Do ALL 20 multiple choice problems: 2.5 marks per question for a total of 50 marks.
1. Speedman, Inc. just issued 10-year, 8% coupon bonds at par. Outstanding Tortoise Corp.
bonds, which have a maturity of 10 years, sell at a discount to par and are viewed by investors as
having the same risk as the Speedman bonds. Therefore, it must be true that:
A. The coupon rate on the Tortoise bonds is equal to that on the Speedman bonds.
B. The coupon rate on the Tortoise bonds is higher than that on the Speedman bonds.
C. The coupon payment on the Tortoise bonds is lower than that on the Speedman bonds.
D. The yield on Tortoise bonds is higher than the yield on Speedman bonds.
E. The Tortoise bonds pay coupons more often than twice a year.
2. A bond that pays a variable amount of coupon interest over time is called a ____________
bond.
A. Treasury.
B. Municipal.
C. Floating rate.
D. Junk.
E. Zero coupon.
3. You want to own equity in a Russian oil firm, but the firm does not have traded stock. If it had
___________ outstanding you could purchase them and then trade them in for shares of stock.
A. Convertible bonds.
B. Put bonds.
C. Debentures.
D. Zero coupon bonds.
E. Subordinated debentures.
4. What is the market value of a bond that will pay a total of 40 semi-annual coupons of $50 each
over the remainder of its life? Assume the bond has a $1,000 face value and an 8% yield to maturity.
A. $634.86
B. $642.26
C. $1,135.90
D. $1,197.93
E. $1,215.62
5. The 5.25% semi-annual coupon bonds for Martha's Cupboards, Inc. are currently quoted in the
newspaper at a price of 101.25. The bonds mature in seven years. What is the yield to maturity on
these bonds?
A. 5.04%
B. 5.19%
C. 5.25%
D. 5.33%
E. 5.49%
6. Which bond would most likely possess the highest degree of interest rate risk?
A. 8% coupon rate, 10 years to maturity 
B. 8% coupon rate, 20 years to maturity
C. 10% coupon rate, 10 years to maturity
D. 10% coupon rate, 20 years to maturity
E. 12% coupon rate, 20 years to maturity
7. Moe and Joe are twins. Moe invested $1,000, earned 9% annually, and now has $1,992.56. Joe
invested $1,000, earned 6.47%, and now has $1,992.97. Joe invested his money _____ years
before Moe.
A. 2.5 years
B. 2.8 years
C. 3.0 years
D. 3.2 years
E. 3.5 years
8. Jeff invests $3,000 in an account that pays 7% simple interest. How much more could he have
earned over a 20-year period if the interest had compounded annually?
A. $2,840.00
B. $3,212.12
C. $3,778.54
D. $4,087.18
E. $4,409.05
9. Of the following, which statement regarding agency costs is false?
A. An agency problem exists when there is a conflict of interest between the stockholders and
management of a firm.
B. An agency problem exists when there is a conflict of interest between a principal and an agent.
C. An indirect agency cost occurs when firm management avoids risky projects that would
favourably affect the stock price because the managers are worried about keeping their jobs.
D. A corporate expenditure that benefits stockholders but harms management is an agency
cost.
E. If agency costs get too high in the eyes of shareholders, they can begin a proxy fight to replace
existing management.
10. A financial manager of a corporation is considering different operating strategies for the
coming year. From a financial management standpoint, which of the following would be her
optimal strategy?
A. Undertake the plan that would reduce the overall riskiness of the firm.
B. Undertake the plan that would maximize the current stock price.
C. Undertake the plan that would result in the largest profits for the year.
D. Undertake the plan that would maximize her personal wealth.
E. Undertake the plan that would lead to the most stable stock price for the year.
11. At a 4% rate of interest, you will quadruple your money in approximately ____ years.
A. 3
B. 6
C. 12
D. 36
E. 48 
12. Which of the following is considered a benefit of the corporate form of organization?
I. Ease of the transfer of ownership.
II. Limited life.
III. Double taxation.
A. I only
B. II only
C. I and II only
D. I and III only
E. I, II, and III
13. Five friends all open investment accounts today. Which one will withdraw the largest
amount of money from their account assuming that they each withdraw their funds at
the end of their initial investment period?
A. John, who invests $1,000 for eight years at 6% simple interest.
B. Terry, who invests $1,000 for four years at 9% with interest compounded annually.
C. Alicia, who invests $800 for ten years at 11% with interest compounded annually.
D. Kristi, who invests $1,200 for six years at 8% simple interest.
E. Roger, who invests $900 for nine years at 9% with interest compounded annually.
14. An account was opened with $1,000 three years ago. Today, the account balance is
$1,157.63. If the account earns simple interest, how long will it take until the account
has earned a total of $225 in interest?
A. Less than one more year.
B. Between one and two more years.
C. Between two and three more years.
D. Between three and four more years.
E. Between four and five more years.
15. Isaac and Faith both want to have $5,000 in three years. Isaac expects to earn 8% on his
investments and Faith expects a 7% 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.
16. You have $500 that you would like to invest. You have two choices: Savings account
A which earns 8% compounded annually, or savings account B which earns 7.75%
compounded semi-annually. Which would you choose and why?
A. A because it has a higher effective annual rate.
B. A because the future value in one year is lower.
C. B because it has a higher effective annual rate.
D. B because the future value in one year is lower.
E. B because it has the higher quoted rate. 

