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1 Outline the key requirements of a model that will be used to assess the variability of

an outcome that depends on uncertain future events. [5]
2 () List the roles that a national government can play in the provision of
benefits to individuals. [3]

A government is concerned about the increasing costs of providing retirement benefits
for government employees.

(i) Describe how the government could reduce these costs. [7]
[Total 10]

3 A farmer is considering installing a wind turbine on his farm to generate power.

Q) Outline the information that will be needed in order to calculate the internal
rate of return on this project. [5]

(i) Describe two other cash flow projection methods which can be used to assess
the viability of this project. [4]

The results of the cash flow projections show that the project is financially viable.

(iii)  Discuss the other factors which should be considered before deciding on
whether to go ahead with this project. [5]
[Total 14]

4 An individual in a particular country is looking to set up a self-invested individual
pension arrangement (IPA).

The regulations in the country concerned allow the individual to select the assets to be
held within the IPA. There are no restrictions on the assets that the investor could
include within the IPA. However, the assets cannot be transferred out of the IPA until
the minimum retirement age of 60 is reached.

Q) List the potential asset classes that the individual could invest in. [5]

(i) State the criteria that would be used to determine whether a particular asset
class would be appropriate for the investor. [2]

(iti)  Discuss the suitability of each asset class for a 55 year old individual

considering investing in an IPA. [10]
[Total 17]
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5 (1) State how the following asset classes could be categorised:

@ domestic equities

(b) domestic bonds [4]
(i) Explain why a fund that invests in domestic equities may use analysts who

specialise by industrial sectors. [5]
(iii)  Outline the drawbacks of the approach in (ii). [2]
(iv)  Explain why the proportion of an equity fund held in cash may have increased

significantly over a twelve month period. [5]
(V) Outline why investment funds may use derivatives. [2]

(vi)  Describe the difference between an active and a passive investment approach
for equity investment funds. [4]
[Total 22]

6 A mutual life insurance company has a large number of policyholders and a
significant undistributed surplus. This undistributed surplus has built up over many
years.

Q) Outline how the undistributed surplus may have arisen. [5]

(i) List the data required to calculate the value of the provisions needed for the in-
force policies. [4]

(iii)  Outline why the data used to determine these provisions would be grouped. [2]

(iv)  Explain the considerations that should be taken into account when validating
the grouping of the data. [4]

The company intends to demutualise and become a limited liability company. On
demutualisation, the undistributed surplus is to be distributed to the policyholders in
the form of both additional benefits and shares in the limited company. The
distributed shares will provide the company with capital.

(v) Explain why the company needs to retain some of the surplus as capital.  [6]

(vi)  Discuss the considerations to be taken into account in determining the split
between the additional benefits and the shares. [6]

(vii)  Discuss how the distribution of future surplus would change following the
demutualisation. [5]
[Total 32]

END OF PAPER
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