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Final Examination
Name: __________________________

April 28, 2008

         Version #1 Solutions
Student ID #: _____________________ 

Section M, Prof. Khoroshilov (Tues. 8:30 AM – 10:00 AM & Fri. 10:00 AM – 11:30 AM)
Section N, Prof. Gandhi (Tues. 4 :00 PM – 5 :30 PM & Thurs. 2:30 PM – 4 :00 PM)
Section P, Prof. Rentz (Mon. 10:00 AM – 11:30 AM & Wed. 8:30 AM – 10:00 AM)

Section Q, Prof. Rentz (Mon. 7:00 PM – 10:00 PM)

	Statement of Academic Integrity

The School of Management does not condone academic fraud, an act by a student that may result in a false academic evaluation of that student or of another student. Without limiting the generality of this definition, academic fraud occurs when a student commits any of the following offences: plagiarism or cheating of any kind,  use of books, notes, mathematical tables, dictionaries or other study aid unless an explicit written note to the contrary appears on the exam, to have in his/her possession cameras, radios (radios with head sets), tape recorders, pagers, cell phones, or any other communication device which has not been previously authorized in writing. 

Statement to be signed by the student:

I have read the text on academic integrity and I pledge not to have committed or attempted to commit academic fraud in this examination.

Signed:______________________________________  

Note: an examination copy or booklet without that signed statement will not be graded and will receive a final exam grade of zero. 


General Instructions:

1. Please CIRCLE YOUR SECTION and SIGN the academic integrity statement above.

2. There are SIXTEEN pages and TWO parts to this exam.

3. Please put your Name and Student ID# on ALL SIXTEEN pages.

4. This is an open book and open notes exam. Notes are any handwritten or printed materials, including but not limited to, previous assignments, quizzes, and exams plus their solution sets.

5. The use of scientific and financial calculators is encouraged.

6. Laptop computers or any other devices that can be used for communication are NOT permitted.

7. Please do NOT take apart the pages of this exam.

8. You have 3 hours to work this exam. In order to finish this exam, it is highly recom-mended that students allocate no more than 1 hour to Part I and 2 hours to Part II.
9. GOOD LUCK!

Part I: (1 hour) There are TWENTY QUESTIONS in this part of the exam. Each question counts 1 mark. Choose the one answer that BEST answers each question. No credit is given for a wrong answer, an omitted answer, or more than one answer to a question.

1.
Which one of the following is the best description of the goal of the financial manager in a 


publicly traded corporation?

a.
Maximize sales.

b.
Increase the total assets of the firm.

c.
Maximize the current net income of the firm.

d.
Reduce the level of long-term debt used by the firm.

e.
Maximize the current value per share of the existing stock.


f.
All of the above.
2.
Changes in the tax code that SLOW DOWN tax depreciation, _____ the present value of investment cash flows and, therefore, make the investment _______ desirable.


a.
decrease, more


b.
decrease, less


c.
increase, more


d.
increase, less


e.
leave unchanged, just as


f.
None of the above.

3.
Which of the following is/are TRUE about callable bonds?

a. They are more valuable than otherwise identical non-callable bonds if and only if the call price is strictly HIGHER than the face value.

b. They are more valuable than otherwise identical non-callable bonds if and only if the call price is strictly LOWER than the face value.

c. They are ALWAYS more valuable than otherwise identical non-callable bonds.

d.
They are NEVER more valuable than otherwise identical non-callable bonds.

e.
Both a. and c.

f.
None of the above.

4.
Given a fixed APR, which of the following statements about effective annual interest rates (EAR) is/are NOT correct?

a. Higher-frequency compounding INCREASES the EAR.

b.
If the number of times you compound the interest rate converges to infinity, 
then the EAR will converge to infinity as well.

c.
The APR is NEVER higher than EAR so long as the compounding frequency is at least once per year.

d.
Both b. and c.

e.
All of the above.

f.
None of the above.

5.
Financial managers are responsible for determining:

I.
How suppliers will be paid.


II.
The appropriate level of debt for a firm.


III.
Which projects a firm should undertake.


IV.
How to invest the firm’s cash.

a.
I and II only.

b.
II and III only.

c.
I, II and III only.

d.
II, III and IV only.

e.
I, II, III and IV.


f.
III and IV only.
6.
A bond sold five weeks ago for $1,100. The bond is worth $1,050 in today's market. 


