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Task-1
The sustainability measures that the banking institutions have to maintain so that they can strongly withstand any kind of financial crisis has been discussed in the context of the two banking organizations that operates in multiple nations are HSBC and the Standard Chartered bank. The HSBC bank PLC is one of the largest banking and financial service organization of the world whose headquarter in London, United Kingdom and is operating around 80 courtiers of the world (Hsbc.co.uk, 2017). The Standard Chartered PLC is a multinational banking organization of Britain whose head quarter is in London UK and serves around 70 countries of the world (Sc.com, 2017).
1. [bookmark: _Toc502148827]Tire-1 capital of a banking institution:

According to the requirement Basel Committee requirement of the banking supervision  the capital of a banking organization must be comprised of two types of capital namely the Tire-1 capital and the Tire-2 capital .
The tire-1 capital is defined as the core capital of a banking organization that defines the financial health and strength of the company. The amount or volume of the tire-1 capital defines the capability of the banking organization to absorb the financial loss without affecting the financial operation of the banking organization (Berger and Bouwman, 2013). So higher will be the volume of the tire-1 capital, higher will be the capability of the banking organization to absorb loss without affecting the business operation of the banking organizations. The tire-1 capital of a banking organization comprises of the share holders equity and the retained earnings.
 As per the Basel-III requirements a banking organization must maintain a tire-1 capital ratio of 10.5% (Sandleroneill.com, 2013).The tire-1 capital ratio can be defined as the bank’s core equity capital to the total risk-weighted assets of the banking organization (Gropp and Heider, 2010.). So higher will be the ratio, higher will be the capability of the banking organization to absorb loss and higher will be the financial strength of the banking organization.
The tire-2 capital refers to the supplementary capital of the banking organization and the tire-1 capital & the tire-2 capital together forms the total capital of the organization.
So while testing the financial health of the organization the Tire-1 capital is of Utmost importance
	HSBC Ratios

	 
	m,£
	m,£
	m,£
	m,£
	m,£

	 
	2016
	2015
	2014
	2013
	2012

	 
	 
	 
	 
	 
	 

	Tire- 1 capital
	138022
	153,303
	158155
	158,155
	151,048

	Growth rate
	-10%
	-3%
	0%
	5%
	 



In case of the chosen organization HSBC the holding of the TIRE-1 capital for the period of 5 years from 2012 to 2016 has been analysed and it can be seen that in 2013 the organization has registered a growth of 5% in holding the tire-1 capital over that of the previous period of 2012.From 2014 onwards the organization has registered 0% growth to negative growth. In 2016 the organization has registered a 10% decline in the holding of the Tire-1 capital with respect to the previous year (HSBC.com, 2015). Therefore it can be recommended that in a volatile market where a banking organization may have to face a situation of cash outflow in any time, the organization should be more cautious in maintaining and enhancing the tire-1 capital so that the bank can maintain their loss absorbing capacity without affecting the day to day banking operations.

	[bookmark: _Hlk502056506]STANDARD CHARTERED BANK  RATIOS

	 
	m,£
	m,£
	m,£
	m,£
	m,£

	 
	2016
	2015
	2014
	2013
	2012

	 
	 
	 
	 
	 
	 

	Tire- 1 capital
	42292
	42,773
	38799
	42,335
	40,600

	Growth rate
	-1%
	10%
	-8%
	4%
	 



In case of the Standard Chartered Bank which is another multinational banking organization (head quarter in London, England) it can be seen that the volume of the  tire-1 capital of the bank has registered a decline of 8% in 2014 to that of 2013.However the organization has recovered the growth of the tire-1 capital 2015 and in 2015 the tire-1 capital of the organization has grown by 10% and in 2016 it has registered a decline by 1% (Sc.com, 2015).Therefore as the growth of the loss absorbing capital of the organization is not showing a very stable growth, therefore the organization must stabilize the volume and growth of the tier-1 capital so that the overall loss absorbing capacity as well as strength of the organization can be enhanced.
2. [bookmark: _Toc502148828]The liquidity coverage ratio of the banking organization 

