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Ans 10:  

 

 

 

 

Ans 11. 

i) a) Debentures are part of the loan capital of the company. The term “loan 

capital” usually refers to long term borrowings rather than short term. The issuing 

company provides some form of security to holders of the debenture. This is 

usually in the form of a floating charge against the assets of the company.  

 

b) Unsecured loan stocks have no explicit assets backing them and holders rank 

alongside other unsecured creditors. Yields will be higher than on the debentures 

to reflect the higher risk of default.   

 

ii) Reasons: • The return on property may be lower, especially in the short term. • 

There is less flexibility because of the large unit sizes. • It may be difficult and 

expensive to value the property. • There are large buying and selling expenses. • 

The maintenance costs associated with property investment are also high. • There 

may be periods when the property is void and no income is received. • 

Marketability is poor  
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iii) a) Government may raise money by floating a loan on stock exchange. The 

terms of the issue are set out by tender. The investors are invited to nominate the 

price that they are prepared to pay and the loan is issued to the highest bidders, 

subject to certain rules of allocation.  

 

b) Advantages: The government will know the price that the investor will pay at 

outset so it will know the cost of borrowing money. It will be administratively less 

difficult by tender. Disadvantages: The investor may be willing to pay more for the 

bond than the set price and so the money could be borrowed more cheaply if the 

tender is used Insufficient investor may be prepared to pay the set price causing 

only part of the offer to be old and the Government may not meet it finance 

requirement   

 

c) Securities with uncertain income include: 1) Equities – dividend vary according 

to the performance of the company issuing stocks and may be zero 2) Property – 

rent payments are subject to review. 3) Index-linked bonds – coupon payment and 

final redemption price may increase in proportion to the increase in the relevant 

index of inflation 

 

 

Ans 12. 

 

 

Ans 13. 

i) d is the interest payable at the beginning of the year on a loan of 1 unit 

repayable at the end of the year. The corresponding interest payable at the end of 
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year on 1unit of loan is i. Thus, d must equal the present value at the beginning of 

the year of the payment i payable at the end of the year i.e. d= iv. 
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