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Part I: Multiple Choice Questions (25 Questions, 25 Points Total):

- Only answers on the computer answer sheet will be graded.
- Use a pencil to mark your answers on the Computer Sheet.



1. Ignatius Loyola is planning on investing $500 per year, starting immediately, for the next 10 years. He expects to earn a rate of return of 8% compounded annually on the investment. The value of his investment at the end of the 10th year will be closest to:

A) $3,355.04
B) $3,623.44
C) $7,243.28
D) $7,822.74

Answer: D    FV10 (Ann Due) = 500/0.08 [(1+0.08)^10- 1] (1+0.08) = $7822.74

2. The Rob Bank has offered you the choice between two loans:
#1 charges interest at a rate of 9% compounded quarterly
#2 charges interest at a rate of 9.05% compounded semi-annually
Which loan do you prefer and why?

A) #1, lowest effective annual rate
B) #2, lowest effective annual rate
C) #1, highest effective annual rate
D) #2, highest effective annual rate

Solution 

#1 effective annual rate = (1+0.09/4)^4-1= 9.3083%
#2 effective annual rate = (1+0.095/2)^2-1=9.2548% .As this is a loan, I want the lowest rate. Answer is B

3. You plan to borrow $20,000 to purchase a car. The interest rate quoted to you is 6.00% per annum, compounded monthly, and the term of the loan would be 4 years with monthly payments. How many months would it take you to reduce your loan balance to $11,425? Choose the closest response.

A) 26 months
B) 22 months
C) 20 months
D) 18 months

Answer : B Solution: Solve for payment. $20,000 = PMT × PVA6%/12, 48 to get PMT = $469.70
After a payment, the Balance = PV (Remaining payments)
$11,425 = $469.70 × PVA6%/12, n. Solve to find n = 26 months. The loan will be paid off in 26 months therefore it will take 48 – 26 = 22 months to reach this point.

4. Eight percent compounded semi-annually is equivalent to what percentage compounded monthly?

A) 7.87%
B) 8.00%
C) 8.30%
D) 8.57%

Monthly rate: {(1+0.08/2)^2}^1/12 -1=0.6558% The rate, compounded monthly, = 12*0.6558%=7.8698% 
Answer is A


5. Your bank account pays an 8 percent quoted rate of interest.  The interest is compounded quarterly.  Which of the following statements is most correct? 

A) The interest rate per quarter is 2 percent and the EAR is greater than 8 percent. 
B) The interest rate per quarter is 8 percent and the EAR is greater than 8 percent. 
C) The interest rate per quarter is 8 percent and the EAR is 8 percent.
D) The interest rate per quarter is 2 percent and the EAR is 4 percent.
Answer: A

6. Six years from now Jimmy will begin to receive cash flows of $200 per year.  These cash flows will continue forever. If the appropriate discount rate is 5%, what is the present value of these cash flows?  Choose the closest value.

A) $4,000    
B) $3,134 
C) $2,157   
D) $1,567     

Answer: B.	

PV5 = $200/0.05 = $4,000.
PV0 = $4,000/(1+0.05)5 = $3,3134.10




7. You are thinking about investing in a mine that will produce $10,000 worth of ore in the first year. The ore closest to the surface is easier to remove than the ore further down in the mine. Therefore, the value of the ore that is mined will decline at the rate of 8% per year forever. If the appropriate interest rate is 6%, then the value of this mining operation is closest to:

A) $71,429
B) $166,667
C) $209,591
D) $500,000

Solution: PV0 = PMT1/(k – g) = $10,000/(0.06 – (-0.08)) = $71,428.57
Answer: A 

8. John wants to date Cindy. He estimates that one date with her will cost $400 (including some kind of entertainment, a nice dinner and then a nightclub). He will go out with Cindy every Friday for the next 10 weeks and the first date is a week from today. How much does John need to have in his account today to be able to afford to date Cindy if he is earning an annual quoted rate of 6% (assume weekly compounding and 52 weeks in a year)? Note: Use calculator memories to avoid rounding until the end.

