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QUESTION ONE (COMPULSORY)

a.  Explain the role that depository financial institution play in the financial system (10 marks)
b.  Why are derivative financial assets important in the financial markets (4 marks)
c.  Differentiate between spot and forward foreign exchange transaction (4 marks)
d.  The Capital Markets Authority is one of the key regulators in the Kenyan financial system.
Highlight its functions as stipulated in the CMA Act (12 marks)
QUESTION TWO
a.  Explain the operation of the following financial institutions
i. Mutual funds (4 marks)
ii.  Pension funds (4 marks)
b.  Explain the importance of organized stock exchanges in the financial markets (12 marks)
QUESTION THREE
a.  Differentiate between secondary stock offerings and an initial public offering (6 marks)
b.  Explain the operation of the following money market securities
i. Repurchase agreement (4 marks)
ii.  Bankacceptance (4 marks)
c.  For whatreasons should financial markets be efficient? (6 marks)
QUESTION FOUR
a.  Differentiate between organized and over-the-counter stock exchanges (6 marks)
b.  Financial markets can be classified by the maturity structure of the securities traded in

them. Discuss giving examples of securities in each type (14 marks)



