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[bookmark: _Toc501927614]TASK 1:
As a result of recent financial crisis, banking across the world as gone through tremendous change. In addition, regulators are keen to ensure that banking is sustainable. To enhance sustainability, there has been numerous revision on bank capital requirement. 
You are required to download the financial statements (last 5 years) of two banks of your choice and perform the analysis. 
1. Calculate Tier 1 capital for the two banks over the last 5 years and provide detailed comment on the analysis. 
Tier 1 capital is the core capital of any organization, which includes shareholders equity and retained earnings. It measures financial health of a company and is used in case of sustained losses over the years. As this is pure equity of any company, the larger the better for shareholders to earn more as they are paid after debt holders are paid off. It also ensures ownership as equity holders will have a larger share and ultimately more power in the running of the company. The illustration below gives details of tier 1 capital of Barclays and Lloyds. 
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Figure 1: Barclays PLC
The diagram shows tier 1 capital of Barclays Banks which is increasing over the five-year horizon. This can be either because the bank might be issuing shares or carrying-forward their profits as retained earnings. The latter one implying lower returns to equity holders; however, this return will be a sustained one as retained earnings are good for organizations which used for expanding business. Here the increase is due to higher shareholder’s equity rather on retained earnings which are somewhat coming down. Increase in shareholder’s equity was primarily due to right issue of one for every four. This means there has been dilution of ownership which is bad for some investors in terms of their voting rights. In addition, warrant issued were supposed to be exercised in agreement with Deutsche Bank and Goldman Sachs International. The amount was particularly contributed to Barclays Bank PLC which increased their Tier 1 Core Capital. 
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Figure 2: Lloyds
The figure above shows Tier 1 capital for Lloyds Bank over the five-year horizon. Core capital can come down either by share repurchase or by reducing retained earnings. However, here the decrease is due to decreasing retained earnings which has reduced by 50% over the five year horizon. New shares were issued in respect of employee share scheme as well as in relation to payment of coupons for hybrid securities. This shows company’s inability to pay their liabilities on time for which they have issued new shares and this is also depicted through declining retained earnings. The decline of retained earnings is also due to payment of profit to other holders of equity instruments. Falling retained earnings may be red alert signaling lower payouts for the future which is coupled with non-payment of coupon instruments.  (Majcher, 2015)
2. Calculate the liquidity Coverage Ratio for the two banks over the last 5 years and provide detailed comment on the analysis.
Liquidity Coverage Ratio is defined at the amount of Liquid assets held by the Financial Institutions. This is required as to avoid Run on a bank conditions; however, because of this, banks are less able to lend out as loan to its customers. These liquid assets can be in the form of cash, Treasury bonds, or corporate debts over net cash flows having at least 100% coverage. There are three types of high quality liquid assets that comprises of Level 1, Level 2A and Level 2B assets. The ratio is calculated as high quality liquid assets divided by Net cash flow over 30-day period. As for liquidity, the higher the ratio the better which means bank has more liquid assets than outflows. 

             [image: ]
               Figure 3: Barclays LCR
The figure shows Liquidity Coverage ratio for Barclays bank over the 5-year horizon, which is being fluctuated over the period. The worse has been experienced in 2013 where the ratio dropped to less than 100% which means the Bank has not fulfilled the requirement of 100% coverage. During 2014 and 2015, liquidity position of the bank improved either because high quality assets improved or net cash outflows reduced which is a good sign of the performance of the company. These outflows are calculated as of in stress test which gives the maximum loss that can be borne by the company in the worst scenario. 
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Figure 4: Lloyds LCR
The figure above shows Liquidity Coverage ratio for Lloyds which is deteriorating over the years for which management should periodically review their high quality liquid assets. These may comprise of bonds or commercial papers which have poor rating and therefore may downgrade HQLA of this bank. Cash outflows have also increased in stress testing results which represents outflows from wholesale funding sources, retail and corporate deposits and rating dependent contracts under the Group. The group may be exposed to some form of restrictions if it doesn’t fill the gap for an extended period of time. However, lower HQLA does not imply declining position; it may be because the bank has lend the funds to its customers to earn return rather than leaving the funds idle. 
