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GENERAL INSTRUCTIONS: 
Students are NOT permitted to write on the examination paper during reading time. 

This is a closed book examination. Text book/Reference books/notes are not permitted. 

SPECIAL INSTRUCTIONS: 
1. Write your REGISTRATION NO. Clearly on the answer booklet(s).
2. Answer Question One and ANY other TWO questions.

3. Questions in all sections should be answered in answer booklet(s). 
4. Marks allocated to each question are shown at the end of the question. 
5. PLEASE start the answer to EACH question on a NEW PAGE. 
6. For the questions, write the number of the question on the answer booklet(s) in the order you answered them. 
7. Write your answers in paragraph form unless stated otherwise.
8. Keep your phone(s) SWITCHED OFF at the front of the examination room.
9. Keep ALL bags and caps at the front of the examination room and do not refer to any unauthorized material before or during the course of the examination.
10. You are only allowed to leave the examination room 30minutes to the end of the Examination.
QUESTION ONE (Compulsory)

a) The Capital Markets Authority (CMA) is the regulatory body responsible for overseeing and developing Kenya’s capital markets. Established under the Capital Markets Act, the CMA ensures the stability, efficiency, and transparency of the capital markets while protecting investors. Its functions include licensing market participants, enforcing compliance with regulations, and promoting investor education. In 2023, the CMA faced a challenge when XYZ Ltd, a Nairobi-based investment firm, was accused of defrauding investors through a Ponzi scheme. XYZ had promised high returns on unregistered investment products, but the scheme collapsed, leaving thousands of investors, including retirees and small business owners, with substantial financial losses. The CMA launched an investigation, revealing that XYZ had been operating without a valid license and had misled investors about its products. In response, the CMA revoked XYZ’s license, fined the company KES 50 million, and banned its directors from participating in the capital markets for 10 years. Additionally, the CMA collaborated with other regulatory bodies to recover some of the lost funds and provided guidance to affected investors on seeking restitution.

To prevent future incidents, the CMA launched a nationwide awareness campaign to educate the public about the risks of unregulated investment schemes and the importance of verifying the legitimacy of investment firms through the CMA’s website. While the CMA’s actions restored some confidence in the capital markets, the scandal highlighted the need for stronger oversight and investor education. It also underscored the challenges of regulating rapidly evolving financial products and the importance of collaboration between regulators, law enforcement, and the public. This case demonstrates the critical role of the CMA in maintaining market integrity, protecting investors, and promoting transparency in Kenya’s capital markets.

Required: 

in view of the case study above, you are required to:

a) Describe the key functions of the CMA in regulating Kenya’s capital markets (6 marks).

b) Explain the importance of financial services regulation 


(6 marks).

c) Discuss the role of financial institutions in the economy 


(6 Marks)

d) List the various classifications of financial services industry 

(6 marks)

e) Describe the role of central bank 





(6 marks)

QUESTION TWO

Gikomba Market in Nairobi, Kenya, is one of the largest open-air markets in East Africa. In June 2019, a massive fire destroyed hundreds of stalls, causing losses worth millions of shillings. Most traders lacked insurance, making recovery difficult. However, a few traders who had insured their businesses against fire and theft received compensation, allowing them to rebuild their businesses quickly.

From the above case study:

a) Explain the primary role of insurance companies



 (6 marks).

b) Describe three types of insurance companies. 



(6 marks)

c) Discuss two key differences between life insurance and general insurance companies 
(6 marks). 

d) Give three reasons why reinsurance companies are critical in the insurance industry. 
(2 marks)



QUESTION THREE

In Kenya, investment banks and security firms play a crucial role in facilitating capital formation, securities trading, and wealth management. A leading investment bank, Bidii Capital, has been instrumental in underwriting major Initial Public Offers (IPOs) at the Nairobi Securities Exchange (NSE). The firm also provides advisory services to companies seeking to raise capital through bonds and equity offerings. Additionally, Bidii Capital manages several mutual funds that offer investors diversified exposure to different asset classes, including equities, fixed income, and money market instruments.

Despite the growing participation in mutual funds, many retail investors still face challenges in understanding different fund types, their costs, and expected returns. There is also less participation by retail investors in trading of share and other securities at the NSE. The Capital Markets Authority (CMA) has emphasized the need for more investor education to enhance market participation. 

a) Differentiate between security firms (stockbrokers) and investment banks, giving two examples of each in Kenya. 






(8 marks)

b) Discuss four functions of investment banks. 




(8 marks)

c) Describe the major objective of financial institution management 

(2 marks)

d) Identify risks faced by financial intermediaries 



(2 marks)

QUESTION FOUR
John, a young professional in Nairobi, decided to invest in shares at the Nairobi Securities Exchange (NSE) in 2022. He started by purchasing shares of Safaricom Plc, Equity Bank, and Kenya Power after researching their past performance. Initially, his portfolio grew due to rising share prices, but later, he experienced a decline in value due to economic downturns and global financial uncertainties.

Throughout his investment journey, John encountered key challenges, including high brokerage fees, price volatility, and lack of timely market information. However, he also learned valuable lessons on portfolio diversification, the importance of long-term investing, and tracking financial news.

Required  

a) Identify and explain three key factors that influence share price movements at the NSE. 








(4 marks)

b) Discuss challenges that retail investors like John face when investing in shares or bonds or derivatives 






(4 marks)

c) If John had KES 500,000 to invest in shares today, advise him on a prudent investment strategy, considering market trends in Kenya. 

(2 marks)

d) Discuss three reasons why financial services regulation is needed and important 










(5 marks)

e) List the four main financial services regulators in Kenya and briefly describe their roles 








(5 marks)
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