Quiz II; F5360; Spring, 1998				Name ______________________________





1.  Assume you have just won the Texas Lottery (someone gave you the ticket as a gag gift) and will be paid $250,000 per year for 20 years beginning 3 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 the value of the lottery payments today.











2.  Suppose you would like to have $20,000 in your savings account 4 years from today.  In order to accomplish this goal, you plan to make the first of 20 monthly deposits into a savings account two months from today.  Note that you plan for your deposits to grow by 0.7% each.  List the sequence of calculations that would allow you to determine what your first deposit must be.








Use the following information to answer questions 3 through 6.





You are planning to make the first of 30 monthly deposits of $400 each beginning five months from today into an account that earns 6.2% per year compounded continuously.   In order to determine how much will be in your account 4 years from today you plan to 1) calculate the future value of the annuity and then 2) take the future value of this amount as a single sum out to year 4.





3.  What interest rate would you use in step 1? (I want a specific number).








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








5.  What would you enter for the payment in step 1?








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








Use the following information to answer questions 7 through 10.





Your firm is considering investing in a project that will provide $5000 four months from today.  Thereafter  cash inflows will occur monthly and will increase by 0.8% per month through 4 years from today.  The required return on the project is 9.8% per year compounded monthly.  You plan to calculate the value of these cash flows today by 1) taking the present value of the growing annuity then by 2) taking the present value of this single sum back to today.





7.  What interest rate would you use in step 1?  (I want a specific number).








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








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








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