3. Based on Financial Statements, analyze the asset quality in relation to tier 1 capital and provide detailed comment on the analysis.
Asset quality is the most crucial area in determining overall condition of a bank. It revolves around leverage and is known through loan portfolio and credit. Major chunk of bank running is based upon liabilities and management of any organization spends a lot of time in reviewing their asset quality. 
 This is due to the fact that there are various strings of risks attached to this particular form of financing. They also include real estate, off-balance items like contingent assets and liabilities, due from accounts, premises and fixed assets. The ability of identifying and managing these risks by management are also reflected here; they look into factors that affect the value or marketability of institution’s asset. Based on the dynamics of the asset quality, asset quality rating is also assigned which are categorized as 1-5 with one being strong asset quality and five being the least. Barclays gets these ratings done from Standard and Poor’s, Moody’s & Fitch as well as Rating and Investment Information. As at 31 December 2016 the rating by all three agencies has been an A negative which means they need to review their assets more frequently. 
As with any bank, major chunk of Barclay’s asset consist of Loans and advances to other banks and customers. One area of particular review for Barclays bank is concentration risk ; this is where credit risks arises as counterparties are involved in similar transaction and are affected likewise in case of changes in economic circumstances. Diversification is used to mitigate concentration risk through setting exposure limits. 
For Barclays, reviewing asset quality is one of the reporting requirements upon which the company has spent considerable time. Another form of reviewing asset quality is loan loss rate which represents annualized impairment charges on loans and advances to customers. Credit impairment charges increased from £0.6bn to £2.4bn which caused loan loss rate to increase by 11 basis points (bps) to 53 bps. 
Moreover, Coverage ratios are also used to determine the extent of credit risk involved; they include credit risk loan as well as potential risks loan. Coverage ratio has been stable for the bank over the 5 year period but coverage ratio has increased to 71% mainly within retail portfolios. Barclays has three major categories of products which are secured Retail Home loan which accounts for 5-25% of the portfolio, credit card accounts for 65-80% and finally corporate facilities which accounts for 30-50%. It should be noted that credit card is the most risky of all as it is not backed by collateral. Also, because the interest on such financing is the highest, the loss can be huge for the bank if customers default. 
As at 2016, the leverage increased to 4.6% from 4.5% in 2015 which increased the Tier 1 capital to £52 billion. However, this was offset by increase in leverage exposure of £97 billion to £1,125 billion.  Though derivative exposure has been stable, the underlying nature of the derivatives itself is uncertain, therefore the Bank should pay particular attention to this form of instrument. 
The asset quality of Lloyds has improved over the years with no deterioration in the underlying portfolio. The impairment charge increased to £645 billion in 2016 from £568 billion in 2015. With asset quality ratio, increasing to 15 basis points and impaired loans were also reduced by over £1 billion. This was mainly due to the reduction in provision releases and write backs. 
The leverage ratio increased to 5% in 2016 from 4.8% in 2015, largely reflecting the increase in tier 1 capital. The derivative exposure has been reduced over the years by market movements and off balance sheet item were increased by £2.3 billion in 2016. This should be paid particular attention as these are mainly contingent assets and liabilities which can change from non-financial to financial obligation at any point in time. The credit rating of Lloyd’s asset has been unchanged over 2016 and the median credit rating by all three agencies has been A+ which is a good sign of Bank’s progress over time. However, it should be noted that UK’s overall banking status has been downgraded from Stable to negative due to increasingly macroeconomic instability. 
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4. Discuss the possible ways that the bank can meet an expected net deposit drain using both purchased and stored liquidity management techniques.
Liquidity risk is the risk that the company or bank is unable to meet its financial obligation on time. Banks usually face these problems when there is a Net Deposit drain which is when withdrawals are more than deposits. These may occur when there is a run on a bank on any particular day or days. Liquidity can occur on both sides of the balance sheet; liability side liquidity risk occurs when deposit holders decide to cash their deposits. Asset side liability risk occurs when borrowers decide to use the funds lent by the bank. However this liquidity risk can be managed in two ways; purchased and stored liquidity management.
