FINA 200

JMSB - Third 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 33 multiple choice questions (2 marks each) and two cases (a total of 34 marks).  The multiple choice questions are taken evenly from the examinable chapters (1 - 3, 5 - 10, 13 - 15).  

Your exam this term will also 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, this exam has templates (e.g. net worth statement) in the case studies as I did throughout the term.

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.jpg]John Molson

School of Business





[image: image2.png]s Concordia

UNITVERSITY








Personal Finance - FINA200
Summer 2013 – Section CA
Final Examination

Instructor:  Penelope A. Ellison


Student Name:


Student ID:


PLEASE READ THESE INSTRUCTIONS CAREFULLY

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

· Write your name and student ID on the Exam and Computer Sheet.
· There are 18 pages to this exam including the cover page – please ensure that you have all 18.

· This exam consists of two sections.  Answer:
Section I on the computer sheet in pencil.
Section II in the space provided in the exam in pen.
· You are permitted a non-programmable calculator, but no translation dictionaries.

· The Time Value of Money formulas appear on the last page (page 18) of the exam. 



GOOD LUCK!



Section I:   33 Multiple Choice Questions 

   Enter your response on the computer sheet. 
   (2 marks each – total of 66 marks)

Question 1

What is the first step in the financial planning process?
a) Develop financial goals.

b) Evaluate alternatives.

c) Create a financial action plan.

d) Determine current financial situation.

Question 2
Which financial goal is likely to apply to the life situation of young singles without dependants?
a) Consolidate financial assets and review estate plans.

b) Obtain critical illness insurance.

c) Establish financial independence.

d) Review will and estate plan.

Question 3

Given the following, what is your overall budget variance?
	Item
	Variance

	Gross Income
	$1,000 higher

	Deductions at source
	$200 higher

	Fixed expenses
	$500 lower

	Variable expenses
	$300 higher


a) $2,000
b) $1,000

c) $600

d) Zero

Question 4

Which statement is true with respect to a personal balance sheet?

a) Assets on a personal balance sheet include non-tangible items such as human capital.

b) The personal balance sheet shows the change in asset and liability levels over a period of one-year.

c) The personal balance sheet is a snapshot at a point in time of one's assets, liabilities and net worth.

d) The personal balance sheet shows the actual inflow and outflow of cash during a given time period.

Question 5

What determines whether or not you must file a Canadian personal income tax return?
a) Residency.

b) Citizenship.

c) Marital status.

d) Age.

Question 6

In 2012, how many income tax brackets were there at the federal level?
a) 5
b) 4
c) 3
d) 2
Question 7

You experienced the following capital gains and losses over the last 3 years:
	3 years ago
	2 years ago
	Last year

	Capital loss = -$5,000
	Capital loss = -$2,000
	Capital gain = +$6,000


Assuming you applied your capital losses against your capital gains as soon as possible, what would be your taxable capital gain this year if you sold assets for $10,000 for which you had paid $2,000?

a) $3,500

b) $4,000

c) $4,500

d) $5,000

Question 8

Which programs permit you to withdraw funds from your RRSP tax-free?


I.
Home Buyers' Plan


II.
Life Long Learning Plan


III.
RESP


IV.
TFSA

a) I and II, only.

b) III and IV, only.

c) I and III, only.

d) II and IV, only.

Question 9

You negotiate a $10,000 line of credit with your bank.  They require you to pay 0.5% of the principal outstanding at the end of every month.  They will also charge interest at a rate of 9% per annum, compounded monthly.  You draw down $1,000 on the line on March 1st.  What will be the balance of your loan on June 1st?
a) $995.00

b) $990.03

c) $985.07

d) $980.15

Question 10

Which factors are taken into consideration in determining your credit score?

I.
Level of outstanding debt.


II.
Types of credit used.


III.
Age.


IV.
Martial status.

a) I, III and IV, only.

b) I and II, only.

c) I, II and IV, only.

d) I, II, III and IV.

Question 11

Which debts remain despite the fact that you have declared bankruptcy?

I.
Court costs.


II.
Support payments.


III.
Credit card.


IV.
Personal income taxes.

a) I and II, only.

b) II, III and IV, only.

c) I, II and IV, only.

d) I, II, III and IV.
Question 12

If you always pay your credit card balance on time, which feature would be of most importance to you in order to keep the cost of your card to a minimum?
a) The interest rate.

b) The grace period.

c) The annual fee.

d) The credit limit.

