Running Head: PRINCIPLES OF INVESTMENT PROJECT		1

PRINCIPLES OF INVESTMENT PROJECT		9











Principles of Investment project

Student Name
Course Unit
Date








Principles of Investment project
i) Introduction: 
Contents should cover the background of the sector and how the companies under this sector contribute to KSA Vision 2030. Refer to the National Transformation Plan (NTP) in order to identify the government’s strategic plan and initiative for the sector. 
Saudi Arabia is experiencing a transformational phase. The Saudi healthcare is making numerous efforts to provide better healthcare to the growing Saudi population. Healthcare sector in Saudi Arabia remains one of the top most priorities in the country (Al-Hanawi, et al, 2019). There are numerous opportunities for growth which are available in the healthcare sector. The healthcare sector is one of the most crucial players towards the KSA vision 2030. In line with the KSA vision 2030 and the NTP, the Ministry of Health in Saudi Arabia is increasing its budget on healthcare sector. The Saudi kingdom has made tremendous efforts to improve the healthcare as well as enhance patient safety which are of significant importance in healthcare system. In line with Vision 2030, KSA has implemented the essential international standards regarding heath service quality thus allowing the hospitals in the kingdom to obtain world-class accreditations (Al-Shammari & Al-Harbi, 2018). In order to reduce costs and increase efficiencies, the Saudi government has urged the private sector to be involved in the development of the healthcare systems in the kingdom. The introduction of public private participation models in healthcare, the KSA government is looking to unlock the health care system value and fast track the healthcare reforms. 
	As the healthcare system seeks to achieve the Saudi Vision 2030, it has encouraged a public health system that seeks to identify healthcare needs and overall needs as well as align these with the international health systems in order to promote unified efforts to achieve the public health goals in the kingdom. The goal of KSA Vision 2030 is to provide the people with the best services in the healthcare sector, enhance quality, enhance competitive advantage to ensure that the health care providers meet the growing needs in the sector and maintain efficient healthcare service systems to ensure the highest international practices (Al-Shammari & Al-Harbi, 2018). 
ii) Literature review: 
	Factors affecting the Capital Structure and Performance of Companies/Investment decisions. 
Format is as follows:
	Year of Publication
	Authors
	Sample size
	Period of Study
	Methodology
	Results
	Limitations
	Future Research

	2017
	Shawnm Zrar Aziz Bilbas and Wasfi Taher Saalih
	81 invested companies in the housing sector in the Kurdistan Region
	2007-2016
	Descriptive research design
Research population included the investment in the housing sector projects
Projects carried out in the Kurdistan region
Sample population 81 investment companies in the housing sector
Return on assets (ROA) was the dependent variable and independent variables included firm size, financial leverage, tangible assets and duration
	Little significant relationship between the dependent variable; Return on Assets and the independent variable; Firm size, duration and tangible asset
Capital structure is important in making investment decision when seeking to finance projects and therefore organizations should pay attention to the various funding sources. 
	Lack of cooperation from the company owners in providing correct information and financial data. Possible misleading data and incorrect information due to the data confidentiality and corporate accounts that could provide the secrets of the profession.
Lack of previous studies on capital structure in the housing sector 
	Focus on other studies regarding capital structure by using other variables which have not been considered in the study which have impacts on the corporate profitability

	2018
	Kasim Kiraci and Nurhan Aydin
	31 airline companies
	2004-2015
	Study objective was to examine the factors which determine the capital structure of traditional airlines. 
Study sample included 31 airlines. Study period 2004 to 2015. 
Panel data analysis methods used in the study.
	When determining the long term debt ratio, Traditional airlines operate in line with the Trade-off theory.
Liquidity ratio produced results which comply with pecking order theory thus indicating that firms that have high liquidity ratio have no difficulties in meeting their current obligations hence they prefer having low debt to equity ratio.
Growth opportunities in tradidtional airlines have an effect on both short term and long term ratio and total debt ratio. 
Liquidity ratio of airline companies has negative efffect on  total debt ratio and short term debt ratio

	
	

	2012
	Anurag Pahuja and Anu Sahi
	30 companies
	2008-2010
	Dependent variables debt-equity ratio, 
Independent variables
Firm size, profitability , growth, liquidity and tangibility
	In developed countries, growth and leverage relationship is negative. Growth and liquidity showed a positive relationship with debt-equity ratio thus implying that high growth demands high funds and external financing as the preferred source of debt.
Size, profitability and tangibility show no impact on capital structure
	The sample size was not sufficient to make the generalized conclusions. The data collected was for only three years which poses questions regarding the validity of the results
	Further studies could use panel data which is efficient in predicting the capital structure determinants.