The Liquidity Coverage Ratio or LCR of the banking organization defines the ratio between the high-quality liquid assets (HQLAs) and the net cash outflows of a particular period under consideration. As per the Basel-III requirements the banking organization must hold sufficient amount of high-quality liquid assets so that it can cover 100% of the stressed cash requirement of an organization with in a period of 30 days. 
The main requirement of calculating this ratio is to find out the ability of the bank to ove4rcome the stressed situations when the bank have to incur sufficient amount of cash outflows that are being deposited by the customers with that bank. So calculation of this ratio is crucial for the banking organization as the ratio will describe that how much cash is available to the bank to support the cash outflows without disturbing the banking operations like the withdrawal request and loan request.
Grater will be the ratio; stronger will be the capability of the bank in handling the scenarios off cash out flows without affecting the normal cash transaction process of the banking operation.
	HSBC Ratios

	 
	m,£
	m,£
	m,£
	m,£
	m,£

	 
	2016
	2015
	2014
	2013
	2012

	 
	 
	 
	 
	 
	 

	Tire- 1 capital
	138022
	153,303
	158155
	158,155
	151,048

	Growth rate
	-10%
	-3%
	0%
	5%
	 

	 
	 
	 
	 
	 
	 

	LCR(consolidated)
	136%
	116%
	not available
	not available
	not available



The LCR ratio of the chosen banking organization HSBC for 2015 is 116% and that of 2016 is 136%.This indicates that the holding of the high quality liquid asset of the organization is increasing with respect to the required stress cash outflows of the organization (HSBC.com, 2015).
Thus if both the growth rate of the tire-1 capital and the LCR ratios are observed for the years of 2015 and 2016, then it can be concluded that the organization has managed to control their activities that can invite a sudden out flow of deposited cash from the organization. 
That is why the organization has probably reduced their volume of tire-1 capital (that is used for absorbing the loss without affecting the normal banking transactions) and also for the same reason the proportion of high quality liquid asset has increased with respect to the required cash outflow that has to be compensated with in a period of 30 days.
	STANDARD CHARTERED BANK  RATIOS

	 
	m,£
	m,£
	m,£
	m,£
	m,£

	 
	2016
	2015
	2014
	2013
	2012

	 
	 
	 
	 
	 
	 

	Tire- 1 capital
	42292
	42,773
	38799
	42,335
	40,600

	Growth rate
	-1%
	10%
	-8%
	4%
	 

	 
	 
	 
	 
	 
	 

	LCR(consolidated)
	138%
	151%
	not available
	not available
	not available



As the LCR of the organization (Standard Chartered Bank) is declining from 151% in 2015 to 138% in 2016 therefore it can be concluded that the holding of high quality liquid asset is declining over years against the required stress cash outflows of the organization. Again the growth of tier-1 capital of the organization is also declining. This also indicates that the bank has reduced the risk and possibility of sudden outflow of cash by controlling those financing activities that may involve huge cash outflows with respect to the bank (Sc.com, 2016) .Thus the bank has probably managed to reduce the volume of stress cash outflows and that is why the bank has managed to run with a lower volume of tier-1 capital and low LCR.
Moreover after comparing the Tier-1 capital of HSBC and that of Standard Chartered Bank it can be seen that the average loss absorbing capacity of HSBC is higher than that of Standard Chartered Bank as the average volume of tier-1 capital of HSBC is higher than that of Standard Chartered Bank. But the LCR of the Standard Chartered Bank is stronger than the HSBC. That is the average holding of high quality liquid asset is higher in case of the Standard Chartered Bank compared to that of HSBC.
However The LCR of both the banks is much higher than the required LCR of 60% [As per Basel-III requirement]
[bookmark: _Toc502148829]3. Analysis of the asset quality in relation to the Tire-1 capital

The common equity tier-1 ratio is another ratio that reflects the financial health of the organization as it defines the ratio of core equity capital to the total risk-weighted assets of the banking organization
Again the Total Tier-1 capital to risk weighted asset ratio defines the ratio between the total tier-1 capitals-to- total risk weighted assets of the organization.
The risk weighted assets are those assets that must be held by the organization for avoiding the risk of insolvency while servicing the interest bearing debts borrowed by the organization. The different weights are attached to the risk bearing assets on the basis of their credit risk aversion capability (Demirguc‐Kunt et al., 2013). So higher will be the proportion of the risk weighted assets out of total asset higher will be the capability of the company to avoid the risk of insolvency
	HSBC Ratios

	 
	m,£
	m,£
	m,£
	m,£
	m,£

	 
	2016
	2015
	2014
	2013
	2012

	Value of risk weighted assets
	857,000
	1,103,000
	1220000
	1083000
	1124000

	 
	 
