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Subject CT2 
 
 

CMP Upgrade 2017/18 
 
 

CMP Upgrade 
 
This CMP Upgrade lists the changes to the Syllabus objectives, Core Reading and the 
ActEd material since last year that might realistically affect your chance of success in 
the exam.  It is produced so that you can manually amend your 2017 CMP to make it 
suitable for study for the 2018 exams.  It includes replacement pages and additional 
pages where appropriate.  Alternatively, you can buy a full set of up-to-date Course 
Notes / CMP at a significantly reduced price if you have previously bought the full-
price Course Notes / CMP in this subject.  Please see our 2018 Student Brochure for 
more details. 

 
 
This CMP Upgrade contains: 
 
 all significant changes to the Syllabus objectives and Core Reading. 
 
 additional changes to the ActEd Course Notes, Question and Answer Bank and 

Series X Assignments that will make them suitable for study for the 2018 exams. 
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0 Changes to the Syllabus objectives   

There have been no changes to the CT2 Syllabus objectives for 2018. 
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1 Changes to the Core Reading  

This section contains all the non-trivial changes to the Core Reading.  
 
Chapter 3 
 
Page 6 
 
The final sentence in the paragraph headed “Investment income deducted at source” has 
been amended, so the paragraph now reads: 
 
Investment income can have income tax deducted at source.  For tax purposes, 
the grossed up equivalent is included as taxable income and the tax deducted at 
source can be offset against the person’s tax liability.  Deducting income tax at 
source will tend not to occur if the investment income is subject to tax-free 
allowances, as has applied in the UK from April 2016. 
 
Page 11 
 
Section 3 on capital gains tax does not now include anything about how companies are 
taxed on capital gains.   
 
In the opening sentence (in the lightbulb box), the words “and companies” have been 
deleted. 
 
Page 13 
 
The paragraph at the start of Section 3.2 (The rates of tax) now reads: 
 
For individuals, the amount chargeable to capital gains tax could be added on to 
the income liable to income tax and charged to CGT at the individual’s marginal 
tax rate.  In the UK, a rate of 10% or 20% (from April 2016) has applied to capital 
gains above the allowance, depending on the level of taxable income. Higher 
rates can apply to some gains, such as in the UK, for property which is not the 
individual’s main home.   
 
The final sentence on this page (“Companies pay corporation tax on chargeable 

gains at the rate at which they normally pay corporation tax”) has been deleted. 
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Chapter 7 
 
Page 3 
 
In the text about equity investors, the first sentence now reads: 
 
Investment decisions require information about profits (including dividend 
policy) and cashflows. 
 
 
Chapter 14 
 
Pages 22-23 
 
The section on Investment trust pricing has been amended.  Replacement pages 21-26 
are attached. 
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2 Changes to the ActEd Course Notes 

This section contains additional significant changes to the ActEd Course Notes.  
However, if you wish to have all the changes to the ActEd Course Notes, you will need 
to buy a full set of the up-to-date version (which you can do at a significantly reduced 
price if you have previously bought the full-price Course Notes / CMP in this subject).     
 
Chapter 3 
 
Page 5 
 
There is a new additional sentence at the end of this final paragraph on “Tax-free 
income”: 
 
As well as investment sheltered in an ISA, from 2016, the first £1,000 of bank or 
building society account interest (£500 for higher-rate tax payers) and £5,000 of 
dividend income is tax-free.  This tax-free dividend allowance is due to reduce to 
£2,000 from April 2018. 
 
Page 6 
 
The UK personal allowance information has been updated: 
 
In the UK, for the tax year 2017-18 the personal allowance is £11,500. 
 
Page 9 
 
The first paragraph in Section 2.2 has been updated to: 
 
In the UK, for the tax year 2017-18 the standard rate of corporation tax is 19%.  This 
rate has reduced steadily to this level over several years.   
 
Page 12 
 
The following two paragraphs have been deleted: 
 
It is common for companies to offset inflation by deducting a further indexation 
allowance.   
 
In the UK, this is calculated with reference to the Retail Price Index (RPI), which 
reflects the rise in the general level of prices of goods in the UK.  Indexation allowance 
tables are published monthly by HMRC. 
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Page 13 
 
The “2016-2017” has been updated to “2017-2018”.  The annual exempt amount is 
updated to £11,300. 
 
 
Chapter 5 
 
Page 9 
 
The following ActEd text has been added at the end of this page: 
 
Some forwards behave a little like futures in that the forward contract might move to a 
clearing house immediately after it has been arranged.  This is known as “clearing” and 
reduces the credit risk of the forward for both parties. 
 
