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1. A typical successful movie brings in $3 million every day starting with its date of
release. It usually stays on the big screen for 35 days on average. How much will it
accumulate if the rate of return is 15% per year compounded daily (assume there are
365 days per year). Choose the closest alternative.

A 895687600  Neet o hove  oblechve &A\\f rote. (v’D@)
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©) $105.747.697 BDR=1 _ o, o SV
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2. You are planning to retire in 30 years. Once you retire, you would like to be able to
make equal annual withdrawals from your savings account of $60,000 over the next
25 years. You will then die, exactly 55 years from now (how sad!). You are planning
to secure your retirement funds by making equal annual deposits into your savings
account at the end of each of the next 30 years. If your account earns a 12% annual
return, how much should you deposit at the end of each of the following 30 years, so
that you can meet your retirement needs? Both annuities are ordinary.

A. $613.47 P of te By (b Retive )

B. $703.54

@CD$1,090.17 S MMT= fojoso 3 FAc=1>) N=23; Py =0
$1,949.96

E. $3,529.40 DM, = CPT = — 400 588 34N

This Py, shold e Sawe as FV3 ob tle oy (bebre Fetle)
SH,= —1tho 558 24N ; T=1 5 =305 A=o ;T =CpT=| 4%

3. Which of'the following is the best example of a conflict of interest between
management and shareholders?

A, Management borrows heavily to fund risky projects.

anagement fights against a takeover bid despite the market consensus that it is
the most reasonable bid.
C. Management moves production overseas to take advantage of low-cost labor.

D. Management voluntarily recalls defective products.
E. All of the above.
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4. Alexis Hamelin has deposited $7,000 in a guaranteed investment account with a
promised rate of 7% compounded semi-annually. He plans to leave it there for 4 full
years when he will make a down payment on a car after graduation. How much of a
down payment will he be able to make?

on 2 ‘
gﬁ ié;éézg EARR=Cl+ “)‘-—\ = o.on\ns= WSy,
C. $9,175.57
Q921766 $poo x (140 ohm) = $9,24q L

5. What is the present value of an investment that pays $200 every two years
indefinitely, if the ﬁrst ea}%'ment starts a year from now? The effective monthly rate is

1 percent.
pL
A. $556.17 w\s‘/’w\%\m/ﬂ-ljfc/zkim S o
; , ;"“--\—————"v - +——t i 5 QA
B. $741.47 S T .
(©) $835.51 AT
D. $1,182.96

E. $1,573.96 P\)- of te Qb\;ewd\

PVo= P\, x (loly*
etfectie el vecte

6. Two perpetuities are identical in every way except that perpetuity A makes annual
payments of $P starting four years from today, and perpetuity B makes annual
payments of $P starting three year from today. It must be true that the present value of:

= $04| .4

0O
\____;___*
(oo™ —

A. Perpetuity A is greater than that of perpetuity B by the present value of $P for
three year.

Perpetuity B is greater than that of perpetuity A by the present value of $P for

three year. P |
C. Perpetuity B is greater than that of perpetulty A by $P. W of E‘c:— ‘;_‘X (H’\“)b - D
D. Perpetuity A is greater than that of perpetuity B by $P.
E. Perpetuity B is equal to that of perpetuity A. P\) of B— —— Y — - @
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7. You need to borrow $10,000. You have two choices: Bank A at 9.5% compounded
annually, or Bank B at 9.15% compounded semi-annually. Which would you choose
—N—t ————

and why? ©
A. Bank A because it has the higher quoted rate. {/ @ LQé’E'%Q = C{ A4

B. Bank A because the future value in one year is lower.

o.US &
C. Bank A because it has a higher effective annual rate. @ K%E&Q = ( l -t—%*:‘s)-',_\

D. Bank B because the future value in one year is higher.
E. Bank B because it has a lower effective annual rate. = 0.04 BWBC@}

= 9.35 .

8. An interest rate compounded twice a year yields an EAR of 5%. This rate is
equivalent to what APR compounded daily? Assume 365 days in a year.

