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Section C: Investments
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Fixed interest government borrowings
 Fixed interest borrowings by other bodies
 Shares and other equity type borrowings
 Property
 Derivatives
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Fixed Interest Government Borrowings
 Fixed Interest Government bonds:
 Government body borrows by floating a loan on a stock exchange.
 Terms of issue are set by borrower.
 Investors are invited to subscribe to loan:(i) at a given fixed issue price(ii) or investor tenders a price & loan issued to highest bidders(subject to minimum tender prices).
 Allocation rules apply where the issue is oversubscribed.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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ExampleTerms of issue:Issue date 1 March 2001Nominal Amount £2,000,000,000Coupon rate 4.25% pa payable half yearlyRedemption date 1 March 2018Redemption price £100 per £100 nominal
 (This is ’redemption at par’)Issue price £98.50 per £100 nominal
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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An investor decides to bid for £1000 nominal and is allocated£900 nominal. So
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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An investor decides to bid for £1000 nominal and is allocated£900 nominal. So
 I The investor initially pays out £886.5 = (.985)(900)
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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An investor decides to bid for £1000 nominal and is allocated£900 nominal. So
 I The investor initially pays out £886.5 = (.985)(900)
 I The investor receives £23.63 = (900)(.0525/2) interest everysix months for 17 years. (FIXED INTEREST)
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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An investor decides to bid for £1000 nominal and is allocated£900 nominal. So
 I The investor initially pays out £886.5 = (.985)(900)
 I The investor receives £23.63 = (900)(.0525/2) interest everysix months for 17 years. (FIXED INTEREST)
 I Together with the final interest paqyment the investor receives£900 (at par).
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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An investor decides to bid for £1000 nominal and is allocated£900 nominal. So
 I The investor initially pays out £886.5 = (.985)(900)
 I The investor receives £23.63 = (900)(.0525/2) interest everysix months for 17 years. (FIXED INTEREST)
 I Together with the final interest paqyment the investor receives£900 (at par).
 I The investor might sell the bonds on stock exchange, or buythem on stock exchange after issue date.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Government bonds: Redemption dateRedemption date is sometimes a range (eg 1/3/16 -1/3/19) duringwhich the borrower may choose to redeem at an interest paymentdate.
 Sometimes no redemption date - known as irredeemable
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Government bonds: StripsSometimes the interest and redemption proceeds can be separatedinto two parts
 1. a zero coupon bond and
 2. a bond redeemable at zero
 This is relevant when investor wants to trade in the bond after it isissued.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Government bonds: TaxEach investor is subject to the taxation regime particular to her/it.eg: Taxation at rate t1% on interest paymentsTaxation at rate t2% on capital gains
 Investors taxation regime versus other investors’ will influence theattractiveness of bonds.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Government bonds: SecurityGenerally very low default risk. (Depends on thegovernment/state)
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Government bonds: Marketability/LiquidityGenerally investors can deal in large quantities with little or noimpact on the market price.Low dealing costs
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Government bonds: Return
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Government bonds: Return
 I Generally low volatility of return relative to other long terminvestments.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Government bonds: Return
 I Generally low volatility of return relative to other long terminvestments.
 I Low volatility usually means low expected return relative tohigher volatility investments.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Government bonds: Return
 I Generally low volatility of return relative to other long terminvestments.
 I Low volatility usually means low expected return relative tohigher volatility investments.
 I Income and redemption cashflows are fixed in money termsbut not in real terms.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Index linked bonds
 Interest and redemption payments are linked to an inflation index.
 There is a small time lag between date of index value andpublication of the index value. Administration of interest paymentsrequires monetary amounts to be known shortly in advance. Sothere is no inflation protection during this short lag period.
