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Name (PRINT):____________________________________

Student Number: __________________________________

Carleton University

Eric Sprott School of Business

BUSI 2504 Essentials of Business Finance

Prof. Michael L. McIntyre

February 2008
Duration 2 hours

Instructions

1. Do not open until instructed to do so.

2. Record your letter answers to questions 1 to 30 (multiple choice questions) on the scantron form provided. Please ensure your name and student number are properly recorded on the scantron form.

3. Unless otherwise stated there are no income taxes and interest is paid or compounded annually.

4. Calculators and one 8.5 by 11 inch sheet of paper written or printed on both sides are permitted.

5. The entire exam paper must be returned along with your scantron sheet. Marks may be withheld in cases where the exam paper has not been returned along with the scantron.


Received

Multiple choice questions: Do all questions



1 - 20 – 20 marks

________

Multiple choice questions: Do all questions

1. If you have $1,500 now and you invest it at 6% per year compounded annually, what amount will this grow to at the end of five years?

a. $1,120.95
b. $6,318.60
c. $2007.30
d. $8,455.65
e. None of the above
Answer: C

[image: image1.emf]Rate 6%

Periods 5

Payment $1,500.00

PVIF 0.7473 $1,120.95

PVIFA 4.2124 $6,318.60

FVIF 1.3382 $2,007.30

FVIFA 5.6371 $8,455.65


2. If you have $800 now and you invest it at 3% per year compounded annually, what amount will this grow to at the end of 6 years?

a. $670.00
b. $4,333.76
c. $955.28
d. $5,174.72
e. None of the above
Answer: C


[image: image2.emf]Rate 3%

Periods 6

Payment $800.00

PVIF 0.8375 $670.00

PVIFA 5.4172 $4,333.76

FVIF 1.1941 $955.28

FVIFA 6.4684 $5,174.72


3. If you invest $10,000 now at an interest rate of 7%, what will your investment grow to by the end of year ten?

a. $5,083
b. $70,236
c. $19,672
d. $138,164

e. None of the above
Answer: C


[image: image3.emf]Rate 7%

Periods 10

Payment $10,000.00

PVIF 0.5083 $5,083.00

PVIFA 7.0236 $70,236.00

FVIF 1.9672 $19,672.00

FVIFA 13.8164 $138,164.00


4. If you invest $1,000 now at an interest rate of 4% for a period of five years, how much interest will you have earned by the end of year five?
a. $821.90
b. $216.70
c. $416.30
d. $1,416.30

e. None of the above
Answer: B


[image: image4.emf]Rate 4%

Periods 5

Payment $1,000.00

PVIF 0.8219 $821.90

PVIFA 4.4518 $4,451.80

FVIF 1.2167 $1,216.70

FVIFA 5.4163 $5,416.30


5. If you invest $5,000 now at an interest rate of 7%, how long will it take to double your money?
a. Between 10 and 11 years
b. Between 4 and 5 years
c. Between 7 and 9 years
d. Exactly 12.43 years
e. None of the above
Answer: A

[image: image5.emf]Rate 7%

Periods 10.2449504

Payment $5,000.00

PVIF 0.5 $2,500.00

PVIFA 7.1429 $35,714.50

FVIF 2 $10,000.00

FVIFA 14.2861 $71,430.50


6. If your goal is to have $7,500 in savings at the end of year 10 and you can earn an interest rate of 5% on a bank deposit, how much must you deposit in the bank today to achieve your goal?
a. $4,604.33
b. $2,826.60
c. $10,352.33
d. $1,416.30

e. None of the above
Answer: A


[image: image6.emf]Rate 5%

Periods 10

Payment $4,604.33

PVIF 0.6139 $2,826.60

PVIFA 7.7217 $35,553.29

FVIF 1.6289 $7,500.00

FVIFA 12.5779 $57,912.86


7. You would like to purchase a car in 5 years at an expected cost of $10,000. You have $6,500 at present. At what approximate interest rate must you invest this money in order to have enough money to purchase the car?
a. 8%
b. 9%
c. 12%
d. 23%