A. 4.88% WS
B. 9.76% (H ﬁﬁ

365
D. 10.25%

C. 10.00%
E. None of the above is correct. > Q.PQ =0.° L.}g?

—\ = os%

9. A firm purchases Class 10 equipment for $1,000,000 (CCA Rate 20%) for a 10-year
project. What will be the CCA tax shield in year 4? The tax rate is 35%.

A.$40320 ¥ Besy Cch Gl TS

B. $46,080 \ ((oo0 o0 leo,e00  A99se0
C. $69,120 N
D. $115,200 o0 o0 Boo00  [pojoco
E. $200,000 3 M6, oo |4t000  SUf w0
4 sn oo LS 200 Hlgged R

= L(:o(gm

10. You have $1,000 that you would like to invest. You have two choices: Savings
account A which earns 9% compounded annually, or savings account B which earns
8.75% compounded semi-annually. Which would you choose and why?

A. B because it has the higher quoted rate.
B. B because the future value in one year is lower.
C. B because it has a higher effective annual rate.

. A because the future value in one year is lower.
because it has a higher effective annual rate.

BLUE 4



11.

12.

13.

iy WA s .
concordia Univ sty

John Molson

School of Business

Patrick is a JMSB student who is financing his education with a student loan. Suppose
Patrick owes $20,000 when he graduates. His loan has an interest rate of 6% with
equal monthly payments over 10 years. Which of the following is correct?

I. The monthly payment is approximately $222.04
II. The interest paid over the life of the loan is approximately $6,645 |

III. The EAR on this loan is 6.17% | = (|4 o)™
D 20,000 = PV >

A. Only I is correct 0.0
B. Only III is correct B
C. Only I and III are correct PMT = 4o > I % Cervecf

D. Only II and III are correct

E. All of I, I, and III are correct & Iwke«ex\ = bR\ Pwt - P“‘W\C:Wﬂ\

= VW2, 0dls x wo _ 2000,

=46 641 Vo S T s Coregt
(_., = o.kN ~bhiny ST & Covrest

Your job pays you at the end of the year and today, December 31, you just received
your salary of $50,000 and you plan to spend all of it. However, you want to start
saving for retirement beginning next year. You have decided that one year from today
you will begin depositing 5% of your annual salary in an account that will earn 11%
per year. Your salary will increase 4% per year throughout your career. How much
money will you have when you retire 40 years from today?

A. $34,399 ], = [OBse= (L.et) C0.05) }( l > A
"

B. $2,149,995 *T o -5

C. $2,235,994 =7

D. $2,325,434

E. None of the above is correct. = T oq X O AR * é}% ODO?UH]

< 25 306 =2 AN

Investment A makes annual payments of $737.43 for each of the next 10 years, while
investment B makes annual payments of $500 per year forever. At what interest rate
would you be indifferent between the two investments?

(Eip) 'S0
A. 13% \*“)" s
B. 12% 1) 4 [ 1 =
C.11% .
Bo% > e = Q’ﬂ.usﬁ\- S
=) D30 4y = A4S = =0.2= by

Navly
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14. You purchase a bond with an invoice price of $968. The bond has a coupon rate of 7.4%,
and there is two months to the next semiannual coupon date. What is the clean price of

A omes  Som fewed (Corepthns ) Cmﬁ}cw\ = %3N

B. $937.17

C. 894333 Shace & honghe are Possed fom tle lost &30\7”"9“'\7&,
D. $955.67

E $961.83 Tthe aCChneld Tckevest s %3 X%:ll—k%b@--- B SIS

FUB = Cone Prce = $260 D (e price = $43.3

15. Gregoire Leclercq wishes to save money to provide for his retirement. Beginning one
month from now, he will begin depositing a fixed amount into a retirement savings
account that will earn 12% compounded monthly. He will make 360 such deposits.
Then, one year after making his final deposit, he will withdraw $1 00,000 annually for
20 years. The fund will continue to earn 12% compounded monthly. How much
should the monthly deposits be for his retirement plan?

