FINA 200

JMSB - First Sample Final Exam

Suggested Solution

Section I:  26 Multiple Choice Questions


  (2 marks each – total of 52 marks)

1. b  $15,000 FV, 5 n, 4 i, COMP PMT = $2,769
2. a
3. c  3 to 6 months
4. a
5. c
6. a
7. a

8. d
9. a
10. b
11. a
12. b

13. c

14. b
15. b

16. b
17. b

18. c
19. a
20. d

21. a
22. b

23. c

24. c

25. b
26. b
Section II:  13 True/False


  (1 mark each – Total of 13 marks)

27. a
28. a
29. a

30. a

31. a

32. b

33. b

34. b

35. b
36. a
37. a

38. a

39. a

Section III:  5 Case Studies

        


  


  (Total of 35 marks)

Case 1 (5 marks)

a) 5,000 PV, 0.5833 I, 36 n, COMP PMT = $154.38

($154.38 x 36) - $5,000 = $558

b) Ahmed is a male under 25

c) Advantage:  

Low monthly cost


Disadvantage:
Hidden fees  

d)  Good:

Paying minimum balance assures his credit rating


Bad:

High cost source of financing


Case 2 (10 marks)
a) $1,000 FV, $50 PMT, 10 n, 8 I, COMP PV = $798.70

b) Interest rate risk – as rates rise, bond values fall and vice versa – i.e. this creates uncertainty as to future bond values should the investor have to sell.
c) MER = management expense ratio – calculated as annual operating costs and fees divided by average assets of fund.  Yes, all bond mutual funds charge a MER.

d) Preferreds pay dividends, bonds pay interest.
Preferreds are a type of equity, bonds represent debt.
Preferreds may have no maturity, bonds have a known maturity date.
Case 3  (10 marks)

Step 1

($56,000 + $40,000) ÷ 12



$    8,000

Step 2

x 0.4






$    3,200

Step 3

Property taxes
$400



Car loan 

$104


   
        -504









$    2,696
Step 4

$2,696 PMT, 300 n, 0.5 I, COMP PV

$418,438
Step 5

+ ($25,000 - $10,000)



$  15,000










$433,438
a) The TDS ratio assumes that total debt servicing (exclusive of heating) will cost the couple 40% of their gross income.  No, it’s not a good ratio to use because it may result in over indebtedness if you consider that taxes probably eat up about 30% of their gross income as well.  This implies that the couple would have to cover all non-tax or home-related costs with 30% of their gross income.

Case 4 (5 marks)

a)  CPP monthly payment = (0.7)($850) = $595.  She would not qualify for the OAS until age 65, assuming she meets the residency requirements.

b)  Many provinces do not recognize common-law relationships for purposes of Family Law, although some provinces will grant common-law spouses certain rights after a period of cohabitation.  This is not the case, however, in Quebec.  The Civil Code does not grant common-law spouses any rights to division of assets should the couple split up or one die,. although a claim for limited support payments may be possible.  Therefore, your aunt would be better protected by family law if she is legally married.

c)  Assets brought into a marriage are usually excluded under Family Law, although many provinces will make an exception with respect to the marital home (i.e. the moment the couple marries, your aunt would automatically own 1/2 of the marital home).  However, this is not the case in Quebec.

d)  Per stirpes means that if one of your aunt's children predeceases her, his or her portion of the estate would be passed on to any children they might have (i.e. your aunt's grandchildren).  For example, assume your aunt has a son and a daughter and that each has one child.  If either the son or daughter predeceases your aunt, his or her portion of your aunt's estate would pass to the child.  If neither of your aunt's children had  children of their own (i.e. there were no grandchildren), then the entire estate would revert to your aunt's one remaining child.

e)  In a reverse annuity mortgage, a financial institution grants a mortgage against the equity in the home, up to a maximum of its value (usually quite low).  The homeowner takes the proceeds of the mortgage and purchases an annuity from a life insurance company.  The mortgage proceeds are free of tax, although any interest included in the annuity payments would be taxable.  The homeowner does not need to repay the mortgage until he/she moves out, or dies.  But remember, the interest on the mortgage has been compounding, so the actual debt repayment might be quite  high, although it can never exceed the market value of the home.

Case 5 (5 marks)

a) Bill would definitely qualify for the basic personal amount, the EI premium amount, the QPP amount and the Canada employment amount.  He may also qualify for the allowable medical expense amount, the public transit pass amount, the amount for interest on student loans and any carry forward of the tuition and education amounts, if these apply.

b) A tax deduction reduces the amount of taxable income.  A tax credit reduces the amount of the taxes owed.  

Tax Deduction

A $1,000 tax deduction reduces taxable income by $1,000.  This $1,000 reduction in taxable income will reduce the overall tax burden by $1,000 x 0.29 = $290.

Tax Credit

A $1,000 amount would be converted into a tax credit of $1,000 x 0.16 = $160.  This $160 is subtracted directly from the taxes the individual owes.  
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