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ADM 2350P 


         Midterm Examination
Name: __________________________

February 10, 2014

          
           Version #1 Solutions
Student ID #: _____________________ 

	Statement of Academic Integrity

The Telfer School of Management does NOT condone academic fraud, an act by a student that may result in a false academic evaluation of that student or of another student. Without limiting the generality of this definition, academic fraud occurs when a student commits any of the following offences: plagiarism or cheating of any kind, use of books, notes, mathematical tables, dictionaries or other study aid unless an explicit written note to the contrary appears on the exam, to have in his/her possession cameras, radios (radios with head sets), tape recorders, pagers, cell phones, or any other communication device which has NOT been previously authorized in writing. 

Statement to be signed by the student:

I have read the text on academic integrity and I pledge NOT to have committed or attempted to commit academic fraud in this examination.

Signed:______________________________________  

Note: an examination copy or booklet without that signed statement will NOT be graded and will receive a midterm exam grade of ZERO. 


General Instructions:

1. Please SIGN the academic integrity statement above.
2. Please put your Name and Student ID# on ALL NINE pages of this exam.

3. This is an open book and open notes exam. Notes are any handwritten or printed materials, including but NOT limited to, previous assignments, quizzes, and exams plus their solution sets.

4. The use of scientific and financial calculators is encouraged.

5. Laptop computers or any other devices that can be used for communication are NOT permitted.

6. Please do NOT take apart the pages of this exam.

7. You have 1 hour and 10 minutes to work this exam.
8. Good Luck!

Problem Instructions: There are FOUR problems on this exam. Each problem counts 5 marks for a total of 20 marks for the exam. It is extremely important that you SHOW ALL WORK as it is possible to earn partial marks on a problem. If you are using a scientific calculator, you need to show the relevant equations with the values of the variables. If you are using a financial calculator, you do NOT need to show all of the keystrokes. You need to only SHOW WHAT IS ENTERED INTO THE FINANCIAL REGISTERS. 
1. (5 marks) Shannon is quoted an annual interest rate or APR of 6% with monthly compounding on deposits in a savings account at her bank.
a. (1 mark) What is the effective monthly interest rate that the bank is paying?

EMR = APR / 12 = 6% / 12 = 0.5%

1 mark for correct result of EMR = 0.5% 
b. (1 mark) What is the effective annual interest rate (EAR) that the bank is paying?

EAR = [(1 + EMR)12 – 1] x 100% = [1.00512 – 1] x 100% = 6.16778119%

1 mark for correct result of 6.16778119%

c. (3 marks) Shannon wants to make a deposit of $5,000 today. She also plans to make additional deposits of $2,000 to her account at the END of EACH year for the next 6 years? To the nearest penny, how much will be in Shannon’s account in 6 years?
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1 mark for recognizing the problem consists of finding a FV of a lump sum plus the FV of an annuity

1 mark for FV of lump sum being $7,160.22 and FV of annuity being $14,009.71



(BAII+: N = 6, PV = 5,000, PMT = 2,000 & P/Y = C/Y = 1, I/Y = 6.16778119 or P/Y = 1, C/Y = 12, and I/Y = 6)

1 mark for correct total FV of $21,169.93 or $21,169.94 if intermediate results kept to fraction of a cent 

ADDITIONAL SPACE PROVIDED FOR PROBLEM 1
2.  SEQ CHAPTER \h \r 1(5 marks) Richard Metals (RM) has a subsidiary in Dusseldorf, Germany that wants to borrow €200,000. A German bank offers RM an effective annual interest rate (EAR) of 8% with an amortization period and term of 5 years. RM wants to make equal monthly total payments on the loan. (Hint: Quoting an EAR is equivalent to quoting an APR based on annual compounding.)
a. (1 mark) What is the effective monthly interest rate that the German bank is charging?

EMR = (1.081/12 – 1) x 100% = 0.64340301%

1 mark for correct EMR
b. (2 marks) To the nearest 1/100th of a Euro, what will be the total equal monthly payment that the RM subsidiary must make?

t = 5 x 12 = 60
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1 mark for correct number of periods of 60 and correct PV of €200,000

1 mark for correct C = €4,028.61
c. (2 marks) To the nearest 1/100th of a Euro, what will be the interest paid by the RM subsidiary in the SECOND month?






Beginning
Total

Interest

Principal
Ending




Period

Balance
Payment
Paid

Paid

Balance



    1


€200,000.00
€4,028.61
€1,286.81
€2,741.80
€197,258.20

    2

€197,258.20
€4,028.61
€1,269.17
€2,759.44
€194,498.76

1 mark for correct ending first period balance of €197,258.20 or correct value GIVEN student’s previous results

1 mark for correct value of second period interest of €1,269.17
ADDITIONAL SPACE PROVIDED FOR PROBLEM 2
3.
(5 marks) Eight years ago Tools Etc., a nationwide hardware chain devoted to the do-it-yourself clientele, issued bonds with an original maturity of 20 years. These bonds are semiannual pay with a nominal annual coupon rate of 10% and a face value of $1,000. To the nearest penny, what price would you be willing to pay for one of these bonds today if your required YTM is 12%?
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1 mark for correct number of semiannual periods as 2 x (20 – 8) = 24

1 mark for correct effective semiannual YTM of 12% / 2 = 6%

(BAII+: P/Y = C/Y = 2, I/Y = 12 or P/Y = CY = 1, I/Y = 6)


1 mark for correct semiannual interest payment of (10% x $1,000) / 2 = $50


1 mark for correct F = $1,000


1 mark for correct B = $874.50
ADDITIONAL SPACE PROVIDED FOR PROBLEM 3

4.
(5 marks) Share Exclusively (SE) is a social media company that caters to business executives. SE expects to pay a dividend of $100 for fiscal 2014. Thereafter, dividends are expected to grow at a compound rate of 10% per year from the fiscal 2014 level for fiscal years 2015 through fiscal 2019. Dividends are forecasted at $200 for fiscal 2020 and are expected to grow thereafter at the sustainable rate of 3% forever. Shareholders require a 13% rate of return.

a. (2 marks) What is a fair market price for SE at the BEGINNING of fiscal 2020?

D1 = $100, D2 = $100 x 1.1 = $110, D3 = $100 x 1.12 = $121, D4 = $100 x 1.13 = $133.10, D5 = $100 x 1.14 = $146.41, D6 = $100 x 1.15 = $161.05, D7 = $200
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1 mark for correct values substituted into Gordon constant growth model

1 mark for correct value of P6 = $2,000  

b. (2 marks) What is a fair market price for SE at the BEGINNING of fiscal 2014?

Students can either discount the first six dividends individually or they can use the growth annuity formula. We show the growth annuity formula approach.
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       1 mark for correct PV of dividends as $496.95 and correct PV of price P6 as $960.64
       (BAII+ using cash flow registers: C01 thru C05 equal D1 thru D5, respectively, & C06 = D6 + P6 = $2,161.05)

       1 mark for correct price P0 as $1,457.59
c. (1 mark) If an investor buys a share of SE stock at the BEGINNING of fiscal 2020 and sells it at the BEGINNING of fiscal 2021, what is the investor’s expected capital gains yield?

Capital gains yield = g = 3%

1 mark if capital gains yield is 3%
ADDITIONAL SPACE PROVIDED FOR PROBLEM 4
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