A.$199.58 G*Qgc‘w—e‘s wa\wog o %o wante @B\f‘rs) et be
Csaaal Swe With the QA b‘b\(v%)‘gm the 30h Yowr,
352233?5 EMR = & =\ B =+ \% = 6y

(> =

_ N\T . 360 (o o0 \
Wé’%{o\—-)@ - g'a‘ QQ{F : \5 —\ ﬂ@ P\/E‘-‘- —’wﬂ |- q§; 0'\%‘8@3?3
BT 1™ = $0(b 00 003 = AT =20 5

o-°|
16. Ali’s company is planning to borrow $500,000 on a 25-year, 7 percent, annual
payments, fully amortized term loan. What fraction of the payment made at the end of
the eleventh year will represent repayment of principal? \

A. 76.29% T o —~
B. 63.76% Fosl | we @labte PAT o 000 =05 L |-on2s
C. 36.25% _

D. 23.71% pIT =t 42905 26

E.

None of the above S{,\& Bﬁﬂﬂg %*\ﬁk\& ‘< P\J‘ b \ef”( ,, T_S,
Bty e« =1 C:E‘% blme R t=10) TS

= BT (-] = § Momnts

| %9
W 290 AMNE G Assas SV amugres) 44l
-’l‘(‘( ’)B%‘D— - U;b(;?o%-
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17. Choose the best alternative. Which one of the following statements regarding
amortized loans is false?

A. Amortized loans all have a balloon payment at the end of the loan term.
B. Amortized loan payments consist of interest only.
C. An amortized loan requires only one lump sum payment at the end of the loan term.

. B and C are false.
A, B, and C are false.

18. Desautels Enterprises borrowed $149,500 for two years from the bank. At the end of
the two years, they repaid the loan with one payment of $176,590. What was the
quoted interest rate on the loan? Assume the interest rate is quoted as an APR

compounded semiannually.
’ g b s — (4 so

A. 4.25% Eectu e l\fr Roste =

B, 8.36% 49| Soo
o ks Bt e Rode = = 4
E. None of the above el ovns| C%o.w\\\,& S = >

D
0.(f\ogol® = k‘& 9‘;)‘% -~ ©.0%% D 85

19. You plan to buy a new UHDTV. The dealer offers to sell the set to you on credit. You
will have 3 months in which to pay, but the dealer says you will be charged a 13
percent interest rate; that is, the nominal rate is 13 percent, semi-annual compounding.
As an alternative to buying on credit, you can borrow the funds from your bank. At
what nominal bank interest rate (APR compounded monthly) should you be
indifferent between the two types of credit? Use at least 6 decimal places in your
calculations for this question.

=0.\3 o3

S

$=1
ez

St te Poprast s Pently ) we peed o Thad CNR,

12.661%
| 3\ ‘
13.608% - ClRe (|4 L VE_ | 2 0. oleshitts (.o
C. 14.000% 2 \ .
D. 14.551% = = |ests . = .
E. 14.600% PAR= (S5 x L(’(’/j
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20. A General Co. bond has an 8% coupon and pays interest semi-annually. The face
value is $1,000 and the current market price is $1,010.50. The bond matures in 10
years. What is the yield to maturity?

7 Pramion Bod = C 7 D YTM

C. 8.49% @: IS

D. 9.13% > YT < g7

E. 9.79% =30

N
O Usine) Fleardunl Colodotorr (¢ =Pt =203
: Py= —l,0lo50
PNT= Lo
= |o=0
21. Which of the following are likely to reduce agency conflicts between stockholders
and managers?

A. Paying managers a large salary.
B. Increasing the threat of corporate takeover.
C. A manager receives a lower salary but receives additional shares of the
company’s stock.
D. All of the statements above are correct.
Statements b and ¢ are correct.

22. Suppose Seungho offered you the choice of two equally risky annuities, each paying
$10,000 per year for five years. One is an ordinary (or deferred) annuity, the other is
an annuity due. Which of the following statements is most correct? (Assume interest
rate is positive)

A. The present value of the ordinary annuity must exceed the present value of the
annuity due, but the future value of an ordinary annuity may be less than the future
value of the annuity due.

