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QUESTION 1

Assume that you are considering selecting assets from among the following tw) options:

Asset A - Asset B

Market Market

condition Return Probability  condition Return Probability
Good 16% 0.25 Good 20% 0.22

Average 12% .50 Average 14% 0.5C

Poor 8% 0.25 Poor &% 0.22

a) Compute the expected return of each stock. Which stock is most desireble by this

measure’ (6 Marks)

b) Compute the standard deviatioa of the annual rate of return for each stock? By
this measure, which is the preferable stock? (6 Marks)

) Compute the coefficient of variation for each stock. By this measure relative
measure of risk. which stock is preferable? (6 Marks)

d) Assuming that you have a E100 000 which vou split 50/50 between assct A and
Asset B, compute the expected return of the portfolio? (3 Marks)

e) Distinguish between business risk and financial risk? (4)

Total (23 Marks)
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QUESTION 2

a) Explain the differences between bonds and ordinary shares? (8 Marks)

b) Discuss the role of financial markets in Swaziland and limiting your discussion to
any five points? (20 Marks)

c) Explain the concept of arbitrage. (2 Marks)

Total (30 Marks)

QUESTION 3

a)

b)

)

Distinguish between diversifiable risk/ unsystematic risk and nor-diversifiable
risk/ systematic risk? (6 Mars)
Write short notes on:
1. Spot market (3 Marks)
1. Forward market (3 Marks)
Explain the concept correlation and how it helps in the context of investme:nts? (8

Marks)

Total: (20 Marks)
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QUESTION 4

a)

b)

e)

Suppose Edith Baker deposits E10 000 into a savings account today for *vhich the
bank pays simple interest at a rate of 10% per annurm.

How much money will Edith Baker have in the account at the end of thrze years?
(3 Marks)

For the same deposit 1 (a) above, how much will Edith Baker have at the end of
three vears if the interest is compounded annually at the same rate of 10%? (3
Marks)

Comment on the differences on the results in (a) and (b) above. (5 Marks)
Nokuthula Dlamini is certain thet she will graduate five years from tcday and
would like to buy herself a laptop at that time. Computronics (Pty) Limited
informed her that the laptop model she is interested in will cost E30 0C0 at tae
future date. If Nokuthula Dlamini can earn interest at 12% per annum
compounded annually in a savings account, how much must she deposit into the
savings account today? (5 Marks)

Mary Khumalo wants o deposit E135 000 at the end of each year into a special
savings account for five years. The bank has promised her a rate of intarest of
10% per annum compounded annually on her savings, how much money will she

have at the end of her savings term? (5 Marks)

Total: 25 Marks
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Table 2: Presem value of R at the end of n periods
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Table 3: Future value of an annu;ty of Rl per penod forn perlods
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Table 4: Present value of an annulty of R1 per perlod forn pernods
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