e. None of the above
Answer: B


[image: image7.emf]Rate 9%

Periods 5

Payment $6,500.00

PVIF 0.6499 $4,224.35

PVIFA 3.8897 $25,283.05

FVIF 1.5386 $10,000.90

FVIFA 5.9847 $38,900.55


8. You are considering purchasing the common shares of a company that is expected to pay a common share dividend of $3.33 at the end of next year. The company is expected to pay dividends in every year thereafter growing at a rate of 4% per year ($3.33 plus 4% at the end of year two, and so on). The appropriate discount rate for a company of this level of riskiness is 12%. What is the value per share?
a. $27.75
b. $43.29
c. $21.15
d. $41.63

e. None of the above
Answer: D

[image: image8.emf]Rate 12%

g 4%

Periods 5

Payment $3.33

PVIF 0.5674 $1.89

PVIFA 3.6048 $12.00

FVIF 1.7623 $5.87

FVIFA 6.3528 $21.15

Value $41.63


9. You are considering purchasing the common shares of a company. Yesterday it paid a common share dividend of $2.50. The company is expected to pay a dividend one year from now and every year thereafter growing at a rate of 4% per year from its current level (e.g. $2.50 plus 4%, and so on). The appropriate discount rate for a company of this level of riskiness is 14%. What is the value per share?

a. $26.00
b. $43.29
c. $21.15
d. $25.00

e. None of the above
Answer: A


[image: image9.emf]Rate 14%

g 4%

Periods 5

Payment $2.60

PVIF 0.5194 $1.35

PVIFA 3.4331 $8.93

FVIF 1.9254 $5.01

FVIFA 6.6101 $17.19

Value $26.00


10. You are considering purchasing the common shares of a company. You believe that it will pay a dividend at the end of next year of $10.50 per common share, and at the end of year two of $15.25 per common share. You also expect it to pay dividends in every year following year two growing at a rate of 3% based on the year-two dividend. The appropriate discount rate for a company of this level of riskiness is 15%. What is the value per share?

a. $119.64
b. $127.08
c. $137.58
d. $88.32
e. None of the above
Answer: A

[image: image10.emf]Rate 15%

g 3%

0 1 2 3

$10.50 $15.25 $15.71

$127.08

$137.58

$119.64

Rate 15%

g 3%

0 1 2 3

$10.50 $15.25 $15.71

9.13043478 130.8958

110.507246 $146.15

119.637681 98.97606

9.130435


11. You are considering purchasing the common shares of a company. Yesterday it paid a common share dividend of $2.50. The company is expected to pay a dividend one year from now and every year thereafter growing at a rate of 4% per year from its current level (e.g. $2.50 plus 4%, and so on). The appropriate discount rate for a company of this level of riskiness is 14%. What is the value per share?

a. $25.00
b. $43.29
c. $21.15
d. $26.00

e. None of the above
Answer: D

[image: image11.emf]Rate 14%

g 4%

Periods 5

Payment $2.60

PVIF 0.5194 $1.35

PVIFA 3.4331 $8.93

FVIF 1.9254 $5.01

FVIFA 6.6101 $17.19

Value $26.00


12. An insurance agent has offered to sell you an annuity that is intended to provide you with retirement income. It will pay you $30,000 per year at the end of each of the next twenty years. What should you pay for this annuity if the current interest rate is 6%?

a. $9,354
b. $344,097
c. $96,213
d. $1,103,568

e. None of the above
Answer: B


[image: image12.emf]Rate 6%

g 0%

Periods 20

Payment $30,000.00

PVIF 0.3118 $9,354.00

PVIFA 11.4699 $344,097.00

FVIF 3.2071 $96,213.00

FVIFA 36.7856$1,103,568.00

Value $500,000.00


13. You are planning on saving $5,000 per year for each of the next 30 years at an interest rate of 4%. If you do this, how much money will you have at the end of year 30?

a. $86,460.00
b. $344,097.54
c. $96,213.00
d. $280,424.50
e. None of the above
Answer: D

[image: image13.emf]Rate 4%

g 0%

Periods 30

Payment $5,000.00

PVIF 0.3083 $1,541.50

PVIFA 17.292 $86,460.00

FVIF 3.2434 $16,217.00

FVIFA 56.0849 $280,424.50

Value $125,000.00


14. You would like to have $2 million in the bank when you retire at the end of forty years from now. How much do you have to put in the bank at the end of each of the next forty years at an interest rate of 9% to achieve your goal?

