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Midterm Examination
BUSI2504

Name: _____________________________

ID:_______________________________

DURATION:	2.0 HOURS

No examination aids other than calculators are permitted.  Use or possession of unauthorized materials will automatically result in the award of a zero grade for this examination.

Students MUST count the number of pages in this examination question paper before beginning to write, and report any discrepancy.  This exam paper has 11 pages, and has 39 questions. Use your Scantron sheets to Answer ALL questions on the exam paper. There are 38 marks to be awarded, worth 30% of your final grade.

This examination question paper may not be taken from the examination room.



	
1. This exam is version 1, please indicate which exam you are writing on the Scantron for your answer to Q1 in order to be graded appropriately.

a) Version 1
b) Version 2
c) Version 3
d) Version 4



2. Which of the following are agency costs?

I. foregoing an investment opportunity which would add to the market value of the owner's equity
II. paying a dividend to each of the existing shareholders
III. purchasing new equipment which increases the value of each share of stock
IV. hiring outside auditors to verify the accuracy of the company financial statements

 A) II and III only
 B) I and III only
 C) I and IV only
 D) II and IV only
 E) I, II, and IV only


3. The Board of Directors of Beeline, Inc.  have decided to base the salary of its financial manager entirely upon the market share of the firm.  Accordingly,
a) the firm may incur some agency costs since the manager will be focused on the market share of the firm rather than acting to maximize earnings.
b) the financial manager will always act in the best interest of the shareholders since all agency costs have been eliminated through salary incentives.
c) his arrangement may be unnecessary, since the goal of the firm is to maximize earnings for shareholders, and that is most likely accomplished through larger market share.
d) the manager may not act to maximize the current value of the firm's stock, resulting in agency costs for the firm's stockholders.
e) the firm will incur some agency costs if the manager acts to maximize market share.


4. A ________________ can lose, at most, what she has already invested in a firm.

I. common stockholder
II. limited partner
III. general partner
IV. sole proprietor

a) I only
b) I and II only
c) I, II, and IV only
d) II, III, and IV only
e) II and III only



5. Find the future value of a perpetuity that pays you $4,525 at the end of every year forever if the prevailing interest rate is 8%, annual compounding

a) $56,562.50
b) $45,250
c) $61,087.50
d) $36,200
e) none of the above, the answer is infinity

6. You are comparing two investment options. The cost to invest in either option is the same today. Option A pays five annual payments starting with $8,000 at the end of the first year followed by four annual payments of $3,000 each. Option B pays five annual payments of $4,000 at the end of each year. Which one of the following statements is correct given these two investment options? 
	

a) Both options are of equal value given that they both provide $20,000 of income.

b) Option A is the better choice of the two given any positive rate of return.

c) Option B has a higher present value than option A given a positive rate of return.

d) Option B has a lower future value at year 5 than option A given a zero rate of return.

e) Option A is preferable because it is an annuity due.

7. Assume you just bought a Van Gogh painting for $2.2 million. You expect it will be worth $6.5 million in exactly 10 years. If rates (assume annual compounding) do not change over the 10 years, how much can you sell it for after 6 years?

a) $4.21 million
b) $1.916 million
c) $4.35 million
d) $4.78 million
e) none of the above, the answer is _______

8. You have just taken out a 10-year, $12,000 loan to purchase a new car. This loan is to be repaid in equal end-of-month installments.  If each of the monthly installments is $150, what is the effective annual interest rate on this car loan?

a) 6.5431%
b) 7.8942%
c) 8.6892%
d) 8.8869%
e) 9.0438%
f) None of the above, the answer is _________



9. You have $500 in an account which pays 5% APR with annual compounding.  How much additional interest would you earn over four years if you moved the money to an account earning 6% APR with semi-annual compounding?
a) $24.18
b) $45.00
c) $23.49
d) $25.63
e) none of the above, the answer is ________


10. Tishie invests $3,000 today at a 9% APR with annual compounding. She wants to have $24,000 to give to her granddaughter Kathy for college 16 years from now. Which one of the following statements is correct concerning Tishie's situation?
a) Tishie will have the $24,000 when she wants it.
b) Tishie would have to wait an additional ten years to have $24,000.
c) Tishie would have to earn a 10% rate of return to have $24,000 in 16 years.
d) Tishie will only have approximately $12,000 sixteen years from now.
e) Tishie should plan on only giving Kathy $10,000 in sixteen years.


11. Isaac and Faith both want to have $5,000 in three years. Isaac expects to earn 8% effectively, per year on his investments and Faith expects a 7% effective annual rate of return. Which one of the following statements is correct concerning the amount of money they each need to invest today?
a) Faith needs to deposit $112.33 more than Isaac today.
b) Faith needs to deposit $173.33 more than Isaac today.
c) Isaac needs to deposit $3,699.16 today.
d) Faith needs to deposit $3,081.49 today.
e) Both Faith and Isaac should deposit $3,969.16 today.

