FINA 200

JMSB - Second Sample Final Exam

It’s in your best interests to attempt this sample exam before you write the final.  Try to do so under “exam conditions”, i.e. lock yourself up somewhere in a quiet room, give yourself 3 hours with no textbook, and don’t look at the solutions until you have finished.  In this way you will be able to identify your own personal areas of strength and weakness.

This sample final consists of 26 multiple choice questions (2 marks each) 13 true/false questions (1 mark each) and two cases (total of 35 marks).  The multiple choice and true/false questions are taken evenly from the examinable chapters (1 - 3, 5 - 10, 13 - 15).  

Your exam this term is slightly different - it will have 33 multiple choice questions - 2 marks each for a total of 66 marks - and two case studies for a total of 34 marks.  

Chapters 4, 11 and 12 are omitted from the exam.

As well, I will provide templates (e.g. net worth statement) in the case studies as I did throughout the term.

Another change involves the fact that you will write the case study answers directly onto the exam.  No exam booklet will be provided.  The multiple choice answers will be entered onto a computer sheet.
The use of a non-programmable financial calculator will be permitted in the exam (this means a calculator that has the financial functions, but does not permit you to save alphanumeric data).  You will be provided with the time value of money formulas, but nothing else.  You will not be permitted dictionaries.

You can be asked time value of money questions in the multiple choice as well as in the case studies.

Please note that according to university regulations, the exam must be written in ink.  For FINA200, this excludes filling out the computer sheet for the mutliple choice which must be completed in pencil.
[image: image1.wmf] 



[image: image2.png]s Concordia

UNITVERSITY








Personal Finance - FINA200
Final Examination

Instructor:  Penelope A. Ellison


Student Name:


Student ID:


PLEASE READ THESE INSTRUCTIONS CAREFULLY

· This is Version A of the exam for Section X. 

· Write your name and student ID on the:
Exam
Computer sheet
Booklet

· There are thirteen (13) pages to this exam including the cover page – please ensure that you have all thirteen.

· This exam consists of three sections:

Answer  Sections I and II on the computer sheet.

Answer  Section III in the exam booklet.  

· You are permitted a non-programmable calculator , but no translation dictionaries.

· The Time Value of Money formulas appear on the last page (page 13) of the exam. 

   GOOD LUCK!
Section I:   26 Multiple Choice Questions


   Enter your response on the computer sheet. 
(2 marks each – total of 52 marks)

Question 1

Which of the following is/are subject to inflation risk?

I. Savings accounts.

II. Term deposits.

III. Common shares.

a) II, only.

b) III, only.

c) I and II, only.

d) I, II and III.

Question 2

You have $2,500 in an RESP.  The CESG of 20% is paid immediately on all contributions.   If you wish to have $10,000 in 5 years’ time, how much must you contribute at the end of every year at a rate of 5% per annum?

a) $1,478

b) $1,232

c) $1,027

d) $946

Question 3

Which type of will is available only in Quebec?

a)  Holograph will.

b)  Notarial will.

c)  Formal will.

d)  Trusteed will.

Question 4

Which asset would be included on a Net Worth statement under investment assets, and not under liquid assets?

a) Cash surrender value of a life insurance policy.

b) 8-month term deposit.

c) Bond mutual fund.

d) Bank account balance.

Question 5

A loan charges an interest rate of 6%, compounded quarterly.  What is the effective annual rate?

a) 6.00%

b) 6.09%

c) 6.14%

d) 6.28%
Question 6

Which statement is false?

a) Planning for variable expenses is more difficult than planning for fixed expenses.

b) Budgets should be well planned, realistic, flexible and clearly communicated.

c) Financial advisors recommend that savings be budgeted as a variable expense.

d) An emergency fund of 3 months of expenses is adequate for a couple with steady and predictable income.

Question 7

Given the following, what is your average tax rate if your salary is $60,000 and you contribute $5,000 to a Tax Free Savings Account?



Tax Bracket





Rate



0 - $37,885





15%



$37,886 - $75,769




22%



$75,770 - $123,184




26%

a) 15.0%

b) 17.2%

c) 17.6%

d) 22.0%

Question 8

Which of the following is/are true?

I. Canadian income taxes are based on residency. 
II. Only one-half of inheritances are taxed in Canada.

III. Child care expenses are tax deductible to the higher income earner, with certain exceptions.

a) I, only.

b) II, only.

c) II and III, only.

d) I, II and III.
Question 9

Which type of income is grossed-up for tax purposes?

a) Foreign dividends.

b) Canadian dividends.

c) Neither (a) nor (b).

d) Both (a) and (b).

Question 10

Which are the characteristics of a testamentary trust?


I.
It is created by an individual's last will and testament.


II.
Income earned in the trust is taxed at progressive rates.


III.
Testamentary trusts benefit from personal tax credits.

a)  I and II, only.

b)  II and III, only.

c)  I and III, only.

d)  I, II and III.

