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QUESTION 1 (25 MARKS)

 

1.1 Showthat @ a= (5)
d

1.2. Aloan of NS10, 000is to be repaid over 10 years by a level annuity payable

monthly in arrears. The amountof the monthly paymentis calculated on the basis of

an interest rate of 1% per montheffective. Find the

1.2.1 Monthly repayment. (4)

1.2.2 Total capital repaid and interest paid in the 1%‘ and last year respectively. (6)

1.2.3. After which monthly repaymentthe outstandingloanis first

less than NS5, 000. (5)
1.2.4 For which monthly repayment the capital repaid first exceeds the interest. (5)

QUESTION 2 (25 MARKS)

2.1 Define the nominalrates of interest (3)

2.2. Derive the compoundinterest formula from simple interest (7)

2.3. Deduce the continuous compounding formula from the compounding formula (10)

2.4 Showthat a,= lim a,)=1/i (5)

QUESTION 3 (25 MARKS)

3.1  Giventhat 6 = 0.1 find the values of

jC), {2), ;(865) q(4)q(12), g(865) (12)

3.2 On 10 Jan in each of the years 1964 to 1979 inclusive, an investor deposited £5000 in

a special bank savings account. On 10 Jan 1983, the investor withdrewhis savings.

Given that over the entire period the bank used an annual interest rate of 7% for its

 

special savings accounts, find the sum withdrawnbytheinvestor. (10)

3.4 Why do banks imposeinterest (3)
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QUESTION 4 (25 MARKS)

4.1 Given that d = 6%, compute thevalue of ii) (3)

4.2 Prove that Sy) = 2" (7)

4.3. Define the following

4.3.1 Loan schedule (4)

4.3.2 Effective interest rates (5)

--END OF EXAMINATION—
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