17. What is the future value of the following set of cash flows four years from now?
Assume an interest rate of 5.5%.
Year 	       0         1        2       3        4
Cash Flow -$800 $100 $300 $500 $700
A. $555.18
B. $585.72
C. $642.12
D. $687.77
E. $800.00
18. If the following bonds are identical except for coupon, what is the price of bond B?
 	Bond A 			Bond B
Face value 		$1,000 			$1,000
Semi-annual Coupon 	$45 			$35
Years to maturity	 20 			20
Price			 $1,098.96 		?
A. $901.04
B. $925.31
C. $960.44
D. $1,037.86
E. $1,079.63
19. When you were born, your dear old Aunt Minnie promised to deposit $1,000 into a
savings account bearing a 5% compounded annual rate on each birthday, beginning with
your first. You have just turned 22 and want the dough. However, it turns out that dear
old (forgetful) Aunt Minnie made no deposits on your fifth and eleventh birthdays.
How much is in the account right now?
A. $31,976
B. $34,503
C. $43,888
D. $47,983
E. $51,889
20. XYZ Co. zero-coupon bonds have a face value of $1,000 and mature in 18 years. They
currently sell for $179.86 today. By what percentage will the market price rise if the
market's required return falls by half?
A. 99%
B. 131%
C. 137%
D. 175%
E. 231%

Do ALL THREE problems.
Show how you arrived at your answer including (1) the general form of equation, (2) the equation
with the correct numbers substituted in, and (3) the solution!
Short answer problems (50 marks total)
1) (18 marks) You are planning to retire in exactly 30 years. You are capable of making regular
contributions to your savings at the end of every quarter over these 30 years. Your savings will
earn an APR of 18 % compounded quarterly. You expect to live for 20 years past retirement and
you anticipate withdrawing a minimum of $20,000 at the beginning of each month to cover living
expenses. During retirement, the interest rate will be an APR of 12 % compounded semiannually.
How much must you contribute to your retirement savings each quarter?
EAR=(1+0.18/4)4
-1=0.1925 (19.25%)
EQR=(1+0.1925)1/4-1=0.045 (4.5%) . Alternatively, find effective quarterly rate by dividing
18%/4=4.5%.
During retirement:
EAR=(1+0.12/2)2-1=0.1236 (12.36%)
EMR=(1+0.1236)1/12-1=0.0098 (0.98%)
Present value of his retirement needs (using the BEGINNING mode since payments are at the
beginning of period):
PMT=20,000
N=20*12=240
I/Y=0.98%
PV=> 1,862,411.90
Thus, you need 1,862,411.90 in 30 years.
[Alternatively, you can find PV of ordinary annuity and multiply it by
1,844,337.39*(1+0.0098)=1,862,411.90]
To be able to generate that much cash, you need to invest $9,465.01 at the end of each quarter:
FV=$1,862,411.90
N=30*4=120
I/Y=4.5%
PMT=> $9,465.01
 