Question 11

Which best describes a smart card?

a) An “electronic wallet” that stores prepaid amounts and personal information.

b) A point-of-sale card that accumulates transactions that are billed monthly.

c) A prepaid card for purchasing certain services.

d) A payment solution to improve the safety of web purchases.

Question 12

Given the following, what is the debt-payments ratio?  All numbers are annual.

	Gross income
	 $72,000

	Net income
	 $46,800

	PIT (principal, interest and taxes)
	 $13,500

	Car loan payments
	 $  6,400

	Credit card payments
	 $  4,900


a) 53.0%

b) 34.4%

c) 24.1%

d) 15.7%

Question 13

You borrow $15,000 to purchase a car and agree to repay the loan over 48 months.  If your interest rate is 9%, compounded monthly, how much interest is included in your second payment?

a) $110.54

b) $112.50

c) $373.28

d) $720.98

Question 14

What is included in the last step of the home-buying process?

a) Apply for a mortgage.

b) Determine the most affordable mortgage.

c) Find the property.

d) Make arrangements for a closing date.
Question 15

What type of corporate pension plan specifies the income an employee will receive at normal retirement age?

a) Defined Benefit Pension Plan.

b) Defined Contribution Pension Plan.

c) Deferred Profit Sharing Plan.

d) Registered Retirement Savings Plan.

Question 16

You take out a 5-year, $150,000 fixed-rate mortgage to be amortized over 25 years.  The quoted mortgage rate is 6% and payments are monthly.  Which statement is false?

a)  The rate will be compounded semi-annually even though payments are monthly.

b)  The 6% mortgage rate is locked in for 25 years.

c)  If you pay 10% of the principal every anniversary, you will reduce the total interest paid.

d)  If the mortgage is high ratio, you will need to obtain mortgage default insurance.

Question 17

The loan-to-value ratio is 92% and default insurance of 2.75% is required.  If a home costs $300,000, how much default insurance will be charged?

a) $8,250

b) $7,990

c) $7,590

d) $6,024

Question 18

Which of the following permits you to deduct the contributions you make from your income subject to taxation?

I. Registered Retirement Savings Plan (RRSP).

II. Registered Education Savings Plan (RESP).

III. Registered Pension Plan (RPP).

a) I and II, only.

b) II and III, only.

c) I and III, only.

d) I, II, and III.

Question 19

What is the best rider to have on a life insurance policy if the benefit is intended for someone whose health might worsen?

a) Non-forfeiture clause.

b) Incontestability clause.

c) Guaranteed insurability.

d) Joint, last to die.

Question 20

Which statement is correct with respect to car insurance?

a) The type of car you drive generally affects your third-party liability premium.

b) Car insurance premiums may decline if the deductible is increased.

c) No-fault insurance allows you to collect payments from another party’s insurer if you were not at fault in an accident.

d) Collision insurance pays for damage to another’s property in the event of an accident.

Question 21

Which is correct in terms of increasing (low to high) investment risk?

a) Deposits, junk bonds, income stocks.

b) Rental property, government bonds, options.

c) Government bonds, growth stocks, commodities.

d) Precious metals, provincial bonds and growth stocks.

Question 22

What type of investment offers a guarantee?

a) Real estate investment trust (REIT).

b) Segregated fund.

c) Term deposit.

d) Income trust.

Question 23

Which term refers to the stock of companies that offer products and services that are essential?

a) Fundamental.

b) Defensive.

c) Technical.

d) Cyclical.

Question 24

A mutual fund charges a front-end load of 5%.  If the NAV per unit is $15.00, how much will the investor pay for each unit?

a)  $12.09

b)  $14.25

c)  $15.00

d)  $15.79

Question 25

Which type of policy is especially useful for individuals with substantial net worth?

a) Voluntary medical payments policy.

b) Umbrella policy.

c) Depreciated value policy.

d) Named perils policy.

Question 26

Which statement about public pension plans is false?

a)  If you meet certain residency requirements, you will qualify for the Old Age Security.

b)  The guaranteed Income Supplement is not taxable.

c)  The Canada or Quebec Pension Plan pay pension benefits as early as age 50.

d)  Employees must contribute to the Canada Pension if they earn more than $3,500.
Section II:  13 True/False


   Enter your response on the computer sheet.
(1 mark each – total of 13 marks)

Question 27

Home Buyers' Plan withdrawals from an RRSP are fully taxable.

a) True

b) False

Question 28

Getting married will usually void an existing will.

a) True

b) False

Question 29
As interest rates rise, the value of marketable government bonds will fall.

a) True

b) False

Question 30

Most mutual funds are valued at the end of the day.

a) True

b) False

Question 31

The only time you can incur capital gains from units of a mutual fund is when you sell the units.
a)  True

b)  False

Question 32

Mortgages with a down payment of less than 20% must be insured.

a) True

b) False

Question 33

If you predict a market downturn, your stock investments should be switched from growth to defensive stocks.

a) True

b) False

Question 34

Life insurance proceeds are received by the beneficiary tax free.

a) True

b) False

Question 35

Disability insurance is most important at the end of your working career. 

a) True

b) False

Question 36

Both the GDS ratio and the TDS ratio are calculated on gross income.

a) True

b) False

Question 37

If you double the size of your loan payments, you will cut your amortization period in half.

a) True

b) False

Question 38

Financial planners recommend a minimum emergency fund of 3-6 months of expenses.

a)  True

b)  False

Question 39

Capital losses can only be used to offset capital gains for income tax purposes.

a) True

b) False

Section III:   Case Studies (35 marks)

 Please write your response in the exam booklet.

