Key to Quiz II; F4360; 2:00 Class; Spring, 1998





1.  Suppose you are planning to make a deposit today that will allow you to make a series of monthly withdrawals of $250 each beginning eight months from today.  List the sequence of calculations (e.g. present value of a single cash flow then future value of an annuity) that would allow you to determine how much you must deposit today.  Answer:  1)  present value of annuity then 2) present value of lump sum.





2.  Suppose you are considering purchasing some preferred stock that is expected to pay a constant quarterly dividend forever with the next dividend coming 4 months from today.  List the sequence of calculations that would allow you to determine the most you would be willing to pay for this stock.  Answer:  1)  present value of perpertuity then 2) present value of lump sum





Use the following information to answer questions 3 through 6.





You are planning to make the first of 12 monthly deposits beginning two months from today into an account that earns 4.5% per year compounded monthly.  Your first deposit will be $100 and future deposits will increase by 0.2% per month. In order to determine how much will be in your account 2 years from today you plan to 1) calculate the future value of the growing annuity and then 2) take the future value of this amount as a single sum out to year 2.





3.  What interest rate would you use in step 1?  � EMBED Equation.2  ���


4.  What number would you enter for “n” in step 1? 12





5.  What would you enter for “g” in step 1? .002





6.  If you use the rate in 3 above, what will you enter for “n” in step 2? 11





Use the following information to answer questions 7 through 10.





Your firm is considering investing in a project that will provide $25,000 per year for 15 years beginning 4 months from today.  The required return on the project is 8% per year compounded continuously.  You plan to calculate the value of these cash flows today by 1) taking the present value of the annuity then by 2) taking the future value of this single sum to today.





7.  What interest rate would you use in step 1?� EMBED Equation.2  ���





8.  What number would you use for “n” in step 1? 15





9.  What would you enter as your payment in step 1? 25,000





10.  If you use the rate in 7 above, what would you use for “n” in step 2? 8/12





Statistics and Scale:





	Quiz	Total (add quizzes)


High	110.0	210.0


Mean	73.3	147.5


Median	80.0	150


A	90	180	


B	80	160


C	70	140


D	60	120