Question 13
You purchase a $300,000 home and make a $60,000 down payment.  If mortgage insurance is charged at a rate of 2.75%, how much will you pay for mortgage insurance in Canada?

a) Zero

b) $1,650

c) $6,600

d) $8,250
Question 14

If you take out a fixed-rate mortgage at 0.5% per month, 25-year amortization period and 5-year term, what will be your monthly payment on a $200,000 mortgage?
a) $2,537

b) $1,289
c) $911

d) $846

Question 15

Your 15-year old son causes some damage to the home of his friend's parents.  Which statement is true?

a) You can be held responsible for negligence.
b) Strict liability is present and you are responsible.

c) Vicarious liability is present and you are responsible.

d) Vicarious liability is present, and your son is responsible.
Question 16

You are injured in a car accident.  You are a resident of Quebec.  How will you be compensated for this injury?

a) Via accident insurance.

b) Via collision insurance.

c) Via the Société de l'assurance automobile du Québec (SAAQ).

d) Via bodily injury insurance.
Question 17
You want life insurance that will cover you until you die.  You are a high-income earner and have contributed the maximum to your RRSP and TFSA.  What type of insurance should you seek?
a) 20-year term insurance.

b) Whole-life insurance.

c) Universal life insurance.

d) Endowment life insurance.

Question 18
You take out a new life insurance policy.  Once your policy has been in force for two years, the insurance company cannot dispute its validity.  Which term describes this provision?
a) Non-forfeiture clause.

b) Incontestability clause.

c) Policy loan provision.

d) Policy reinstatement.

Question 19
You receive $100 of eligible dividends.  After gross-up, how much must you declare as taxable income?
a) >$125
b) $125

c) $100

d) <$100
Question 20
Identify the true statement.
a) Some bonds pay dividends, some bonds pay interest.

b) Companies are obligated to pay dividends on their common shares.

c) Preferred shares have higher market prices than common shares.

d) Dividends on preferred shares must be paid before dividends on common shares.
Question 21
You purchase a mutual fund that charges a MER of 3%.  If the net asset value per unit (NAVPU) is $15, how much will you pay for each unit?
a) $15.46

b) $15.00

c) $14.55

d) $14.22
Question 22
Which trades during the day on a stock exchange?

a) Mutual fund.

b) Segregated fund.

c) Hedge fund.

d) Exchange traded fund.

Question 23
Which types of public pension income are taxable?


I.
Canada Pension Plan (CPP).


II.
Old Age Security (OAS).


III.
Guaranteed Income Supplement (GIS).

a) I and II, only.

b) II and III, only.

c) I and III, only.

d) I, II and III.
Question 24
Which type of plan does not lock in benefits (i.e. does not prevent you from withdrawing funds at will)?

a) Defined benefit pension plan.

b) Defined contribution pension plan.

c) Deferred profit sharing plan.

d) Group RRSP.

Question 25
You wish to alter your will without completely rewriting it.  What do you need?

a) Pre-nuptial agreement.

b) Living will.

c) Codicil.

d) Power of attorney.
Question 26

Your child is disabled.  In the event of your death, you wish to provide for her until she dies.  What type of trust is best suited to this goal?

a) Inter vivos.

b) Testamentary.

c) Spousal.

d) Informal.

Question 27
You wish to lease a car.  The net capitalized value is $35,000.  The residual value is $15,000 in 5 years.  The borrowing rate is 6%, compounded monthly.  Sales taxes amount to 15%.  What is your monthly lease rate if you sign a 5-year lease?

a) $560

b) $528

c) $476

d) $459

Question 28
What is the major advantage of a variable-rate mortgage?


I.
Your monthly payment is known in advance.


II.
Your amortization period will be shorter.


III.
Your payment will be less if interest rates drop.


IV.
Your interest rate will be less than for a fixed-rate mortgage.

a) I and II, only.

b) III and IV, only.

c) I and III, only.

d) II and IV, only.

Question 29
Your house is located at a distance of 2 kilometers from the closest fire hydrant.  As a result, the chances of your home suffering extensive damage due to a fire is greater.  Which term captures this concept?

a) Risk.

b) Peril.

c) Hazard.

d) Premium.