B. The present value of the annuity due exceeds the present value of the ordinary
annuity, while the future value of the annuity due is less than the future value of the
ordinary annuity.

'The present value of the annuity due exceeds the present value of the ordinary
annuity, and the future value of the annuity due also exceeds the future value of the
ordinary annuity.

D. If interest rates increase, the difference between the present value of the ordinary
annuity and the present value of the annuity due remains the same.
E. Statements a and d are correct.

PU o bty Dae = PVor Oy Bty 2 ()
FU st Bty Due = BV ot Ondivwny ity o (1)
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23. Which of the following investments will have thuture value at the end of 5
years? Assume that the effective annual rate for all investments is the same and
positive.

A. A pays $50 at the end of every 6-month period for the next 5 years (a total of 10
payments).
B. B pays $50 at the beginning of every 6-month period for the next 5 years (a total
of 10 payments).
@C pays $500 at the end of 5 years (a total of one payment).

- D pays $100 at the end of every year for the next 5 years (a total of 5 payments).
E. E pays $100 at the beginning of every year for the next 5 years (a total of 5
payments).

24. A $10,000 loan is to be amortized over 5 years, with annual end-of-year payments.
Given these facts, which of these statements is most correct?

A. The annual payments would be larger if the interest rate were higher.

B. If the loan were amortized over 10 years rather than 5 years, and if the interest rate
were the same in either case, the first payment would include less dollars of principal
under the 10-year amortization plan.

C. The proportion of interest versus principal repayment would be the same for each
of

¢ 5 payments.
The proportion of each payment that represents interest as opposed to repayment
of principal would be lower if the interest rate were higher.

E. Statements A and B are% CF(D o Y % (I = (_l_;;__
X - L -\
PR3 =N -Na@®-X_ T, D X= 25359

25. The present value (t = 0) of the following cash flow stream is $1,262.23 when

discounted at 12 percent annually. What is the value of the missing cash flows (x)?

Assume the pattern of payments will continue in perpetuity (Every third year there is
no payment).

=0 t=} =2 t=5 =4 =5 =6 =7 1=§

Asioq7 s B o ke cxpresel wth two Sthast O
. : C .~
B.§15147 CF@® o e X % XX X %X x X XX X

< C t | { { AN L ‘\)\00

C. $195.67 - © U2 Y 4 S (% A e o>y
D.$21526 CTg8) . X x * x

RTINS R e S N e

. T AT R W OO PR
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26. Which of the following is most correct?

A. The present value of a 5-year annuity due will exceed the present value of a S-year
ordinary annuity. (Assume that both annuities pay $100 per period and there is no
chance of default. Interest rate is positive)

B. If a loan has a nominal rate of 10 percent, then the effective rate can never be less
than 10 percent.

C. If there is annual compounding, then the effective, periodic, and nominal rates of
_uterest are all the same.

\® tatements a and c are correct.

EZAll of the statements above are correct.

27. Your company is planning to borrow $500,000 on a 5-year, 7 percent, annual
payment, fully amortized term loan. What fraction of the payment made at the end of
the fourth year will represent repayment of principal?

Cosage NS, TA=N WS —toese  pMT=pT Y=o

(B)) 87.34% = 0\ - (b 5u0q
C. 81.62% P S S =™ [AHS A5

D. 7629%  \,,  Bey BA PWT Dckoest  \Prec Repry | GL B

E. 71.29%
\

(13,960 6 2t 2 145 ¥ —| 220 g R
T2 O ;‘\l\ S5 < (5, am. o

(obsll mel) WS a).6.
12\,qtg 2 —_ BX0.
S B 00 0 aug ?""WE\’“::; Bane| o
28. Hu Company currently (t = 0) earns $4.00 per share, and has a payout of 50 percent. @Ry\.‘
Dividends are expected to grow at a constant rate of 7 percent per year. The required rete
rate of return is 15 percent. The price of this stock would be estimated at (round up to

the second decimal)
Di= t xos = %2

SR

A. $10.67 .
B. $11.52 A= N ;=S
C. $22.86 .

D. $24.69 3D, = 2xx o

@ $26.75

2X |09 XY

©.(5 ~o0.eN 0.03

O
5y

=

=Hlns
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29. A firm purchases Class 10 equipment for $1,000,000 (CCA Rate 20%) for a 10-
year project. What will be the CCA tax shield in year 4? The tax rate is 40%.