A) $3,138.43
B) $3,433.64
C) $3,759.08
D) $3,974.73 

Solution: Effective weekly rate = 6%/52 = 0.115384615%
Solve for the PV of an ordinary annuity. Calculator keystrokes are:
-400 PMT; 0.115384615 I/Y; 10 N; CPT PV = $3,974.73
Answer: D

9. Identify the INCORRECT statement:

A) An infinite cash flow stream does not have a future value
B) An investor should not be impressed by the promise to receive a certain amount of money forever, because amounts far in the future have very small present values.
C) The present value of $100 per month forever discounted at 1% per month is the same as the present value of $1200 per year forever discounted at 12% per year.
D) A perpetuity involves infinite cash flows that cannot be summarized by a finite number, for this reason it is very difficult to value preferred stock.

Answer: D





10. Steven Spielberg has decided to start a foundation against AIDS in Africa. He estimates that every year $10 million is needed for anti-retroviral drugs. He can set aside $75 million of his own fortune for the foundation. If the appropriate discount rate is 12%, how long can he provide for the medications? Choose the closest response.

A) Around 20 years 
B) At least 15 years
C) Around 10 years
D) It is enough to keep the foundation going forever

Solution: Find N
Calculator keystrokes are:
-10,000,000 PMT; 12 I/Y; 75,000,000 PV; CPT N = 20.32 years
Answer: A


11. If your great-great-grandmother bought a set of hand-crafted silver teaspoons for $5 two hundred years ago and you saw today that the same set sold at Sotheby’s for $1500, what is the yearly rate of return that you could earn if you decided to sell the spoons.

A) 1.72%
B) 2.89% 
C) 3.56%
D) 5.64%

Solution: Find N
Calculator keystrokes are:
-5 PV; 1500 FV; 200N; CPT I/Y = 2.8929% 
Answer: B

12. What is the main difference between real assets and financial assets?

A) Real assets are tangible and financial assets are intangible.
B) Real assets have known values, while the values of financial assets are not known.
C) Real assets are intangible and financial assets are tangible.
D) Real assets have unknown values, while the values of financial assets are known.

Answer: A. Real assets are tangible and financial assets are intangible.

13. Which of the following are common characteristics between a sole proprietorship and a general partnership?

     I.  Personal Liability.
     II. Limited life of business entity.
     III. Method of taxation.
     IV. Division of net profits. 

A) I and II only
B) I and IV only
C) II and III only
D) I, II, and III only
E) I, III, and IV only

Answer: D. I, II, and III only

14. Guy’s Green Grocery opened a new store in Flavourtown in 2009. Guy, the owner, bought $100,000 of refrigeration equipment for the store. The equipment falls into the Class 8 equipment category (CCA rate 20%). In 2010, Guy bought an additional $50,000 of refrigeration equipment. No additional equipment has been purchased for this asset pool since then. What is the amount of CCA that Guy can declare in his 2012 tax statement for the refrigeration equipment in his grocery store?

A) $14,976
B) $23,400
C) $18,720
D) $16,640
E) $23,000	

Answer: C. $18,720

	Year
	Beginning UCC
	CCA
	Ending UCC

	2009
	$50,000 
(HYR 1st 50%)
	$10,000
($50,000 * 0.20)
	$40,000

	2010
	$115,000
($40,000 + $50,000 (HYR 2nd 50%) + $25,000 (HYR 1st 50%))
	$23,000
($115,000 * 0.20)
	$92,000

	2011
	$117,000
($92,000 + $25,000 (HYR 2nd 50%))
	$23,400
($117,000 * 0.20)
	$93,600

	2012
	$93,600
	$18,720
($93,600 * 0.20)
	$74,880



15. Assume that all interest rates in the economy decline from 9% to 8%.  Which of the following bonds will have the largest percentage increase in price?

A) 9-year bond with a 5% coupon.
B) 9-year zero coupon bond.
C) 8-year bond with a 7% coupon.
D) 2-year bond with a 13% coupon.

Answer: B, Because the longer-term, lowest coupon bond will have the greatest price effect due to interest rate changes.