Question 30
Which term describes the type of automobile insurance that covers financial loss from damage to a vehicle caused by a risk other than collision?

a) Property damage.

b) Accident benefits.

c) Bodily injury liability.

d) Comprehensive physical damage.

Question 31
What is the most efficient way to ensure that life insurance proceeds are passed directly to the beneficiary?

a) By naming the beneficiary in your will.

b) By naming the beneficiary in your power of attorney.

c) By naming the person the beneficiary of your insurance policy.

d) By naming the person the beneficiary of your trust.

Question 32

You earned $60,000 last year and $70,000 this year.  You are not a member of a pension plan and you have $20,000 of unused RRSP contribution room.  How much can you contribute and deduct with respect to your RRSP this year?

a) $10,800
b) $12,600
c) $30,800
d) $32,600

Question 33

Identify the correct statement with respect to mutual funds.

a) All mutual funds charge a management expense ratio.

b) Most mutual funds can be traded any time during the day.

c) A few mutual funds trade on a stock exchange.

d) Most mutual funds are lightly regulated.





CONTINUED…..

Section II:   Two Case Studies (34 marks)

 Please write your response in the template or space


 provided.
Case Study 1 (21 marks)

Syed and Alicia are a married couple in their late 20s.  They arrived in Canada 3 years ago and settled in Montreal.  Both are experienced dentists, but found it difficult to find employment in their former profession in Quebec.    Syed now works in the health services sector as an administrator.  Alicia works part-time at the Apple Store and studies part-time at Concordia.  They live together in a 2-bedroom apartment near the Atwater Market.  
This month the couple borrowed $15,000 to acquire a second-hand car.  The term of their loan is 3 years at a rate of 6%, compounded monthly.
Syed’s annual salary is $50,000.  Deductions at source total 35%.  The 35% includes federal/provincial income taxes, contributions to the QPP and other contributions (e.g. Provincial Parental Insurance Program premiums) required by Quebec, as well as deductions for his employer’s registered pension plan and group medical insurance.  
He has a small investment portfolio of $5,000 invested in Canadian bank stocks from which he receives dividend income of approximately 4% annually.  This investment is held in his TFSA.  He has not yet opened an RRSP, but is interested in do so.  The TFSA is the couple's only discretionary savings at this time.
Alicia's employment income is $240 a week on average after all deductions at source.  She has two weeks unpaid holiday a year.  She has neither a TFSA nor an RRSP.  Alicia pays tuition of $1,800 for each of the fall and winter terms, plus $1,500 a year in additional fees.  Books and other education costs amount to $1,000 a year.
The couple's rent (heating is included) amounts to $700 a month, while cable is an additional $50 a month.  Syed often drives Alicia to school or work, or she walks to keep transportation costs down.  Their tenant’s insurance costs $40 a month.  Neither has private life insurance.  

After all expenses are paid, the couple's cash flow surplus is $3,000 a year.  




CONTINUED…..

Question 1 (6 marks)

What is the couple’s latest 12-month cash flow?  

Please complete all lines of the template below.  Show any calculations you make.  
Alicia and Syed’s Latest 12-Month Cash Flow Statement

	Cash Flow Item
	Calculation
	Annual Amount $

	Income
	
	

	     Syed – Gross Salary

	
	

	         Less:  Deductions at Source

	
	

	     Alicia – Net Salary

	
	

	     After-tax Investment Income

	
	

	Total Net Income
	
	

	Fixed Expenses
	
	

	     Rent

	
	

	     Loan Payment

	
	

	     Cable Television

	
	

	     Monthly Transit Pass

	
	

	     Life Insurance

	
	

	     Tenant’s Insurance

	
	

	     Alicia’s Education Costs

	
	

	Total Fixed Expenses
	
	

	Total Variable Expenses
	
	

	Total Expenses
	
	

	Cash Flow Surplus
	
	


CONTINUED……
Question 2 (4 marks)

Identify 8 federal tax credits or deductions that Syed, Alicia, either or both could claim.  Specify whether the item represents a deduction or a tax credit and who can claim it (i.e. enter Syed, Alicia, or both).
Please complete all lines of the template below.    