Assuming no changes in risk, which one of the following is TRUE?

a.
The face value of the bond must be $1,100.


b.
The bond must be within one year of maturity.


c.
Interest rates must be LOWER now than they were five weeks ago.


d.
The bond's current yield has INCREASED from five weeks ago.


e.
The coupon payment of the bond must have INCREASED.

f.
None of the above.
7.
Which of the following BEST describes the preemptive rights of the shareholders?

a.
The right to preempt shareholders from starting bankruptcy procedures during the 180 days 
following a default on coupon payments.

b.
The right NOT to pay dividends to the preferred shareholders when the firm’s net income is 
negative.

c.
The right to buy new shares of common stock before it is offered to the 
public.

d.
The right to sell their shares to back to the firm in the case the new debt or equity is issued.

e.
The right to sell their shares to back to the firm in the case the debt/equity ratio in the firm’s 
financing is substantially increased.

f.
All of the above.

 8.
For a normal project with positive NPV which of the following is/are TRUE?

a.
The IRR must be HIGHER than the cost of capital.

b.
The PI must be HIGHER than 1.

c.
The project MAY be rejected according to the payback criteria.

d.
The project MAY be rejected according to the discounted payback criteria.

e.
All of the above.

f.
None of the above. 

9.
Which of the following is/are TRUE, all else equal?


I.
The LOWER the discount rate, the MORE valuable the coupon payments are at t = 0.


II.
Bonds with HIGH coupon payments are generally MORE sensitive to changes in interest rates 



than bonds with LOWER coupon payments.


III.
When market interest rates RISE, bond prices will FALL.


IV.
Bonds with LONG maturities are generally MORE sensitive to changes in interest rates than 



bonds with SHORTER maturities.

a.
I and II only.

b.
I and IV only.

c.
II and III only.

d.
II, III, and IV only.

e.
I, III, and IV only.


f.
I, II, III, and IV.
10.
You are considering an investment project. You know that the cost of capital relevant to the 


project depends on the:

a.
Total risk of the firm’s equity.


b.
Type of security to be issued to finance the project.


c.
Type of assets needed for the project, that is, whether they are long-term or short-term assets.


d.
Risk associated with the project.

e.
Coupon rate on the firm’s existing long-term bonds.

f.
All of the above.
11.
A firm needs to raise cash and at the same time reduce the level of its accounts receivable.

The firm would likely benefit most by:

a.
Obtaining an unsecured short-term loan.


b.
Applying for a committed line of credit.


c.
Assigning its receivables as collateral on a short-term loan.


d.
Securing short-term credit with a blanket inventory lien.


e.
Factoring its receivables.


f.
None of the above.

12.
Which one of the following statements related to the operating cycle is/are TRUE?

a.
The inventory conversion period ends when the receivable it creates is actually paid by the 
customer.


b.
The length of the operating cycle is ALWAYS GREATER THAN OR EQUAL to 
the length of the cash conversion cycle.

c.
The receivables conversion period is ALWAYS GREATER THAN OR EQUAL to the length of 
the cash conversion cycle.


d.
The inventory conversion period PLUS the receivables conversion period is EQUAL in length to 
the operating cycle PLUS the cash conversion cycle.


e.
The payables deferral period ends when the inventory is sold.

f.
Both b. and c.
13.
Which of the following would fall under the heading of short-term financial planning?

I.
Increasing inventory to better meet the demands of customers.

II.
Making it easier for customers to purchase on credit.

III.
Paying an accounts payable within 10 days to get a discount.

IV.
Purchasing new equipment for the production assembly line.


a.
I and III only.

b.
II and III only.

c.
II, III, and IV only.

d.
I, II, and IV only.

e.
I, II, and III only.


f.
I, II, III, and IV.
14.
Which one of the following is/are TRUE regarding cash management?

a.
The basic objective in cash management is to keep the investment in cash 
as low as possible while still operating efficiently and effectively.


b.
A cost of holding cash is the liquidity it gives the firm.


c.
A cost of holding cash is the interest income earned on the outstanding cash balance.


d.
A firm should DECREASE its cash holdings as long as the net present value (NPV) of doing so 



is NEGATIVE.


e.
Effective cash management results in MINIMIZATION of the total interest earnings involved



in holding cash.

f.
Both b. and e.
15.
Jeffries, Inc., keeps excess cash on hand in case of an industrial accident in the 


manufacturing of its wheat herbicide, Ground Up. This is an example of a _____ need for 



holding cash.