a. $63,675.41
b. $7,340.94

c. $5,919.22
d. $15,395.02

e. None of the above
Answer: C

[image: image14.emf]Rate 9%

g 0%

Periods 40

Payment $5,919.22

PVIF 0.0318 $188.23

PVIFA 10.7574 $63,675.41

FVIF 31.4094 $185,919.12

FVIFA 337.8824$2,000,000.00

Value $5,919.22


15. If you put $1,000 per year in the bank at the end of each of the next five years, how much interest will you have earned by the end of year five if interest rates are 6% per year?

a. $637.10
b. $747.30
c. $7,340.94
d. $5,637.10

e. None of the above
Answer: A

[image: image15.emf]Rate 6%

g 0%

Periods 5

Payment $1,000.00

PVIF 0.7473 $747.30

PVIFA 4.2124 $4,212.40

FVIF 1.3382 $1,338.20

FVIFA 5.6371 $5,637.10

Value $16,666.67


16. A company has issued a bond with a five year maturity, a face value of $1,000 and an annual coupon rate of 5%. The current discount rate to be used to value this bond is 6%. What is the current value of the bond?

a. $637.10
b. $747.30
c. $7,340.94
d. $957.92
e. None of the above
Answer: D

[image: image16.emf]Disc. Rate 6%

Face value $1,000.00

Coupon 5%

Periods 5

Cpn pmts $50.00

PVIF 0.7473 $747.30

PVIFA 4.2124 $210.62

$957.92


17. As the applicable discount rate increases, bond prices tend to:

a. Increase
b. Decrease
c. Stay the same
d. It is not possible to generalize

e. None of the above
Answer: B

Bond prices move inversely with interest rates. As interest rates increase, bond prices decrease.

18. All other things being equal, a change in the discount rate will:

a. Affect the prices of bonds with longer maturities more than the prices of bonds with shorter maturities; 
b. Affect the prices of bonds with shorter maturities more than the prices of bonds with longer maturities;
c. It is not possible to generalize

d. None of the above
Answer: A

All other things being equal, the prices of longer maturity bonds change more than the prices of shorter term bonds. To see this, just try an experiment with bonds of differing maturities. Price each at different discount rates and see how much the price of each bond changes.

19. A typical convertible bond is one that:

a. Can be converted into different currencies; 
b. Can be converted into the preferred shares of the company;
c. Can be converted into the common shares of the company;
d. None of the above
Answer: C
20. A company has issued a bond with a five year maturity, a face value of $1,000 and an annual coupon rate of 8% paid semi-annually. The current discount rate to be used to value this bond is 6% APR. What is the current value of the bond?

a. $1,018.44
b. $947.30
c. $7,340.94
d. $1,085.31

e. None of the above
Answer: D


[image: image17.emf]Disc. Rate 3%

Face value $1,000.00

Coupon 8%

Periods 10

Cpn pmts $40.00

PVIF 0.7441 $744.10

PVIFA 8.5302 $341.21

$1,085.31


21. The EAR corresponding to 10%APR if interest is compounded semi-annually is:

a. 10.25%
b. 10%
c. 5%
d. 5.125%

e. None of the above
Answer: A

22. The APR corresponding to an EAR of 6.09% if interest is compounded semi-annually is:

a. 3%
b. 3.045%
c. 6%
d. 6.09%

e. None of the above
Answer: C

23. Often, interest is compounded semi-annually, quarterly, or perhaps monthly. In theory, it can also be calculated more frequently, perhaps even very frequently. Which of the following is true as within period compounding becomes very frequent:

a. EAR continues to increase indefinitely;
b. EAR increases for a while, but as compounding becomes very frequent, the EAR approaches an upper limit that it does not exceed;
c. The behaviour of EAR as within period compounding increases depends on the magnitude of the interest rate, so one cannot generalize;

d. None of the above
Answer: C  XXXBXXX
24. You are saving for university which you estimate will cost you $20,000 per year to be paid at the end of each of the years 2013, 2014, 2015 and 2016. You plan on funding the cost of university by saving $11,000 per year by making deposits into a bank account at the end of each of the years 2008, 2009, 2010, 2011 and 2012. If the relevant discount rate is 8% per year, immediately after making the last payment into your savings program the result will be that:
a. Savings will exceed the amount needed to fund university by about $2,575 give or take a few dollars;

b. Savings will fall short of the amount needed to fund university by about $1,708 give or take a few dollars;

c. Savings will match the amount needed to fund university give or take a few dollars;
d. None of the above
Answer: B