 Show all work for full marks.

CASE 1 (10 Questions for 25 Marks)

Jacques Desrosiers is a 35-year old unmarried Concordia graduate.  He is the Comptroller of a small contracting company and earns $45,000 a year.  After taxes and other source deductions including benefits, Jacques’s take-home pay is 60% of his gross.  His combined marginal tax rate is 35%.

Jacques owns $10,000 face value of Government of Canada bonds that pay a coupon of 6.5% annually and mature in 10 years.  The yield-to-maturity is 5% as of today.  He knows that the fair market value of the bonds equals the present value of the coupons and face value, but he hasn’t worked it out.

The remaining amortization period on his mortgage is 20 years and his monthly mortgage rate is 0.5%.

Jacques doesn’t drive his car to work.  He is a member of the Green Party and takes public transit.

Other financial information is as follows:

	
	Annual Expense, Value or Balance
	
	Annual Expense, Value or Balance

	Bank account balance
	$5,000
	Cash flow surplus
	$1,000

	Credit card debt
	$7,000
	Car loan balance
	$2,600

	Automobile value
	$7,500
	Furniture and personal assets
	$25,000

	Condominium value
	$225,000
	RRSP investments
	$52,000

	Total fixed expenses
	$21,000
	Mortgage payments (excl. taxes)
	$14,400


Question 1 (5 marks)

Using the appropriate format, draw up Jacques’s personal balance sheet and calculate his Net Worth.  Show all required calculations.  

Question 2 (4 marks)

Calculate Jacques’s liquidity ratio and gross debt service ratio.  Assume property taxes and heating are $4,000 a year.  Do the ratios indicate financial strength or financial weakness?  

Question 3 (3 marks)

If Jacques shortens his mortgage amortization period to 15 years, what would be his new monthly payment?  

Question 4 (1 mark)

Jacques is not a member of his company’s pension plan.  Given his salary this year, how much could he contribute to an RRSP next year?  

Question 5 (1 mark)

What is the major advantage to Jacques of contributing to an RRSP?

Question 6 (2 marks)

Jacques made use of the Home Buyer’s Plan when he purchased his home.  Briefly explain the terms of the plan.

Question 7 (3 marks)

Other than his RRSP deduction, identify 3 additional income tax deductions or credits for which Jacques would qualify.  Explain why.  

Question 8 (3 marks)

How much life insurance would Jacques need given the following:  

· He wishes to die debt-free

· He would receive $2,500 from the Quebec Pension Plan as a death benefit

· His employer offers its employees life insurance equal to 1 x salary

· Funeral and other final expenses would be $10,000

Question 9 (1 mark)

What type of life insurance would you recommend for Jacques, and why? 

Question 10 (2 marks)

Explain two important features that Jacques should seek in disability insurance.  
CONTINUED NEXT PAGE.................
CASE 2 (5 Questions for a total of 10 marks)

Your mother and father ask to talk to you about their retirement.  They know you've taken a personal financial planning course and hope that you can offer some insight into the type of income they will receive in retirement and the investments that their financial advisor has recommended.

Your parents have been married for 30 years and both were born in Canada.  Your mother has never worked outside of the home.  Your father has worked for Hydro-Québec his entire career in a well-ranking job.  
Question 1 (2 marks)

Explain the earliest age at which your father could receive the Quebec Pension Plan and the Old Age Security.  How much is he likely to receive under each plan (i.e. the maximum or something less)?

Would the same apply to your mother?
Question 2 (3 marks)

Explain three options the couple has when it comes time to deregister their RRSPs.  

Question 3 (2 marks)

What would happen if either of your parents died without a will?
Question 4 (1 mark)

Does Canada have estate taxes that will apply upon either's death?  Please explain.

Question 5 (2 marks)
Their financial advisor has recommended that they invest in mutual funds in their RRSP.  Explain two advantages of owning mutual funds over individual stocks or bonds.
Bonus Question (2 marks)
I referred to Eric and Lola in my blog.  Why is this couple important?

Time Value of Money Formulas

The future value of a single sum:






FV  =  PV (1 + i)n
The present value of a single sum:






PV  =  FV  x  (   1  )







(1 + i)n
The future value of a series of payments:






FV  =  PMT  x  [(1 + i)n – 1]








i

The present value of a series of payments:






PV  =  PMT  x  [1 – (    1  )]






(1 + i)n








i
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