FINA 200

JMSB - Second 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.

Personal Finance - FINA200
Sample Final Examination

Instructor:  Penelope A. Ellison


Student Name:


Student ID:


PLEASE READ THESE INSTRUCTIONS CAREFULLY

· This is Version A of the exam. 
· Write your name and student ID on the exam, the computer sheet and the exam booklet.
· There are thirteen (13) pages to this exam including the cover page – please ensure that you have all thirteen.
· Please write your exam entire in INK.

· You are permitted a non-programmable calculator.
· The Time Value of Money formulas appear on the last page (page 13) of the exam. 



GOOD LUCK!



Section I:   26 Multiple Choice Questions

(2 marks each – total of 52 marks)

Question 1

You wish to accumulate $15,000 within five years.  How much would you have to save each year for five years to attain your goal?  Assume an annual interest rate of 4%.  Savings occur at the end of each year.

a) $2,662
b) $2,769
c) $2,905
d) $3,000
Question 2

In which situations would a spousal trust be appropriate?


I.
To leave the surviving spouse a life interest, while ensuring assets



 transfer to children of a first marriage.


II.
To provide the surviving spouse with financial guidance.


III.
To avoid probate on the deceased's estate.

a)  I and II, only.

b)  I and III, only.

c)  II and III, only.

d)  I, II and III.

Question 3

Janice spends a total of $1,500 a month to cover all living expenses.  Which of the following would represent the appropriate emergency fund?
a) $1,500 to $4,500
b) $3,000 to $7,500

c) $4,500 to $9,000
d) $5,000 to $10,000
Question 4

Jennifer owns only one bank stock that is listed on the Toronto Stock Exchange.  What types of risk are embodied in her investment?


I.
Market.


II.
Business.


III.
Interest rate.

a)  I and II, only.

b)  II and III, only.

c)  I and III, only.

d)  I, II and III.

Question 5

“Eligible” Canadian dividends are multiplied by what amount in order to determine the level of taxable dividends?

a) 15%
b) 25%
c) 45%

d) 50%
Question 6

Which of the following is a non-refundable tax credit?

a) Tuition and education amount
b) GST and PST paid on purchases
c) Moving expenses

d) Life insurance premiums
Question 7

The “prime” rate is  ___________________________.

a) the lending rate banks charge their most creditworthy clients

b) the  yield on 91-day treasury bills

c) the yield on 30-year government bonds

d) None of the above.


Question 8

What is the minimum monthly payment that can be made on a hydro bill?
a) 3%
b) 5%
c) 10%

d) The full amount of the bill is due each month.
Question 9

Identify the areas covered by tenants’ insurance.

I
Personal property protection.

II
Additional living expenses.

III
Personal liability.

IV
Replacement value of premises.
a) I, II and III only

b) I and III only

c) II, III and IV only

d) I, II, III and IV
Question 10

Which of the following are examples of open-end credit?


I
Home mortgages

II
Overdraft protection


III
Credit cards


IV
Installment loans

a) III only

b) II and III only

c) I and IV only

d) All are examples of open-end credit.
Question 11

You made a $50,000 down payment on a $200,000 house and financed the remaining amount with a Canadian fixed-rate mortgage.  Your mortgage has a term of three years, an amortization period of 25 years, a quoted rate of 6% and payments are made monthly.    Identify the correct statement.

a) The 6% quoted rate does not represent the effective annual rate charged on the mortgage.
b) The interest rate is fixed for 25 years. 
c) You will make a total of 36 monthly payments to pay off the mortgage.

d) You have a high-ratio mortgage.

Question 12

A maximum 5-year plan for paying creditors all or a portion of outstanding debt is referred to as a consumer ________________________.

a) bankruptcy

b) proposal

c) consolidation

d) counseling

Question 13

Which of the following home insurance policies will have the highest premium?



Policy Form


Building


Contents



Standard


Named perils


Named perils



Broad



All risk



Named perils



Comprehensive

All risk



All risk

a) Standard

b) Broad

c) Comprehensive

d) All forms will have the same cost.