 Traditionally, stored liquidity was being used but nowadays purchased liquidity management is being used. Purchased liquidity can be bought in financial markets which may include competitive funds or other institutional investors to fill the gap. This also includes managing the liability side which preserves asset side of the balance sheet. Managing involves avoiding maturity mismatch of assets and liabilities, reducing reliance on demand deposits and always making sure that withdrawals does not exceed deposits. Banks can also go for repurchase agreements whereby banks sell the securities with the intention of buying it back later at a specified time and price for the sake of liquidity management.
 Purchase liquidity allow banks to increase their overall balance sheet size; however, borrowed funds are likely to be at higher rates than interest paid on deposits but additional cash taken are borrowed at market rate. (Hauswald, 2016) Other sources of purchase liquidity includes Feds fund management, Federal home loan Bank advances, brokered deposits, Internet CDs and other forms of borrowing. 
Another way of combating liquidity crisis is store liquidity technique through liquidate assets where banks tend to hold excess reserve assets in absence of reserve requirements; over 0.6% of total assets are held as cash in case of need. However, there is high opportunity cost of reserves attached to this kind of strategy. It decreases size of balance sheet and also requires holding non-interest bearing securities which accounts for loss of potential returns. Therefore, it is better to combine both purchased and stored liquidity management techniques. Stored liquidity is safest way to cater to the liquidity need than purchased liquidity as it is internally generated and is available for good as well as bad times.  Liquid assets are added to a bank’s balance sheet and is beneficial for new banks who are not able to borrow from outside. (Hanson, 2003)
Both methods has its own pros and cons; the most feasible strategy will depend on each bank and will be different for every other bank. A balanced approach to a liquidity strategy is the most cost effective and lowest risk method. 
5. Discuss in detail the role of regulators in averting or mitigating future financial crisis.
Most severe financial crisis that has been till date were due to exploding of credit bubble that caused people to spend more than they earn. A typical boom builds confidence in the economy which try to increase the turnover of money by extending credit limits. Initially it increases spending in the country, which increases production and so more employment generated. However, this spending is not backed by actual money rather on credit. Problem arose when customers were not able to pay back the amount and hence banks lost a lot of money. 
Regulators are there to set the limits as to spending and credit requirements. They introduce financial reforms at national and international level like Financial Stability board which brings together national authorities for financial stability. The G20 group was set up in wake of financial crisis in East Asia consisting of 19 important countries and European Union. Their set up purpose includes enhancing sound regulations and strengthen transparency by expanding regulatory requirement, mitigating pro-cyclicality. Another work involves promoting integrity in financial markets which covers issues of corporate governance, cross border supervisory arrangements, bankruptcy laws and issues related to money laundering. In addition, there are laws to reforming the IMF fulfilling role, governance and resource requirements. 
With the development of high degree of leverage and concentration of risk, regulators ensure greater transparency regarding exposures, set limits on leverage and appropriate communication strategy to bring potential risks to the market’s attention. Some risks are not in control of these regulators, like macroeconomic which can be only reduced by increasing the awareness among market participants posed to the financial system.
 Other than this, these regulators have some tools to ensure risks are minimized at a certain tolerance level. These are policy and regulatory tools which includes transparency & disclosure, business conduct oversight which shapes the behavior of market participants, organization & governance requirements, prevention of risk transformation and emergency powers. These authorities are concerned to mitigate systematic risk which cannot be diversified away and is inbuilt in the system. Most of the regulators are somewhat collaborated with other regulators to ensure worldwide prevention. This is because emerging markets have cross border links which brings in risks of individual countries through trade. This also ensures standardized rules and regulations which will uniform the governance requirements. 
