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1 A prospective home buyer has been offered the following two options to finance the 
capital sum for the purchase of a property:  

 
an interest-only loan and an endowment assurance 

 
a repayment mortgage   

(i) Describe the cashflows under the two options. [6]   

(ii) (a)  State the main disadvantage of the repayment mortgage option.    

(b)  Suggest a way to address this disadvantage, describing its effect on the 
cashflows. [3]     

[Total 9]   

2 A scheme which provides benefits on retirement has 25% of its assets invested in 
overseas investments.  A scheme member has asked why the fund has overseas 
investments when all the benefits are payable in the domestic currency.    

(i) Discuss possible reasons for this strategy.  [4]   

(ii) List the problems which may be encountered when investing in overseas 
securities.  [5]    

[Total 9]   

3 Outline the points a charity should take into account when reviewing its investment 
strategy. [10]    

4 The financial regulations for insurance companies are being changed and as a result a 
company needs to introduce a stochastic asset model.    

Describe the evaluation criteria for selecting a stochastic asset model. [11]    

5 (i)  Discuss the features of corporate debt that would make it a suitable investment 
for a scheme providing benefits on retirement.  [5]    

(ii)  List the factors that influence the difference in yield between government and 
corporate bonds.  [3]    

(iii)  Describe the possible features of a new corporate bond issue that would reduce 
the risks associated with it, and thus might make the bond more attractive to 
an investor.   [4]    

[Total 12]     
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6 (i) Describe the two main types of dealing system in use in stock exchanges. [4]   

(ii) An investor wishes to trade a large amount of stock.  Discuss the advantages 
and disadvantages of the two main types of dealing system that could be used 
for this.  [9]    

[Total 13]    

7 (i) List the uses of investment indices. [4]    

(ii) Describe the particular uses of government bond indices. [4]   

An investment manager is considering setting up a new index-tracker fund to track 
UK equities.   

(iii)  Compare the main features of the FTSE 100 Share Index and the 
FTSE All-Share Index. [4]    

(iv)  Explain the factors to consider when deciding which of these indices to track.     
[4]    

[Total 16]    

8 An investment company is considering selling a financial product in a developed 
overseas market.  This will be its first international venture.  The company has 
estimated the potential cashflows in today s monetary values under a number of 
different scenarios as follows.     

Scenario A B C    

Year $000 $000 $000   

1 565 565 565   
2 180 160 100   
3 210 176 100   
4 240 194 80    
5 240 213 70   

Probability of occurrence 30% 60% 10%   

(i)  Explain how the real risk discount rate to be used when valuing this project 
should be chosen. [8]   

(ii) Calculate the net present value under each scenario and the expected net 
present value of the project.  Use a real risk discount rate of 9% p.a. and 
assume that the cashflows occur midway through each year.  State the 
formulae used. [6]   

(iii) Discuss the considerations which should be taken into account when deciding 
whether the project should proceed. [6]    

[Total 20]  

END OF PAPER 


