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Part 1
A group of financial assets like bonds, cash equivalents, and stocks is known as a portfolio (Ross, 2007).  Some of the factors that are to be taken into consideration when constructing a portfolio include income, time horizon, general economic conditions, age, debt level and assets, marital status, risk tolerance and parental status (Ross, 2007). The circumstances that an investor is in dictate the types of investments he or she includes in his portfolio. Investing in company stocks require investors that have a higher risk tolerance because dividends are paid only when the company makes a profit. High-risk tolerance will make investors invest in options, securities, and real estate. Investors that are more conservative prefer going for stocks of large companies because there is a guarantee that these cannot fail to make a profit. Another factor that has considerable influence on the investor’s portfolio construction is the investor’s time horizon (Ross, 2007). Older investors prefer conservative assets to invest in because of the short time horizon they have as investors. They would prefer assets that have a shorter maturity to a longer one as opposed to their younger counterparts. Others may want high risks stocks because they are associated with high returns, as they near their age of retirement. The same is also true for individuals with a higher risk tolerance. The debt level and assets of an investor have a significant impact on the type of assets they would prefer in their portfolio. Those with a high debt level would prefer a portfolio that matures fast compared to those with a lower debt level (Ross, 2007). The general prevailing economic conditions are also a factor to consider when constructing an investment portfolio because of the effects changes in interest rates and inflation may have on the future value of an investment. Lastly, the marital and parental status should be considered in that if the investor has children, the portfolio should have shorter maturity investments to be able to cater for their school fees. Married people should plan together for retirement and can opt to go for investments that are long-term (Morris and Pinto, 2010). 
Part 2: Task 1 
For all stock market investors, the question as to whether the market is efficient always comes up (Ross, 2007). Efficiency, in this case, is whether the information that is available in the market is all there is at any given time. It assumes that all securities have been priced perfectly and therefore it is impossible to beat the market. Under this hypothesis, the buying and selling of stocks are a game of chance that does not depend on the level of skill of an investor. Therefore, once the markets are efficient, a bargain price can never be used to purchase stock. The theory has met some opposition and most specifically from the technical analysis (Ross, 2007). This argument is for the position that investors use past prices, track records, past earnings and other indicators in their predictions. That the expectations of investors significantly influence the prices of stocks, and the expectations of investors is that past prices of stocks have an impact on the current prices (Morris and Pinto, 2010). 
The efficient market hypothesis also has its weakness. All investors cannot possibly interpret the information that is available on the market in the same way. Investors value stocks differently and these methods cannot arrive at the same fair market value of stocks (Ross, 2007). It, therefore, becomes impossible to know what the value of a stock might be when the market is efficient. Also, the efficient market hypothesis is the position that investors will always attain the same level of profitability if they invest the same amount of funds. Considering the diverse return ranges that many investors attain, it is not true to assume that they attain the same level of profitability (Ross, 2007). Some of them are more successful than the others because of the advantages they may have over each other regarding access to information in the market. 
From the information above, we can deduce that the efficient market hypothesis supports buying a passive stock index fund because it assumes that all information regarding the stock prices is available and it reflects the true condition of the prices of specific market securities. There is, therefore, no need for an actively managed fund when the market is efficient and can be trusted.  
Part 2: Task 2
One major piece of legislation was the Sarbanes-Oxley Act of 2002 (SOX) which has been effective in managing the risks exposed to investors while investing. The act has played a significant role in lowering the misappropriation of assets in that it has made it difficult for companies to misreport their financial positions due to the consequences it has put in place (Sridharan, Dickes & Caines, 2002). The law was meant to strengthen all the internal controls of all organizations. It requires that all SPEs provide a full disclosure of information. In addition, the law has assisted in eliminating any conflicts of interests that may exist between auditors and the firms they audit for. The standards and regulations of this law are to ensure that organizational internal controls are strengthened while the full disclosure of all the entities that are not on the balance sheet. The law also addresses the nature of the relationship that should exist between the firm and its auditing firm. The legislation could deal with ethical misconduct that is committed by companies in order to get loans and other forms of funding (Morris and Pinto, 2010). Given the current financial crisis, financial institutions are likely to be more careful while scrutinizing the financial statements of all the companies that may want to get loans to finance their business operations (Sridharan, Dickes & Caines, 2002). More laws were also put in place to protect the shareholders in companies so that they do not bear the burden of a company’s unethical activities. The same case happened for Enron where a few individuals gained while a whole lot of shareholders were counting their losses. Other laws may also play an advisory role to investors. They are to be keen when purchasing shares of a firm as some of the financial statements displayed may not be legitimate. The Foreign Corrupt Practices Act of 1997 regulates the manner in which companies in the United States win contracts with foreign governments. The act ensures that bribes are not paid and contract awards are legitimate and always on merit. 