	2017
	Mursalim, Mallisa M., Kusuma H.
	2008-2012
	94 Indonesian firms, 153 Malaysian firms and 74 Thailand firms
	Independent Variables include profitability, firm size, growth opportunity, inflation rate, corporate governance , GDP and volatility
Study adopted random sampling method
Financial data used was from firm listed in the stock exchanges of  Indonesia, Malaysia and Thailand 
The hypotheses were tested using multiple regressions.
	Profitability, firm size and volatility variable influence the capital structure decision. Growth opportunity, corporate governance and GDP have a general influence on the capital structure. The capital structure of the firms had a great relation to the firm performance. 
	The sample size is not classified based on the characteristic of the business that may affect the capital structure decisions of the company. 
	Future studies could extend the study period and use more rigorous statistical approach. Other measure could be employed in the future research.
Future study should take into account other important factors involved in financing decisions which have significant influence on the firm performance.

	2012
	Faruk Hossain and Ayub Ali
	2003-2007
	39 firms listed in the Dhaka Stock Exchange
	39 non-financial firms.
Data used is secondary data
Variables used include size, profitability, tangibility, growth, volatility of earnings, dividend, managerial ownership, liquidity, tax shield and industry classification. 
Data analysis uses panel data
The research uses descriptive and quantitative analysis
	Company variable including profitability, liquidity, tangibility and managerial ownership have negative relationship with debt ratio. Growth opportunity and non debt tax shield have positive significant relation with leverage. Leverage ratios vary significantly across the Bangladesh industries. 
	The study only uses one dependent variable; total debt to total asset
	The results of the study could be improved by using more dependent variables in the future so as to identify which leverage definition can be strongly explained by the independent variables.



iii) Methodology:
This section discusses the method used in carrying out the project. Provide a brief introduction of the selected companies. 
1-Dallah healthcare Co. 
Dallah Health Company was founded in 1995. It provides healthcare utilities and healthcare programs. Dallah Health Company has invested in hospitals, healthcare facilities and medical supply production. Dallah Health Company focuses on supporting healthy lifestyle by providing healthcare products both within Saudi Arabia and to the rest of the world. DHC scope ranges from provision of medical research and supplies, offering world standards in medical services and proper investments in the healthcare industry.
MISSION
Our 2-Al Hammadi Company for Development and Investment
Al Hammadi Company for Development and Investment activities include management and operations of hospitals and medical centers. The company manages four hospitals located in different location districts.
 3-Mouwasat Medical Services Co.
Mouwasat Medical Services Co was founded in 1975 in Dammam. Mouwasat follows the philosophy of the patient. The group’s mission and vision is focused don the patient first. The company goal is to provide seamless experience for the patients from the time they star their treatment journey to the time they complete their recovery.
The study will be analyzed using daily stock prices of the three chosen companies for the month of October (1/10/2019 – 31/10/2019). The selected companies have been traded daily during the selected period of study. To analyze the risk and returns of each stock, various elements will be included in the computation. These include the average return, standard deviation, mean, coefficient of variation and variance. Additionally, the analysis will include covariance and correlation of two selected variables to identify the degree in which the two variables move together. When selecting an optimal portfolio, an investor should consider how the return movement of the individual assets will likely affect the possibilities of diversification. 
To make a proper portfolio analysis of the selected company securities, a computation several portfolio elements will be used. The computations to be used include; risk, expected returns, variance and coefficient of variation. 
i. Risk (Standard Deviation)
Risk is the probability that unfavorable event will occur. In case an invest risk occurs or is expected to occur, the expected return on the investment will be low. Therefore, when the investment risk is higher, then, the excepted return will be low or negative.  Standard deviation measures the direct risk involved in buying company stocks. If the standard deviation is high, the stock is then considered to have high risk. High investment risk leads to a lower share price since the shareholders demand for more compensation for the expected high risk in the form of higher expected returns. 
ii. Expected Return
The expected return calculation is done to determine whether the outcomes of an investment are positive or negative. If a security has a negative expected return, it is not included in the stock portfolio. Only the investments that are considered to have a higher expected rate of return will be selected to be included in the portfolio. This is because a higher expected return is taken to mean that the investor or shareholders will be compensated for the expected risk of the investment. In case a stock with negative expected return is selected to be included in the portfolio, then the portfolio investment will be expected to possibly make losses. In other words, the risk towards that portfolio investment is high. 
iii. Coefficient of Variation
Coefficient of variation is another measure of risk of an investment portfolio. It is calculated by dividing standard deviation by the expected return. Coefficient of variation provides a better measure of risk thus providing a better comparison particularly when the expected returns on two stock portfolios are different. Coefficient of variation enables the investors determines the investment volatility in relation to the excepted return from the investment portfolio. Coefficient of variation enables investors to compare different investments. 