A 540960 o BenyUCC CCA End UCC T
B. $46,080 o0 0o 150,00

C $69120 | ( 000e00 ( (

D. $115,200 by Qoo( oGO 1Yo, oo0 n 2o ee>

E. $200,000

Mo soo 4 00> S oo

%

3
( ]
({ SN6G (° s (),ab L&EO(‘LOD @

= \5pexO¢

30. You are going to pay $800 into an account at the|beginning of each year for the next

20 years. The account will then be left to compound for an additional 20 years. At the
end of the 41st year you will begin receiving a perpetuity from the account. If the
account pays 14%, how much each year will yo&gcelve from the perpetuity (round

to nearest $1,000)? ®° g goo g ko o BT PuT,
Lyl b IR 2

A. $180,000 e B T e S o o e e o s et > S

B. $170,000 © L xy 7T @ ™ e 3 1 ke A4

C. $160,000 T UM

D. $150,000 o 2PN AV

E. None of the above

-\800 K\\‘*"\ \\L* 8)) o\L\—

RV

D lomprd 22 hore Nows o> PAe = 7, ol r\}U(LX(\ Y2 |, e ARG

DThs vhe & some o WQ‘, o te PQ'W"‘_\?/ 2 1Ut°\°\$;\ 156=
= |
31. Stock X and Stock Y sell for the same price in today’s market. Stock X has a r(equlre%:lol ¢
return of 12 percent. Stock Y has a required return of 10 percent. Stock X’s dividend
is expected to grow at a constant rate of 5 percent a year, while Stock Y’s dividend is
expected to grow at a constant rate of 4 percent. Assume that the market is in
equilibrium and expected returns equal required returns. Which of the following
statements is most correct?

A. Stock X has a higher dividend yield than Stock Y ©

B. Stock Y has a higher dividend yield than Stock X.

C. One year from now, Stock X’s price is expected to be higher than Stock Y’s price. O
@ Statements a and c are correct.

Statements b and c¢ are correct.
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32. You purchased BetaX common shares for $50 per share one year ago. You have just
received $2 dividend per share on these stocks. If your total return during the period is
12%, then what is the price of BetaX stocks today? e,

A. $48.00 Purdesel  $6O Toed Retomn = Y.

B. $50.00 5 4% v on =% 6
C. $52.00 Retom — Odided Yidd * $2 * o
$54.00 .

E. $56.00 C“?‘d"‘\ G+ 2 (G= sk
T Rt = DY + (& Thas, e Stacks velve g
6= t2+ (5 bso té4 =54

33. Concordia, Inc. is a very cyclical type of business, which is reflected in its dividend
policy. The firm pays a $2.50 a share dividend every other year. The most recent
dividend was just paid today. Five years from now, the company is repurchasing all
of the outstanding shares at a price of $50 a share. At an 8% rate of return, what is

this stock worth today? (round up to the second decimal) {Sb -

Vo 6( 98 $ AN j‘)—gb \1/
A. $34.03 Wy 2 , \‘1/ ‘
B. $3721 & L L L + , ~ X
C. $38.01 /2
D. $43.78 ( > > >
E. $48.09 25° 2.5° 50 oo

P° ((-<By AR (S8

=2 un (IS + Yo =3 D),

34. Study the time line and accompanying 5-period cash-flow pattern below.
0 1 2 3 4 5 6  Time line
| l | | | | |
$10 $10 $10 $10 $10 Cash flows
A A
A B

The present value of the cashflows at Point A is the present value of a 5-period
, whereas the future value at Point B is the future value of a 5-period

A. ordinary annuity starting at 0; annuity due starting at 0.
. annuity due starting at 0; ordinary annuity starting at 0.
@ ordinary annuity starting at 0; annuity due starting at 1.
. annuity due starting at 1; annuity due starting at 1.
E. None of the above.

