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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 15Yo per year compounded daily (assume there are
365 days per year). Choose the closest alternative.

A. $95,697,690
B. $105,048,920

@ $tos,z 47 ,697
D. $106,036,990
E. $106,995,260
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A. 5613.47
B. $703.s4
c. $1,090.17
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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 sadl). You are planning
to secure your retirement funds by making equal annual deposits into your savings
account at the end ofeach ofthe next 30 years. Ifyour account earns a l2o/o 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.
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3. Which of the following is the best example of a conflict of interest between
management and shareho lders?

Management borrows heavily to fund risky projects.
fights against a takeover bid despite the market consensus that it is

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 tate of 7o/o 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?

A. $5,315.91
B. $8,960.00
c. $9"175.57

@ sq,zrz.oo
E. $9,239.5t
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5. what is the present value of an investment that pays $200 every two years
indefinitely, if the first payment starts ayear from now? The effective monthly rate is
I nercenf ,r.,rt{.a.tot

A. $556.17
B. $74t.47

@ ss:s.sr
D. $l ,192.96
E. $1,573.96

PV"=- R[, K [\."\;'"
affi enn,c.l h{.*€-

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:

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

@Pe;petuity B is greater than that of perpetuity A by the present value of $p for

35:;;?: ,y ? : sreater rhan that oi.perpetuity A by $p. zu "t &= *^ d} ..- O
D. Perpetuity A is greater than that of perpetuity B by $p.
E. Perpetuity n i, Jqualto that of perpetuity A.- P{ "t g= * x 1;[i - -- @
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e],Youneedtoborrow$l0,000.Youhavetwochoices:Ban@
,rtglUt orEEnk B at 9. 15% compounqgd sqmi-ann e

and why? A
A. Bank A because it has the higher quoted rate. / E l"">gAU = 1 .S/.
B. Bank A because the future value in one year is lower. fr ^
c. Bank A because it has a higher effective annual rate. 'G 

L()gAg = ( t trylf-l
D. Bank B because the future value in one year is higher.
E. Bank B because it has a lower effective annual rate. - 0 - Oq )S{}C(i

= 1.55/.
8. An interest rate compounded twice a year yields an EAR of 5Yo. This rate is

equivalent to what APR compounded daily? Assume 365 days in a year.

A.4.88% , ,_ AR i(t \8.s.76% [tt*) -\:o-osc. 10.00% \ ?65 -/
D.10.25%
E. None of the above is correct. ) $?R - O. o LtEtr

9. A firm purchases class l0 equipment for $1,000,000 (ccA Rate 20%) for a 1O-year
project. what will be the ccA tax shield in year 4? The tax rate is 35%o.

A. $40,320 {. h cc/+ GJ Ts
B. S46,080 I (,o"c, ooq, tsrooo qoc/6oo
c. $69,120
D. $115,200 L {oo,ooo tf,o, ooo Qro,ooo
E' $200'000 1 r2)orooo Iut{,ooo s'l6..oro

t 5n( ro.r., lt$,:,so (b,f"t tl*fril-

10. You have $1,000 that you would like to invest. You have two choices: Savings
account A which earns 9oh 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.
(94 because it has a higher effective annual rate.
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11. 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 60/o 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 I

IIl. The EAR on this loan is 6.17oh

A. Only I is correct
B. Only III is correct
C. Only I and III are correct
D. Only II and III are correctu. vtttJ tl qllu lll qlL LttltLLt

E. All of I,II, and IIi are correct tU Inb.x\ = -Ft^t S,tf Pr'*aOr\

$5, g+* .q,toy + tr b GrFe$[,

e ESg - ( tti*lt:, > o. 06\\ - 6.\\r -) S r correst.
12. 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 4Yo per year throughout your career. How much
money will you have when you retire 40 years from today?