In addition, regulators frequently review their policies to make sure none of the companies are neglecting regulations in their financial activities. Central bank of any country plays a key role in managing the economy as a whole; it injects liquidity when required and reduces circulation of money whenever necessary primarily by buying and selling bonds. It is also lender of last resort for all commercial banks as well as regulatory authority for them, which are in place to avoid bankruptcy. For instance, before lending the proceeds, bank has cash reserve requirement (CRR) which has to be kept with state bank and statutory reserve requirement (SRR) which also has to be kept with the state bank but in the form of T-bills and other government bonds. (Luis Cortavarria, 2009)
Likewise, Securities and Exchange Commission (SEC) is the regulatory authority for all Non-Banking Financial Institutions with which they have to comply. On whole Basel Committee on banking supervision was set up for regular cooperation on banking issues, maintaining cross-border banking supervision and ensures coverage with International laws and regulations. (Kodres, 2014)
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You have just reported to work as an Investment advisor at the brokerage firm of Trinity and David Co. Your first assignment is to explain the nature of the Financial Markets to Mr. Rooney, a professional Football Player. Rooney is a highly ranked football player who expects to invest substantial amount of money through Trinity and David. He would also like to understand in general terms what will happen to his money. Your manager, Dr. Peter, has developed the following a set of tasks that you must address to aid Rooney in deciding the investment destination. 
1. Critically describe three primary ways in which capital is transferred between savers and borrowers?
Savers and borrowers are the primary parties involved in the whole process on which the dynamics of various financial industries are based. The tradition dates back to the barter system, where people use to buy goods on credit with the promise of returning them more in amount than originally taken. This was the token money rewarded for the time the creditor has been without its goods. Similar concept has been applied in today’s modern day world where notes and coins has replaced barter system. 
The more advanced form of ownership has been in the form of securities where the paper represents the specific amount of ownership of the person in a company. This is where the first methods kicks in through which capital is transferred between savers and borrowers. Many people do not have sufficient capital available for starting up the business- this calls for borrowing from other people. This is direct transfer of money which can be in the form of equity as well as debt, where the nature and terms & conditions differ.
 Company requiring capital issues stocks in return for the money given by the savers; these savers are rewarded in the form of dividends or by selling their shares. There are various categories of stock which includes common stock or preferred stock. On the other hand, issuing debt also involves issuing of bond papers but the returns are somewhat more stabilized due to the priority given by the company to its debt holders. Also, in case of dissolution, these are first ones to be paid before equity holders. This borrowing can be done from individuals as well as companies (corporations issuing commercial papers to insurance company). (The Financial environments, n.d.)
Secondary method of transferring capital is through an Investment Bank or a brokerage house. These are corporations which work for the companies facing problem in raising capital for their firm. They can either undertake to sell the shares of their clients’ company or underwrite securities in which they buy stock of the company in bulk and then sell the same in the primary market. The latter way is more convenient and beneficial for the company as it receives guaranteed amount with which they can utilize the funds for their business. However, through this method the company might not be able to get desired capital as these investments bank either charge a fee for their services or they might buy the shares of the companies in price lower than that of the market and then sell at a higher rate. (Finance Essays, 2015)
The third and the most popular method of transferring money is through financial intermediary such as commercial banks, savings and loan associations, mutual savings banks, credit unions, pension funds, life insurance companies as well as mutual funds. The business of a bank is based on lending and deposits where it charges more to its borrowers and give less to its lenders. The earning is through a spread between the two rates. In fact, a large amount of portfolio comprises of deposits from others which is used to lend money to others. This money is then segregated into short-term and long-term depending upon the nature; this is because the bank has to take care about its maturity matching of its assets (lending) and liabilities (deposits). There are three main benefits of having financial intermediary and that is risk transformation, which is because bank has the ability to diversify its exposure and lend to multiple borrower spreading its risk until it becomes risk free. Additionally, the borrower can convert its short-term liabilities into long term assets and finally convenient denomination. These intermediaries can also prevent market failure by acting as a middleman between the two principles in case of conflicts. 
