SO I,

T ) R Fle;;\ECI;tL-IZVSTITUT[ONS AND MARKETS csa PART ! _SFCTfDN £ CH2
FRID;-AV:-M May 2814, 7 . o Time Alowad: 3 hours.
~Answer :ﬁw FIVE quiesﬁian;. ALL qiwstions carry eqﬁsl marks,
QUESTION ONE ‘ ‘ _ , o ’
(&) - Distinguish between the following sets of terms as used In firanciat merkets: .
] “Automated t.mding system {ATS)" and “cénlml deposktory systein {C DS_j". ' . ¢ inarks}
.(ii) "Markeit based linancial system™ and “bank based financial system”, 7 (4 marks) :
(b). iy Explain the term "cus[um& refationship management (CRM)”. {2 l"ﬂra]"ks)‘

[¢13] Explain three henefits that ceuld scerue 1o custoiers of financlal institutions that iinpleinent electronic
customer relationghip management (e-CRM), s : v {8 madksy

4 marks)

{c) “ Sunmarise four !yp.es of derivative praducts.”
. {Total: 20 marhs)

QUESTION TWO'

{a) (i) " Explain the term “clearing house™. © (2 marks)
G " Outline ﬁve'\\a'ys in which a clearing house could assist to recucs seftlement risk. * (4 marks)
(b} * . You are a senior iavestment and securities anatyé_t atan fnvestment management firm hat depls with individual and -
institutional investors. You are in the process of revising the fivm*s standards of professional conduct,
" Requived: . .
Recommend procedures For compliance with regard to the follawing duties: )
{i} Duiy of loyally, carg and prudence owed to your clients. {3 ﬁmrks)
(i1 Guty of diligence snd reasonable basis in the investment dac lsfon. o (3 marks)
{c} A stock index is composed of the fﬁl]qwing' stocks:
Share price
Stock . Shares (million) 1 Yanuary 2012 [ January 2013 1 January 2074 .
Sh - Sh. ) Sh. ’
A 56 ' B 75 , g0 :
B 750 20 25 R 9 . s
c Kiili] . do - 35 ; 35 T
Required? : . .
Deternnine the total vedurn on the stock index over the twa year period using:
LD A value weighted index, . 3 marks)
(it} A p-:icle weighted index. (4 marks)

N (Tulal: 20 masks)
DUESTION THREE

to} Explain the fellowing terms as used in stack markets:
(1] Market oxder, -(l mark)
{ii} Limit avder, ‘ {1 mark}
(iii} " Short sale, {F mark)
(¥)  Stoploss order. © (1 mark}

S

1) Outliae six roles played by insumnee companics in your couatry.

Y] Mangin teading. ) magk)

(viy © " Malched funding. (F mark)

© ik Lydiah Watmgueu operates a margin account at the securitics exchange. She hns deposited Sh.58,000 inte the account.

The prevalling marpin requirement is 40%. Assume that the shares of XY Z Lid. ara selling af S35 per share,
Ignare commission. i

' Required:
(i} The number of XYZ Ltd's shares that Lydish Waragory coutd purelase using the maximum allowable
margin, (3 marks)

()3 The profit {tess) to L'ydinu Waruguru if'the price of shaces of XYZ Lid, rosc o Sh.45 pershare. {2 marks)

(it} The profit foss) 10 Lj'diuh VWaruguny if the price of shares EFXYZ Lid. fel to Sh.25 per share. (2 marks}

(iv} If the maintennnce margist is 30%, dutermine the price thar XY7 Lid. s shares should fall to before Lydizh
Warugunt recelves a prargio call, ' {1 marks)

e} . Examing four types of central bank inierventions in financial inslitutions and markets, - (4 marks)
{Total: 20 marks)

SUESTION FOUR . .
[£1) Y Explain the tevn “private equity fen™. - (2 marks)
i) Discuss theee exit routes available fo private equily investors 1o access their investments. {6 maiks)
thy - Sema Telecommunications Lid. is cocrently undertaking an inftiad public aftering (IPO). The confpany has received a

subscription for 80 miltion shares agalast 100 million shares thet were ofTered s underwritten,  The underweiting
commitnent of four underwriters; M Bank, C Bank, P Bank and S Bank were us follews: 40 million, 36 million,
20 miklion and 10 million shares yespectively, The subscriptions for 80 milllon shares which carried the underwriters
stamp were pracered by M Bank, C Bank, I' Busk and S Bank as follows; 26 miltion, 20 mitlion, 15 million and
25 mitlion shillings respectively.