 Cashflow model (assuming previous example is index linked andignoring the time lag): the half-yearly interest payment at time t
 will be £23.63 ×Inflation index @t
 Inflation index @0
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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ExampleConsider a 3.5% coupon stock issued in February 1995 andredeemed in February 2000. The coupon payments are made eachyear and are linked to an inflation index with a one-year time lag.The index values each February, from 1994 to 2000 are :
 Year 1994 1995 1996 1997 1998 1999 2000Index 540 562 584 607 632 657 788Inflation 4.07 3.91 3.94 4.12 3.96 19.94
 The base month for indexation is February 1994. Because of thetime lag:
 Year 1996 1997 1998 1999 2000Coupon payments per £100 3.64 3.79 3.93 4.10 4.26Real values in Feb 95 terms 3.50 3.51 3.49 3.51 4.26
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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With no time lag the real value would be 3.5 in each case. (Note:3.93 = 3.5 × 607/540 and 3.49 = 3.93 × 562/632)
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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ExampleA fixed interest stock pays a coupon of 8% per annum quaterly,the next coupon is due on 31 May 2006. It is redeemable at 115%at the option of the borrower on any 1st March between 2025 and2029 inclusive.Calculate the price an investor would pay on 1st June 2006 toreceive an effective net yield of at least 10% per annum. Theinvestor pays tax at 30% on 31st August on income receivedduring the previous calendar year and capital gains tax at 40% on31st December following realization of any gain.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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D=.08 next due 31/5/06p=4R=1.15A=? 1/6/06 (amount investor is willing to pay)i ≥ .1t1 ≥ .3 31/8 on income per calendar yeart2 = .4 31/12 after gain
 (1 − t1)D
 R= .048696
 (1 + i (4)
 4 )4 = 1.1 ⇒ i(4) = .096444
 Since i(4) > .048696 assume the worst case: i.e. that the borrower
 redeems at latest possible date.
 There is a capital gain at redemption. Per 100 nominal untaxed
 profit would be
 8a(4)
 22.75|+ 115v22.75 − A
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)

Page 25
						
						

PV (income tax) = .3(4v1.25 + 8v2.25 + · · · + 8v23.25 + 2v24.25)
 = (4v1.25 + 8v1.25a22| + 2v24.25)(.3)
 Cgt = .4(115 − A)v23.25
 So A = 8a(4)
 22.75|+ 115v22.75
 −.3(4v1.25 + 8v2.25 + · · · + 8v23.25 + 2v24.25)−.4(115 − A)v23.25
 Using v = 1/1.1 we get A = 64.67 per 100 nominal.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Government bills
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Government bills
 I Issued by governments to fund their short term spendingrequirements.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Government bills
 I Issued by governments to fund their short term spendingrequirements.
 I Issued at a discount and redeemed at par with no coupon.
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Government bills
 I Issued by governments to fund their short term spendingrequirements.
 I Issued at a discount and redeemed at par with no coupon.
 I Typically issued for 3-months.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Government bills
 I Issued by governments to fund their short term spendingrequirements.
 I Issued at a discount and redeemed at par with no coupon.
 I Typically issued for 3-months.
 I Typically denominated in the domestic currency
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Government bills
 I Issued by governments to fund their short term spendingrequirements.
 I Issued at a discount and redeemed at par with no coupon.
 I Typically issued for 3-months.
 I Typically denominated in the domestic currency
 I Yield typically quoted as a simple rate of discount for theterm of the bill. eg: a 3-month bill issued at a discount of 2%means issue price is 98% of redemption price.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Government bills
 I Issued by governments to fund their short term spendingrequirements.
 I Issued at a discount and redeemed at par with no coupon.
 I Typically issued for 3-months.
 I Typically denominated in the domestic currency
 I Yield typically quoted as a simple rate of discount for theterm of the bill. eg: a 3-month bill issued at a discount of 2%means issue price is 98% of redemption price.
 I Sometimes the rate of interest is annualized.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Government bills
 I Issued by governments to fund their short term spendingrequirements.
 I Issued at a discount and redeemed at par with no coupon.
 I Typically issued for 3-months.
 I Typically denominated in the domestic currency
 I Yield typically quoted as a simple rate of discount for theterm of the bill. eg: a 3-month bill issued at a discount of 2%means issue price is 98% of redemption price.
 I Sometimes the rate of interest is annualized.
 I Security: almost zero default risk.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Government bills
 I Issued by governments to fund their short term spendingrequirements.