2: Discuss what a market is and differentiate between the following types of market:
A market is a place where the forces of demand and supply operate and the parties to the contract interact with each other. These parties may interact directly or indirectly through intermediaries depending upon the requirement to trade goods and services for money or barter. (Investopedia, n.d.). There are various mechanism involved due to which parties gather at a single point; determining prices of goods by the forces of demand & supply which also involves negotiation, communicating the price information, facilitating deals and transactions as well as finally delivery of good or a service. (Robinson, 2017)
Physical versus financial markets:
Physical market is a place where buyers and sellers come together and exchange goods and services in person; the culture which dates back to hundreds and thousands of years ago. This involves delivery of physical product to the buyer to complete a contract. However, with the changing dynamics of the industries, which has become rather more competitive, people have found a quicker and efficient way of transacting with one another. This lead to the emergence of Financial markets where people choose to trade financial assets online. There is no physical interaction between buyers and sellers and these markets mostly deal in stocks, bonds and derivative instruments, the value of which is dependent upon another asset. 
Due to advancement in technology, software like Bloomberg has become popular within financial industry.  These markets has supported Global Village where people can transact internationally all around the world. Buyers and sellers electronically trade directly or indirectly via stock exchange. The prices derived in these markets are somewhat unbiased or arbitrage free due to transparency of information. Final delivery of the instruments take place electronically or may be in the form of financial settlement. (Brigham, 2015)
Spot versus Future markets:
These market usually differ with respect to the delivery or final settlement of the contract where spot markets calls for immediate delivery or within few days (in some countries spot markets refers to delivery within 3 days). The prices are also dependent upon the time frame of the contract; the spot price is derived according to the current price in the market. 
On the other hand, future markets involves participants who agree to the contract today for the delivery sometime in the future. Parties make an agreement to buy a specific asset for a specific price on a specific date in the future. However, the future price is determined by using the discounts rate prevalent in the market. These future markets are transferable, exchange traded contracts and requires delivery of a commodity, stock currency or a bond. These contracts are standardized and traded through central clearing houses which works as an intermediary as well as a regulator. Usually, people trade in this market to avoid expected losses, (buyers can fix a price today to avoid paying higher price in the future).
Money versus capital markets:
Financial markets usually comprises of money and capital market, which are segregated according to the types of assets. Money market instruments are traded in money market where assets mature within a year or less. These include deposits, collateral loan, acceptances and bills of exchange operated by central bank, commercial banks, and acceptances house. Money markets operate to cater for short term liquidity requirements such as covering operating expenses or working capital. They account for low risk as the tenure is short and funds can be withdrawn anytime soon. Money markets are preferred more by the older individuals who are more concerned about safeguarding their funds. 
Capital markets, on the other hand, are operated by stock exchanges, commercial banks, all corporations including non-banking financial institutions such as insurance mortgage banks. The purpose of these markets is to raise capital for long-term purposes such as expanding businesses or other capital projects. Companies may decide to issue equity (shares) or debt (bonds) depending upon their requirement. These securities has maturity more than one year and are often risky due as the tenure. (Kristina Zucchi, 2017)
Primary versus Secondary market:
Primary market is where the companies is issuing its securities or raising capital for the very first time. The securities in primary market is often traded in an IPO (Initial public Offering), which is sold directly by the company to the investors. This differs from the secondary market where the securities are traded after being sold in the primary market. This means that securities are sold by investors to other investors; which can be individuals as well as institutional investors. In this market, the company is no longer party to the contract between the two investors until they are involved in the buy back. 
Public versus private market:
Private markets are those where securities are offered to a limited number of investors, where usually only two parties are involved. They include bank loan and private placement of debt with insurance companies, which are rather customized and highly illiquid. Whereas, public market are where securities are offered to all investors desiring a share in the company. The shares in these markets are usually first sold to the investment banking firm and then float to the public. 
3. Explain why are financial markets essential for a healthy economy and economic growth?
In this competitive environment, financial markets are playing a vital role in the development of an economy. This market has connected people all around the world like a global village with trade carrying out 24/7. Important products like oil, gold, and intangibles like weather affects derivative instruments in a financial market. It has given rise to hedgers, speculators which dictate price to a great extent. It is one of the most critical market for companies which plans to raise capital either for setting up or extending its business as they rely on issuance of stocks and bonds.
Before emergence of such market, investors use to invest in real estate properties which were rather risky and highly illiquid. However, with financial markets an investor can gain exposure to various underlying asset in a limited budget and manage its portfolio’s risk by investing in various stocks with low correlation. This way the company can raise its capital fairly easily with a large number of investors. 