[image: image18.emf]2008 2009 2010 2011 2012 2013 2014 2015 2016

11000 11000 11000 11000 11000 20000 20000 20000 20000

8% 8% 8% 8% 8% 8% 8% 8% 8%

4 3 2 1 0 1 2 3 4

1.3605 1.2597 1.1664 1.08 1 0.9259 0.8573 0.7938 0.735

14965.5 13856.7 12830.4 11880 11000 18518 17146 15876 14700

64532.6 66240

1707.4

11000 20000

5.8666 3.3121

64532.6 66242 1709.4


25. The most important tool available to keep track of the timing of payments, and the effect of applying forward value or present value factors to these payments is:

a. The financial calculator
b. A pencil
c. Memory
d. The time line

e. None of the above
Answer: D
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[image: image20.wmf]Period

1%

2%

3%

4%

5%

6%

7%

8%

9%

1

0.9901

0.9804

0.9709

0.9615

0.9524

0.9434

0.9346

0.9259

0.9174

2

0.9803

0.9612

0.9426

0.9246

0.9070

0.8900

0.8734

0.8573

0.8417

3

0.9706

0.9423

0.9151

0.8890

0.8638

0.8396

0.8163

0.7938

0.7722

4

0.9610

0.9238

0.8885

0.8548

0.8227

0.7921

0.7629

0.7350

0.7084

5

0.9515

0.9057

0.8626

0.8219

0.7835

0.7473

0.7130

0.6806

0.6499

6

0.9420

0.8880

0.8375

0.7903

0.7462

0.7050

0.6663

0.6302

0.5963

7

0.9327

0.8706

0.8131

0.7599

0.7107

0.6651

0.6227

0.5835

0.5470

8

0.9235

0.8535

0.7894

0.7307

0.6768

0.6274

0.5820

0.5403

0.5019

9

0.9143

0.8368

0.7664

0.7026

0.6446

0.5919

0.5439

0.5002

0.4604

10

0.9053

0.8203

0.7441

0.6756

0.6139

0.5584

0.5083

0.4632

0.4224

11

0.8963

0.8043

0.7224

0.6496

0.5847

0.5268

0.4751

0.4289

0.3875

12

0.8874

0.7885

0.7014

0.6246

0.5568

0.4970

0.4440

0.3971

0.3555

13

0.8787

0.7730

0.6810

0.6006

0.5303

0.4688

0.4150

0.3677

0.3262

14

0.8700

0.7579

0.6611

0.5775

0.5051

0.4423

0.3878

0.3405

0.2992

15

0.8613

0.7430

0.6419

0.5553

0.4810

0.4173

0.3624

0.3152

0.2745

16

0.8528

0.7284

0.6232

0.5339

0.4581

0.3936

0.3387

0.2919

0.2519

17

0.8444

0.7142

0.6050

0.5134

0.4363

0.3714

0.3166

0.2703

0.2311

18

0.8360

0.7002

0.5874

0.4936

0.4155

0.3503

0.2959

0.2502

0.2120

19

0.8277

0.6864

0.5703

0.4746

0.3957

0.3305

0.2765

0.2317

0.1945

20

0.8195

0.6730

0.5537

0.4564

0.3769

0.3118

0.2584

0.2145

0.1784

21

0.8114

0.6598

0.5375

0.4388

0.3589

0.2942

0.2415

0.1987

0.1637

22

0.8034

0.6468

0.5219

0.4220

0.3418

0.2775

0.2257

0.1839

0.1502

23

0.7954

0.6342

0.5067

0.4057

0.3256

0.2618

0.2109

0.1703

0.1378

24

0.7876

0.6217

0.4919

0.3901

0.3101

0.2470

0.1971

0.1577

0.1264

25

0.7798

0.6095

0.4776

0.3751

0.2953

0.2330

0.1842

0.1460

0.1160

30

0.7419

0.5521

0.4120

0.3083

0.2314

0.1741