2) (14 marks) Consider the table below, which provides bond quotes on three corporate bonds.
***Remember today’s date is 18-October-2014.
Issuer Coupon
Maturity
Date Price Yield, %
AT&T 8.75 109.58 6.02
Chevron 7 18-Oct-2020 5.04
DuPont 5.80 18-Oct-2035 94.89
a) What is the maturity date of the AT&T bond? Show your work. (2 marks)
AT&T:
PMT = 8.75%/2 * 1000 = 43.75
FV = 1000
PV = -1095.80
I/Y = 6.02%/2 = 3.01%
CPT N = 8
Therefore, the bond matures in 8/2=4 years  18-Oct-2018
b) Calculate price of the Chevron bond? Show your work. (2 marks)
PMT = 6.51%/2*1000 = 32.55
FV = 1000
N = (2020-2014)*2 = 12
I/Y = 5.04% /2 = 2.52
CPT PV = -1075.30
Therefore, the Bid$ is reported as 107.53
c) Calculate yield of the DuPont bond? Show your work. (2 marks)
DuPont:
PMT = 5.8%/2*1000= 29
FV = 1000
PV = -948.90
N = (2035-2014)*2 = 42
CPT I/Y = 3.12 (2 marks)
Therefore the YLD%, which is reported as an APR, is 3.12%*2 = 6.24%. 
d) For each of the three bonds in the above table, identify if the bond is trading at a premium, at a
discount, or at par. (2 marks)
AT&T Premium
Chevron Premium
DuPont Discount
e) Suppose market interest rates increase from 7% to 8%. Which bond will suffer the greater
percentage decline in price: a 35-year bond paying annual coupons of 7% or a 35-year zero
coupon bond? (6 marks)
35 yr bond with 7% annual coupons:
@ 7%: Price = 1000
@ 8%: Price = 70PVIFA(8%,35) + 1000/(1.08)^35 = 883.4543
Change = (883.4543-1000)/1000 = -11.65%

35 yr bond, zero coupons
@ 7%: Price = 1000/1.07^35 = 93.6629
@ 8%: Price = 1000/1.08^35 = 67.6345
Change = (67.6345-93.6629)/93.6629 = -27.79%
For the same interest rate change, zero coupon bonds suffer a greater swing in price.

3) (18 marks) You found your dream home in Rockliffe for $325,000. In order to avoid buying
mortgage loan insurance from the Canadian Mortgage Housing Corporation, you have decided to
go for a conventional mortgage by making a down payment of 20% and financing the balance
with a mortgage loan. Your bank, BUSI 2504 Bank, has offered you a 30-year mortgage at their
preferred client APR of 3.99% for 5 years. You have chosen a semi-monthly amortization
schedule.
a) Suppose your semi-monthly payments begin in two weeks, what will each payment be? (5
marks)
PV = 325000*(1-20%) = 260000
APR = 3.99%, s.a.rate = 1.995%, EAR = (1+0.01995)^2-1 = 0.040298
Semi-Monthly rate = (1+0.040298)^(1/24)-1=0.1647489%
N= 30*24=720  PMT = $616.93 per period
OR 260000=C*((1-(1/(1+0.001647489)720 ))/ 0.001647489) = 616.93
b) Suppose at the time that your mortgage is due for renewal after the first five years, you inherit a
significant fortune from your grandmother and decide to just pay off the outstanding principal
balance by making a balloon payment. How much will be the balloon payment in order for
you to be mortgage-free? (4 marks)
After 5 years, there will still be 600 semi-monthly payments left. Find the PV of the monthly mortgage
payment for 600 periods.
I=0.1647489% N= 25*24=600 PMT = $616.93 per period PV = 235,000
OR
PV = 616.93*((1-(1/(1+0.001647489)600 ))/ 0.001647489) = 235,000 
c) Even though you have chosen a 30-year mortgage, you plan to prepay the loan by making an
additional payment each period along with your regular payment. How much extra must you
pay each period if you wish to pay off the loan in 20 years? (4 marks)
Find payment if mortgage paid over 20 years and subtract regular payment
PV = 260000 1=0.1647489% N= 20*24=480  PMT = $784.20 per period
OR
260000=C*((1-(1/(1+0.001647489)480 ))/ 0.001647489) = 784.20
Difference = 784.20 - 616.93 = 167.27
d) Your banker suggests that, rather than obtaining a 30-year mortgage and paying it off early,
you should simply obtain a 15-year loan for the same amount. The rate on this loan is 3.5%
compounded semi-annually. By how much will your semi-monthly payment increase/decrease
if you choose the 15-year loan option rather than the regular mortgage with prepayment option
(your answer in Part C above)? (5 marks)
APR = 3.5%, s.a.rate = 1.75%, EAR = (1+0.0175)^2-1 = 0.035306
Semi-Monthly rate = (1+0.035306)^(1/24)-1=0.144676%
N= 15*24=360  PMT = $927.06 per period
OR
260000=C*((1-(1/(1+0.00144676)360 ))/ 0.00144676) = 927.06
[bookmark: _GoBack]Difference = 927.06 - 784.20 = 142.86 