 
Chapter 8 
 
Page 37 
 
In Solution 6.6, the third note has been corrected to read: 
 
3. The company proposes to make a dividend payment of £40,000, ie 20p per 

ordinary share, in respect of the year ending 31 December X. 
 
 
Chapter 14 
 
Page 28 
 
In the first sentence of Section 4.6 after the Core Reading, the words “on the London 
Stock Exchange” have been deleted. 
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Chapter 16 
 
Page 22 
 
In the final paragraph on this page, the tax-free dividend has been updated, so that the 
first sentence now reads: 
 
In general, non-taxpaying shareholders (and those who receive dividend income tax-
free, ie dividend income of less than the tax-free dividend limit of £2,000 that applies 
from April 2018) will wish to receive much of their return in the form of income, rather 
than reinvesting the profits in the company to give a capital gain. 
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3 Changes to the Q&A Bank 

 
There have been no significant changes to the Q&A Bank. 
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4 Changes to the X Assignments 

 
There have been no significant changes to the X Assignments. 
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5 Other tuition services 

In addition to the CMP you might find the following services helpful with your study. 
 
 

5.1 Study material 

We also offer the following study material in Subject CT2: 

● Online Classroom 

● Flashcards 

● Sound Revision 

● MyTest 

● Revision Notes  

● ASET (ActEd Solutions with Exam Technique) and Mini-ASET 

● Mock Exam A 

● Additional Mock Pack. 
 
For further details on ActEd’s study materials, please refer to the 2018 Student 
Brochure, which is available from the ActEd website at www.ActEd.co.uk. 
 
 

5.2 Tutorials 

We offer the following tutorials in Subject CT2: 

● a set of Regular Tutorials (lasting two or three full days) 

● a Block Tutorial (lasting two full days) 

● a Revision Day (lasting one day). 
 
For further details on ActEd’s tutorials, please refer to our latest Tuition Bulletin, which 
is available from the ActEd website at www.ActEd.co.uk. 
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5.3 Marking 

You can have your attempts at any of our assignments or mock exams marked by 
ActEd.  When marking your scripts, we aim to provide specific advice to improve your 
chances of success in the exam and to return your scripts as quickly as possible. 
 
For further details on ActEd’s marking services, please refer to the 2018 Student 
Brochure, which is available from the ActEd website at www.ActEd.co.uk. 
 
 

5.4 Feedback on the study material 

ActEd is always pleased to get feedback from students about any aspect of our study 
programmes.  Please let us know if you have any specific comments (eg about certain 
sections of the notes or particular questions) or general suggestions about how we can 
improve the study material.  We will incorporate as many of your suggestions as we can 
when we update the course material each year. 
 
If you have any comments on this course please send them by email to CT2@bpp.com. 
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All study material produced by ActEd is copyright and is sold 
for the exclusive use of the purchaser.  The copyright is owned 

by Institute and Faculty Education Limited, a subsidiary of 
the Institute and Faculty of Actuaries. 

 
 

Unless prior authority is granted by ActEd, you may not hire 
out, lend, give out, sell, store or transmit electronically or 

photocopy any part of the study material. 
 
 

You must take care of your study material to ensure that it is 
not used or copied by anybody else. 

 
 

Legal action will be taken if these terms are infringed.  In 
addition, we may seek to take disciplinary action through the 

profession or through your employer. 
 
 

These conditions remain in force after you have finished using 
the course. 
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The 1986 Building Society Act greatly increased the range of activities that building 
societies could take on.  Most building societies now offer cheque accounts and carry 
out a wider range of lending.  Many demutualised to become public limited companies 
listed on the Stock Exchange and have, as a result, turned into banks and subsequently 
merged with other retail or investment banks (for example, Abbey National 
demutualised to become a bank before being bought (rescued) by Spanish bank 
Santander).  The most well-known remaining UK building society is Nationwide. 
 
Consequently, the role of building societies is similar to that of banks, although 

there are some differences: 

 building societies have not entered the commercial money markets to the 
same extent as banks 

 building societies’ lending is dominated by house-purchase mortgages 

 building societies both individually and collectively are smaller, and thus 
exert less influence than banks on the markets. 

 
They channel private individuals’ excess short-term cash to private individuals 
who need to borrow to buy a house. 
 
Building societies grant house-purchase mortgages and some personal loans.  
Surplus cash is invested in: 

 short-dated gilts and local authority bonds 

 other banks and building societies (particularly using certificates of 
deposit). 