	 
	 
	 
	 

	Total asset
	2,374,986
	2,409,656
	2,634,139
	2,671,318
	2,692,538

	 
	 
	 
	 
	 
	 

	Risk bearing asset to total asset ratio
	36%
	46%
	46%
	41%
	42%

	 
	 
	 
	 
	 
	 

	common equity tier-1 ratio
	13.60%
	11.90%
	10.90%
	13.60%
	12.30%

	 
	 
	 
	 
	 
	 

	Total Tier-1 capital to risk weighted asset ratio
	16%
	14%
	13%
	15%
	13%



The study of the financial statements of the banking organization HSBC reveals that the proportion of common equity or core capital out of the total risk weighted capital (as revealed by the common equity tier-1 ratio) of the organization is stable around 13.60% with an occasional decline in the year of 2014(10.90%).This indicates that the organization is maintain their core equity strength that is needed for absorbing the loss (HSBC.com, 2014).
However the “Risk bearing asset to total asset ratio” has registered a declining trend during the 5 years period starting from 2012.This also supports that fact that the organization has managed to control the activities that leads to the outflow of cash and can enhance the risk of the insolvency.
However the “Total Tier-1 capital to risk weighted asset ratio” reveals the fact that the organization has enhanced the portion of the risk absorbing tier 1 capital out of the total risk weighted assets so that the organization can maintain a good capacity of maintaining the insolvency risk (HSBC.com, 2016).
	STANDARD CHARTERED BANK  RATIOS

	 
	m,£
	m,£
	m,£
	m,£
	m,£

	 
	2016
	2015
	2014
	2013
	2012

	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 

	Value of risk weighted assets
	269,445
	302,925
	341648
	322251
	301861

	 
	 
	 
	 
	 
	 

	Total asset
	646,692
	640,483
	725,914
	674,380
	631,000

	 
	 
	 
	 
	 
	 

	Risk bearing asset to total asset
	42%
	47%
	47%
	48%
	48%

	 
	 
	 
	 
	 
	 

	common equity tier-1 ratio
	13.60%
	12.60%
	10.70%
	11.80%
	11.70%

	 
	 
	 
	 
	 
	 

	Total Tier-1 capital to risk weighted asset ratio
	16%
	14%
	11%
	13%
	13%



The common equity tier-1 ratio of the organization Standard Chartered Bank has registered more or less a growing trend for a 5 years period starting from 2012 onwards to up to 2016 with a little decline in 2013.This indicates that the proportion of core equity capital out of the total risk weighted capital has increased over years (Sc.com, 2013). Again as reveled by the “Total Tier-1 capital to risk weighted asset ratio” the organization has registered a continuous growth in enhancing the volume of tier-1 capital out of the total risk weighted asset. The ratio of “Risk bearing asset to total asset” of the organization is more or less stable around 47%. 
All of the above analysis defines the fact that the organization Standard Chartered Bank is not only capable to maintain their financial strength and loss absorption capacity but they are comparatively more strong and capable than HSBC so far as loss absorption and risk handling is concerned
[bookmark: _Toc502148830]4. Possible ways of stopping the expected net deposit drain in a banking organization
The deposit drain of a banking organization occurs when the bank receives much lesser amount of core deposits than the amount that is flowing out of the organization due to the withdrawal requests. The core deposits are those deposits that will not be called back by the depositors or the customers with in a very short period of time and the banking organization can utilize such deposits for handling the insolvency issue. When the deposit drain occurs with respect to a banking organization then the balance sheet of the organization either registers an increase in liability or a reduction in asset for balancing the deposit drain (Leary,2009.).
It is essential to stop the deposit drain to restore the financial stability of the organization.
One way of stopping the deposit drain is the liquidation of asset for which the organization may experience a loss in the sales of assets and the size of the organization may reduce
The organization can also opt for reduction of assets, like withdrawing the cash reserves, selling of financial security instruments or can back the loans for securing the core deposits of the organization

