Quiz 2; Finance 4360; Fall 2007; 9:00 Class; Version 1
Name __________________________________


Instructions:

1)  Make sure the person who is sitting next to you has a different version of the quiz than you do.

2)  Do not separate this page from the following pages.

3) Write your name on this answer sheet and on the quiz.

4) Write the best answer (a, b, c, d, e, or f) to each question in the space provided below.  This first page is what I will grade.

5) Note:  List all correct answers for problem #5.

Answers:

1. _____

2. _____

3. _____

4. _____

5. _____

Use the following information to answer questions 1 and 2 below.

Suppose that the interest rate is 1% per quarter and that you plan make ten equal quarterly withdrawals of $5000 each from your account.  The first withdrawal will occur eight months from today.  You plan to calculate the present value of these withdrawals by 1) calculating the present value of an annuity, then 2) calculating the present value of a lump sum.  

1.  What would you use for N in the first step?

a. 10

b. 10/4

c. 5000/1.01

d. .01

e. 5000

f. 10/1.01

2.  If you use the same interest rate in both steps, what will you use for n in the second step?

a. 8/3

b. 8

c. 5/3

d. 5

e. 7/3

f. 7

3.  Which of the following will cause the nominal interest rate on a long-term bond to rise?

a. the yield curve is upward sloping

b. the yield curve is downward sloping

c. the risk of the bond rises

d. the real rate of interest demanded by investors falls

e. the rate of inflation falls

f. Congress cuts tax rates on interest income

4. Assume that the opportunity cost of capital for projects 1) through 4) is 10%.  For which of the following project or projects will the Internal Rate of Return rule give same indication as the NPV rule about which projects should be undertaken?

1) 
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2) 
3) 
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4) 
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a. only 1)

b. only 2)

c. 1) and 2)
d. 1), 2), 3), and 4)

e. 1), 2), and 4)
f. none of the above

 5.  You have just deposited $100,000 into a savings account that pays an interest rate of 5.5% per year compounded monthly.  One month from today, you plan to make the first of several semiannually withdrawals from this account.  You plan to make your final withdrawal four years and seven months from today and you plan for each withdrawal to be 1% larger than the previous one.  Which of the following sequence of steps will allow you to solve for your first withdrawal?  (Note: on your answer sheet write down the letter for all of the sequences of steps that can be used to solve for your first withdrawal).

a. present value of a lump sum, future value of a growing annuity where solve for payment

b. present value of a lump sum, present value of a growing annuity where solve for payment

c. present value of a growing annuity where solve for payment

d. future value of a growing annuity where solve for payment

e. future value of a lump sum, future value of a growing annuity where solve for payment

f. future value of a lump sum, present value of a growing annuity where solve for payment
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