a.
Speculative.

b.
Transactions.

c.
Future requirements.

d.
Compensating balance.

e.
Precautionary.


f.
Both c. and d.
16.
Which one of the following is/are TRUE regarding float?


a.
Cheques WRITTEN by a firm generate COLLECTION float for that firm.


b.
Cheques RECEIVED by a firm create DISBURSEMENT float for that firm.


c.
A firm’s DISBURSEMENT activities generate float while its COLLECTION activities do NOT.


d.
A firm’s float is NEGATIVE when its available cash balance EQUALS its book cash balance.


e.
A firm can exploit float by using the cash needed to cover a cheque while 
the cheque is clearing.


f.
Both a. and b.
17.
Net present value (NPV):

a.
Is EQUAL to the initial investment in a project.


b.
Compares a project’s cost to the present value of the project’s benefits.


c.
Is equal to ZERO when the discount rate used is LESS than the internal rate of return (IRR).


d.
Is simplified by the fact that future cash flows are easy to estimate.


e.
Requires the firm set an arbitrary cutoff point for determining whether an investment is 



acceptable or not.

f.
All of the above.
18.
Your firm needs to buy a metal stamping press. The CFO presents you with two analyses: 


One for a press that is automated, requiring little labour to operate, and another that is manual, requiring a significant amount of labor to operate. This is an example of a decision involving:

a.
Independent projects.

b.
Working capital projects.


c.
Positive NPV projects.


d.
Unconventional cash flow projects.


e.
Mutually exclusive projects.


f.
Contingent projects.
19.
Which of the following statements is/are accurate concerning the security market line (SML) 


approach?

I.
The SML applies only to firms with stable dividend growth rates.


II.
The SML generally relies on using the past to predict the future.


III.
The SML estimate is explicitly adjusted for risk.


IV.
The quality of the estimate from the SML approach is sensitive to the quality of the 



estimates of the variables in the model.

a.
I and III only.

b.
II and IV only.

c.
II and III only.

d.
II, III, and IV only.


e. 
I, II, III, and IV.


f.
I only.
20. According to the CAPM, only systematic risk affects the required return on a given stock because:

a.
It is almost impossible to measure the unsystematic risk.

b.
The standard deviation of a given stock return depends ONLY on the systematic risk.

c.
The standard deviation of a given stock return does NOT depend on the systematic risk.

d.
Systematic risk CANNOT be substantially reduced by holding a well-
diversified portfolio.

e.
Systematic risk is used to measure the risk of common equity, while unsystematic risk is used to 
measure the risk of bonds and preferred shares.

f.
None of the above.

Part II: (2 hours) There are TEN multiple-choice problems in this part. Each problem counts 2 marks for a total of 20 marks for this part. To receive credit for each problem, you must show your work.
21.
To the nearest dollar, what is the total present value of $75 received in ONE year, $300 received in 
TWO years, and 
$600 received in SIX years if the discount rate is 7 percent?

a.
$672


b.
$683


c.
$687


d.
$732


e.
$822


f.
$975


g.
None of the above.
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½ mark credit for correct PV of EACH cash flow (Total: 1½ marks).


½ mark credit for correct total PV, given student’s individual PV calculations.

22.
Suppose the shares of the Rentz-Hudon Beverage Company (HRBC) have a beta of 0.90. The market 
risk premium is 7 percent and the risk-free rate is 8 percent. HRBC’s last dividend was $1.80 and the 
dividend is expected to grow at 7 percent indefinitely. The shares currently sell for $25. HRBC has a 
target debt-equity ratio of 50 percent. Its cost of debt before taxes is 8 percent. If the tax rate is 25 
percent, what is the firm’s weighted cost of capital to the nearest 0.01%? 


a.
14.30 percent


b.
14.70 percent


c.
14.50 percent


d.
  6.00 percent


e.
11.67 percent


f.
10.25 percent


g.
None of the above.


Cost of Equity:


Dividend Valuation Model Approach:
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CAPM Approach:
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Since we have no information as to which method is more reliable, one should take an arithmetic 
average of the two methods:
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After-tax Cost of Debt:
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Target Weights:


The target debt-equity ratio is 50%. This means that $1 of debt is used for every $2 of equity. This in 
turn means that $1 of debt is used for every ($1 debt + $2 equity) = $3 total capital. Therefore, wd = 
1/3 and we = 2/3.