 
Role played in investment markets 
 
Building societies’ actions in the investment market are similar to those of banks.  
However, they are smaller and have a lower proportion of their funds invested in money 
market instruments.  Building societies have a little influence on short-dated gilts 

and certificates of deposit, but negligible influence on the other markets.  In 
particular, they are much less active in Eurocurrency, swap and bill markets than the 
banks. 
 
Building societies are in competition with banks in the retail deposit market, and 
to an extent in the investment trust/unit trust/pensions/life assurance advice 
markets. 
 
As mutuals, building societies do not have shares.  However, they do raise some 
long-term debt capital.  Unusually for non-government borrowers, some of this 
has been in the form of index-linked bonds so that building societies are 
relatively important in what is a very small market. 
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4.4 Investment trusts 

What they are 
 
Despite the name, an investment trust is a company and not a trust.  Unlike other 
companies, they are set up to invest money rather than to sell a good or service.  It might 
be better if they were called investment companies as they are in the USA. 
 
Most investment trusts are listed on the Stock Exchange.  They raise equity and 
debt capital.  The money raised is often invested in the shares of other UK 
companies.  A number of investment trusts buy other assets such as gilts, 
property and overseas equities. 
 
Investment trusts provide the opportunity for small investors to own a share of a 
big, well-diversified, and professionally managed portfolio.  The investor owns 
shares in the investment trust.  In turn, the investment trust owns the underlying 
assets.  Some institutional investors also invest in investment trusts, particularly 
where the investment trust invests in specialist areas such as smaller Japanese equities. 
 
The main parties in an investment trust are: 

 Board of directors, who are responsible for the policy of the company. 

 investment managers, who manage the investments for the investment 
trust.   

 shareholders, who buy and sell the shares in the investment trust 
company in the same way as they would in any other company. 

 
When investors sell a share, they do so to another investor.  The total number of 
shares in issue for an investment trust does not change (unless the company 
has a rights issue).  For this reason, an investment trust is sometimes called a 
“closed-end fund”.  This is in contrast to a unit trust (an “open-ended fund”) where 
buying and selling of units results in units being created or destroyed (see later in the 
chapter). 
 
Pricing 
 
In theory, the price of a share in an investment trust might be expected to be its 
share of the total value of investments in the company.  Investors can “see through” 
an investment trust to the underlying assets.  For example, how much would you pay for 
1% of the ordinary share capital of an investment trust with a net asset value of £10m?  
You should be thinking “about £0.1m”.  However, in practice, many investment 
trusts stand at a discount to their net asset value.   
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The reasons which are often given for the discount to the net asset value 
include: 

 Greater supply than demand.  The price of any share is ultimately 
determined by supply and demand.  If there are more sellers than buyers, 
the price will fall and contribute to a discount to the underlying net asset 
value, and vice versa.  For example, the perceived high prospects for 
technology investment trusts during the ‘tech boom’ led to many such 
investment trusts trading at a premium to their net asset value – only to 
then trade at a discount after the market in technology stocks crashed. 

 Marketability.  A small investment trust investing in shares of large 
companies will provide a less marketable investment than the underlying 
assets.  Trading volumes of many investment trusts are relatively small, 
making it difficult to buy/sell without affecting the price.  

 Management charge.  A further reason given is the reduction in value due 
to the deduction of the management charges.  (Often the annual 
management charge will be 0.5% of the value of the assets, which may 
well be 10% of the annual income from the fund.)  However, the 
significance of this is often disputed when comparisons are made 
between the price of unit trusts (see Section 4.5) and that of investment 
trusts. 

 
Split capital and other variations 
 
The shares in most investment trusts are like the shares in any other company.  
The shareholder is entitled to a share of the income through dividend payments 
and an equivalent share in the company’s residual value should it wind up. 
 
Some investment trusts have a set winding up date, and are known as “limited life” 
trusts.  This helps eliminate the discount because investors know that the market price 
should tend to the net asset value by the winding up date. 
 
For some of the limited life investment trusts the capital structure might be split 
so that there are two or more types of shares aimed at investors with different 
tax positions eg: 

 capital shares receive the residual capital value on wind-up and little or no 
income (good for taxpayers with a high marginal rate of income tax) 

 income shares receive income and little or no capital on winding up (good 
for non-tax payers). 
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Question 14.8  

Why might taxpayers with a high marginal rate of income tax have a preference for 
capital shares? 