Other than this, the market is highly liquid which means an investor can sell its shares whenever they want and the money remains in the circulation without affecting the capital requirements of the company. Additionally, transaction costs are also very low due to the bulk of trading as secondary market also exist to facilitate transfer of stocks. (Education, 2005)
With hedger and speculators always depicting the direction, there is less arbitrage opportunities which means any excess profits will be absorbed immediately leading to a fair price in the market. Transparency of information helps investors takes informed decision as the face of industry is changing in seconds (The role of Financial market in economic growth , 2001). Due to a large number of products available in the market, the objectives of buyers and sellers are closely aligned. 
Financial market just makes the system more efficient by transferring funds from those who have excess to those in need by compensating them and helps restructure economy needed to boost growth. This is not it, financial markets also helps government meet its needs by issuing treasury bills and other long term debt instruments in the market.  As Investment is one of the most important component of aggregate demand, the right strategies will lead to higher investments and eventually growth in GDP of the country. Additionally, these competitive will better position the country in the global outlook. 
4. Discuss what derivatives are and how they can reduce or increase risk? Illustrate with examples where necessary.
A derivative is a financial contract that derives its value from an underlying asset. The buyer agree to purchase the asset on a specific date at a specific price. Underlying asset can consist of one securities or combination of securities, which includes stocks, bonds, and commodities such as oil, gas or even gold, currency in which US dollar is the most common one as well as interest rates. Nowadays derivatives are also dependent upon market indexes and weather.  Type of derivatives include future, options, forwards and swaps; each one is different in its trading, cash flows and final settlement. 
Derivatives are either traded in an Over-the-counter market or on an Exchange-traded-fund, which makes the most evident difference between a forward and a future contract. 95% of the derivatives are traded in an OTC market where there may or may not be an intermediary; however, buyers and sellers in this market mostly know each other. These are customized contracts which isn’t hurt by much regulation and form the basis of forward contracts.
 On the other hand, Exchange traded Funds is a standardized intermediary which connects buyers and sellers. Parties to the contract mostly do not know each other and need to adhere to the terms & conditions set by the exchange. It also involves catering to the margin requirements on daily basis which minimizes the loss; in some instances, exchange can also act as a clearing house by being actual buyer or seller thus making them useful for hedging. (Amadeo, 2017)
There are three types of people who are mostly interested in derivatives; hedgers, they mostly trade to offset a business and a market risks, arbitrageurs, who try to advantage from the mis-pricing between a derivatives and its underlying assets and finally speculators, who intend to benefit from market price fluctuations. They mostly take the opposite side of a hedger and an arbitrageur. 
Investors trade in derivatives to increase or decrease their exposure to risks which mostly includes commodity risks, that includes volatile commodity prices, Stock market risks, Interest rate risks and Credit Risks. Derivatives are particularly useful for those who don’t want uncertainly in their business transactions; for example crops of farmers are usually dependent upon weather, derivatives can impact the financial implication of these uncertainty. 
Likewise, let’s take example of a coffee; the price of which fluctuates widely. Companies like dunkin donuts can purchase coffee futures on the exchange and mitigate its risks. It may not be able to make large profits in future if the price of coffee drops but it has reduced its risk if the price increases in the future. 