Question 14

In the insurance industry, the term “peril” represents ________________.
a) the chance that something may be lost
b) the cause of the possible loss
c) a habit that increases the likelihood of loss
d) the actual loss experienced
Question 15

If you are diagnosed with a life-threatening illness and expect to incur high medical costs before you die, which type of insurance would provide money for your final medical costs?

a) Life insurance

b) Critical illness insurance

c) Professional insurance

d) House insurance

Question 16

You wish to ensure that your life insurance will not cease once you reach the age of 65.  Which types of life insurance would satisfy this need?


I
Whole Life Insurance



II
Term-to-100 Insurance



III
Universal Life Insurance



IV
Declining Term Insurance

a) I and II only

b) I, II and III only

c) IV only

d) I, III and IV only

Question 17

Jennifer, a recent Concordia graduate, is struggling to pay off her $15,000 student loan.  She has found full-time employment with an international firm offering generous benefits.  Jennifer manages to balance her cash flows, but has only $500 in a chequing account to pay incoming bills.  Her monthly after-tax cash inflows and expenses equal $2,000.  What should be Jennifer’s number one financial goal?

a) Pay off her student loan immediately.

b) Start an emergency fund.

c) Contribute to an RRSP.

d) Purchase life insurance coverage.

Question 18

Which of the following is not taxable?

a)  RRIF.

b)  OAS.

c)  GIS.

d)  CPP/QPP.

Question 19

Why would an investor favor a common share over a preferred share?

a) To obtain a bigger potential capital gain.

b) To obtain repayment of the face value at maturity.
c) To obtain a fixed dividend.

d) To obtain a fixed coupon payment.
Question 20

Which ranks bonds from lowest to highest risk?

a) Federal marketable bonds, corporate bonds, provincial bonds

b) Canada savings bonds, municipal bonds, provincial bonds

c) Canada savings bonds, provincial bonds, federal marketable bonds

d) Provincial bonds, municipal bonds, corporate bonds

Question 21

Ammar purchased 100 shares of Cameco Inc. at $40 dollars a share.  The shares subsequently split three for one on December 31, 2004 and currently trade at $50 a share.  If Ammar sells all of his shares, what will be his capital gain?

a) $11,000

b) $5,500

c) $4,000

d) None of the above.

Question 22

Which of the following investment characteristics would be favorable to an investor?


I
Callable


II
Convertible


III
Cumulative dividends


IV
Pledge of collateral

a) I, II and III only

b) II, III and IV only  

c) I and III only

d) I, II, III and IV

Question 23

Which of the following is a long-term stock investment technique?

a) Purchasing on margin

b) Selling short

c) Dollar cost averaging

d) Trading in options

Question 24

Most Canadian mutual funds sponsored by the Canadian chartered banks _________________________________
a) charge an annual management expense ratio (MER)
b) are no-load funds
c) Both (a) and (b).

d) Neither (a) nor (b).

Question 25

What is a disadvantage of a life annuity?

a)  The full amount of the annuity is taxable at the outset.

b)  The beneficiary only receives the present value of the guaranteed payments.

c)  Rates offered on life annuities are very low.

d)  The CRA has set a maximum and minimum amount that must be withdrawn every year.

Question 26

If a retiree wishes a predictable income in retirement, she should transfer her RRSP into a(n) _________________.

a) RRIF
b) Annuity
c) Mutual fund
d) Cash
Section II:  13 True/False

(1 mark each – total of 13 marks)

27. Given a nominal rate of 5% and an inflation rate of 3%, the real rate of return should be approximately 2%.
a) True

b) False

28. Leveraged investing in common shares is expected to increase your net worth.

a) True

b) False

29. A tax credit is an amount subtracted directly from the amount of taxes owed.

a) True

b) False

30. A credit card cash withdrawal always incurs interest from the moment of withdrawal.
a) True

b) False

31. If you co-sign a loan, the creditor can use the same collection methods against you that can be used against the borrower.

a) True

b) False

32. The GDS ratio always considers heating while the TDS ratio does not.
a) True

b) False

33. A fixed-rate mortgage exposes the borrower to more interest rate risk than a variable rate mortgage.

a) True

b) False

34. The higher the deductible you choose for your car insurance, the higher the premium.

a) True

b) False

35. The price-earnings ratio is calculated by dividing the earnings per share of a stock by its fair market value.
a) True

b) False

36. Life insurance proceeds are distributed outside of your will if a beneficiary is named.

a) True

b) False

37. An open mortgage permits the borrower to repay at any time without penalty.
a) True
b) False

38. If you are a self-employed individual, you have to make both employee and employer contributions to the CPP or QPP.
a) True

b) False

39. Store credit cards usually charge a higher interest rate than a bank credit card.

a) True

b) False

Section III:  Five Case Studies


Please write your response in the exam booklet.  Show 
all work.   (Total of 35 marks.)
Case 1 (5 marks)