	Name of Credit or Deduction
	Tax Credit or Deduction?
	Who can claim it?

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	


CONTINUED…...
Question 3 (4 marks)

Syed and Alicia would like to purchase their first home in 2 years.  Assume Syed’s gross income increases at an annual rate of 5% a year and that Alicia has graduated and earns a gross annual salary of $45,000 working for a major hotel chain.  Their car loan will have 1 year remaining.  
Use a 40% TDS ratio to determine the most the couple could afford to pay for a home.
· They anticipate fixed home-related costs of $600 per month. 
· They expect to take a 25-year mortgage at a cost of 0.45% per month.  (Hint:  Use this information in Step 4 to calculate the maximum mortgage.)  
· They will make a 10% down payment.  
Please complete all lines of the template below.    Show any calculations you make.
Housing Affordability and Mortgage Qualification Amounts

	Step
	Item
	Calculation
	Amount $

	1
	Monthly gross income

	
	

	2
	Apply 0.4 TDS Ratio

	
	

	3
	Monthly debt payments and home-related costs to be subtracted

	
	

	A
	Affordable Monthly Mortgage Payment

	
	

	4
	TVM calculation to determine maximum mortgage loan

	
	

	B
	Affordable Mortgage Amount

	
	

	5
	Divide by 1 minus the down payment

	
	

	C
	Affordable Home Purchase Price
	
	


CONTINUED…..
Question 4 (2 marks)
When Syed and Alicia buy a home in 2 years, they will qualify for the First Time Home Buyers Plan.  Identify one condition they would have to meet to borrow under the plan, and one condition of the terms of repayment.
Please answer in the space provided below.
____________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
Question 5 (5 marks)

Identify and explain 5 desirable features of a home-owners’ insurance policy that Syed and Alicia should ensure are included in any policy they obtain.

​​​​​​​​​​​​​​​​​​​​​​​​​​​​​​Please answer in the space provided below.

____________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
CONTINUED…..

Case Study 2 (13 marks)

Jeanette Lachance is a 67 year-old nursing assistant working at a private nursing home in Montreal.  Jeanette loves her job, but feels the time has come to retire.  For 22 years, Jeanette has worked in private industry and expects to receive an annual pension at retirement based on the following formula:

Annual pension benefit
 = 1.5% x # of years of employment x average of final 3 years of salary

Jeanette has lived her entire life in Quebec.  Based on her contributions, she would qualify for 75% of the maximum Quebec Pension Plan (QPP) retirement benefit paid to those who apply for benefits at 65 years of age.

You have been also told the following:

· Jeanette’s salary in her final year of employment was $35,000.  This salary had risen by 2% each year, on an annual compound basis, over the prior 5 years.

· The maximum QPP annual retirement benefit for a 65 year old retiring today is $12,150.  Jeanette will celebrate her 67th birthday this month. Assume a 0.5% monthly penalty/bonus for benefits withdrawn before/or after the age of 65.
· The maximum OAS annual benefit is $6,553.

· Jeanette has no retirement savings.

CONTINUED…..

Question 1 (4 marks)

What before-tax income will Jeanette receive in her first year of retirement should she retire immediately?  

Please complete all lines of the template below.    Show any calculations you make.
	Source
	Calculation
	$ Income in First Year of Retirement

	DBPP
	Salary

  Last Year  
  2nd to Last Year   
  3rd to Last Year 
Average Salary

Retirement benefit
  
	

	QPP
	
	

	OAS
	
	

	Total
	
	


CONTINUED…...

Question 2 (9 marks)

Jeanette is widowed and has lived with a new companion for the last 3 years in his family residence.  She and her companion are not married.  She has 2 adult children.  Her companion is financially independent.  Jeanette has never written a will and never remarried.
a) If her companion dies, what portion of the residence will belong to Jeanette?  Please explain why.  (3 marks)
Please answer in the space provided below.

______________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
b) If Jeanette dies without a will, who decides how her assets be distributed?   What is the likely distribution?  (3 marks)
Please answer in the space provided below.
______________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

c) If Jeanette wishes to write a holograph will, exactly what does this mean?  How would she go about it?  (3 marks)
Please answer in the space provided below.
______________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
Bonus Question (2 marks)
By which date must the self-employed file their income tax return in Canada?
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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