 
Role in investment markets 
 
An investment trust will have a specific objective which will determine which 
investment market the investment trust influences.  It might be anything from 
“balanced” (ie a general mix of assets chosen according to what the investment manager 
fancies) to something quite specialist (eg floating rate Euroyen investments). 
 
In general, investment trusts are small.  There are about 400 approved investment trusts 
investing in the UK Stock Market, but collectively they only represent about 4% of 
equity investment.  Most investment trusts are approved.  This gives the investment 
trust exemption from capital gains tax.  But an investor may still have to pay capital 
gains tax on realised capital gains due to the growth in the investment trust’s share 
price.   
 
A number of investment trusts specialise in investing in assets such as 
commercial property and overseas assets that small investors would find 
difficult to invest in directly. 
 
A few investment trusts try to track a Stock Market index such as the FTSE 100.  This 
type of index-tracking fund offers investors the benefits of diversification and reduced 
management fees and dealing costs. 
 

Question 14.9  

List the main features of an investment trust and explain why they exist. 

 
 

4.5 Unit trusts 

What they are 
 
A unit trust performs much the same role as an investment trust.  However, unlike 
investment trusts, unit trusts are trusts in the legal sense (ie they are set up under 
trust law using a trust deed).  They have to be authorised by the Financial Services 
Authority before they can offer their units to the public.  As with investment trusts, unit 
trusts are set up and run by a management company. 
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Unit trusts are not companies.  They are not quoted on the Stock Exchange.  
Units are bought from and sold to the management company, not from other 
investors.  The only money that unit trusts raise is the money that investors pay 
for units.  They do not raise equity or debt capital. 
 
Like investment trusts, unit trusts allow small investors to invest in a 
professionally managed portfolio of shares with a specific investment objective.  
There are more restrictions on what an authorised unit trust can invest in than 
for an investment trust.  Consequently, almost all invest only in quoted securities 
(mainly shares). 
 
The main parties involved are: 

 A management company, which runs the trust.  They set up the trust, get 
authorisation from the regulator, advertise the trust, carry out all 
necessary administration and control the investment of the funds.  Their 
aim is to make a profit from the charges levied.  Many life insurance companies 
act as unit trust managers.  The name of the management company will usually 
appear in the name of the trust (eg “Jupiter European Fund”). 

 The trustees, who are responsible for checking that the trust is run 
according to the terms of the trust deed.  The trustee will be a company 
such as a clearing bank or an investment bank that is independent of the 
management company. 

 The investors, who buy units in the trust, hoping that they turn out to be a 
good investment. 

 
Pricing 
 
The basic idea of how units are priced is quite simple.  However, there are a couple of 
practical complications.  First, let us look at the basic idea.   
 
The price of the units is calculated by the managers to be: 

 
market value of assets

number of units
 

 
Now for the two complications: 
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Bid-offer spread 
 
In order for the management group to meet its expenses and make a profit, it 
makes an initial charge of, typically, 6% of the funds invested.  The way that this 
is expressed is to define an “offer” price which is higher than the “bid” price.  
Units are sold by the management company at the offer price, but bought back at 
the lower “bid” price. 
 

Example  
 
A unit trust has an offer price of 50.00p and a bid price of 47.52p.  If you invest £10,000 
in the trust you will be allocated 20,000 units.  If you immediately cash in your 
investment you will receive £9,504 back. 

 
Bid and offer pricing 
 
Unit trust managers have to calculate the value of the units using the formula 
given above.  However, they can choose how the figure “market value of assets” 
is calculated.  They can calculate it as the cost of buying new assets (ie use the 
price at which they would buy the underlying shares and add on stamp duty and 
stockbroking commission).  This is called “offer pricing”.  Alternatively, they can 

calculate it as the cost of destroying units (ie use the lower price at which they would 
sell the underlying shares and deduct stockbroking commission).  This is called “bid 
pricing”.   
 
Furthermore, the managers can choose to move between “offer” and “bid” 
pricing.  Normally, they will use offer pricing if the unit trust is expanding ie units 
are being created, and bid pricing if the trust is contracting ie units are being 
destroyed. 
 
The result is that someone who buys units in a unit trust that is expanding will buy at 
the highest price (the offer price on an offer pricing basis).  If they later sell at the 
lowest price (the bid price on a bid pricing basis), the effective bid-offer spread may be 
more like 10% (considerably more than the figure publicised), as shown in the following 
example. 
 
Note that, by definition, it is more common for units to be bought at times when the 
trust is expanding, and for units to be sold at times when a trust is declining. 
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