However, derivatives can aggravate both upside and downside returns. It can increase the returns but can also bring huge losses as Warren Buffett has described it as ‘financial weapons of mass destructions’ (Vahey, 2014). Lack of transparency in the market can allow some participants to exploit the market. This can reduce liquidity and as derivatives are a zero sum game; large profits for one can result large losses for the other. The crash dates back to 1997, when Asian Financial crisis began; as Japan was the main driver of economies at that time, investors had long Yen and short US dollar in large amounts owing to the peg.  However, as Japan was faced with consumer slowdown, US dollar appreciated and hedge funds took up severe losses. Countries had to devalue their currency, interest rates rose and stock prices fell exaggerating the losses. (Ziemba, 2014)
5. Briefly describe each of the following Financial Institutions:
Commercial Banks:
Commercial banks are those who work with and provide services to businesses and other individuals. They help manage money, and works as an intermediary in return for a spread. They provide loans to these businesses and help deposit money of those who have access irrespective of their size. Borrowing and lending are the two main features of a commercial bank; they take various forms which are mainly segregated into short term and long term. (Pritchard, 2017)
Investment Banks:
Unlike traditional banks, an investment bank help raise capital for the companies by issuing stocks or bonds in the market, launching new products and engage in proprietary trading. Sometimes these banks can also underwrite securities of their client thus ensuring a secured amount. There are usually two main sides of the bank; sell side usually involves issuing stocks in IPO, placing new bond issue, engaging in market making services or helping clients facilitate transactions. Buy side works in line with mutual funds, hedge funds to help them maximize returns; the bank can work for either side or both. 
Mutual Funds:
A mutual fund consist of pooled investments by a large number of investors who invest the money in different securities. This is managed by an Asset Management Company who has the expertise to profit from high returns and capital appreciation, which is distributed to the investors according to the number of unit owned by them. Investors can benefit from diversification of the pool with which the company invest, liquidity and transparency of information. 
Hedge Funds:
In a hedge funds, there are basically two main parties; General Partner, who are responsible for managing the fund and Limited Partner, who are the investors of the fund. However, only qualified investors are eligible to invest in a hedge fund (Set net worth) and can invest in any asset which may include land, real estate, stocks, derivatives, currencies. On the other hand, mutual funds are limited to stocks and bonds. They also employ large amount of leverage to amplify their returns. 
6. Discuss what an IPO is:
IPO (Initial Public Offering) is referred to sale of company’s stock for the very first time in public for which they are often known as the primary market. This is done by public limited companies solely for the purpose of raising funds and increase liquidity. The firm going public hires an investment bank which help facilitate the IPO. Together, they get the issue approved after which the underwriter issues prospectus that has all the financial information of the company. 
The bank underwriting the stocks earn through the difference between the price they have paid and the price they receive from the investors. They can road show the prospectus to the potential investors who have large accounts in the bank. Small investors may lose out on this opportunity as they have to wait until the stock is listed on the exchange. By this time, stock price is inflated by insider trading which may exploit these investor. 
Every company has a number for the authorized share capital that is different for each company. When the company’s share has been oversubscribed, it is referred to as a ‘Hot IPO’. When a company goes public, they have to adhere to the regulations of SEC and disclose their financial position every year to the public. 
7. Critically explain Efficient Market Hypothesis (EMH), its three forms and implications.
EMH states that prices reflect all available information and that all assets are fairly priced in the market. The theory runs with the concept that there is transparency of information and all investors possess equal information. However, these concepts may not hold true in the real world as it is not always possible for every investor in the world to earn the same return. Another drawback is that every investor evaluates stocks differently and so may arrive at a different value from another. Lastly, there are always some investors in the market who are able to beat or outstand from others and therefore earn higher return from the others. EMH can take three forms which are:
· Weak form: This form suggest that current prices may or may not reflect all public and private information, but past price does. However, this is the weak form because past price does not represent future price.
· Semi-Strong: This form suggests that in addition to the historical price data, public information is known to the investors and is incorporated in the price. As soon as the information is available in the public, traders transact to bring the fair price. However, even this does not depict a true picture for the future price.
· Strong: This form suggest that other than the past price information and public information, private information is also inculcated in the price which otherwise is known to the insider traders. Private information is somewhat not so easy to know, however, even if some people in the Upper management knows the information, it is still reflected in the price. (Slaninski, 2016)
Key concepts of EMH forms the basis for its implication which includes trusts that should be built in the market prices. By this we mean that buying and selling assets are at zero NPV activities, market prices are the best estimates for valuing assets which is received by the firm. As prices reflect all available information, we can always extract that information from that price for our use. This information is equally known by all investors so it is not very easy to exploit the market which is known by the asset’s payoff. Pay off can be symmetrical but can also be earned through economic rent which includes superior information, superior technology, and access to cheap resources. (Bergen, 2011)
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