Hequired:

“The liability of each underwritey. (6 marks)

{6 marks)
{Tolal: 20 marks)

QUESTION FIVE

(] Identify six reasens which conld trigaer building societies to convert to commereial barks. {f marks)
thi Summarize six types of informal financial institutions in your country. {6 marks)
(e} Explain four ceasons why motat hazard might arise within a financial market, {8 marks}
QUESTION SIX - (Totad: 20 marks)
{a} | Distinguish between the folfowing terms: ' .

(B “Open-end fiinds” and “closed-end funds™s (2 marks)

. (i} “Calt markels” end “continuaus markais™ {2 marks)

(iii) “Commingled funds” and “hedge funds", (2 ll_'lﬂ\:ks)r

(b} Describe five f'utwlion; of financial intermedisries in an cmergiu_g e'cbnomy. {8 marks}

() Suggest three effects of money laumdering on the econemy of yaur cotintry, (B marks) |
. ) {Total; 20 marks)

QUESTION SEVEN ‘ '

(*) - The money and capital markels that we sce today with soon be very different as the financial system continues to
- transforem itsalf

With reforence o the above statement, describe five farces (liat are reshaping the eurrent and the finure of the
financial system in your comntry. [BENHNE




[} Briefly explain three ways of promoting public confidence in a financial system. o [fmaerks)
(O] Conf-idc_r the following 1w bond lssues:

Bond A: 5% 5 year bond.
* Boné B; 5% 30 year bond,

. “Neither bond s an embedded option.
' Both bonds are trading in the market at the same yicld.

Required:
The bond whose price fluctuates more when interest rates chm"c Conunent on your answer. (2 marks)

. (d) - Thebidask prices of five dealers for issue SXYZIOT are provided beipw:.

. Dealer .
1 z 3 - q 5
Bid price (Sh} 964375 96,4375 . 984685 96.4685 " 06:4065
Askoprice (Bh)  96.5625  96.5315 96.5625 96.6250 96.5940
Required: o S
‘The market bid-ask spread for the issue SXYZIOT - (2 marks)
(’I‘ul:}l: 20 marks}
FINANCIAL INSTITUTIONS AND MARKETS ' '
| FRIDAY: 19 November 2013, : Time Allowed: 3 hours,

Answer any. RIVE questions. A[;L'qa:egtioils éarry ei]uai mark,

QUESTION ONE
(8)  Explain the meaning of the following terms as used in the financizl markets:
(- Financial deepening. . C .. ... - Qmarks)
.. () .., .-Financial libefalisation. - ' (2 mark?)
(il Bank panic. {2 mark:}
) Outline three ohjectives of & deposit protection fund. . . . (Emaka)

e} Liquidity is critical to the growth of financial markets.

In light of the above statement, discuss four ways that a government might use to stabikisé liquldny in the financiil
. markats, . . - . (Bmarks),
(Total: 20 mark 3

QUESTION TWO ) . ' .
(@) - Explain three differences between formal financlal markets and nformal financial markets. | i ) {6 mark:)
) Discuss four barviers ta the growth of informal finanéial markets, S (8 mark-)
e} . Explain three categories of meinbérsf:ip #t the securities exchange, o (3 mark )
(Total: 20 marl ¥
QUESTION THREE . ’
(a), Describe thres broad components that make up the financial system, ) {9 mark :)
() Highlight three goals of maintaining a global investable market index, (3 mark-}
(e} (i} Explain the term “demutaalisation of the securities exchange™. : ! (2 marks)
[43] Discuss three challenges to the pracess of demutualisation of the securities exchange in emesging markets,
{6 mark 3}
(Total: 20 marks)
QUESTION ¥OUR

{a) Explain the following types of bond securities:

‘(1') Zera coupon bond. {Z mark’)
{ii) Callfable bond. \ {2 mark")

[GD] Convertible bond.