A. $34,399
B. g2,l4g,gg5
c. $2,235,994
D. $2,325,434
E. None of the above is correct.

4.13%
8.12%
c.lt%
D.10%
8..9%

q)!.,t5[t-Gh1
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13. 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?
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14. You purchase a bond with an invoice price of $968. The bond has a coupon rate of Z.4o/o,
and there is two months to the next semiannual coupon date. ryVhat is the clean price of
the bond?

f:liltil 9,i $h",,-"\ C(-,q,-dxr) G.lp* $+l

3. $3i?:?? 
'5h"._ 4 y\-:^^r\s a.,€ ?"q5€A t ^ +L \t^+t g*7^-".t,

;. t;i:;; +. qc*rne\ irn\q*rt is S ll K + - )4.(66.. 
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U"Y CtrAdo-) P.\.= = QeutCot\) H.= t Aqh*A 5't *at

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 retiremen-t savings
account that will eam l2Yo compounded monthly. He will make 360 such deposits.
Then, one year after making his final deposit, he will withdraw $100,000 annually for
20 years. The fund will continue to earn l2Yo compor.rnded monthly. How much
should the monthly deposits be for his retirement plan?

Gy-'-r Snt t* *o rv*s"1i,ttrf*) h^^s( U.
S,.,*- \,i'cth +..- o.h\^\Y [-T*)+*^ rL]o+, 1.e^r.
Errg= % = \/" ( QR : t\ r t)')r - 1r"$$\"o37

/ ts,9b.$P

A. $199.s8
B. $204.89
c. s214.21
D. $234.89
E. $249.38

N lt*. "' J'llO Pv* : ffi I r -ffi"rW$*(*xo :

S ll-q'L\\ =- $tltbrtoo.ol\) + F$r:r;t.!
16. Ali's company is planning to borrow $500,000 on a25-year,'l 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% 

yvrrr rvpr'sErr r'payrrtr,r ut p,nclpal, 
pM., c. _\

B. 63.76% Fi's1 , b 
^!io,t6- Ppff .e $oo.,oso =ffil\ - l6t;l

C.36.25o/o ,hrr* J
D. 23.71% Pttl = t 4),tos >t
E. None of the above Si,n= Brt^? B^\ro"- , hl ,t l'et

[}+u u\*. q t=r\eou H*=_ & r=Lo)
: # rtr-dn-f = t )to, rroll t5-.'))"J = [,ew.aa
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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.

A.4.2s% Em.dr,.*- \. R".\. - 
tq b .,qo - tt{ 

'ses
Ag.3-6019 

v\\td-\uv{'- -tt r\l-Ye - t{q I b*
(98'so% k= stkr. )y. R*te_ + t- tD.8.68%

E. None of the above :u^\ c,.rs.""{ Gn*"lU + \^.= >_

\J-) =) 8-SZ

:0-\) tldt{3

r t=tr
L rn=l

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 l3 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.

Sk $-- ptT^*^t ts h,.q^t\ r E t^eet ts q^[ e$R

D.14.551%
8.14.600%
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20. A General Co. bond has anSo/o coupon and pays interest semi-annually. The face
value is $1,000 and the current market price is S1,010.50. The bond matures in l0
years. What is the yield to maturity?

@z.ssu,
B. 8.00%
c. 8.49%
D. 9.t3%
E. 9.79% fr] -)-o

o\r- \ldt) Ft^*.U\ QoJ^t u.

pren^l** B"ny -) C'/ > YTq.

"> TfU.,t 17/

21. Which of the following are likely to reduce agency conflicts between
and managers?

A. Paying managers a large salary.
B. Increasing the threat of corporate takeover.

FV - to-o
stockholders

C. A manager receives a lower salary but receives additional shares of the
company's stock.
D. All of the statements above are correct.

@Stut.r.nts b and c are correct.

22. Suppose Seungho offered you the choice of two equally risky annuities, each paying
S10,000 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 annuitv.

@fn. 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.

(G'rte

* =cPt = l.1rB
Pv = -[,0\o.53
Pb\r- tto
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23. Which of the following investments will have,hffirture value at the end of 5
years? Assume that the effective annual rate for ailffistments 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 l0
payments).
B. B pays $50 at the beginning of every 6-month period for the next 5 years (a total
of 10 payments).

@q pays $500 at the end of 5 years (a total of one payment).
\f O pays $ I 00 at the end of every year for the n.*i 5'y.u.s (a total of 5 payments).
E. E pays $ 1 00 at the beginning of every year for the next 5 years (a totai of s
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 l0-year amortization plan.
C' The proportion of interest versus principal repayment would be the same for each
of

-Itr 5 payments.

