ADM 2350, Winter 2018, Quiz #1 (15 points total)

Name:___________________________________________

Student i.d.:______________________________________

Problem 1: How much money will you have next year if you invest $600 for 1 year at an annual interest rate of 7%?
Ans:____________

600*1.07=$642
Problem 2: You’ve just got a big bonus and decided to set some money aside for the future down payment on your house. If you plan to buy a house 6 years from now and you want to have $50,000 down payment, how much money do you need to invest today if you can earn 3% interest rate on your investment?

Ans:____________

50000/1.03^6=$41,874.21
Problem 3: If you invest $500 for 7 years at 3% per year, how much money will you have in 7 years?

Ans:____________

500*1.03^7=$614.94

Problem 4: What annual interest rate an investment company should generate if it promises to double your investment in 8 years (i.e., it promises that if you invest $1000 today, your investment will grow to $2000 in 8 years)
Ans:____________

2000=1000*(1+r)^8, hence, r=(2000/1000)^(1/8)-1=9.05%
Problem 5: How long will it take to double your investment if you can earn 6% per year on your money? Do not round your answer!!!
Ans:____________

2=1.06^n, Hence, n=ln(2)/ln(1.06)=11.90 years
Problem 6: Find the present value of a perpetuity that will pay you $9000 per year starting next year. Assume that the annual interest rate is equal to 4%. 
Ans:____________

9000/0.04=$225,000

Problem 7: Find the present value of a perpetuity that will pay you $8000 per year starting 10 years from now (i.e., the first payment will be in year 10). Assume that the annual interest rate is equal to 6%. 
Ans:____________

(8000/0.06)/1.06^9=$78,919.80
Problem 8: Find the present value of an annuity that pays you $4000 per year for 16 years starting next year. Assume that the annual interest rate is equal to 7%. 
Ans:____________

$37,786.59
Problem 9: Find the future value of an annuity that pays you $4000 per year for 8 years starting next year. Assume that the annual interest rate is equal to 7%. 
Ans:____________

$41,039.21

Problem 10: The present value of an annuity that pays you $C per year for 15 years starting next year is equal to $10,000. Find C if the annual interest rate is equal to 7%.
Ans:____________

$1097.95
Problem 11: When you were born, your grandparents have opened a saving account for you. On your 20th birthday you withdrew $25,000 to buy a new car. On your 35th birthday the remaining balance on your account was $30,000, and you used all that money for a down payment on your new house.  If that saving account generated 4% interest rate per year, how much money your grandparents deposited on your account when you were born?
Ans:____________

25000/1.04^20+30000/1.04^35=$19,012.14
Problem 12: Assume that today you have deposited $10,000 on your saving account that earns you 7% per year. If you will withdraw $7000 four years from now and will withdraw another $7000 seven years from now, how much money you will have on your account nine years from now?
Ans:____________

10000*1.07^9-7000*1.07^5-7000*1.07^2=$552.43

Problem 13: Today you have deposited $1000 on your saving account that pays you APR (or “nominal rate) of 8% with semi-annual compounding. How much money will you have on your saving account next year?
Ans:____________

1000*1.04^2=$1,081.60
Problem 14: Your car payments on the new car that you’ve just bought are $400 per month for the next 3 years (starting next month). What was the size of your car loan if your monthly interest rate is 0.75%?
Ans:____________

N=36, use calculator to find PV=$12,578.72
Problem 15: Your car payments on the new car that you’ve just bought are $400 per month for the next 3 years (starting next month). How much will your debt be next year (right after you’ll make your 12th payment) if your monthly interest rate is 0.75%?
Ans:____________

N=24, use calculator to find PV=$8,755.66