Weighted Cost of Capital:
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Marking Scheme:


½ mark if average cost of equity is correct.


½ mark if after-tax cost of debt is correct.


½ mark if target weights are correct.


½ mark if weighted cost is correct, given the student’s previous answers.

 SEQ CHAPTER \h \r 123.
Devco, an auto parts company, is considering instituting a cash discount. Devco currently sells on credit terms of ”net 30” and wishes to determine the effect on pre-tax profit of offering a 2% cash discount on the terms “2/10, net 30”. Devco’s current collection period is 60 days. It estimates the collection period under the new policy will 40 days and that 50% of its customers will take the discount. Devco’s current credit sales are expected to remain unchanged at $3.65 million. The required pre-tax return on receivables investment is 20%. If Devco makes the change in credit policy, what will be the effect on pre-tax profits?


a.
$120,000


b.
  $36,500


c.
- $36,500


d.
  $76,500


e.
$3,500


f.
  $80,000


g.
None of the above.


Incremental pre-tax profits = - discounts given + opportunity benefits from reducing receivables =


- (0.02)(0.50)($3.65 M) + (0.20)(60 days – 40 days)($3.65M/365 days) = - $36,500 + $40,000 = $3,500


½ mark for correct expression for incremental pre-tax profits.

½ mark for correct discounts given.

½ mark for benefits from reducing receivables.

½ mark for correct incremental pre-tax profits, given student’s previous answers.
24.
The monthly mortgage payment on your house is $1,298.16. The mortgage has a 30-year amortization period with a 5-year term at 6.875 percent compounded semiannually. To the nearest hundred dollars, how much did you borrow?

a.
$197,600

b.
  $65,900

c.
$198,700

d.   $199,600


e.
$200,700


f.
  $77,900


g.
None of the above.


Scientific Calculator Approach : 
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Marking Scheme:


½ mark for correct value for the effective monthly rate.


½ mark for correct expression for PVIFA.


½ mark for correct value for PVIFA, given previous calculation of the effective monthly rate.


½ mark for correct value for PV, given previous calculations.


Financial Calculator Approach:


P/Y = 12, C/Y =2, N = 360, I/Y = 6.875, PMT = 1,298.16, FV = 0. CPT PV = - 199,564.34


Marking Scheme:


½ mark total for both P/Y and C/Y correct.

½ mark for both N and I/Y correct.


½ mark for both PMT and FV correct. FV need not be explicitly entered if [2ND][CLR TVM] used.


½ mark for correct value for PV, given previous entries.

 SEQ CHAPTER \h \r 125.
BoardWorld, Inc., manufactures premium skateboards and snowboards. The firm has two bond issues outstanding, both selling for $1,177.03.  The first issue has a coupon rate of 10% and 16 years to maturity. The second has an identical yield to maturity as the first but only 8 years until maturity.  Both issues are payable annually. To the nearest dollar, what is the annual coupon interest payment on the second issue?

HINT #1: You may round your calculated YTM on the first issue to the nearest whole percentage point.

HINT #2: If you are NOT using a financial calculator, please use the following formula for calculating the approximate YTM.
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a.
$120 


b.
  $49


c.
  $58 


d.
  $32 


e.
  $41


f.
$111


g.
None of the above.

Approximation Formula Without Calculation of YTM:

Note that the YTM of both bonds is the same and the denominator of the YTM expression will be the same for both bonds. Thus, we need only to equate the numerators of the two YTM expressions to find the coupon interest on the second bond.
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I = $100 – 11.06 + $22.13 = $111.07 or $111 to nearest dollar.
Marking Scheme:

½ mark for correctly substituting into the numerator of the YTM expression for the first bond.
½ mark for correctly substituting into the numerator of the YTM expression for the second bond.

½ mark for equating numerators of the YTM expressions.
½ mark for correct coupon interest for the second bond.

Approximation Formula and Tabular Approach:
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Now find the coupon interest on a 8-year bond with a YTM of 8% that sells for $1,177.03.

 $1,177.03 = (I x PVIFA 8%,8)+ ($1,000 x PVIF 8%,8) = (I x 5.747) + ($1,000 x 0.540)

I = ($1,177.03 - $540)/5.747 = $637.03/5.747 = $110.85 or $111 to nearest dollar.
Marking Scheme:

½ mark for the correct numerical expression for the YTM for the first bond.

½ mark for the correct value for the YTM for the first bond.