Another way of stopping the drain of core deposit is to increase the liabilities by issuing more shares among the share holders for the purpose of raising the share capital that can be used for meeting the withdrawal request.
The options that are used for stopping the outflow of core deposit by reducing the assets of the organization which involves the sale of assets like securities are defined as Reserve adjustment methods
Besides loan borrowing by the organization that will again increase the liability of the organization is another way of stopping the outflow of core deposits of the organization (Loutskina, 2011).
So the options that enhances the liability of the organization that can be used for stopping the net deposit drain are described as the liability management methods
[bookmark: _Toc502148831]5. Role of Regulators in avoiding the future financial crisis
The financial regulators have a large role to pay in controlling any kind of local as well as global financial crisis. A consideration of the global financial crisis that arise in 2007-2008 it can be seen that the major causes that brought the huge global financial crisis was the reason of financial policy introduced by the financial regulators .The failure of the financial engineering give birth to several difficult financial situations that led to the crash of the global economy and such financial issues have been mentioned below:
A boom in the securitization market and the house purchase market which was being followed by a dramatic fall in the price of houses. The houses that were bought in US on the basis of mortgage security did not consider the impact of the possible decline in price which reflects the failure of financial engineering caused by the financial regulatory authority of the organization. As a result a huge cash crunch sets in the economy as most of the housing transactions were done on the basis of securitization rather than cash transaction and the whole process automatically lead to another situation of shadow banking that made the problem of financial crisis more complex, Due to the shadow banking the assets shown by the different banks were mostly in the form of long and short term securities and there were insufficient cash in the hands of the banking organization as a result the asset shown in the books of accounts of the banks transformed in to  shadow assets and the banks failed to supply the required cash that was needed for solving the problem of cash crunch and the whole economy was suffering due to extreme cash crunch as doing financial transactions based on cash became almost impossible due to cash crisis (Stlouisfed.org, 2010).Therefore the whole crisis sets in the economy due to insufficient planning of the financial regulators.
During the crisis 2/3 of the total asset of the economy were out of the control of the banking sector regulatory authority.
The US later realized that the Fed that has the primary regulatory responsibility (controls 12% of the bank and 14% of the asset of US) of the financial sector of US and viewed as the last lending resort of the country has only have part knowledge of the financial landscape of the country and the nonbanking financial institution out of the banking regulatory sector are the main players of the problem. The federal bank of US only having limited knowledge about the functioning process of those organization and mal function of those organization can put the economy in any future financial crisis.
To protect the economy from any such future crisis the US senate has passed the House Bill December, 2009 for assessing the systematic risk that may arise on the economy while sanctioning loan for house purchase (McKinnon, 2010. ). The “Senate Banking Committee draft legislation” has been developed for imposing larger control of the banking operations.
However these reforms are not enough to prevent the economy from a future crisis as the there is little control over the non banking financial institutions and little initiatives are being taken for correcting the loopholes of the current financial legislations(Goodhart, 2009).

[bookmark: _Toc502148832]Learning Outcomes 2:
[bookmark: _Toc502148833]Task 2

A. [bookmark: _Toc502148834]
[bookmark: _Toc502148835]Primary ways (at least three) in which capital can be transferred between savers and the borrowers
There are different ways of transferring the capital from the savers to the borrowers. Some of the major ways of transferring capital from the savers to the borrowers have been discussed below.
Direct transfer of money:
Under the direct transfer method money and securities are transferred from the savers to the borrowers without taking any help of the investment bankers or the financial intermediaries. Example of the direct transfer of the money is the direct sell of shares and securities of the savers (who are the owners of the shares of the company) in the financial market through stock exchange and the money rose from the sale of those shares goes to the borrower (which is the company).Thus this direct transfer of capital from the saver to the borrower is suitable for the small companies and for raising small amount of capital.
Money transfer through the process of Investment banking:
When the borrowing company is looking for quick acquiring of capital from the market by selling the shares and securities or better say the capital, then the company in question should first sell those capitals to the investment bankers so that quick cash can be raised from the sale of securities to the investment bankers. Thus the process of selling capital to the investment banker will help the banking organization to raise liquid cash more quickly than the process of selling the capital directly to the security exchanges (Korinek, A. and Sandri, D., 2016).
Once the borrowing company sell those shares to the investment bankers then the investment bankers sell those shares or capital to the savers and thus the investment banker plays the role of middlemen between the borrowing company and the savers.
Money transfer through financial intermediaries:
The Financial intermediaries are those financial institutions that help in moving the fund or capital between the borrowers and the savers. The different major financial intermediaries that are involved in the process of fund transfer are banks, insurance companies, credit unions, mutual funds etc. The financial intermediaries collect money from the savers (who are interested to invest in capital) and transfer money to the borrowers who are interested to take loan. The financial operation done through the financial intermediaries provide protection against the market failure both to the buyers and the sellers (Korinek, 2012).
In the given case study  if Rooney as a saver or investor want to invest his money in purchasing the shares of the Trinity & David Company then Trinity & David Company will first sell their share to the investment bankers and raise the capital as a borrower. After that the investment bank will sell these shares to Rooney the saver.
[bookmark: _Toc502148836]B. Description of a market