(iv} BEurabond, ’ g $§::})
(v} Municipal bond, : 12 matk ).
{vi)  Private placement bond. o l{:.? mask ) .
(b} Describe four benefits of internationat financial integeation. {8 ma:k':)
‘UESTION FIVE . . (Total: 20 marl s}
- Explain four types of irplicit costs assoclated. w'thonie lacei'ﬁen! in the sepurities market. .0 {8_r.1":{ﬁ{s')
L in rela!mn 10 foreign markets: et o 7 |
{i} Defing the tcm: “high ﬁ:qucﬂcy frading?;™ R S A T . (2m.:i<s);

{if) Higb.hgh! t'om' bencfits of high frequency n'ac!mg

TR BRI 2 SN

ts  Efficiency ,9!@9.:@?1 markets s importan in &n ecéromy, -Disedis”
FIRSTION SIX
& Analysc six determinents of inferest mt’es £ ﬁnancaat ma:ke 5

o 'EST[ON SEVEN
=_z}' Omlme the features of each of the following:
(:) Bond ma:ket index,

fi

£
(Total 20 ma'ks)'




ER - e tem ..

o I(Actmr'ﬂ_\

' S FINANCIAL INST R
FR]DAY:'SI hiay 2013. B
" Answer any FIVE questions.

OUESTION ONE . o ‘ - .
()} - Explain cach of the following teem’s a3 used in finoncial markets: -

) {® ' Defaulinble debt. - 12
- sy “Inflation - indexed Gands, - - : SR S o ;{2 wmarks)
TSy Market liguidity. 0 - o ‘ C T maks)
{iv) - Watered capifal, ' -7 (2 marks)

(b) . Describe four bencfits that imight acerue to a firm that underfakes cross boarder lisling of its sligréi.

{c) In refatfon to secondary market Indices, discuss the following terms:.

@ . Domestic siock indices, . : - F e S (2 marks)
.- (i)  Global stock indices. . : PR e eae o (2 marks)
. G . ; ’ _ ' (Total: 20 marks)
_QUESTIONTWO .+ - o : O T
(). Summarise four edvanages of specialised financal institutions to devéloping eeopomigs. (s mérjk)
). "Expfain six functions of a central depository system {CDS). i L (12}:13_3;1;5)
. B CTT T (Totah 20 marks)
QUESTIONTHREE =, | : o o ' '
{a) (i) Befine the term “bank pun®, ; . {2 marks)
(40} Summarise four measures that might be used to stop bank runs in finaactal institutions. (8 marks) |
63 Deseritis fivs ethical duties that an investment and securities anatyst owes to the client, T (10 marks)
o ’ ‘ " (Total; 20 marks)
QUESTION FOUR - :
{a} Describe two types of municipal bonds. ’ . : ) {4 marks)
(b [0 Explain three factors that have contribnted to the growth of informal ﬁnancfai-instiluﬂﬂn?. {6 marks). .
()] A trader buys a stoek on margla and holds the position for cxaél!y one year, duriig which ime the stock pays .
a dividend, The following information refates to the stack: '
+  Purchase price 5h.20 per s!léra.
»  Selling price 8h.15 per share.
+ - Number of shares purchased 1,008,
s Leverage ratio 2.5
¢ Market interest rate 5%.
+  Dividend pald Sh.0.40 per share.
¢ Comemission charged Sh.0.01 per.share.
. Requlired; . ) . . ) e .
R - The return on the initial investment. - . © (10 marks)

‘QUESTION FIVE . .

{a) .. ‘The financlal services sector has experienced tremendous growih in the recent p:{‘st. .
Required; S . : ) L - . SN
In relation to the above statemént, explain five factors that might have contributed fo such growth. - {1 marks) s

() . The lnstitte of Cerified Securlties and Investment Analysts (ICSIA) is a-not for profit organisation that is heavily

" dependent on the expertise and Inteltectual contribulions of its members (graduates of the CSIA examination) who

devote their t{me as they share a mutual iiferest in the organisation’s missicn to promote and achieve ethical practice

in the investment pm\fass{on. High ¢thical standards are critical lo meintaining the publie’s trust in the investinert
pofession. . ’ e e DR ST

T amarksy

.. - (Totnl: 20 marks)

.R‘equ[red: . . . .
... _As a member 6f the Tasgitute of Certificd Seeurities and: Investment Analysts (ICSIA), explain £ :
... principles of a eoils oftonduef thal you should Always practiss, =~ y{ 0 el fve ﬁl(':gar,::::}:i]
. . . ")
- : ) _ {Total: 20 marks)
. .QUESTION SIX S ’
(s} Highlight four factors that could cause liquidity crises int & country. ' (8 marks;
() Acentral bank acts as the “lender of the last resort™
' In relation to the above statement, discuss four ivéys in which it performs this ﬁmutic-m.r . {5 marks) .~
{c) " Outifue bwo ways of mitipating market crash in en economy. A o E "4 marks}
oo o {Tatal: 20 marks)
QUESTION SEVEN -~ , . ‘
@) - Explain four charactérisiics of fitures. {8 mark:)
(b) Examine six advantages assoslated with offshore Eanking. ) o (.lzl-marks}
= R L " {Tatak 20 marks)

FINANCIAL INSTITUTIONS AND MARKETS i - oo ot
FRIDAY: 30 November 2012, _T{.;xé;\llowed:.:i hours, -

Answer any FIVE questions. ALL questions carry equal marks.

