Chapter 9 - Other Financial
Products

4 Questions
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Retirement Planning

Why is retirement
planning important

Types of pension

Retirement planning schemes

Being able to enjoy rather than
endure retirement requires Main aims in retirement -

individuals to plan and take action income; capital
to achieve that objective

State pension scheme

Strategies - investment
objectives; asset allocation;
investment products; pensions

Corporate Retirement
Plans
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Capital and income in retirement -
pensions; savings; investments; Personal pension
property; business
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Borrowing

Loan types

e Overdrafts

*Credit card borrowing
e Bank loans

Cost of

: Securit
Borrowing ecurity

e Unsecured loans
* Annual percentage eSecured loans
rate
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Calculate the Effective Annual Rate

Calculate effective annual rate for credit card borrowing of £100 at 12% pa charged quarterly:

* First quarter: £100 x 3% = £3 will be added to the balance outstanding, to make it £103
*Second Quarter: £103 x 3% = £3.09 will be added to make the outstanding balance £106.09

* Third Quarter: £106.09 x 3% = £3.18 will be added to make the outstanding balance £109.27
* Fourth Quarter: £109.27 x 3% = £3.28 will be added to make the outstanding balance £112.55
e Effective annual rate of 12.55/100 x 100 = 12.55%

Alternatively:

*12% divided by 4 = 3%, expressed as 0.03
*1+0.03=1.03

*1.03*=1.03 x 1.03 x 1.03 x 1.03 = 1.1255
*1.1255 -1 = 0.1255 x 100 = 12.55%
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Mortgages

Types of mortgage

* Repayment, interest only or
off-set; First charge on
property

* Rates - fixed; variable;
capped or discounted

Mortgage market

Lending based on
net income times a
factor to produce
an amount that can
be borrowed

Property purchase
financing; Buy to
let; Escalating
property values
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Islamic Finance - Mortgages

Compliance with Sharia’a

N\

Mortgages

* Murabaha
*Ijara

Avoidance of riba and
gharar

N\

Differences

¢ Asset backed

* No unlawful business or sources
of funding

* Ethical and socially responsible

N\
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Life Assurance

A life policy is simply an
insurance policy where
the event insured is a
death

Involve the payment o
premiums in exchange
for life cover - a lump
sum that is payable upon
death

Term assurance:-

( )

Typical Term - up to 25
years
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Premium based on
amount, health and other
risk factors

g J

( N

Insured amount - level
term, decreasing term or
increasing terms
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Cab pay either lump sum
or regular income on
death

Whole of Life Assurance

Investment based policies so pay a
guaranteed sum on death plus a any
profits made during the period

Types - non-profit; with profit and
unit linked

Non- profit - insured sum is chosen at
outset

With profit - sum assured or
guaranteed sum; a share of the profits
of the fund is allocated annually; and

a terminal bonus is added

Unit linked - insurance premiums are
used to buy units in an underlying
mutual fund and end returns depend
upon performance of the fund
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