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1 Describe the circumstances under which money market investments may be

temporarily unattractive to investors. [4]
2 Discuss the features of a corporate bond portfolio that would be taken into account in
setting its investment performance benchmark. [6]
3 List the itemsthat should be included in a project’s written strategy. [7]

4 Discuss the steps that should be followed to determine the fair value of alarge
portfolio of bonds with low liquidity. [8]

5 i) State how the expectations theory explains the shape of theyield curve.  [2]

(i) Describe three other theories that explain deviations from the expected shape

of theyield curve. [6]

(iii)  Explain why a corporate bond might have a significantly higher yield than a
government bond of the same duration. [5]
[Total 13]

6 A charitable trust has a portfolio of assets, mainly invested in conventional
government bonds and equities. The only liability of the trust isto pay an annual
prize for the best new published book. The prize money has traditionally increased
each year in line with inflation.

0] Describe two methods of valuing the trust’s assets and the implications of each
for the valuation of the liabilities. [6]

The chairman of the trust has expressed an interest in moving assets from
conventional bonds into index-linked bonds.

(i) State the formula for deriving the expected return on conventional bonds from

the return on index-linked bonds. Define any symbols used. [2]

(iii)  Discuss the circumstances in which it would be appropriate for the trust to
choose index-linked bonds over conventional bonds. [8]
[Total 16]
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7 A city council is considering building a new tourist and leisure complex which it
hopes will appeal to visitorsto the city as well asto local residents.

0] Discuss the steps necessary to achieve an effective identification of the risks

facing the project. [11]
(i) State the major risks associated with this project. [3]
(iii)  Discuss how each of therisksidentified in part (ii) might be mitigated. [6]
[Total 20]
8 A developed country has moved into recession in the last year. In order to boost

growth the central bank has lowered short-term interest rates substantially over the
last few months.

0] Discuss how economic growth, the exchange rate, and inflation in this country
might develop over the next two years. [15]

(i) Discuss how these developments are likely to affect the level of equity and
commercia property markets. [11]
[Total 26]

END OF PAPER
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