 I Issued at a discount and redeemed at par with no coupon.
 I Typically issued for 3-months.
 I Typically denominated in the domestic currency
 I Yield typically quoted as a simple rate of discount for theterm of the bill. eg: a 3-month bill issued at a discount of 2%means issue price is 98% of redemption price.
 I Sometimes the rate of interest is annualized.
 I Security: almost zero default risk.
 I Marketability: can be sold quickly at low cost and withoutaffecting market price.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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contd.
 I NOT quoted on any stock exchange.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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contd.
 I NOT quoted on any stock exchange.
 I Often used as benchmark risk-free short-term investment.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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ExampleA company wishes to invest £10,000 in 182-day bills from theBritish government. The bills are currently issued at an annualdiscount of 10%. Calculate the par value of the bills that could bepurchased.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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ExampleA company wishes to invest £10,000 in 182-day bills from theBritish government. The bills are currently issued at an annualdiscount of 10%. Calculate the par value of the bills that could bepurchased.
 par value× (1− 0.1× 182365) = 10, 000 so par value = £10,525.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Fixed interest borrowings by other bodies
 Corporate debt - long term borrowings
 Loans issued by a company
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Fixed interest borrowings by other bodies
 Corporate debt - long term borrowings
 Loans issued by a company
 I Fixed interest & redemption terms - just like governmentbonds
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Fixed interest borrowings by other bodies
 Corporate debt - long term borrowings
 Loans issued by a company
 I Fixed interest & redemption terms - just like governmentbonds
 I May be quoted on a stock exchange (but not always)
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)

Page 42
						
						

Fixed interest borrowings by other bodies
 Corporate debt - long term borrowings
 Loans issued by a company
 I Fixed interest & redemption terms - just like governmentbonds
 I May be quoted on a stock exchange (but not always)
 I Marketability: less marketable than government bonds (mainlybecause the size of issues are much smaller)
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Fixed interest borrowings by other bodies
 Corporate debt - long term borrowings
 Loans issued by a company
 I Fixed interest & redemption terms - just like governmentbonds
 I May be quoted on a stock exchange (but not always)
 I Marketability: less marketable than government bonds (mainlybecause the size of issues are much smaller)
 I Return: higher return than similar government bonds tocompensate for lower security and marketability
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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I Security: less secure than government bonds. Depends onI type of bond (secured/unsecured)I the companyI the term (longer term being less secure)
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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I Security: less secure than government bonds. Depends onI type of bond (secured/unsecured)I the companyI the term (longer term being less secure)
 I Types of bond:I Debenture (secured)
 Loan is secured on some or all of the assets of the company.If company fails to pay interest or capital then bond holdersmay take possession of those assets.
 I Unsecured loan stocksloan not secured on any particular assetsif company fails to pay interest or capital then bondholders arelike any other creditors of the company (eg. suppliers). Theymay apply to the courts to have the company wound up.Lower security than debentures
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Euro bonds (Medium/long term borrowings)
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Euro bonds (Medium/long term borrowings)
 I Fixed interest and redemption
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Euro bonds (Medium/long term borrowings)
 I Fixed interest and redemption
 I Issued by: large companies, governments, supra-nationalorganisations (eg European Investment Bank)
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Euro bonds (Medium/long term borrowings)
 I Fixed interest and redemption
 I Issued by: large companies, governments, supra-nationalorganisations (eg European Investment Bank)
 I Denominated in any chosen currency. ’Euro’ prefix refers toany financial arrangements in a currency external to thecountry where the arrangement is taking place.
 Euroyen: A Swedish Company - loan in Japanese Yen -arranged through bank in London
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Euro bonds (Medium/long term borrowings)
 I Fixed interest and redemption
 I Issued by: large companies, governments, supra-nationalorganisations (eg European Investment Bank)
 I Denominated in any chosen currency. ’Euro’ prefix refers toany financial arrangements in a currency external to thecountry where the arrangement is taking place.
 Euroyen: A Swedish Company - loan in Japanese Yen -arranged through bank in London
 I Eurodollar, Europound . . .
