FINA 200

JMSB - Third Sample Final Exam

Suggested Solution

Section 1

Section II
1) c

27) b
2) c*

28) a
3) b

29) a
4) c

30) a
5) c**

31) b
6) c

32) a
7) c***

33) a
8) a

34) a
9) b

35) b
10) a

36) a
11) a

37) b
12) c****

38) a
13) a*****

39) a
14) d
15) a
16) b
17) c******
18) c
19) c
20) b

21) c

22) b
23) b
24) d*******
25) b

26) c
*2) 
$2,500 +/- PV, $10,000 FV, 5 N, 5 I, COMP PMT = $1,232/1.2 = $1,027

**5)
(1 + 0.06/4)4 - 1 = 0.06134 or 6.14%

***7)
$37,885 x 0.15 =

$  5,683

($60,000 - $37,885)(0.22) =

$  4,865


$10,548   

$10,548/$60,000 = 0.176 or 17.6%  
****12)

($13,500 + $6,400 + $4,900) / $72,000 = 0.344 or 34.4% 
*****13)
$15,000 PV, 48 N, 0.75 I, COMP PMT = -$373.28

$373.28 PMT, 47 N, 0.75 I, COMP PV = $14,739 balance after one month

$14,739 x 0.0075 = $110.54 interest

******17)
($300,000 x 0.92)(0.0275) = $7,590

*******24)

$15/(1 - 0.05) = $15.79

Section III
CASE 1
1)

ASSETS

Liquid Assets





Bank Account


$    5,000

Real Estate


Home




$225,000

Personal Possessions


Car




$    7,500



     

Furniture and personal effects
    25,000





$  32,500

Investment Assets


Bond1




$  11,158

RRSP




    52,000






$  63,158

Total Assets




$325,658
LIABILITIES

Short-term – CC balance


$    7,000

Long-term
Mortgage2



$167,497
Car Loan



      2,600






$170,097

Total Liabilities



$177,097
Net Worth




$148,561
Notes:

1. $10,000 FV, $650 PMT, 10 n, 5 I, COMP PV = $11,158
2. $14,400/12 +/- PMT, 240 n, 0.5 I, COMP PV = $167,497

1 mark each for the bond value and mortgage.  (2 marks)

Transferring in other numbers (2 marks)

Right set-up.  (1 mark)

2)

Jacques’s total expenses = $45,000(0.6) + $650(0.65) - $1,000 = $26,422
Monthly expenses = $26,422/12 = $2,202  
(1 mark)  For the remaining calculations, accept what they use.
Liquidity ratio = $5,000/$2,202 = 2.27 months
Low
 (1 mark)
GDS = ($14,400 + $4,000)/$45,000 = 41%
High
 (1 mark)
Both ratios are weak.  Jacques should have at least 3 months of expenses as an emergency fund and his GDS ratio should not exceed 32%.  
(1 mark)
3)

$167,497 PV, 180 n, 0.5 I, COMP PMT = $1,413 
NB:  Accept the mortgage balance as calculated by students to determine savings.
4)  $45,000 x 0.18 = $8,100

5)  Income tax deferral

6)   
· First time homebuyers only (no home the previous 5 years)

· Maximum $25,000 in 2009 ($20,000 before)

· Purchase a home within a year

· Repayment starting 2 years after withdrawal

· Maximum 15 years to repay

· If don’t make payment, added to income

7) Deductions – probably none.  Credits – basic personal amount, CPP/QPP contributions, EI premiums, PPIP premiums, transit pass, Canada Employment amount, political party contributions, Quebec abatement.
8)

Step 1

5 x $45,000




$225,000


Step 2

Outstanding debt



  177,097

Step 3

Emergency fund





3 x $26,442/12


      6,610


Step 4

Funeral and other costs


    10,000

Step 5







$418,707

Step 6

Liquid assets





($5,000 + $2,500 + $45,000)
  (52,500)










$366,207
1 mark for emergency fund.

-0.5 for anything else they don't get.
9) Term insurance – it’s cheap and he has no dependents and no reason to purchase permanent insurance.
10) Own occupation definition, duration until retirement age, 70% coverage.

CASE 2

Question 1 (2 marks)

Father:  QPP 60 with penalty, likely to qualify for maximum


   OAS 65
Mother:  No QPP, OAS 65

Question 2 (3 marks)

The couple can:

Make a full withdrawal

Purchase any type of annuity 

Transfer the balance to a RRIF

Question 3 (2 marks)

They would die intestate.  All their assets would pass to their spouse, unless they have minor children.  Then their assets would be split.
Question 4 (1 mark)

No, Canada does not have estate taxes.  However, there is a deemed disposition of assets upon death that may trigger capital gain tax in the deceased's terminal income tax return.

Question 5 (2 marks)

The advantages of owning mutual funds include:

1. As already mentioned, a higher level of diversification than is usually possible for the individual investor.  This will reduce your parents' risk exposure.

2. Professional management, if lack of time or knowledge would prevent your parents from making well-reasoned investment decision.

3. Mutual fund companies offer a variety of acquisition and redemption plans, as well as record-keeping, that is helpful for individual investors.

4. The mutual fund sales representative usually offers investment advice and guidance.

5. The industry is highly regulated.

6. In the event of the investors’ death, the fund continues to be managed by a professional, whereas purchases and sales of the deceased’s assets would not be possible until their will had been probated. 

Bonus (2 marks) 

A court in Quebec has ruled that Lola, a common law wife, should have the same rights as a married woman.  This goes against Quebec's Civil Code that does not recognize common law relationships.
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