[bookmark: _Toc502148837]Physical asset Market versus financial markets
The physical asset markets are those markets where the physical assets or the physical products or the commodities are bought and sold .Such as the real estate, market where the houses are bought and sold. The market for buying and selling agricultural commodities, machineries are the other forms of the physical asset markets “(Hastings,  2009)
On the other hand the financial markets are those where the financial instruments such as stock, bond, debt, mortgages derivatives are bought and sold. The commodity-derivative can be defined as a hybrid instrument as the price of that financial instrument depends upon the price of the underlying assets which is commodity (Challet et al., 2013).
[bookmark: _Toc502148838]Spot Markets versus futures markets:
The spot markets are financial market for the public where the instruments and the commodities are bought and sold in cash for immediate delivery. So the transaction in this kind of market is done in cash and that is why it is referred to as the cash market.
The characteristics of the spot market are in sharp contrast with the future market where the transaction and delivery of the products are due on a later date at predefined price. That is in a future market the buyers and the sellers are engaged in a contract for buying and selling a product at a future date and at predefined price (Lean et al., 2010). The contract ensures that both the buyers and sellers will ignore any kind of increase or decrease in the price of the underling physical asset or financial instrument to be bought by the buyer and to be sold by the seller for reducing the risk of price volatility.
[bookmark: _Toc502148839]Money versus capital markets
Money market is a part of the financial market where the short term securities are borrowed and lend to the interested parities who are interested in borrowing and selling those securities in an informal manner. Example of this short term securities are commercial papers, Treasury Bills, certificate of deposits (S, 2015).
On the other hand the capital market is that portion of the financial market where long term securities (Share, debentures, bonds etc.) are issued and traded in a formal market.

[bookmark: _Toc502148840]Primary versus secondary market
The capital markets where the securities are bought and sold are divided in to the primary market and the secondary market.
In the primary capital market or the “new issue market” the primary shares are issued for selling them to the general public so that capital can be raised by the issuer of the share. The issuer can issue shares to the general public through public issue, through right issue, private placement and preferential allotment methods.
In the secondary capital market the shares that are already being issued in the primary market are bought and sold (Nigudkar, 2017).
[bookmark: _Toc502148841]Public versus private market
A public market for share and securities is the market where the shares and securities are offered to general public through stock exchange and anybody can be the owner of those shares by making the payment at which the shares are being offered,
On the other hand the private market the shares are being offered to a specific number of customers and these shares or capital is not available to the general public. The private placement of share or the preferential allotment of share is an example of private capital marketing.

[bookmark: _Toc502148842]C. Essentiality of having financial markets for having healthy economy and economic growth

