FINA 200
JMSB - First Sample Final Exam

It’s in your best interests to attempt this sample exam before you write the final.  Try to do so under “exam conditions”, i.e. lock yourself up somewhere in a quiet room, give yourself 3 hours with no textbook, and don’t look at the solutions until you have finished.  In this way you will be able to identify your own personal areas of strength and weakness.

This same final consists of 26 multiple choice questions (2 marks each), 13 true/false questions (1 mark each) and two cases (total of 35 marks).  The multiple choice and true/false questions will be evenly taken from the examinable chapters (1 - 10, 13 - 15).  Your exam is slightly different - it will have 33 multiple choice questions (2 marks each), 9 true/false (1 mark each) and one case study (total of 25 marks).  Also, Chapter 4 has now been omitted.
The use of a non-programmable financial calculator will be permitted in the exam (this means a calculator that has the financial functions, but does not permit you to save alphanumeric data).  You will be provided with the time value of money formulas, but nothing else.

You can be asked time value of money questions in the multiple choice or true/false sections, as well as in the case studies.
In order to answer the case questions on the final exam, review your assignments very carefully, along with their solutions, and ensure that you know:

1. How to compute a loan payment and the total interest paid on a loan.

2. The format of a personal net worth statement (Exhibit 2-3) and cash flow statement (Exhibit 2-4).

3. The various ratios outlined on page 60 of the textbook, e.g. debt ratio and the GDS and TDS ratios.
4. Exhibit 7-6 on calculating Housing Affordability.  

5. Exhibit 9-2 – Calculating Your Life Insurance Needs.
Please note that according to university regulations, the entire exam must be written in ink.  For FINA200, this includes filling out the computer sheet for the mutliple choice and true/false answers.

Section I: 26 Multiple Choice Questions



 (2 marks each - total of 52 marks)

Question 1

You invest $10,000 today at a rate of 4% per annum. How much will you have 10 years from now?

a) $10,400

b) $10,608

c) $14,802

d) $14,859

Question 2

Given the following information, what is the current ratio?

Liquid assets


 $3,670

Investment assets 

$8,370

Current liabilities 

$2,670

Household assets 

$45,000

Long-term liabilities 

$50,111

Monthly expenses 

$2,000

a) 0.06

b) 0.43

c) 1.08

d) 1.37

Question 3

What is the only type of will in Quebec that does not need to be probated?

a)  Formal.

b)  Holographic.

c)  Notarial.

d)  Trusteed.

Question 4

Real estate assets should be valued at their _________________ on the personal balance sheet.

a) adjusted cost base

b) depreciated value

c) fair market value

d) future value

Question 5
If an individual’s taxable income is $31,000, according to the chart below, what is her combined marginal tax rate?

Income Tax Bracket

Combined Tax Rate

$30,753 or less



22%

$30,754 - $40,813


28%

$40,814 - $53,801


31%

$53,802 - $61,508


33%

a) 22%

b) 28%

c) 31%

d) 33%

Question 6

Which of the following can be deducted in determining an individual’s taxable income?

a) Medical expenses

b) Charitable donations

c) Tuition

d) Child care expenses

Question 7

Jonathan’s 2007 taxable income was $40,000, his marginal federal tax rate was

22%, his basic personal federal amount was $9,600 and he paid $200 in tuition for a web-based real estate course. What was the total of his federal nonrefundable tax credits if the conversion rate was 15%?

a) $9,800
b) $9,600
c) $1,470
d) $1,440
Question 8
Identify the characteristic that has caused leasing a car to grow in popularity in recent years.

a) The monthly payment is usually lower than borrowing to buy.

b) Interest rates charges on leases are less than those on car loans.

c) There is no necessity to pay for car maintenance.

d) The lessee can cancel the lease anytime without penalty. 
Question 9
If you wish to ensure that upon your death the remaining payments in an annuity will pass to your beneficiaries, which type of annuity would you choose?

a)  Fixed-term annuity.

b)  Life annuity.

c)  RRIF annuity.

d)  LIF annuity.

Question 10
Your credit card reports that you pay 1.5% interest each month on unpaid balances.  What effective annual rate does the card charge?

a) None of the following.

b) 18.00%

c) 19.56%

d) 20.30%

Question 11
In a Canadian fixed-rate mortgage ______________________.

I 

the interest rate is compounded semi-annually.

II

a fixed payment is quoted

III

there is usually a rate cap

IV

payments must be made monthly

a) I only

b) I and II only

c) III and IV only

d) I, II and IV only

Question 12

Your monthly car loan payment is $300. The interest rate charged on the loan is

9%, compounded monthly. If there are 24 months remaining, what is the balance

of your loan?

a) $7,200

b) $6,567

c) $5,800

d) None of the above

Question 13
Which of the following will reduce the monthly loan payment on a consumer

installment loan?

