FINA 200

JMSB - First Sample Final Exam

Suggested Solution

Section I: 26 Multiple Choice Questions

(2 marks each – total of 52 marks)

1. c
10,000 +/- PV, 4 I, 10 n, COMP FV = $14,802.

2. d 
$3,670 ÷ $2,670 = 1.37

3. c
4. c

5. b

6. d

7. c 
($9,600 + $200) x 0.15 = $1,470
8. a

9. a
10. c 
(1.015)12  – 1 = 0.1956 or 19.56%

11. b

12. b 
300 PMT, 24 n, 9 12 = 0.75 I, COMP PV = $6,567

13. d

14. b
15. b

16. d
17. a
18. b
19. d

20. a

21. a

22. a

23. b

24. b

25. d

26. c

Section II: 1- True/False

(1 marks each – Total of 13 marks)

27. F

28. T

29. F

30. F

31. T
32. T

33. T

34. T

35. T
36. T

37. T

38. F

39. T

Section III: Two Case Studies

(Total of 35 marks)

Case 1 (12 marks)

a)

Step 1


$157,000 ÷ 12



$13,083

Step 2


$13,083 x 0.30



$  3,925

Step 3


($4,500 + $850 + $400) ÷ 12

     (479)

Affordable monthly mortgage payment
$  3,446

Step 4


Maximum affordable mortgage based on 15-year

amortization:

$3,446 PMT

15 x 12 = 180 N

0.5 I

COMP PV $408,363

Step 5


$408,363 ÷ 0.9



$453,737

b)

The couple would require a $453,737 - $408,363 = $45,374 down payment.  On top of that, they would have to pay $13,150 in other expenses, to total $58,524.

c)  

A fixed-rate mortgage would be more appropriate for the Stevensons because:

1. With a variable-rate mortgage, the borrower bears the interest rate risk.

As interest rates are expected to rise, the Stevensons should try to

lock in a lower rate today.

2. In order to reduce uncertainty, most first-time homeowners prefer to

lock in a known mortgage rate.

3. The Stevenson’s have stable employment income and would probably

prefer a stable cash expense.

Case 2 (12 marks)

a) 
Net worth = $593,285 - $192,730 = $400,555 (strong)

Debt ratio = $192,730/$400,555 = 0.48 or 48% (high)

Liquidity ratio = ($12,785 - $4,125)/[($44,081 + $34,780)/12] = 1.32 months

(low).  Subtract the amount set aside to pay installment taxes – it belongs to the government.
b) Weaknesses:

· High credit card balances

· Nicholas is not contributing to his RRSP

· Asset allocation too heavily weighted in fixed income assets

· Loss of opportunity to defer taxes by not owning equities

· High level of discretionary expenses

· No insurance coverage

c) Based on weaknesses identified:

· Pay off credit card debt and reduce debt ratio

· Ensure sufficient liquidity to cover 3-6 months of expenses

· Shift asset allocation into equities for better growth and tax treatment

· Cut discretionary expenses and eliminate cash flow deficit

· Contribute maximum to an RRSP

· Seek out insurance coverage
Case 3 (11 marks)

a)  Suzane most likely has a defined benefit pension plan.  

· DBPPs promise a known income at retirement.

· They do not specify the exact amount the employer must contribute.

· After an actuarial analysis, the employer must make additional contributions if the

· plan is underfunded.

· DBPPs are expensive to administer.

· DBPPs are falling out of favor with employers.

b)  CPP/QPP - by contributing during their career.  OAS - by being residents of Canada for a predetermined period of time.

c)  Mario must collapse his RRSP by December 31st in the year in which he turns 71.  If he is worried about the predictability of his income during retirement and wishes it to last a lifetime, he should opt for a life annuity.

d)  No!  He should have a will.  It's the best gift he could give to his family.  In his will he could state his wishes - no second-guessing, no arguments.  If Mario dies intestate (without a will), the laws of the province where he dies will determine how his assets are distributed.  These laws may not match what Mario would have wanted.

e)  Mario would need a power of attorney.  Without a POA, no one could pay his bills, manage his investments, etc., should he become unable to manage his affairs.  His family would have to apply to the state to be appointed his POA and this could take time and result in a lot of anxiety.