A strong financial market or a financial system is needed for the systematic channelling of fund from the holders surplus fund to the persons who are having the deficit so that the movement of this fund can generate more substantial amount of fund. The transfer of fund from the surplus holders to the deficit holders will be done either through direct fund transfer or through the financial intermediaries or the investment bankers (Jackson  and Senker, 2011). A strong financial system is needed so that the movement of the fund can be done under a regulated operation so that any kind of fraud or money laundering activity can be prevented and all the players of the financial market can be protected from the market failure.
A financial system of an economy contains the financial markets, the financial instruments and the financial institutions that mainly work as the intermediaries in the process of movement of funds from the borrowers to the lenders.
The combination of the financial markets (such as the market for selling and purchasing of stocks, the market for selling and purchasing of bonds), the financial instruments (bank FDs, debentures, future, option, derivatives) and the financial intermediaries (bank, mutual fund organizations, non-banking financial institutions) leads to the efficient flow of savings and investment which ultimately leads to the accumulation of capital and production of goods and services which adds growth to the economy(Karanikolos et al.,2013). 
The operation of the financial market adds more liquidity to the economy and protects the economy from the financial scams. The financial instruments help the individual to specialise in different security markets and the financial markets help in diversifying the risk. Grater will be the operation of the financial market (or say volume of financial transactions) grater will be the liquidity and generation of wealth within the economy (Lusardi and Mitchell, 2011.). Grater will be the regulation of the financial market more will be the scope of saving the investors from the financial fraud and market failure and the investors will get the opportunity to have a healthy economy that can lead to the quick growth of the economy.
[bookmark: _Toc502148843]D. Derivatives and risk minimization, explanation with example

The derivative is a financial security that is traded at a price that is derived from the fluctuation in the value of the underlying assets. The most common underlying assets in case of a derivative are the commodity currency, interest rates, stocks and the bonds. The derivative instruments are either traded over-the-counter (OTC) or through the exchange. The derivatives that are traded over-the-counter (OTC) are not under regulated operations and cover the greater part of the derivatives that are in the market. On the other hand the derivatives that are traded in exchange are under the control of the regulatory authority and are standardised and the risk factor associated with such derivatives is much lower than that of the derivatives that are traded over-the-counter (OTC)( Chance and Brooks, 2015).
The future contracts or the future is the most common form of derivative that is traded between the two parties for the minimization of risk. The future is nothing but a contract of selling an asset at a future date between the two parties and to minimize the risk associated with volatility or fluctuation of the asset price that is to be sold.
For example let MR Tim has bought 100 shares of ABC company on 15 .12.2017 at a price of £70.As he is speculating a decline in the price of share so he bought a future contract where the contract ensures that MR. Jim will buy those shares at the same price of £70 after 6 months period on 15.6.2017 as Jim speculates a rise in the price or value of the ABC company shares. Thus on 15.6.2017 if the value of the shares decline to £68 then Mr Tim will be able to save a loss of £2 per share and MR Jim will only miss a profit of £2 per share. But Mr Jim is protected from paying any hike or increased price per share. Thus here the speculation has gone in favour of MR Tim and MR Jim will miss to collect the extra profit per share due to decline in price but he is completely protected from the risk of excess payment per share (Janakiramanan, 2014).
Again on 15.6.2017 if the price per share increases to £72 then Mr Tim will lose the profit of Rs2 per share but he is completely protected from any fall in the price of share and therefore his purchase cost will be completely covered from the sale of shares. On the other hand MR Jim is protected from loss as the contracts ensures that MR Jim will be completely secured to purchase those shares at the contracted price of £70 and he does not have to pay the increased price of £72 per share(Alizadeh and Nomikos, 2009).
Thus the future contract has minimised the risk of price volatility of stock to be purchased and sold for both the parties of the derivative contract who are the sellers (Tim) and buyers(Jim) of the stock 
[bookmark: _Toc502148844]E. Description of the financial institutions:
[bookmark: _Toc502148845]Commercial banks:
A commercial bank is a financial institution that channelizes the fund from the surplus holder to the deficit holder and in the process of fund channelization the institution offers the services like accepting the deposits & mortgages, offering loans, offering the business investment products etc.(Viney and Phillips, 2012).
[bookmark: _Toc502148846]Investment banks:
The investment bank is a financial institution that creates capital for the other companies and entities and offer services either to individuals or corporations like the collection of capital for a company by acting as an underwriter or acting as an agent of a share issuer company which wants to offer its shares to the general public (Kidwell et al.,2016).
[bookmark: _Toc502148847] Mutual funds:
The Mutual fund can be defined as an investment scheme managed by the asset management companies in a professional manner that gather capital from a group of investors and invest in a portfolio of assets so that handsome return can be earned by the investors within a short period of time. The return promised by the portfolio manager is not a secured return as the investment has been made in risky asset which may lead to loss (Hull, 2012).
[bookmark: _Toc502148848]Hedge funds:
The hedge funds can be defined as a fund where investment are collected from individual & institutions and are invested a variety of financial instruments so that a complex portfolio of assets can be formed that is working with risk management techniques so that the risk associated with the instruments can be hedged or minimized(Beck et al.,2009).
[bookmark: _Toc502148849]F. Description of IPO (Initial public offerings)
The Initial public offerings (IPO) refer to the process that is followed by a private company for selling or offering their shares to the general public. The initial step of public offering of shares by a private company is to enlist it’s shares in the stock exchange of the nation so that the share holders can get every detail information regarding the shares of the company as well a the financial health of the company(Ritter, 2011). The private companies whether it is an old company or a new one issue IPO for the purpose of raising share capital from the general public by issuing new shares to the investors. Therefore before offering an IPO it is essential for the organization to enlist itself in the stock market to disclose the financial history and financial strength to the potential investors who will be interested to buy the shares of the company(Edwards and Hanley, 2010.).
The issuer company who has issued share to the common public for raising capital via the invest bank has no obligation of repaying the capital of the pubic investors who have invested in those shares
[bookmark: _Toc502148850]G. Description of three forms of efficient markets hypothesis (EMH) and its implication:

The Efficient Market Hypothesis is a theory of investment that sates that it is not possible to beat the market as the prices of the stock reflects all the relevant information as the stock market is highly efficient and that is why the stocks can only be purchased and sold at their fair value (Fox and Sklar, 2009). In other words neither the buyer will be able to buy the undervalued stock nor will the seller be able to sell the stock at price that is higher than the fair value and to make profit. So according to this theory nobody can make better guesses than the stock market itself regarding the price of a share and therefore it is not possible to make profit in the stock market from the purchase of undervalued share and the sale of overvalued shares.
The three firm of this theory:

According to weak form of EMH, prediction of the future price of a stock is not possible from the analysis of the past price trend of the stocks as it not possible to earn excess profit over and above the normal profit with the help of the technical analysis of the stocks in the long run.
The semi-strong-form of the EMH defines that as the price of the stock quickly adjusts to the newly available information, therefore neither the technical analysis of the stock nor the fundamental analysis of the stock will be able to fetch excess return over and above the normal return as no undervalued or overvalued stock will be available in the market and all the stacks will be traded at fair value in the market (Brown, 2011).
In case of a stock if it is seen that after an initial correction the price of the stock has shown equal amount of upward and downward adjustments, then any kind of prediction regarding the price of the stock will be defined as biased(Sewell, 2011).
According to the Strong-Form of EMH the price of a stock reflect all the publicly and privately available information and no one can earn excess return in the share market by making sell of overvalued share or buying the undervalued share. It is difficult for this theory to be true as there are certain legal regulations (laws related to insider trading) that prevents private information to be public. 
[bookmark: _Toc502148851]


Appendix: 
	
	HSBC Ratios

	
	 
	m,£
	m,£
	m,£
	m,£
	m,£

	
	 
	2016
	2015
	2014
	2013
	2012

	
	 
	 
	 
	 
	 
	 

	
	Tire- 1 capital
	138022
	153,303
	158155
	158,155
	151,048

	
	Growth rate
	-10%
	-3%
	0%
	5%
	 

	
	 
	 
	 
	 
	 
	 

	
	Value of risk weighted assets
	857,000
	1,103,000
	1220000
	1083000
	1124000

	
	 
	 
	 
	 
	 
	 

	
	Total asset
	2,374,986
	2,409,656
	2,634,139
	2,671,318
	2,692,538

	
	 
	 
	 
	 
	 
	 

	
	Risk bearing asset to total asset
	36%
	46%
	46%
	41%
	42%

	
	 
	 
	 
	 
	 
	 

	
	common equity tier-1 ratio
	13.60%
	11.90%
	10.90%
	13.60%
	12.30%

	
	 
	 
	 
	 
	 
	 

	
	Total Tier-1 capital to risk weighted asset ratio
	16%
	14%
	13%
	15%
	13%

	
	 
	 
	 
	 
	 
	 

	
	LCR(consolidated)
	136%
	116%
	not available
	not available
	not available
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