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Question 1 (3 Marks) 
 
Circle the correct answer for each of the following questions. 
 
A. Conflicts that arise between the interests of managers and stockholders are referred to as: 
 

(a) control problems. 
(b) agency problems. 
(c) management conflicts. 
(d) stockholder conflicts. 
(e) proxy fights. 

 
B. A proprietorship is a: 
 

(a) business formed by two or more individuals. 
(b) separate legal body formed by an individual who has limited personal liability. 
(c) business owned by an individual who has unlimited personal liability. 
(d) business managed by a single general partner. 
(e) limited liability form of business ownership. 

 
C. The primary goal of financial management is to maximize the: 
 

(a) growth rate of a firm. 
(b) compensation of the corporate officers. 
(c) current value of each share of outstanding stock. 
(d) number of shares of common stock outstanding. 
(e) book value of the firm. 

 
 
 
 
 
 
 
 
 
 
 



 

 

Answer the following questions in the space provided. Show all your work. No credit will be given 
for answers obtained using a financial calculator without the supporting formula and steps 
leading to the final answer. 
 
Question 2 (4 Marks) 
 
An investment promises to make annual payments for 20 years. The first payment will be made one year 
from today in the amount of $1,000. Payments are then expected to increase by 2% per year. If you want 
to earn an EAR of 8%, what is the maximum you would be willing to pay for the investment? 
 

𝑃𝑉=
1,000

.08−.02
[1−(

1+.02

1+.08
)
20

]=$11,353.21 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Question 3 (4 Marks) 
 
Bank A pays 7.25% interest compounded semi-annually. Bank B pays 7.10% interest compounded 
quarterly. If you were looking to open a new savings account, which bank would you prefer? 
 

𝐸𝐴𝑅𝐴=(1+
.0725

2
)
2

−1=7.38% (𝐹𝑎𝑣𝑜𝑢𝑟𝑎𝑏𝑙𝑒) 

 

𝐸𝐴𝑅𝐵=(1+
.072

4
)
4

−1=7.29% 

 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 

Question 4 (5 Marks) 
 
Today, you borrow $50,000 at an interest rate of 6% compounded monthly. You want to make quarterly 
payments to repay the loan in five years. What amount will your quarterly payments be? 
 

𝐸𝑄𝑅=(1+
.06

12
)

12
4⁄

−1=1.51% 

 

50,000=𝐶[
1−

1
(1+.0151)5(4)

.0151
] 

𝐶=$2,914.44 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Question 5 (4 Marks) 
 
If the appropriate discount rate is 3%, what is the present value of a perpetual stream of cash flows in the 
amount of $5,000 that begin five years from now? 
 

𝑃𝑉4=
5,000

.03
=$166,666.67 

 

𝑃𝑉=
166,666.67

(1+.03)4
=$148,081.17 
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Question 1 (3 Marks) 
 
Circle the correct answer for each of the following questions. 
 
A. A business that is a distinct legal entity is a: 
 

(a) proprietorship. 
(b) partnership with only two partners. 
(c) limited partnership. 
(d) general partnership. 
(e) corporation. 

 
B. Agency costs are: 
 

(a) the total dividends paid to shareholders over the lifetime of the firm. 
(b) the costs that result from default and bankruptcy of the firm. 
(c) corporate income subject to double taxation. 
(d) the costs of the conflict of interest between stockholders and management. 
(e) the total interest paid to creditors over the lifetime of the firm. 

 
C. The primary goal of financial management is defined as the: 
 

(a) maximization of the current value per share of the outstanding stock. 
(b) maximization of the current profits per share of the firm. 
(c) minimization of the risks associated with company ownership. 
(d) maintenance of a steady stream of dividends to the existing shareholders. 
(e) minimization of the outstanding debt owed by the firm to third parties. 

 
 
 
 
 
 
 
 
 



 

 

Answer the following questions in the space provided. Show all your work. No credit will be given 
for answers obtained using a financial calculator without the supporting formula and steps 
leading to the final answer. 
 
Question 2 (7 Marks) 
 
Today, you made a one-time deposit into a new savings account that pays an interest rate of 8% 
compounded quarterly. Four years from now, you plan to begin withdrawing equal amounts from this 
account at the beginning of each week for one year (i.e. first withdrawal is made four years from today). 
What amount did you need to deposit today to be able to withdraw $500 per week? 
 

𝐸𝑊𝑅=(1+
.08

4
)

4
52⁄

−1=.15% 

 

𝑃𝑉4=500[
1−

1
(1+.0015)52

.0015
](1+.0015)=$25,015.97 

 

𝑃𝑉=
25,015.97

(1+.0015)4(52)
=$18,222.78 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Question 3 (2 Marks) 
 
An investment is expected to make annual payments forever. The first payment will be made one year 
from today in the amount of $100. Payments are then expected to increase by 3% per year forever. If you 
want to earn an EAR of 9%, what is the maximum you would be willing to pay for the investment? 
 

𝑃𝑉=
100

.09−.03
=$1,666.67 

 
 
 
 
 
 
 
 
 
 
 



 

 

Question 4 (4 Marks) 
 
 
Your goal is to amass $1 million in a new savings account that pays a 10% EAR. If you save $3,000 
annually, how many years until the value of your savings account will be worth $1 million? 
 

1,000,000=3,000[
(1+.1)𝑡−1

.1
] 

𝑡=37.1 𝑦𝑒𝑎𝑟𝑠 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Question 5 (4 Marks) 
 
Bank A pays 7.25% interest compounded monthly. Bank B pays 7.45% compounded semi-annually. If 
you were looking to open a new savings account, which bank would you prefer? 
 

𝐸𝐴𝑅𝐴=(1+
.0725

12
)
12

−1=7.50% 

 

𝐸𝐴𝑅𝐵=(1+
.0745

2
)
2

−1=7.59%(𝐹𝑎𝑣𝑜𝑢𝑟𝑎𝑏𝑙𝑒) 

 
 