QUESTION ONE .- ' St
f2) Explain three determinants of the bid-ask spread ing foreigh exchange market. i (6 marks)
(b) Describe four techniques that could be used'to forsoast future exchangs rates. I - 48 manks)
{c} Highlight three uses of the foreign exchange market by the following fifencial instittions: ‘

{y  Commercial banks. ) :

(iD) Insuzance companies. . ‘ . (3 marks) o
o - ; o Ly (Total:20 marks) .-
i ¥ . . i
—~QUESTION TWO o T
R Explain the term “shadow banking system™, .~ ) _ - : -'.‘.‘\"-"'(Z‘ma'rk_s)
. m 1 \ : ) . ‘ - - - )
- iy , Listoyo beneflts that the wraditional banking system has over the shadow banking system. . . - (2 marks) -

by A mufual fund hias iAvested In shares of X Lid, Y Ld, and Z L4, As at 31 J0l¥2072, the micket prices of the shares

Wers quoted as follows:

Company Number of shares . Market price
Sh.
X Lid. 1,000 56.00
Y LU, 2,009 7025 ‘ ‘
AR} . 1,500 12050 : [N
The fund has 15,000 n;utstarid}ngshares held by investors, . ; st REE
* Regquired: ’ : . . ‘ '
The fund’s net asset value (NAV) asat 31 Iuly 2012, o {2 makey -
(c) Describe seven types of insurance and im'.'eshnem-oriented products offered by fnsurance campanies. f]d marks) :
s (Totali 20 marks)
QUESTION THREE L -
{a) In the context of behaviowral finance, explain the following types of investers;
(3] Methodical investars. o (2 marks)
(i) Spontaneus investofs, - . D R {2 marks)
(iiiy tndividualist investors, o . : 2 marks)r ‘
) Inrefation to the concept of efficient market hypothasis, anaiyse seven principles g}ftechni(‘-ﬂi .aﬁ.aiysis. . {14 mﬁrks}
N ] T . L (Totak: 20 marks)




/@%LW - o
{a) caify twa limitations of the fOHBWing stock market indices: .

<) Value-weighted index. {2 mmarks) .
(it} Equal-weighted index, L. {2 marks) V
®) @ Explain the torm “gilecged securitigy”.. T naky
() Summarise four faciors that influency ihe'yieid m!ong~!Errn gilt-edged securities. . (8 marks)
{c) !nmai public offerings (IPOs) have received negazwapuhlwny in the recent past because of several marketabusas
Deseriveé thte3 10 irarket abuses, - - e e (B masks)
TRt by " (Tnm] 20 rlarks)
U‘EST—(_)N FIVE ! .
8% 1. cEnumerate three factors that have ted 1 the mcreased mtcmtmn,of ﬁnancml markets
ey, 20} Cutline three reasons \vhy,_lthﬂ;?uals JQ’.“,mfbV“al. investnent grg:f:_n_gls;?_h?n:s__q
{ii} Summarise four disadvantages ofinf.ennal finance.

A

© Describe three caregories of financial inpovation. e el

.. » Highlight four causes of financial innovation.

- T o .
QUESTION SIX v/ .. St
{2 (3] Describe the term “margin call*, - _ S (2 marks)

o iy Mary ‘M has 2 ‘matgin account with a marglt requirement of 25" per Cenk O T Januar}’ 20!2 she
-+ , deposited 3h.200, {007 jor the account and purchased 8,000 shares of Fa:dlica Llrmted

AT

C e

Required: ’ . o '
The sha.re price of Faldika L. lmlted that will result in Maw Muli’s aeconnt recclvmg 2 margm caH {2 marksy
(b) Mak Kirui is censtderzng mmstmg a large sum of money in foreign stocks. . .
Advise Mark Kiruf on three ways in which ke cou!d invest in stocks of fomign"ci'):mpa.nies (6 marks)
() ‘ Suggest five measures that could be adopted by the sovemment of your countTy [0 encalage Lhe gruw‘r.h uf financiat
fuutures ang options market. T (10 marksy
: k20 marks)
cndy . Lo
QUE,STION SEVEN BT
: ‘(a} Outlme eight beénefits of effective financial services marksting plenning to an organisation. - coeeo A8 marks)