Q)fn. proporlion of each payment that represents interest as opposed to repayment
of principal would be lower if the interest rate were hisher.
E. Statements A and B are correct. N+ Go*, ,PV,tqg^
$\,)&)3= RJ *o-Rl "C=-A-#, I z= r\slq.

25. The present value (t = 0) of the following cash flow rt.Lu.n 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).

l=ii i=,\ :=- r-.i i=-1 i-5 i_r.i r._j- l_$

- -- ) a)
ll'-!llail.j-i f, .r. .1 .,1 .1 )

A. 539.47 
-rhts (F co^ U "xp-d uidr rtuo Jit+--t Gs

! 11:112 (Fo 
" t ;;C.S195.67 o \ I ) .t S 6 \ t 1 ro r\ r)_ (l

D. $21s.26 CF6\ :r- r.- 7_ )L
E' fti'ri -'B'J:) ^ "o6 ( I 5 k S G \ ? 1 (s {r,rrr__.
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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 5-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 I 0 percent.
C. If there is annual compounding, then the effective, periodic, and nominal rates of

Aerest are all the same.

[D.[Statements a and c are correct.
Elnlt 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?

N=\,, rlt=\,pV--
Rl-\ = tL\ r"tlt\ .)s

93.46o/n

87.34%
81.62%
76.29%
71.29% hL\ aL B-\h"iP.o"

the second decimal)

A. $10.67
B. $11.52
c. $22.86
D. $24.6e

>I \':!.
o-(5 -o.or)

Dl \1l

v--? r

= >:11

o.'ct

(.

-to,o.so rH(T=epT ,F*
- (06,r(t.eq

-\ -_r_1 t1-11(4s.1r-

r\) &61.6r

5n)n
lu,-1ss\ l"llm;;

lbl.6rxo-ort t r],19t. u
28. Hu Company currently (t : 0) earns $4.00 per share, and has"a'/,Iv; of 50 percent. C=FL^-Dividends are expected to grow at a constant rate of 7 percent p". y"ar. The iequired

rate of return is 15 percent. The price of this stock would be esiimated at (round up to

Do= $Lt xo.S = $:_

1= \r. / h= tSZ
q, D, = r_X \. o\

@$zo.zs

= (5r(11, to6,stl
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29. Afirm purchases Class 10 equipment for $l-,000,000 ICCA Rate 200lo) for a 10-
year project. What will be the CCA tax shield in year 4? The tax rate is 4Oo/o.

Eu.,& Ucc TSA. $40,960
B. $46,080
c. $69,120
D. $1t5,200
E. $200,000

BSUCC

L , @o1ooc

toor o\r>

Ol:Pt or)o

5Qt,o's

CCA

IoD ,ooi>

1f,o , ooc

Itt\,o.o

[ \ 5 ,r-.,o

foo, oo c

\ )or'"s
slt ,ur.,

-[n

\
I
3

,t 6@
'= t\5,rtcx o-f

ct GolXou

30.Youaregoingtopay$800intoanaccountu..@forthenext
20years.TheaccountwillthenbelefttocompouffiyearS.Atthe
end of the 41st year you will begin receiving a perpetuity from the account. If the

=)G-n-.-f )s \hshr- Y-^s(. + FVA,p -- f),"t(";i,*rx(.t,1).3 \,t\o,trr.SL

)T,'t u"\.q & *,,h< qe B/o d t\. Ff.t\ 9 [,tt1oiqt].15(:S

tl;"LT'\)rr n,=lgg:31. Stock X and Stock Y sell for the same price in today's market. Stock X has a r
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 ayear, 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 o
B. Stock Y has a higher dividend yield than Stock X.

,fr On. year from now, Stock X's price is expected to be higher than Stock Y's price. e
(p Statements a and c are correct.
E. Statements b and c are correct.

A. $180,009 rc
B. $170,000 o t L 5 (8 t1 )F \ }} ?"t to tt 4r-

account pays t4Yo, how much each year will yoq:qceive from the perpetuity (round
tonearest$1,ooo)?rr i:r 5 (P=Hh 

T J$T,

c. $160,000 f
D. $rso,ooo FVS.=tt\-I [q*l)*L\r.)

