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Time : 3 Hours Marks : 80

Instruction :
1. All Questions are Compulsory.
2. Each Sub-question carry 5 marks.
3. Each Sub-question should be answered between 75 to 100 words. Write every questions

answer on separate page.
4. Question paper of 80 Marks, it will be converted in to your programme structure marks.

1. Solve any four sub-questions.
a) Using our knowledge of various money market instruments, detail the investment and

risk characteristics of money market instruments as a whole under the following
headings: 5
• Security (ie default risk)
• Yield (ie real/ nomial, expected return/ running yield relative to other assets)

b) i) Define the term gross redemption yield. 2
ii) What is the gross redemption yield on the following bonds (redeemed at par

value of 100): 3
a) A 10- year zero-coupon bond priced P
b) A 10- year semi-annual coupon bond priced P that offers coupon of 8 p.a.

c) What is credit risk? Give example of its three major types? 5
d) What are the disadvantages with direct property holdings? 5
e) Shares may be classified by size of a company or by expected profit growth. Which

other features of ordinary shares might we use to categories individual shares? 5

2. Solve any four sub-questions.
a) Explain what is an option contact? What are call options and put options? What are

American and European options? 5
b) Give key features of unit trusts. 5
c) i) What are indirect means by which an investor can obtain overseas exposure? 4

ii) Foe whom an indirect investment would be suitable? 1
d) Why is it very difficult to get hold of accurate, up-to-date price information? 5
e) The actual share price of many investment trust companies is often lower than the

NAV, ie the share price is said to be at a discount to NAV. Suggest possible reasons
for this. 5
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3. Solve any four sub-questions.
a) i) In simple terms, describe three distinct ways in which we said that increases in short

term interest rates can influence yields on either short or long dates bonds. 3
ii) What are the two principal economic factors affecting a bond market? In simple terms,

how would you expect a rise in each of the factors to affect bond yields? 2
b) What may affect investor’s preferences for a particular asset class? 5
c) i) Why can we not value a government bond simply by discounting the payments

using the gross redemption yield for the appropriate term, derived from the
relevant yield curve? 3

ii) How is the value of a callable bond related to that of a similar bond without the
call option? 2

d) The assets of a pension fund have a market value of $1,000,000. The valuation
assumptions are as follows:
• Interest rate of 5% pa
• Dividend growth of 2% pa.
The current dividend yield on the XYZ all share index is 3.1% pa.
The appropriate bond chosen has exactly 15 years to run, is standing at par, and has its
next half-yeraly coupon of 2.9 payable in exactly 6 months.
The notional portfolio chosen is 75% equities / 25% bonds.
Calculate the assessed value of the fund. 5

e) i) How would you expect the property risk premium to compare with the equity
risk premium? 3

ii) Rank, in descending order of reliability, the use of yield “norms” for: conventional
bonds, index-linked bonds and equities. 2

4. Solve any four sub-questions.
a) The most practical definition of risk is the probability of failing to achieve the

investor’s objective. What types of objective might an instituational investor aim to
meet? 5

b) Devise a checklist that a middle-aged individual investor could use in order to decide
how to invest excess income (ie basic salary in excess of expenditure) and/or a lump
sum (eg an inheritance). 5

c) What controls affecting investment strategy may be implemented through
regulation? 5

d) Consider a financial service provider selling unit-linked and with-profit endowment
contracts. How might the value of the provider’s: 5
i) Liabilities depend on the value of the assets.
ii) Assets depend on the value of the liabilities.

e) i) A life insurance company writes without-profit term assurance and whole of
life assurance contracts. Give four reasons why the company may not be able to
match its liabilities precisely. 4

ii) What is pure matching? 1
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