Key to Quiz I; F4360; 11:00 Class; Spring, 2000

Note:  Each question is worth 10 points.

Use the following information to answer questions 1 through 5.

Beginning ten months from today, you plan to make the first of a series of semi-annual withdraws of $175 each. You will make no more withdrawals beyond four years from today.  Your account earns 6.8% per year compounded monthly.  You plan to figure out how much you need to deposit five months from today to achieve your goal by calculating:  1)  the present value of an annuity, then 2) the future value of a lump sum.

1.  What would you use for “C1” in step 1?  175

2.  What would you use for “r” in step 1? 
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3.  What would you use for “n” in step 1?  7

4 and 5.  What would you use for “r” and “t” in step 2?  .00567 and 1 or .03449 and 1/6

Use the following information to answer questions 6 and 7.

You have just deposited $500 into an account and plan to make additional quarterly deposits through five years from today.  You want your deposits to increase by 1.2% each.  Your account earns 6.3% per year compounded continuously.  You would like to determine how much will be in your account five years from today by calculating the future value of an annuity.

6.  What should you use for “r”?  
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7.  What should you use for “g”? .012

List the sequence of calculations and state what you are solving for in order to solve questions 8 through 10 (for example:  present value of an annuity, then present value of a lump sum, then solve for payment using future value of an annuity).  Note:  no discussion or calculations are required...just a list of the sequence of calculations you would make.

8.  Your goal is to achieve a savings account balance which will allow you to make the first of 240 monthly withdrawals two and a half years from today.  You would like for each withdrawal to be 1% larger than the previous withdrawal.  How much would you have to deposit today to achieve your goal?

Present value of growing annuity, present value of lump

9.  Two months ago, you made the first of 20 planned equal monthly deposits.  After you make your final deposit, you plan to let your account simply accumulate interest.  How much will be in you account 4 years from today?

Future value of annuity, future value of lump

10.  You have just deposited a large amount of money into a savings account.  You plan to begin making monthly withdrawals from this account beginning two years from today and continuing through 5 years from today.  You would like for your withdrawals to shrink by 1% each month.  How much will your withdrawal be 3 years from today?

Future value of lump sum, present value of growing annuity (solve for payment), future value of lump sum
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