"r}".f.-1 
t{= B},.\\.\
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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%6,then what is the price of BetaX stocks today?

A. $48.00
B. $s0.00
c. ss2.00

@ ss+.oo
E. $s6.00

D. $43.78
E. $48.09

A. s34.03 
a"$dr

B. S37.21 Lor"'
c. $38.01

$s" ) T=+A Ket^^ - Io/'

r.rA., ^.. I+tso>< ob.=-$6
Ret^"^ r Ut-lJ.nA Y,at t t)\ C"g,*^t Gi," . ?. 

Cq =_ Stt
T"t'\ R=$,,-' = DY t Cq \ t*, rk- ft"chg \o,\r"s \

*6= tlt G --J $s"t$rt={s+
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? (tound up to the second decimal)

:

5 r-s- d5o."-
J,,

$ r-t'
,y

tt-=6Z

n a.So ).Sb \o -.sc>

Yo=1-1,ttGpU* i-*p

6
B

6
A

-- ). t\3)$ * [_-?\85\L+ t ]t(.orar = ]g .s\.
34. Study the time line and accompanying 5-period cash-flow pattern below.

0 1 2 3 4 5 6 Timeline
l-------t-----t------t------t------t-------t

$10 $10 $10 $10 $i0 Cash flows

The present value of the cashflows at Point A is the present value of a S-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.

,R annuity due starting at 0; ordinary annuity starting at 0.

\$ ordinary annuity starting at 0; annuity due starting at l.
Y annuity due starting at l; annuity due starting at 1.

E. None of the above.

BLUE 1.2
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35. What is the value on2910212012 of the following cash flows (Assume l0% EAR
discount rate)? Note: Assume there were 365 davs in20lZ.ffiDate Cash received Amount of Cash

3l/12t2012 $100
3yt2t20t3 $ 100
3U12t2014 $100
3l/12/201s $ 100
3I/12t20t7 $ 100

Ittrr.,

}i1l 2dD )r{t )ac ).tb 2dnoAt o/rr rpfrr gqt ,tr lAt

] :-3!.t sx(SftL

hJ "t@t$ = PV"r +f,cpa.t[21 />'rr

A. $385.07
B. S382. r 6

@s:zr.::
D. $321.86
E. None of the above.

)r /
{ v t/t/:rr>

BJ *O = roo t:&
BU "tG) = r.rr^ \. - l'to ;)s x lio=- ;

)q) q )ttrq e

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

W 5% coupon rate and matures in2Ol7
B. 8% coupon rate and matures in2017
C. l0% coupon rate and matures in 2017
D. l5% coupon rate and matures in 2017
E. We do not know with given information

l/E\,. 
(

-) pUo7,r)or, = PUyn,*x(l+q3' -3\1.33cn1-)

&,,p", R..t= 'U

I"t-"t R*t"- RirU 1

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 arate of kYo.
B. Increase over time at a rate of ko%.

c. Decrease over time at a rate equal to the dividend growth rate.

,-P L,.r.ase over time at a rate equal to the dividend growth rate.

\p R.ruin unchanged.
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38, Westerfield Inc. Issues bonds with a 1O-year maturity" The bond makes 10%o

annual coupon payment until the end of year 1-0. 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 next7 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 B0l0,

what should be the bond's price in the market? L?e
(oo (oo tao tos loo t:o tt

A.$e61.06 ,._,, - *t t t \-I* t Y
B. $987.76 :
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D. $ 1,184.
E. $t,z?e.11Rl*c-6*s , ffi * (t- *rl: eu&-r = +t).20\tt()')-

N -e F.ae"\IA,-&W GT" - ffi#z - 6or.(sl\)e9
us| tt^L\ CJo,hgrr N=r) , IIY=E , RtT=t*;N= tlco; RIdPT + \

4 Rf =_- 1,:1<1 .tQas> 9 *I Jr,T 
, 

. iE:* = ',1s:6 i {,o(g , Lt$
39. Common shares include which of the following characteristics:

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

I only
I and II
II and III
I,and III
III 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 l0% ayear 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

A.
B.

6
E.

share. What is the market value of this stock if the required rate of return is l3%?

^ 60-_ D.--\T .t,:tof,se+S ft
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D. $6.7e ,* t
E. None of the above if correct. t
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