I

Choosing a longer term

II

Pledging security on the loan
III

Making periodic payments against the principal while 


keeping the term and rate the same

a) I, only.
b) I and II, only.
c) III and IV, only.
d) I, II and III.
Question 14
Who offers default interest on high ratio mortgages?

a) NHA
b) CMHC
c) CIBC
d) CBC
Question 15
Your parents’ home burns down and they need to stay in a hotel for a month before they can make new living arrangements. Will the cost of the hotel be covered by their house insurance?

a) Yes, if they have personal property coverage.

b) Yes, if they have additional living expense coverage.

c) No, only the building and other structures are covered.

d) No, because they have not met the 80% co-insurance rule.

Question 16
Which of the following would improve the coverage offered under disability insurance?

a) Longer elimination period

b) Shorter benefit period
c) Benefits that are taxable
d) Own occupation definition.
Question 17
An advantage of term life insurance over permanent life insurance is

________________.

a) the lower premium

b) the longer period of coverage

c) the cash surrender value

d) the policy dividends
Question 18
Identify the incorrect statement.

a)  Risk is the chance that something may be lost.

b)  A peril is the factor that increases the likelihood of loss.

c)  The insured is the person covered by an insurance contract.

d)  A policy is a written contract for insurance.

Question 19
Identify the incorrect statement.

a) Both common shares and preferred shares are a form of equity.

b) Dividends on common shares are not mandatory.

c) Preferred shares have a par value.

d) Corporations issue more preferred shares than common shares.

Question 20
Canada Savings Bonds ____________________.

a) carry regular interest or compound interest

b) can be sold in the secondary market

c) are issued with a term to maturity of two years or less

d) pay interest that is exempt from tax

Question 21
Because of interest rate risk, the value of a bond will fall when ___________________.

a) interest rates rise

b) interest rates fall

c) the issuer defaults on the payment of bond interest

d) None of the above.

Question 22
Which of the following refers to the ability to buy or sell an investment quickly without substantially affecting its value?

a) Liquidity

b) Divisibility

c) Taxability

d) Marketability

Question 23
Which statement describes a mutual fund with a load?

a) A mutual fund in which the individual investor pays a trailer fee.

b) A mutual fund in which investors pay a commission at time of purchase or at time of sale.
c) A mutual fund in which the individual investor pays a management fee.

d) A mutual fund with a fixed number of units.
Question 24
Which of the following is the most important advantage of a mutual fund?

a) Low fees
b) Diversification

c) Multiple withdrawal options

d) Administrative simplicity
Question 25
Identify the advantage of a defined benefit pension plan (DBPP) to the employee.

a) A DBPP describes the amount the employer/employee will contribute to the plan.

b) A DBPP vests after 10 years.

c) A DBPP is set up for each individual employee.

d) A DBPP specifies the retirement benefit to be received by the employee.

Question 26
If you choose to receive your Canada Pension Plan retirement benefit at the age of 60, your benefit will be reduced by _______ .

a) 10%

b) 20%

c) 30%

d) 40%

Section II: 13 T/F Questions


   (1 mark each – Total of 13 marks)

27. Preferred shares pay a discretionary dividend.

28. Tax-exempt income offers a greater financial benefit than tax-deferred

income.
29. Open-ended credit usually involves a written agreement for each credit

purchase.

30. You receive two credit card bills of $300 each and have $400 available.

Your best payment option would be to apply $200 again each card balance.

31. Self-insurance refers to a strategy of risk assumption.

32. Only employers can contribute to a Deferred Profit Sharing Plan.
33. Corporate bonds trade in the over-the-counter market.

34. An income stock pays higher than average dividends.

35. In most provinces, marriage will revoke a will.
36. Payments under Old Age Security are based on the length of Canadian

residency.

37. The GDS ratio is often used by financial institutions to determine a person’s

eligibility for a home mortgage.

38. Secondary markets are financial markets for the issuance of new securities.

39. The 91-day Canadian Treasury Bill rate is called the risk-free rate of return.

Section III: Three Case Studies



    (Total of 35 marks)

Case 1 (12 marks)

Erik Stevenson (38) and his wife, Kiki (35), are both professionals in the field of

urban planning. The couple is currently renting a condominium in the Plateau

District of Montreal, but feel the time has come to purchase a house. They hope

to move within one year.

The Stevenson’s gross, combined income is $157,000 ($86,400 after taxes).

Kiki has done considerable research on the costs of buying a home. They expect

that property taxes in the neighborhood they wish to move into will be

approximately $4,500 a year and that it would cost $850 a year to insure the

house and its contents, as well as $400 a year for mortgage life insurance. She

estimates other costs associated with purchasing a house will be as follows:

Appraisal fee



$   450

Legal fees



$1,500

Building inspection fee


$   500

Land transfer tax


$2,700

Moving expenses


$3,000

Appliance/furniture costs

$5,000

They are in agreement that a 5-year term (mortgage rate of 6.2%) and

amortization period of 15 years would suit them best. The current outlook is for

mortgage rates to rise in the near future.

a) Determine the Stevensons’ affordable home purchase price assuming a

GDS ratio of 30%. Assume they will make a 10% down payment on the

home.
The Stevensons live in Canada and Canadian fixed-rate mortgages are compounded semi-annually. Taking this into consideration, their monthly mortgage rate would be 0.5%. (6 marks)

b) Given a 10% down payment, how much in total would it cost the couple immediately to move into a new home? (3 marks)
c) Would you recommend the Stevensons take out a fixed-rate or a variable rate

mortgage? Explain why. (3 marks)

Case 2 (12 marks)

Two years ago, you met with Nicholas (now 44) and Lara Weatherby (now 38) to

help them assess their financial situation. Nicholas had lost his job at Pratt and

Whitney Canada Inc. after 18 years of employment and the couple was worried

about their financial future. Your insightful recommendations helped to eliminate many of their financial problems.  
Now, two years later, their situation appears much improved. Lara has graduated with a Masters in Science degree and found employment as a research analyst at a salary of $60,000 a year. Nicholas was successful in starting a home-based consulting business serving the aeronautics industry.  Their latest financial statements are shown below.