0.1314

0.0994

0.0754

40

0.6717

0.4529

0.3066

0.2083

0.1420

0.0972

0.0668

0.0460

0.0318

50

0.6080

0.3715

0.2281

0.1407

0.0872

0.0543

0.0339

0.0213

0.0134

60

0.5504

0.3048

0.1697

0.0951

0.0535

0.0303

0.0173

0.0099

0.0057

Present value of $1.00

Interest rate
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[image: image22.wmf]Period

1%

2%

3%

4%

5%

6%

7%

8%

9%

1

1.0100

1.0200

1.0300

1.0400

1.0500

1.0600

1.0700

1.0800

1.0900

2

1.0201

1.0404

1.0609

1.0816

1.1025

1.1236

1.1449

1.1664

1.1881

3

1.0303

1.0612

1.0927

1.1249

1.1576

1.1910

1.2250

1.2597

1.2950

4

1.0406

1.0824

1.1255

1.1699

1.2155

1.2625

1.3108

1.3605

1.4116

5

1.0510

1.1041

1.1593

1.2167

1.2763

1.3382

1.4026

1.4693

1.5386

6

1.0615

1.1262

1.1941

1.2653

1.3401

1.4185

1.5007

1.5869

1.6771

7

1.0721

1.1487

1.2299

1.3159

1.4071

1.5036

1.6058

1.7138

1.8280

8

1.0829

1.1717

1.2668

1.3686

1.4775

1.5938

1.7182

1.8509

1.9926

9

1.0937

1.1951

1.3048

1.4233

1.5513

1.6895

1.8385

1.9990

2.1719

10

1.1046

1.2190

1.3439

1.4802

1.6289

1.7908

1.9672

2.1589

2.3674

11

1.1157

1.2434

1.3842

1.5395

1.7103

1.8983

2.1049

2.3316

2.5804

12

1.1268

1.2682

1.4258

1.6010

1.7959

2.0122

2.2522

2.5182

2.8127

13

1.1381

1.2936

1.4685

1.6651

1.8856

2.1329

2.4098

2.7196

3.0658

14

1.1495

1.3195

1.5126

1.7317

1.9799

2.2609

2.5785

2.9372

3.3417

15

1.1610

1.3459

1.5580

1.8009

2.0789

2.3966

2.7590

3.1722

3.6425

16

1.1726

1.3728

1.6047

1.8730

2.1829

2.5404

2.9522

3.4259

3.9703

17

1.1843

1.4002

1.6528

1.9479

2.2920

2.6928

3.1588

3.7000

4.3276

18

1.1961

1.4282

1.7024

2.0258

2.4066

2.8543

3.3799

3.9960

4.7171

19

1.2081

1.4568

1.7535

2.1068

2.5270

3.0256

3.6165

4.3157

5.1417

20

1.2202

1.4859

1.8061

2.1911

2.6533

3.2071

3.8697

4.6610

5.6044

21

1.2324

1.5157

1.8603

2.2788

2.7860

3.3996

4.1406

5.0338

6.1088

22

1.2447

1.5460

1.9161

2.3699

2.9253

3.6035

4.4304

5.4365

6.6586

23

1.2572

1.5769

1.9736

2.4647

3.0715

3.8197

4.7405

5.8715

7.2579

24

1.2697

1.6084

2.0328

2.5633

3.2251

4.0489

5.0724

6.3412

7.9111

25

1.2824

1.6406

2.0938

2.6658

3.3864

4.2919

5.4274

6.8485

8.6231

30

1.3478

1.8114

2.4273

3.2434

4.3219

5.7435

7.6123

10.063

13.268

40

1.4889

2.2080

3.2620

4.8010

7.0400

10.286

14.974

21.725

31.409

50

1.6446

2.6916

4.3839

7.1067

11.467

18.420

29.457

46.902

74.358

60

1.8167

3.2810

5.8916

10.520

18.679

32.988

57.946

101.26

176.03

Future value of $1.00

Interest rate
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