Assignment 1
Fill-in Questions

1. ______________REAL___assets consist of physical assets such as factories, offices, plant, machinery, and equipment.

2. Stocks and bonds are pieces of paper that represent claims on real assets. They are called 

________________ assets.

3. A corporate ______________________ is a certificate which shows that money has been lent to a company.

4. A ___________________ (or _____________________) represents a claim to the ownership of a fraction of the company.

5. The purchase of an asset is a(n) ______________________ decision.

6. The firm’s _____________________ decisions are concerned with which real investment should be undertaken.

7. The firm’s _____________________ decisions are concerned with how cash should be raised.

8. The markets in which financial assets are traded are called ________________________ markets.

9. The current (discounted) value of a future cash flow is called its ____________________.

10. A(n) _________________ is the present value of a single dollar received at some future date.

11. Because management goals may conflict with shareholders goals, an_________________ problem is said to exist.

12. The primary goal of the corporation is maximization of_____________________________.

13. When financial markets are classified according to the maturity of financial instruments, the two types of markets are_________________________ and ___________________________.

14. The dealer market for equities is called the__________________________ market.

15. When a security is first offered to the public, it is said to be trading in the __________ market. Later, it trades in the __________________ market.

Problems

1.Want to be a millionaire? No problem! Suppose you are currently 21 years old, and can earn 10 percent on your money (about what the typical common stock has averaged over the last six decades - but more on that later). How much must you invest today in order to accumulate $1 million by the time you reach age 65?
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2.The Lexington Property Development Company has a $10,000  note receivable from a customer due in three years.  How much is the note worth today if the interest rate is 

a. 9%?

b. 12% compounded monthly?

3. What will a deposit of $4,500 left in the bank be worth under the following conditions:

a. Left for nine years at 7% interest?

b. Left for 10 years at 12% compounded monthly?

4.
What interest rates are implied by the following lending arrangements?

a. You borrow $500 and repay $555 in one year.

b. You lend $1,850 and are repaid $2,078.66 in two years.

c. You lend $750 and are repaid $1,114.46 in five years with quarterly compounding.

(Note: In c, be sure to give your answer as the annual nominal rate.)

5.How long does it take for the following to happen?

a. $856 grows into $1,122 at 7%.

b. $450 grows into $725.50 at 12% compounded monthly.

6. Sally Guthrie is looking for an investment vehicle that will double her money in five years.  

a. What interest rate, to the nearest whole percentage, does she have to receive? 

b. At that rate, how long will it take the money to triple?

7.The Wintergreens are planning ahead for their son's education.  He's eight now and will start college in 10 years.  How much will they have to set aside each year to have $65,000 when he starts if the interest rate is 7%? 

8.
What interest rate would you need to get to have an annuity of $7,500 per year accumulate to $279,600 in 15 years? 

9.
How many years will it take for $850 per year to amount to $20,000 if the interest rate is 8%?  Interpolate and give an answer to the nearest month.

10.
What would you pay for an annuity of $2,000 paid every six months for 12 years if you could invest your money elsewhere at 10% compounded semiannually?

11.
A $10,000 car loan has payments of $361.52 per month for three years.  What is the interest rate?  Assume monthly compounding and give the answer in terms of an annual rate.

12.
Joe Ferro's uncle is going to give him $250 a month for the next two years starting today.  If Joe banks every payment in an account paying 6% compounded monthly, how much will he have at the end of three years?

13.
What are the monthly mortgage payments on a 30-year loan for $150,000 at 12%?  Construct an amortization table for the first six months of the loan.

14.
Construct an amortization schedule for the last six months of the loan in Problem 12.  (Hint: What is the unpaid balance at the end of 29 ½ years?)

15.
How soon would the loan in Problem 14 pay off if the borrower made a single additional payment of $17,936.29 to reduce principal at the end of the fifth year?

16. Answer each of the following :

(a) The cost of a new automobile is $10,000. If the interest rate is 5%, how much would you have to set aside now to provide this sum in five years?

(b) You have to pay $12,000 a year in school fees at the end of each of the next six years. If the interest rate is 8%, how much do you need to set aside today to cover these bills?
`

(c) You have invested $60,476 at 8%. After paying the above school fees in (b ), how much would remain at the end of the six years?

17. As winner of a breakfast cereal competition, you can choose one of the following prizes:

(a) $100,000 now.

(b) $180,000 at the end of five years.

(c) $11,400 a year forever. 

(d) $19,000 for each of 10 years. 

(e) $6,500 next year and increasing thereafter by 5% a year forever.

If the interest rate is 12%, which is the most valuable prize?

18.(a) How much will an investment of $100 be worth at the end of 10 years if invested at 15% a year simple interest?

(b) How much will it be worth if invested at 15% a year compound interest?

(c) How long will it take your investment to double its value at 15% compound interest?

19. Assume that Lucky smith wants to retire in 20 years. He expects to live for 15 years after his retirement, and during retirement wants to draw $12,000 at the beginning of each year from his savings account. How much will he have to deposit in his account at the end of each year for the next 20 years, given the interest is expected to be 10% annually?
lottery?