) 'Cemi" ed Securities and Investment Analysts are at tmes’ required 10 undertake research and prepare research repots.
" . In preparing the reports, the Cenified Secarities and Investment Analysts mlah! refer to pubhcatmns frem-other -
financial analysts. St L B

.. Analyse three measures that a Certified Securities and Investment Analyst could adopt n order 10 avcud bemg accused :
" of plagiarism. et (6 marks)

(e} You have recently been appmmed the Legal and Compliance Officer of a tcadmg stockbmkemge ﬁnn in your
S2It Y chunbrys - . Tol el i

L LT

S tih I that you woutd ut in place to prevent general employee misconduct in yourﬁnn (Gmadcs)
uggest three measures that y p p p 1 ploy A ot zomarks)

- . - PP &P
FINJ‘}N(?_IAL_-INS'E‘ETUHONS AND MAI_!KETS B : .

_FRIBAY: 25'&13)" 2082, T]me Allowed: 3 il_O‘ll‘I;.Si -
- Avswerany FIVE questions. ALL questions tairy eq al-

QUESTION ONE

(8} . Deserive four benefits of an efﬁcxent money market. ) - o ‘ (3.';{1?7*?;*‘5)‘}

{b} Explain thres properties of an effective derivatives marker,

{c} Hightight six functions of the'capita} market regulator in your coui}ir)". o
E (Tﬂizlt. 0 mark.s)

GQUESTION TWO )
{a} Differentiate between the following pairs of terms: i
() Allocarion ¢ffisiency and information efficancy. {4 marks).
(i)  Maive hypothesis and intrinsic vafue hypothesis, : (4 marks)
(b} Explain four difficulties of stock index conswruction. - {8 marks)
{} Outiing four features of over the counter (OTC) markets, {4 marks)
: . © (Totak 20 markh.
QUESTION THREE .
(a) Distinguish benween “finencial enginsering” and “financial innavation™, {4 marks}
{b) Explain five kinds of market imperfections that provide impetus for innovation, B (15 marks}
{c) Bescribe the three main classificarions of financial markets. (6 mar ks)
{Total: 20 marks). .
QUESTION FOUR : s
(a) Describe five factors that are taken into account when under pricing inftial public offerings (IPOs). (10 marks}
{b) Explain two major risks in the foreign exchange market. . {6 marks)
() Outline f‘éur characteristics of a “frontier marker™. T {4 r;iark.'s)
’ {Total: 20 marks)
QUESTION FIVE
() Distingyish between the following terms:
(i) American options 2nd Burcpean options. {4 marks-)
(Ei) Covered options and Naked options, ) . (4 malks)
(b) Explain the following types of investment vehickes:
) Commingled funds, (3 marks)
iii} Hedge funds. ' (3 marks)
[{}] Oper-end funds, . {3 marks}
T (iv) Einit investment trusts, 3 marks)
; {Total: 20 marks)

ISTION SIX ’ ‘ '

(i) Explain the term “golden shase™, ] (2 marks)
(i).  Summariss two purposes of a golden share. 7 . ) o {4 marks) .

! Def‘ne the ferm “market capitalisation™. . . N {2 marks) )
Descnbe four areas uf conftict of interest tha: a finzricial analyst should. make ﬁ:l! and i disclosure to various
stakeholders. e . {2marks)

ESTION SEVEN: T (rotal: 20 marks)
Defisie the term “ﬁna.ncial assets”, L ‘ S ¥ ma-fks}
® Explam three economic functions of financial assets, - : - C T (Gmarks)
(i} - Stmte six properties of financial sssers, . - e . . ‘(6.11131}7:53 _
Explain thres factors that affect the valatility of prices of fixed interest rate assets, {6 nrzarks)
: : (Total: 20 macks)

&




	CF22 Financial Institutions and Markets.pdf
	FIM.pdf
	CF22 Financial Institutions and Markets.pdf
	CF22 Financial Institutions and Markets.pdf
	CF22 Financial Institutions and Markets.pdf
	CF22 Financial Institutions and Markets.pdf
	CF22 Financial Institutions and Markets.pdf
	CF22 Financial Institutions and Markets.pdf
	CF22 Financial Institutions and Markets.pdf
	CF22 Financial Institutions and Markets.pdf
	CF22 Financial Institutions and Markets.pdf