12. You wish to save for a car when you graduate in exactly 3 years. The car is expected to cost $4,000. If your bank offers you an APR of 8% with quarterly compounding, how much must you deposit with them today in order to purchase the car?

a.	$3,153.97
b.	$3,175.33
c.	$3,154.25
d.	$3,191.32
e.	none of the above, the answer is ______




13. Suppose someone offered you the choice of two equally risky annuities, each paying $10,000 per year for five years.  One is an ordinary annuity, the other is an annuity due.  Which of the following statements is most correct?

a.	The present value of the ordinary annuity must exceed the present value of the annuity due, but the future value of an ordinary annuity may be less than the future value of the annuity due.
b.	The present value of the annuity due exceeds the present value of the ordinary annuity, while the future value of the annuity due is less than the future value of the ordinary annuity.
c.	The present value of the annuity due exceeds the present value of the ordinary annuity, and the future value of the annuity due also exceeds the future value of the ordinary annuity.
d.	If interest rates increase, the difference between the present value of the ordinary annuity and the present value of the annuity due remains the same.
e.	Statements a and d are correct.

14. Katie is going to receive $1,000 three years from now. Wilt is going to receive $1,000 five years from now. Which one of the following statements is correct if both Katie and Wilt apply a 5 percent discount rate (annual) to these amounts?

a.	The present value of Katie and Wilt's money is equal.
b.	The value of Wilt's money will be greater than the value of Katie's money six years from now.
c.	In today's dollars, Wilt's money is worth more than Katie's.
d.	In five years, the value of Katie's money will be equal to the value of Wilt's money.
e.	Katie's money is worth more than Wilt's money today.


15. A customer makes two offers to settle a disputed account. He will either pay you $500 today or pay you $650 in three years. Which one of the following is correct if your company earns 10.5% effectively per year on its surplus funds?
a) The company should accept the $650 offer as it pays $150 more.
b) The company should accept the $650 offer as it is worth more today.
c) The company should accept the $650 offer as it is worth $12.42 more today.
d) The company should accept the $500 offer as it is worth $18.24 more today.
e) The company should accept the $500 offer as it is worth $512.42 today.


16. Six years ago, Marti invested $3,500 in an account that pays interest compounded on a quarterly basis. No other investments or withdrawals have been made. Today the account is worth $7,403.16. What effective annual rate of return has Marti earned thus far?
a) 12.86%
b) 13.30%
c) 15.96%
d) 18.58%
e) 19.20%
17. Your subscription to Jogger’s World Monthly is about to run out and you have the choice of renewing it by sending in the $10 a year regular rate or of getting a lifetime subscription to the magazine by paying $100 today. Your discount rate is 7% APR with annual compounding.  How many years would you have to live to make the lifetime subscription the better buy?  Payments for the regular subscription are made at the beginning of each year.  (Round up if necessary to obtain a whole number of years.)

a) 15 years
b) 10 years
c) 18 years
d) 7 years
e) 8 years
f) None of the above, the answer is _______ years.


18. Martha is going to receive $6,000 in two years from Tom. She will receive an additional $4,000 in three years from Tom. She earns 7.15% APR with semi-annual compounding on her investments. How much is this money from Tom worth to Martha today?
a) $3,239.89
b) $5,213.53
c) $8,453.42
d) $8,477.47
e) none of the above, the answer is ________


19. Sampson, Inc. invested $1.325 million in a project that earned an 8.25% effective annual rate of return. Sampson sold their investment for $3,713,459. How much sooner could Sampson have sold the company if they only wanted $3 million from the project?
a) 2.69 years
b) 3.33 years
c) 5.17 years
d) 6.67 years
e) 10.31 years


20. What would your payment be on a 10-year, $150,000 loan at 10% interest compounded semiannually assuming the payments are made annually?
a) $19,716.67
b) $20,743.77
c) $24,411.81
d) $24,674.60
e) $25,366.63



21. You are comparing two annuities with equal present values. The APR on both is 7.5% with monthly compounding. One annuity pays $500 at the beginning of each month for twenty years. How much does the second annuity pay each month for twenty years if it pays at the end of each month (rounded to the nearest penny)?

a) 537.5
b) 507.5
c) 503.5
d) 503.13
e) none of the above, the answer is _________



22. You are planning for your retirement exactly 25 years from today. You plan on making monthly deposits into an RRSP at the end of every month, with your first deposit occurring exactly one month from today, and your last deposit occurring exactly 25 years from today. Your deposit will be $500/month. Your RRSP is expected to return 8% APR with quarterly compounding. How much will you have accumulated in your RRSP by the day you retire? (round to the nearest dollar).

a) $471,457
b) $438,636
c) $475,513
d) $450,000
e) none of the above, the answer is _________

23. You are planning for your retirement. You anticipate that you will need exactly $2,500 every month, starting on the first day you retire. You expect to live for exactly 25 years in retirement. An investment firm is offering a guaranteed 6% APR with quarterly compounding. How much must you have on deposit with them on the day that you retire in order to ensure that you will have sufficient funds through your retirement?

a.	$391,051
b.	$389,115
c.	$388,017
d.	$389,957
e.	none of the above, the answer is ________