16. If investors require a 6% nominal return and the expected inflation rate is 2.5%, what 	is the expected real return?

A) 8.65%		
B) 3.6%	 
C) 3.4%		 
D) 3.3%		

Answer C: (1 + real rate) = (1 + RF) / (1 + expected inflation)= 3.4%

17. What is the price of a semi-annual corporate bond that has a 8% coupon rate (compounding is semi-annually), face value of $1000, 10 years to maturity and a discount rate of 9%.

A) $1067.95
B) $960.44	 
C) $919.71
D) $934.96

Answer: D ; N=20, FV=1000, 4.5=I/Y, 40 PMT  

18. Sarah wants to buy a zero coupon bond that will be worth $1000 eight years from today. How much should he pay today to buy this bond if he wants to earn 5.5% (quoted rate with semi-annual compounding) on his investment?

A) $804.91	   
B) $647.87	
C) $424.58
D) $651.60

Answer: B    ; 1000        
                       1.027516

19. A $1,000 par value bond pays interest of $25 each quarter and will mature in 8 years. If your nominal annual required rate of return is 12 percent with quarterly compounding, how much should you be willing to pay for this bond?

A) $916.63
B) $659.51
C) $922.62
D) $898.06





Solution: D
B0 = C/k [1-1/ (1+k) ^n] + F/ (1+k)^n
B0 = 25/0.03 [1- 1/ (1+0.03) ^32] + 1,000/ (1+0.03) ^32 = $898.06	
Financial calculator solution:
Inputs: N = 32; I = 3; PMT = 25; FV = 1,000; CPT PV = -$898.06.


20. The semi-annual 4 percent coupon paying bonds of “XYZ” company have a quoted price of $930. If the last coupon payment occurred on June 30th, 2016; the cash price of the bond on August 31th, 2016 is closest to which one of the following choices? Assume that face value of the bond is $1000.

A) $943                    
B) $933                    
C) $937	
D) $924
Answer: C.                                  

21. A stock with a required rate of return of 10 percent sells for $30 per share. The stock’s dividend is expected to grow at a constant rate of 7 percent per year. What is the expected year-end dividend, D1, on the stock? 

A) $0.87
B) $0.95
C) $1.02
D) $0.90

Answer: D
Solution: We know that P0 = D1/(kc - g) and we have all the information except D1, so we input data into the equation
$30	= D1/(0.10 - 0.07)
$30	= 33.33D1
D1	= $0.90.

22. Fizzy Drinks has just announced a dividend of $0.80 for this year and $0.835 for next year.  Dividends are expected to grow at a constant rate indefinitely.  What is the current stock price if the required return is 13.1 percent?

A) $8.55
B) $9.35
C) $9.57
D) $10.37

Solution: C ; 0.835/0.131-0.04375 = $ 9.57

23. 	Which of the following amounts is closest to what should be paid for Overland common stock?  Overland has just paid a dividend of $2.25.  These dividends are expected to grow at a rate of 5% in the foreseeable future.  The risk of this company suggests that future cash flows should be discounted at a rate of 11%. Choose the closest alternative.

A)	$ 39.375
B)  $ 37.50   
C)  $ 21.48  
D)  $ 20.45    
Solution is A; 2.25(1.05)/0.11-0.05 = $39.375

24. An apartment complex owner estimates that every new tenant costs him $5,700 in fixed upfront expenses (maintenance, utilities, and other commitments). If the required length of the lease contract is 12 months, what is the minimum monthly rent that will cover the upfront expenses? The appropriate discount rate is based on an annually quoted rate of 9% compounded monthly. (Don’t forget that lease payments are due at the beginning of the month).
A) $498
B) $495
C) $455
D) $475

Answer: B  Find PMT
First find the Effective Monthly Rate = 9%/12 = 0.75%
Calculator keystrokes assume beginning of period CFs:
-5,700 PV; 0.75 I/Y; 12 N; CPT PMT = 494.50
Using the annuity due formula
5700 = PMT/0.75% [ 1- 1/(1+0.75%)^12] (1+0.75%) = 494.50


25. A firm has a ROE (Return on Equity) of 10 percent (EAR). If the dividends on the stocks of the firm are growing at a constant rate of 7 percent per year, calculate the firm’s dividend payout ratio. 

A) 70%
B) 45%
C) 35% 
D) 30% 

Answer: D
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