Lara is expecting the couple's first child in three months. They expect to incur

child-related expenses of about $10,000 next year. She would like to continue

working after her maternity leave and is thankful that her employer offers an onsite child-care facility. To reduce her daily commute and because they hope to

have more children some day, Nicholas and Lara want to move closer to Lara's

place of employment and buy a bigger home. They also wish to start

immediately to save for their child’s education.

Net Worth Statement

as of today

Assets Lara Nicholas Combined

Liquid Assets
Chequing accounts





$   3,545
Canada savings bonds





$   5,115
Money market fund1 





$   4,125
Total Liquid Assets






$ 12,785
Investment Assets
Non-registered

GIC (2-year)






$  15,950
Bonds2







$  51,050
Registered

DCPP3







$172,000
Group RRSP4






$  16,500
Total Investment Assets





$255,500
Personal Assets (joint) 





$325,000

Total Assets







$593,285
Liabilities Lara Nicholas Combined

Short-term Liabilities:

MasterCard5






$    8,430
Total Short-Term Liabilities





$    8,430
Long-term Liabilities:

Mortgage (joint)






$175,400
Automobile loan (Joint)6





$    8,900
Total Long-Term Liabilities





$184,300
Total Liabilities






$192,730
1   To pay Nicholas’ next income tax installment.

2   Nicholas owns $50,000 face value of Government of Canada bonds, maturing in 2010. The coupon rate on the bonds is 7.5%.
3   Defined Contribution Pension Plan - Pratt and Whitney.

4   Invested in a Trimark balanced mutual fund.

5   APR of 18%.

6   The couple jointly own a 1998 CRV valued at $14,500.
The Weatherbys

Cash Flow Statement

Income Lara Nicholas 
Gross Salary






$60,000
Less: Deductions





 (21,755)


Net employment income






$ 38,245
Self-employment





$55,000
Less: Taxes/CPP





(19,250)
Net self-employment






$35,750
Investment Income

Interest (net of taxes)





$  3,332
Total Net Income






$77,327

Expenses Lara Nicholas Combined

Non-discretionary Expenses

Housing:
Mortgage






$18,255
Property Tax






    1,596
Heating







    1,360
Other







    4,500










$25,711







Family








$  8,100
Transportation
Automobile Loan





$  5,284
Other







    3,300









$  8,584
Credit
Credit card interest





$  1,686
Insurance







 ----
Total Non-discretionary Expenses




$44,081
Discretionary Expenses

Family








$12,880
Household







$  5,900
Investments – Lara’s Group RRSP




$  3,500

Vacations







$  7,500
Miscellaneous







$  5,000
Total Discretionary Expenses





$34,780

Cash Flow Defcit ($1,034) 34) 034)

a) Calculate the couple’s: (6 marks)

· net worth

· debt ratio

· liquidity ratio

b) Identify three additional weakness in the couple’s financial situation to those

already identified in Question (a). (3 marks)

c) Give three recommendations to help the couple overcome some of the

weaknesses in their financial plan. (3 marks)
Case 3 (11 marks)

Suzane and Mario are both 58 years old.  This is their second marriage.  Mario had been married previously and has two adult children.   Both Suzane and Mario are financially independent.

Mario doesn’t wish to write a will because he says it will bring bad luck.  He’s sure that when the time comes, Suzane and his children can work things out.  He has a sizable amount of money invested in an RRSP which he would like to leave to Suzane should he die before her, although he wishes his city condo, where the couple lives, and cottage to eventually pass to the children once Suzane passes on.

The two are looking forward to retirement in 6 or 7 years.  Suzane has been working for Canada Post for 32 years and expects to receive a generous pension.  Mario only has the funds invested in his RRSP.

a)  Suzane has the best and most generous type of corporate pension plan as she has worked for a government agency most of her life.  What type of pension plan does she likely have?  Provide 2 characteristics of such a plan.  (3 marks)

b)  Identify two other sources of pension income that they couple will receive.    How do they qualify for this income?  (2 marks)

c)  When must Mario collapse his RRSP?  If he were concerned about receiving a steady income for as long as he lives, what vehicle should he chose for his RRSP assets at that time, and why? (2 marks)

d)  Is Mario’s idea that Suzane and his children “can work things out” at the time of Mario’s death a good approach to estate planning?  Please explain.  (2 marks)

e)  What document does Mario require if he wishes Suzane to manage his financial affairs should be become seriously ill?  What would happen if he didn't have one?  (2 marks)