 Where = standard deviation, = arithmetic mean,
iv. Covariance and Correlation Coefficient
Covariance and correlation coefficient are useful portfolio measures which describe the degree to which two variables move together as well as how close the securities are related to each other. When two securities are moving together towards the same direction they are regarded as correlated. Also, the measure of this movement tendency is the correlation coefficient.  If both the securities are moving together in same direction regardless of fall or rise, the correlation coefficient is regarded as positive. However, when the securities are moving in opposite direction, the correlation coefficient is determined to be negative. Correlation coefficient can either be -1, 0 or +1. Two stocks that have a perfectly negative correlation coefficient can have their risk eliminated through portfolio diversification. However, when the stocks have a perfectly positive correlation, portfolio diversification will not change the expected outcomes. Most of the portfolio investments have correlation coefficients between 0 and +1. This indicates that the total risk of an investment cannot be eliminated but can only be reduced to some extent. 
Students are supposed to make the following calculations for a period of one month (September or October) and will make the following calculations.
Refer to the excel file attached. 
1. Risk
2. Return 
3. Correlation coefficient
4. Covariance
iv) Results and Discussion:
Compare and contrast five selected companies on their investment analysis & construction of portfolio You may include efficient frontier graphs to illustrate the risk and return tradeoff.
	 
	Dallah
	Al Hammadi
	Mouwasat
	 

	Mean 
	-0.2063%
	-0.0685%
	0.2835%
	 

	Standard Deviation
	1.3677%
	1.1088%
	1.3068%
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	DA
	DM
	AM
	 

	Correlation
	0.325205092
	0.149906099
	0.400898624
	 

	 
	 
	 
	 
	 

	Covariance 
	4.93199E-05
	2.67937E-05
	5.80923E-05
	 

	 
	 
	 
	 
	 



The table above shows the diversified portfolio of Dallah, Al Hammadi and Mouwasat. Before being diversified into a portfolio, each individual stock has a higher standard deviation. This implies that an investment security traded individually has a higher risk than when diversified in a portfolio. To analyze how the stock portfolio interacts with each other, we used correlation and covariance computations. These two metrics measure the degree in which two securities move together and how closely the stock are related. If two securities are moving together in the same direction, they have a positive correlation. Also, when they are moving in opposite directions, they have a negative correlation. Two assets with a perfectly positive correlation are not the best to include in a portfolio diversification since it is difficult to reduce and manage the possible risks associated with it.
Based on this analysis, diversification of portfolio will play a significant role in minimizing the possible risks that contribute to investment return uncertainties. All the above securities have low coefficient of variation and are suitable for building a portfolio. A risk averse investor may consider investing in Al-Haammad since it has the lowest standard deviation and coefficient of variation thus a low risk investment. 
v) Conclusion
Your conclusion should be linked back to your findings with relevant support of literature on investment analysis from MENA region. Also, how the sector contributes to achieve Vision 2030. 
	It is evidenced that companies in the healthcare sector are good to invest in since they have small stock risks. However, the return expected from these stocks is low. They are therefore god for risk averse investors who prefer investing in low risk investments. Companies with a small market capitalization tend to have a higher return compared to large market capitalization companies. Notable also is that higher risk in an investment will produce higher returns on the same. In order to have a well performing stock portfolio, it would be best to build a portfolio from companies with small capitalizations since they produce the highest returns. Saudi Arabia has established a Vision 2030 plan that is aimed to transform the kingdom’s economy. This plan is focused on reforming the Saudi Arabia economic structure by seeking to diversify the country’s resources to transform it from much reliance on the oil revenue sources and reduce public spending with much emphasis for participation from the private sector. Healthcare sector is one of the main areas of focus in Vision 2030. There are efforts directed towards ensuring greater participation of the private sector in healthcare sector. As the healthcare system seeks to achieve the Saudi Vision 2030, it has encouraged a public health system that seeks to identify healthcare needs and overall needs as well as align these with the international health systems in order to promote unified efforts to achieve the public health goals in the kingdom. 
In line with the KSA vision 2030 and the NTP, the Ministry of Health in Saudi Arabia has increased its budget on healthcare sector. The Saudi kingdom has made tremendous efforts to improve the healthcare as well as enhance patient safety which are of significant importance in healthcare system.
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