BLUE 12



John Molson

School of Business

35. What is the value on 29/02/2012 of the following cash flows (Assume 10% EAR

discount rate)? Note: Assume there were 365 days in 2012. @ @
oo
A\

Date Cash received Amount of Cash ( | ‘ ‘ 4
31/12/2012 $100 T P P S A
31/12/2013 $100 P ey ey e B
31/12/2014 $100
31/12/2015 $100 _
31/12/2017 $100 P\J *BIY = P\[GQ theCF ot W 1otz
{
A. $385.07 , (~ e
. $382.16 [V ot@® = o [ ib_)_l =3\ aAves 4 b
@%79.33 O- (0

- $321.86 AR = ~
E. None of the above. %)U ~Q® o ¥ gﬁ%g— T % (44N .39

PVt sorn = 3313300 6 (
= (ID\/ 2930 dal> PJ s Q—P 0.%)3""“ = gt)q\,%%d\"gl

36. All other things being equal, which of following bonds has the highest interest rate
risk?

5% coupon rate and matures in 2017 &;\,\VOV\ Me, \\J
W

B. 8% coupon rate and matures in 2017
C. 10% coupon rate and matures in 2017
D. 15% coupon rate and matures in 2017

E. We do not know with given information IV\M Pﬁ\rﬁe, R((gl@- /T

Vo

37. Given no change in required returns, the price of a stock whose dividend is constant /'
will (Assume the required rate of return for the stock is k% EAR): (

A. Decrease over time at a rate of k%. F & ‘P S:&OA<:, T:

B. Increase over time at a rate of k%.
C. Decrease over time at a rate equal to the dividend growth rate.
D. Increase over time at a rate equal to the dividend growth rate.

Remain unchanged. Uo CL\’“a—e,
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38. Westerfield Inc. Issues bonds with a 10-year maturity. The bond makes 10%
annual coupon payment until the end of year 10. However, due to cash
constraints, the firm makes no coupon payments on the bond for 3 years. Then
the coupon payments will be resumed for the next 7 years. Finally, at maturity,
the principal plus the coupons that were not paid during the first 3 years will be
paid. (No interest will be paid on the deferred interest.) If the market rate is 8%,

what should be the bond’s price in the market? L3e°
(o© (e° (o> (oo ie:o lT° (oo
A. $961.06 i ¥ ¢ J Vs

B (] 1

1
% ¢

¢
1 1
B. $987.76 ' A,
©s$101545 © 1 T 2 € vy &y A e
’ R VU U

D. $1,184.42 .
E. $1,279.17 Rt Coargons = oz % (- (\JconQ)“)X@;l;)‘""?)b = &3 2934

PU o® Foak oloe & Vo (ompees = @ﬁéy‘r—— = oY% (SIS

o Usly el Clodsior, D=0 1 IA=5; Phleo s REBIRRT )
DR — (Y _OUSD ) dlawst Iyrs 2 17.3—& 1,055 = lo(S,uS

39. Common shares include which of the following characteristics:

I. The right to vote for the board of directors
I1. Right to receive income before any creditors
III. Company has no legal obligation to pay dividend

A. Tonly
B. Tand II

. Il'and 111
[ and 111
. 1T only

40. White Kat Inc. is expecting a period of intense growth, so it has decided to retain
more of its earnings to help finance that growth. As a result, it is going to reduce its
annual dividend by 10% a year for the next three years. After that it will maintain a
constant dividend of $0.70 a share. The company just paid a dividend of $1.80 per
share. What is the market value of this stock if the required rate of return is 13%?

DT T o ot

A. $8.87 RS [EEIS S M
B. $7.48 Y I A% ~
c s722 =0 >
D. $6.79 °o &eRqA
E. None of the above/tiorrect. '| Wb: o ~§ 5 l&()
[ L\-&(—o.w) } P\L = “D =3 ‘\5\‘80‘8‘365 @
01‘5’{.“0 \°> \ \ 1" 0‘\3 \ *\’))
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