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Name ______________________________

Use the following information to answer questions 1 through 5

Five years and two months ago, you made the first of several semiannual deposits of $250 each into an account that pays 3.5% per year compounded continuously.  After your first deposit, you continued to make semiannual deposits of $250 each, but you have made no deposits within the past year (but you have continued to earn interest on the account).  You plan to continue to simply let the account accrue interest through two years from today.  You plan to figure out how much is in your account two years from today by calculating:  1) the future value of an annuity, then 2) the future value of a lump sum.

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

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

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

4 and 5.  What would you use for “r” and “t” in step 2?

6 and 7.  You plan to withdraw $100 from a savings account two years and one month from today. Your account earns 5.8% per year compounded quarterly.  In order to figure out how much you need to deposit today to achieve your goal, you plan to calculate the present value of a lump sum.  What would you use for "r" and "t" in this calculation?

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.  You are planning to purchase a stock which currently pays no dividends.  However, the firm is expected to make its first quarterly dividend payment 3 years and 7 months from today.  Once the dividends begin, they  are expected to increase by 1% each quarter forever.  What is the most you should pay for this stock?

9.  You are planning to open a saving account that will allow you to make thirty equal semi-annual withdrawals beginning 4 months from today.  How much would you have to deposit today to achieve your goal?
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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?