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Euro bonds (Medium/long term borrowings)
 I Fixed interest and redemption
 I Issued by: large companies, governments, supra-nationalorganisations (eg European Investment Bank)
 I Denominated in any chosen currency. ’Euro’ prefix refers toany financial arrangements in a currency external to thecountry where the arrangement is taking place.
 Euroyen: A Swedish Company - loan in Japanese Yen -arranged through bank in London
 I Eurodollar, Europound . . .
 I Security: depends on issuer. Usually better than similarcompany loan stocks.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Euro bonds (Medium/long term borrowings)
 I Fixed interest and redemption
 I Issued by: large companies, governments, supra-nationalorganisations (eg European Investment Bank)
 I Denominated in any chosen currency. ’Euro’ prefix refers toany financial arrangements in a currency external to thecountry where the arrangement is taking place.
 Euroyen: A Swedish Company - loan in Japanese Yen -arranged through bank in London
 I Eurodollar, Europound . . .
 I Security: depends on issuer. Usually better than similarcompany loan stocks.
 I Marketability: better than company loan stocks; in somecases as good as government bonds; issues can be very large.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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I Returns: depends on issuer and issue size; higher than yield onsimilar debenture; lower than yield on similar companyunsecured loan.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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I Returns: depends on issuer and issue size; higher than yield onsimilar debenture; lower than yield on similar companyunsecured loan.
 I eg. Investor may select the currency in which interest and/orcapital is paid.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Certificates of deposit (short term borrowings)
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Certificates of deposit (short term borrowings)
 I Issued by banks and building societies.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Certificates of deposit (short term borrowings)
 I Issued by banks and building societies.
 I Certificate states that some money has been deposited.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Certificates of deposit (short term borrowings)
 I Issued by banks and building societies.
 I Certificate states that some money has been deposited.
 I Term to maturity ranges from 28 days to 6 months. Issued at100 with fixed coupon rate.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Certificates of deposit (short term borrowings)
 I Issued by banks and building societies.
 I Certificate states that some money has been deposited.
 I Term to maturity ranges from 28 days to 6 months. Issued at100 with fixed coupon rate.
 I Interest is payable at maturity.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Certificates of deposit (short term borrowings)
 I Issued by banks and building societies.
 I Certificate states that some money has been deposited.
 I Term to maturity ranges from 28 days to 6 months. Issued at100 with fixed coupon rate.
 I Interest is payable at maturity.
 I Security and marketability depends on the issuing bank.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Certificates of deposit (short term borrowings)
 I Issued by banks and building societies.
 I Certificate states that some money has been deposited.
 I Term to maturity ranges from 28 days to 6 months. Issued at100 with fixed coupon rate.
 I Interest is payable at maturity.
 I Security and marketability depends on the issuing bank.
 I Active secondary market.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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ExampleFor a particular corporate bond, which two main factors willdetermine the yield margin over an equivalent conventionalgovernment bond?
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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ExampleFor a particular corporate bond, which two main factors willdetermine the yield margin over an equivalent conventionalgovernment bond?
 I The security of the bond (based on the quality of thecompany)
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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ExampleFor a particular corporate bond, which two main factors willdetermine the yield margin over an equivalent conventionalgovernment bond?
 I The security of the bond (based on the quality of thecompany)
 I Marketability (based largely on size of issue)
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Shares and other equity type borrowing
 (A) Ordinary shares
 (B) Preference shares
 (C) Convertibles
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Ordinary shares (equities)
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Ordinary shares (equities)
 I Securities issued by companies which entitle their holders toreceive all the net (of tax) profits of the company afterinterest on loans and fixed interest stocks has been paid.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Ordinary shares (equities)
 I Securities issued by companies which entitle their holders toreceive all the net (of tax) profits of the company afterinterest on loans and fixed interest stocks has been paid.
 I Shareholders own the company and have voting rights.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Ordinary shares (equities)
 I Securities issued by companies which entitle their holders toreceive all the net (of tax) profits of the company afterinterest on loans and fixed interest stocks has been paid.
 I Shareholders own the company and have voting rights.