Part 2: Task 3
To raise the College fees, they need to realize that it is a short-term investment. It is advisable that the Jenkins purchase stocks and bonds of companies that are performing well. The couple can purchase stocks of up to $60,000 from Du Pont, Bank of America and Citigroup, each being $20,000. The bond values can be higher from the same three companies because of the advantages bonds have over stocks. Bonds have a lower volatility as compared to equity thereby making them a reliable investment strategy (Morris and Pinto, 2010). Secondly, the high yields that are associated with bonds enable the debtholders to earn a higher income on their investment. It is also a store of wealth as one gets paid the interest rates on their investment as the principal awaits maturity. There is also a legal protection that is associated with bonds in that the debt holder who is also the investor is guaranteed payment regardless of the company’s performance during the period that they are required to be paid (Morris and Pinto, 2010). In most companies, it is the preferred stockholders and the debtholders that are paid first. Each should be $30,000. Lastly, an American depository receipt worth the remaining $50,000 from Citibank should also be considered. This is because Citibank is a multinational corporation and therefore if they are successful in purchasing securities from the United Kingdom, the returns are most likely to be huge because of the value of the pound against the dollar.


In the second scenario, this is a long-term need and therefore investing a larger amount in stocks is the best way to go because business is a going concern. I would, therefore, recommend that $150,000 be invested in stocks of the three companies mentioned above, $30,000 in bonds and the remaining $20,000 be invested on a depository receipt as shown by the pie chart below. 



The expected return of an individual stock is the weighted average of all the likely returns on the assets that are in that portfolio. 
Expected Returns = Summation of all the expected profits of the stocks in a portfolio multiplied by the rate of return. 
It is very important for the Jenkins to estimate the risk on an individual stock because it is the risk that determines the return on that asset (Ross, 2007). They can do this by looking at the volatility of the stock price. The expected return of a portfolio is the weighted average of all the likely returns of the individual securities. The price of the portfolio can be used to measure risk. In that, if the price is more expensive than it should be then the risk associated with the portfolio is high as compared to a portfolio whose price is low (Ross, 2007). Another element that can be used to measure the risk on a portfolio is the volatility of the prices of the stocks that are in that portfolio. SML is a representation of the market risk and returns at a given time and its beta coefficient is the measure of risk of the SML which is used to find the risk contribution for the whole portfolio (Ross, 2007).
Part 3
The dividend discount model is a valuation model which assumes that the value of a stock is equal to the summation of the present value of all the dividend payments that will be made in the future (Ross, 2007). For instance, the reason for investment is so that future returns are earned. A company should pay all the shareholders part of the returns made in form of dividends (Ross, 2007). The dividends paid by companies may sometimes fluctuate. The dividend discount model is flexible enough to be adjusted to accommodate companies that face such situations (Ross, 2007). 
The Capital Asset Pricing Model, on the other hand, is the suggestion that investors need to be compensated in terms of the time value of money and the risk they incur (Ross, 2007). It explains the relationship between the expected return for stocks and systematic risk. It used by investors to price securities that are risky and to be able to generate the expected returns on the stocks (Ross, 2007). 
Equation:    ( Expected return = Risk free return +Risk Premium) 
Where rf is the risk-free rate
Ba is the beta of the security
rm is the expected market return
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