½ mark for the correct numerical expression for the coupon interest for the second bond.

½ mark for the correct value for the coupon interest for the second bond, given student’s YTM 
calculation for the first bond.

Financial Calculator Approach:

For the first bond, P/Y = C/Y = 1, N = 16, PV = - 1,177.03, PMT = 100, FV = 1,000, CPT = I/Y = 8.00.

For the second bond, P/Y = C/Y = 1, N = 8, I/Y = 8, PV = - 1,177.03, FV = 1,000, CPT = PMT = 110.81.

Marking Scheme:

½ mark for the correct entries for the YTM for the first bond.
½ mark for the correct value for the YTM for the first bond.

½ mark for the correct entries for the coupon interest for the second bond.

½ mark for the correct value for the coupon interest for the second bond, given the student’s YTM 
calculation for the first bond.
 SEQ CHAPTER \h \r 126.
The Beaverbrook Lumber Company (BLC) expects to pay a $40 per share dividend for fiscal 2008, fiscal 2009, and fiscal 2010. Thereafter, dividends are expected to INCREASE by 5% per year. If investor’s require a 15% rate of return, what is a fair market price per share to the nearest ten dollars for BLC’s stock at the BEGINNING of fiscal 2008?


a.
$800

b.
$670

c.
$700

d.
$730

e.
$760

f.
$840


g.
None of the above.
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Alternatively, instead of discounting the dividends one-by-one, you could recognize the embedded annuity.
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Since we used table values, this answer is not really accurate to the nearest penny or even the nearest $0.10. It is, of course, accurate to the nearest $10. 
We could also take advantage of the embedded annuity using a financial calculator.

P/Y = C/Y = 3, N = 3, I/Y = 10, PMT = 40, FV = 840, CPT PV = - 730.58

Marking scheme:

½ mark for correct expression for P3.

½ mark for correct value for P3.

½ mark for correct expression for P0.

½ mark for correct value for P0, given the student’s value for P3.

 SEQ CHAPTER \h \r 127.
GKR Inc., is considering the purchase of a new machine that will INCREASE revenues by $40,000 and REDUCE manufacturing costs by $20,000 annually BEFORE taxes.  The new machine will be in CCA class 10 with a CCA rate of 30%.  The firm expects to sell the machine immediately after the end of its 3-year life for $30,000. No new equipment in the same CCA class will be bought at that time, but the asset class will remain open. The firm must INCREASE net working capital by $10,000 when the machine is installed.  However, this net working capital will be freed up at the end of the machine’s economic life. The firm's marginal tax rate is 25% and it uses a 12% cost of capital to evaluate projects of this nature.  If the machine costs $100,000 what is the NPV of the project to the nearest hundred dollars?

 SEQ CHAPTER \h \r 1a.
  $16,900

b.
  $21,400

c.
  - $3,800

d.
    $7,100

e.
$108,100

f. $39,600

g.
None of the above. 

Cash Flow Analysis Approach:

	Starting UCC
	$0
	$100,000
	$85,000
	$59,500

	CCA
	$0
	$15,000
	$25,500
	$17,850

	Ending UCC
	$0
	$85,000
	$59,500
	$41,650

	∆Revenues
	$0
	$40,000
	$40,000
	$40,000

	∆Operating costs
	$0
	-$20,000
	-$20,000
	-$20,000

	∆Net revenues
	$0
	$60,000
	$60,000
	$60,000

	
	
	
	
	

	Cash-Flow Outputs
	
	
	

	Year
	0
	1
	2
	3

	Net installed cost
	$100,000
	$0
	$0
	$0

	A-T ∆net revenues
	$0
	$45,000
	$45,000
	$45,000

	CCA tax shield t≤n
	$0
	$3,750
	$6,375
	$4,463

	∆NWC
	$10,000
	$0
	$0
	-$10,000

	∆Salvage, t=n
	$0
	$0
	$0
	$30,000

	PV tax shield t>n
	$0
	$0
	$0
	$2,080

	Net cash flow
	-$110,000
	$48,750
	$51,375
	$91,543

	Net present value
	$39,641
	
	
	


Marking Scheme:

½ mark for correct after-tax net cash revenues.
½ mark for correct CCA tax shields, including tax shields beyond the economic life.
½ mark for correct net working capital effects.
½ mark for correct NPV, given student’s previous calculations.