 I Redemption:I Equities do not have a redemption rate.I Investors ’redeem’ their capital by selling their shares to
 someone else (Stock Exchange)I Shareholders make a proft (or loss) on the shares equal to the
 difference between the purchase amount and the sale amount.This capital gain/loss is an important element of theinvestment return.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Income
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Income
 I Equities do not pay a fixed rate of income.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Income
 I Equities do not pay a fixed rate of income.
 I Part of a company’s profits are distributed to the shareholder’seach year. Not an investment payment; knoen as a dividend.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Income
 I Equities do not pay a fixed rate of income.
 I Part of a company’s profits are distributed to the shareholder’seach year. Not an investment payment; knoen as a dividend.
 I The remainder of the profits are retained within the companyas reserves.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Income
 I Equities do not pay a fixed rate of income.
 I Part of a company’s profits are distributed to the shareholder’seach year. Not an investment payment; knoen as a dividend.
 I The remainder of the profits are retained within the companyas reserves.
 I The dividend may be higher/lower/same as last year. It couldbe zero.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Return
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Return
 I Total return is made up of dividend income plus capital gains.
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Return
 I Total return is made up of dividend income plus capital gains.
 I Dividend and capital return is volatile. There is risk ofdividend reductions and default, plus the whole of the capitalinvested is at risk of default if the company goes bust.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Return
 I Total return is made up of dividend income plus capital gains.
 I Dividend and capital return is volatile. There is risk ofdividend reductions and default, plus the whole of the capitalinvested is at risk of default if the company goes bust.
 I Generally investors buy equities with the expectations ofdividends increasing and capital values increasing over time.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Return
 I Total return is made up of dividend income plus capital gains.
 I Dividend and capital return is volatile. There is risk ofdividend reductions and default, plus the whole of the capitalinvested is at risk of default if the company goes bust.
 I Generally investors buy equities with the expectations ofdividends increasing and capital values increasing over time.
 I Market sentiment!
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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I Investor’s cashflow model (after sale).date amount0 ¡6000¿ Date of purchase.3 100 Dividend.8 1001.3 1051.8 1052.2 6615 Date of sale
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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I Investor’s cashflow model (after sale).date amount0 ¡6000¿ Date of purchase.3 100 Dividend.8 1001.3 1051.8 1052.2 6615 Date of sale
 I After the date of purchase the future cashflows are unknown(so assumptions are required to construct cashflow model).
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Security
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Security
 I Lowest raqnking form of finance issued by companies.
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Security
 I Lowest raqnking form of finance issued by companies.
 I Lower than loan capital and creditors. Shareholders areentitled to everything after everyone else has been paid.
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Security
 I Lowest raqnking form of finance issued by companies.
 I Lower than loan capital and creditors. Shareholders areentitled to everything after everyone else has been paid.
 I Dividend may be cut (or not increase as expected).
 Graham Ellis http://hamilton.nuigalway.ie Actuarial Mathematics (MA310)
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Security
 I Lowest raqnking form of finance issued by companies.
 I Lower than loan capital and creditors. Shareholders areentitled to everything after everyone else has been paid.
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 I Lowest raqnking form of finance issued by companies.
 I Lower than loan capital and creditors. Shareholders areentitled to everything after everyone else has been paid.
 I Dividend may be cut (or not increase as expected).
 I All capital may be lost if the company goes bust.
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 I Usually better than loan capital from same company.
 I Not as good as government bonds.
 I investors trade shares more frequently than loan capital.
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Preference shares
 More like unsecured loan stocks than equities.
 Income:
 I Not an interest payment but a dividend at a fixed rate ofinterest.
 I Dividends only paid at directors discretion.
 I Ordinary shareholders can not receive a dividend if apreference dividend is unpaid.
 I Unpaid preference dividends are carried forward and may bepaid at a later date.
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Redemption: Sometimes there is a redemption date.
 Security:I Income: greater than ordinary and less than capital.I Capital: greater than ordinary and less than loan capital.
 Marketability: Similar to loan capital (ie worse than ordinaryshares and a lot worse than government bonds).
 Return: Volatility a little greater than for loan capital andmuch less than for ordinary shares.
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