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ADM 2350 M Quiz No. 1 - Solution
                                                        February 5th, 2019

Marc Y. Tassé, MBA,CPA,CA,CFF

NAME:   	

STUDENT #:  	


Instructions:

1. This quiz is 90 minutes in length.


2. This is a close-book, cheat sheets are allowed.


3. A calculator is allowed.


4. Please write or print neatly.


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. 

Problem 1: 

What annual interest rate an investment company should generate if it promises to triple your investment in 10 years (i.e., it promises that if you invest $1000 today, your investment will grow to $3000 in 10 years)

Scientific Solution:

3000=1000*(1+r)^10, hence, r=(3000/1000)^(1/10)-1= 11.61%

Financial Calculator Solution: 

[N] = 10  [PV] = 1,000  [FV] = - 3,000  [PMT] = 0   [CPT] = [l/Y] = 11.61%

Problem 2: 

When you were born, your grandparents have opened a saving account for you. On your 20th birthday you withdrew $45,000 to buy a new car. On your 35th birthday the remaining balance on your account was $50,000, and you used all that money for a down payment on your new house.  If that saving account generated 3% interest rate per year, how much money your grandparents deposited on your account when you were born?

Scientific Solution: 

45000/1.03^20+50000/1.03^35=$42,684.58

Financial Calculator Solution: 

[N] = 20  [FV] = - 45,000  [PMT] = 0  [l/Y] = 3  [CPT] = [PV] = $24,915.41

[N] = 35  [FV] = - 50,000  [PMT] = 0  [l/Y] = 3  [CPT] = [PV] = $17,769.17

PV = $24,915.41 + $17,769.17 = $42,684.58

Problem 3: 

How long will it take to double your investment if you can earn 8% per year on your money? Do not round your answer!!!

Scientific Solution: 

2=1.08^n, Hence, n=ln(2)/ln(1.08) = 9 years

Financial Calculator Solution: 

[l/Y] = 8  [PV] = 1  [FV] = - 2  [PMT] = 0   [CPT] = [N] = 9 years


Problem 4: 

How much money will you have next year if you invest $800 for 2 years at an annual interest rate of 8%?

Scientific Solution: 

800*(1.08)*(1.08) = $933.12      OR       800*(1.08)^2 = $933.12

Financial Calculator Solution: 

[N] = 2  [PV] = - 800  [l/Y] = 8  [PMT] = 0   [CPT] = [FV] = $933.12

Problem 5: 

Find the present value of a perpetuity that will pay you $10,000 per year starting next year. Assume that the annual interest rate is equal to 2%. 

Scientific Solution: 

10000/0.02 = $500,000

Financial Calculator Solution: 

[N] = 9,999,999,999  [FV] = 0  [l/Y] = 2  [PMT] = - 10,000   [CPT] = [PV] = $500,000

Problem 6: 

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 8 years from now and you want to have a $75,000 down payment, how much money do you need to invest today if you can earn 2% interest rate on your investment?

Scientific Solution: 

75000/1.02^8 = $64,011.78

Financial Calculator Solution: 

[N] = 8  [FV] = - 75,000  [l/Y] = 2  [PMT] = 0  [CPT] = [PV] = $64,011.78








Problem 7: 

Find the present value of a perpetuity that will pay you $15,000 per year starting 20 years from now (i.e., the first payment will be in year 20). Assume that the annual interest rate is equal to 5%. 

Scientific Solution: 

(15000/0.05)/1.05^19 = $118,720.19

Financial Calculator Solution: 

[N] = 9,999,999,999  [FV] = 0  [l/Y] = 5  [PMT] = - 15,000   [CPT] = [PV] = $300,000

[N] = 19  [FV] = - 300,000  [l/Y] = 5  [PMT] = 0   [CPT] = [PV] = $118,720.19

Problem 8: 

Your car payments on the new car that you’ve just bought are $600 per month for the next 5 years (starting next month). What was the size of your car loan if your monthly interest rate is 0.75%?
 
Scientific Solution: 

600(1/0.0075 – 1/(0.0075(1.0075^60)) = $28,904.02

Financial Calculator Solution: 

[N] = 60  [FV] = 0  [l/Y] = 0.75  [PMT] = - 600   [CPT] = [PV] = $28,904.02

Problem 9: 

The present value of an annuity that pays you $C per year for 20 years starting next year is equal to $40,000. Find C if the annual interest rate is equal to 6%.

Scientific Solution: 

40000=PMT(1/0.06 – 1/(0.06(1.06^20)) 
40,000=PMT(11.4699212)
PMT=$3,487.38

Financial Calculator Solution: 

[N] = 20  [FV] = 0  [l/Y] = 6  [PV] = - 40,000   [CPT] = [PMT] = $3,487.38




Problem 10: 

Today you have deposited $5,000 on your saving account that pays you APR (or “nominal rate) of 6% with semi-annual compounding. How much money will you have on your saving account next year?

Scientific Solution: 

5000*1.03^2 = $5,304.50

Financial Calculator Solution: 

[N] = 2  [PV] = -5,000  [l/Y] = 3  [PMT] = 0   [CPT] = [FV] = $5,304.50
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