Ahmed Al Balushi, a first year Concordia student, moved into a new apartment and started his life as a full-time undergraduate student in September, 2007.  
a) Ahmed’s goal is to purchase a car in January of 2008.  If he borrows $5,000 to purchase a car at a rate of 7%, compounded monthly, and pays it off over 3 years, how much total interest will he pay on the loan?  Loan payments are made monthly. (2 marks)

b) What two personal characteristics would cause Ahmed’s car insurance premiums to be higher than average? (1 mark)
c) If Ahmed chooses to lease a car instead of purchasing it, identify one advantage and one disadvantage of leasing over purchasing. (1 mark)

d) Ahmed has always paid the minimum balance on his Desjardins credit card, but no more.  Give one reason why this is a good thing, and one reason why this is a bad thing.  (1 mark)
Case 2 (10 marks)

You are given the following information about a corporate bond:





Par value



$1,000





Market price



$950





Term to maturity


10 years





Coupon rate



5%





Yield to maturity


5.7%

a) If interest rates rise to 8%, calculate the price of the bond.  The price of the bond will equal the present value of the coupon (interest) payments added to the present value of the par value. (3 marks)

b) In Part (a), the change in bond price refers to what type of risk?  Please explain.  (2 marks) 

c) What is the MER on a mutual fund?  Do all bond funds charge a MER?  (2 marks) 

d) Identify two differences between a preferred share and a bond.  (3 marks)

Case 3 (10 marks)

A couple in their early 20s wish to purchase a new home.  
a) Assume that the couple will have saved $25,000 toward a home down payment and that start-up costs amount to $10,000.  They would take out a 25-year mortgage and make monthly payments.  The monthly rate is 0.5%.  Given the following, how much home could they afford?  (8 marks)

Gross salary


She 







$56,000


He







$40,000

TDS








40%

Annual property taxes





$4,800

Car loan (60 months, 9% APR, compounded monthly)

$5,000

b) What assumptions are built into the use of the TDS ratio and is it a good ratio to base home affordability on?  (2 marks)
Case 4 (5 marks - 1 mark each)

Your aunt has come to you for some advice.  She was widowed 5 years ago, but has been fortunate enough to meet someone new with whom she feels she can rebuild her life.  Your aunt has two grown children, as does her fiancé.  Both are 60 years of age and expect to work another 5 years before retiring.

a)  If your aunt decided to retire today instead of waiting another 5 years, how much would she collect on a monthly basis from the Canada Pension Plan?  Assume she would be eligible to receive the maximum monthly payment of approximately $850.  Would she be eligible to receive the OAS?

b)  If your aunt were to move in with her new partner instead of marrying him, would she be as well protected under family law?  Please explain.

c)  Assume that your aunt will move into her partner's home after they are married.  Does this mean she will have the right to claim the home as her in the event of his death?

d)  If your aunt leaves her financial assets to her children in her will per stirpes, what does this mean?

e)  Your aunt's fiancé is planning to partially fund his retirement through a reverse annuity mortgage.  Please explain how this works.
Question 5 (5 marks)

Bill is an employee of Bombardier Aerospace.  
a) Identify 4 non-refundable federal tax credits for which Bill would likely qualify.  (2 marks)

b) Use a numerical example to explain the difference between a federal tax credit and a federal tax deduction.  Assume a federal marginal tax rate of 29% and a non-refundable tax credit conversion rate of 16%.  (3 marks)

Time Value of Money Formulas

The future value of a single sum:






FV  =  PV (1 + i)n
The present value of a single sum:






PV  =  FV  x  (   1  )







(1 + i)n
The future value of a series of payments:






FV  =  PMT  x  [(1 + i)n – 1]








i

The present value of a series of payments:






PV  =  PMT  x  [1 – (    1  )]






(1 + i)n








i

PAGE  
1
Version A