24. Suppose the answer to Q23 above was (d). You plan on working for 30 years before you retire. How much must you deposit at the end of every month during your working life to reach your retirement goal (assuming the same 6% APR with quarterly compounding)?


a.	$386.27
b.	$338.20
c.	$388.49
d.	$389.58
e.	none of the above, the answer is 390.42

25. Using all the information in the question above, suppose your payments will instead be as follows: Your first deposit will be $500, and you are planning on increasing it by a half of a percent (0.5%) every month. Now how much will you have accumulated in your RRSP by the day you retire? (round to the nearest dollar).

a) [bookmark: _GoBack]$117,512
b) $118,224
c) $856,492
d) $862,562
e) none of the above, the answer is 1,073,907.51


26. Suppose your final answer above was $500,000. You expect to live 30 years into retirement, and decide that you need to withdraw from your RRSP every six months, with the first withdrawal coming on the first day you retire. Using the 8% APR with semi-annual compounding above, what is the maximum amount you can withdraw every six months? (round to the nearest dollar)

a) $22,101
b) $22,269
c) $21,251
d) $21,404
e) none of the above, the answer is _________

You and your spouse have found your dream home in Moose Jaw, Saskatchewan.  The selling price is $120,000; you will put $20,000 down and obtain a 25-year fixed-rate, conventional mortgage at 8.25% for the balance.


27. Calculate your monthly payment

a) $922.49
b) $935.07
c) $691.87
d) $701.31
e) none of the above, the answer is 779.23
28. Suppose you plan to prepay the loan by making an additional payment each month along with your regular payment.  How much extra must you pay each month if you wish to pay off the loan in 20 years?
a) $57.76
b) $57.25
c) $58.33
d) $77.01
e) none of the above, the answer is 64.17

29. How much of your 48th payment is principal, how much is interest?

a) $127.55; $573.76
b) $5,248.62; $28,414.07
c) $130,07; $561.80
d) $125.37; $584.23
e) none of the above, the answer is 229.80, 613.60


30. The semi-annual, 8 percent coupon bonds of Merriweather, Inc. are selling at par. The effective annual rate of these bonds must be equal to:
a) 4%
b) 8.16%
c) 8%
d) 8.24%
e) None of the above, the answer is __________


31. A bond with a face value of $1,000 has semi-annual coupon payments of $50 and was issued seven years ago.  The bond currently sells for $1,000 and has eight years remaining to maturity.  This bond's _____________ must be 10%.

I. yield to maturity
II. face value
III. coupon rate

a) I only
b) I and III only
c) III only
d) II and III only
e) I, II, and III


32. As the yield to maturity increases, the:
a) amount the investor is willing to pay to buy a bond decreases.
b) longer the time to maturity.
c) lower the coupon rate desired by that investor.
d) higher the price the investor offers to buy a bond.
e) lower the rate of return desired by the investor.

33. What is the yield to maturity on a 15-year, zero coupon bond with semi-annual compounding selling for 37.5% of par value?
a) 4.40%
b) 5.60%
c) 5.97%
d) 6.76%
e) 6.65%


34. What is the market value of a 20 year bond with a 10% coupon (semi-annual). Assume the bond has an 8% yield to maturity.
a) $634.86
b) $1,196.36
c) $1,135.90
d) $1,197.93
e) $1,215.62


35. J&J Manufacturing just issued a bond with a coupon rate of 7%.  If the bond has a life of 30 years, pays semi-annual coupons, and the yield to maturity is 6.8%, what will the bond sell for?
a) $975.18
b) $1,000.00
c) $1,025.46
d) $1,087.25
e) $1,111.81

36. Fish & Chips Inc. has two bond issues (semi-annual) outstanding, and both sell for $701.22.  The first issue has a coupon rate of 8 percent and 20 years to maturity.  The second has an identical yield to maturity as the first bond, but only 5 years remain until maturity.  What is the coupon rate on the second issue?

a) 5.98%
b) 1.925%
c) 3.85%
d) 8%
e) none of the above, the answer is _______

37. Which of the following is true about the differences between debt and common stock?
a) Debt is ownership in a firm but equity is not.
b) Creditors have voting power while stockholders do not.
c) Periodic payments made to either class of security are tax deductible for the issuer.
d) Interest payments are promised while dividend payments are not.
e) Bondholders can also own equity, but not vice versa.



38. MDK, Inc. is a high growth firm that has never paid a dividend. The company just issued a press release stating that exactly one year from today it plans on paying an annual dividend of $0.34. It also stated that dividends are expected to increase by 40% a year for each of the following four years and then increase by 4% annually thereafter. The required rate of return on this stock is 15%. What is the expected price per share of MDK stock today?
a) $6.14
b) $8.42
c) $12.35
d) $12.84
e) none of the above, the answer is __________

39. What is the price of MDK Inc. stock 6 years from now (immediately after the 6th dividend has been paid)?
a) $6.14
b) $8.42
c) $12.35
d) $12.84
e) none of the above, the answer is __________
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