CCA Formula Method:
Step 1: ($40,000 + $20,000) x (1 - 0.25 x PVIFA12%,3 =


  $108,082.41
Step 2: [1.06/1.12][(0.25)(0.30)($100,000)/(0.12+0.30)] = 

    $16,900.51

Step 3: $30,000/1.123 =





                $21,353.41
Step 4: - [1/1.123][(0.25)(0.30)($30,000)/(0.12+0.30)] =

             -   $3,813.11

Step 5: $10,000/1.123 =





                 $7,117.80
Step 6: - $100,000 - $10,000 = 



                       - $110,000.00









NPV =    $39,641.02

Marking Scheme:

½ mark for correct PV of after-tax net cash revenues (Step 1).

½ mark for correct PV of CCA tax shields (Steps 2 & 4).

½ mark for correct net working capital effects (Steps 5 & 6).

½ mark for correct NPV, given student’s previous calculations.

28. A firm has average inventory of $1,250,000, an inventory conversion period of 58 days, a receivables

conversion period of 32 days, and average payables of $810,000. To the nearest day, what is its cash conversion cycle?

Hint:
How would you find the average daily cost of goods sold, using average inventory and the 


average conversion period? Once you have found the average daily cost of goods sold, how 
would you 
find the payables deferral period?


a.
48 days


b.
52 days


c.
58 days


d.
67 days


e.
74 days

f.
38 days


g.
None of the above.

Operating cycle = Inventory conversion period + Receivables conversion period =



58 days + 32 days = 90 days 


Ave. daily cost of goods sold = Ave. inventory / Inventory conversion period = 



$1,250,000/58 = $21,551.72


Payables deferral period = Average payables / Ave. daily cost of goods sold =



$810,000/$21,551.72 = 37.58 days or 38 days to the nearest day.


Cash conversion cycle = Operating cycle – Payables deferral period = 90 days – 38 days = 52 days  


Marking Scheme:

½ mark for correct operating cycle.


½ mark for correct ave. daily cost of goods sold.


½ mark for correct payables deferral period, given student’s calculation for ave. daily cgs.


½ mark for correct cash conversion cycle, given student’s previous calculations.

29.
Your company purchased $40,000 worth of inventory on January 2nd on credit. The terms of the sale 
were 2/10, net 45. To the nearest 0.1%, what is the effective annual rate (EAR) if you pay the full 
amount 
in 45 days?

a.
21.3 percent


b.
16.0 percent


c.
17.6 percent


d.
24.9 percent


e.
23.5 percent


f.
17.4 percent


g.
None of the above.

HINT: Use the EAR formula below to find the cost of trade credit:
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Marking Scheme:


½ mark for substituting correctly the discount percentage.


½ mark for correctly substituting the credit period.


½ mark for correctly substituting the discount period.


½ mark for correctly calculating the value of the EAR, given any previous mistakes.

30.
A firm borrows $400,000 under an 8-year term loan agreement at an interest rate of 10 percent.  The 
repayment schedule calls for 8 equal annual payments, the first occurring at the end of the first year. To the 
nearest ten dollars, how much of the SECOND year payment is INTEREST?


a.
$74,980


b.
$36,500


c.
$38,480

d.
$34,980


e.
$40,000


f.
$72,270

g.
None of the above.


Tabular Approach to PMT Calculation:
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 or $74,980 to nearest $10.


Marking Scheme for Tabular Approach to PMT Calculation:


½ mark for correct expression for total payment.


½ mark for correct value for total payment.

Financial Calculator Approach to PMT Calculation: 


P/Y = C/Y =1, N = 8, I/Y = 10, PV = 400,000, FV = 0, CPT PMT = - 74,977.61 or $74,980 to nearest $10 after taking account of the sign convention for financial calculators.


Marking Scheme for Financial Calculator Approach to PMT Calculation:


½ mark total for P/Y = C/Y =1.


½ mark total for N = 8, I/Y = 10, PV = 400,000, FV = 0.

NB. FV need not be explicitly entered if [2ND][CLR TVM] used.

Amortization Schedule:




Total

Interest
Principal
Remaining


Period

Payment
Payment
Payment
Balance


0





$400,000


1

$74,980
$40,000
$34,980
$365,020


2

$74,980
$36,502
$38,478
$326,542


Marking Scheme for Amortization Schedule:

½ mark for correct values for year 1 of amortization schedule, given student’s total payment.


½ mark for correct value of interest in second year, given student’s first-year remaining balance.
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