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Summer 2003

Show all work for Partial Credit

Draw a cash flow diagram for each problem when one is not given (20% of the score is assigned to it)

Round all financial numbers to the nearest two decimal places
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1.
How much should you put in an account today to get $1,000 after 5 years if the interest rate is 12% compounded annually? [5]

	


2. At what compounding interest rate would $1,000 become $3,246.40 after 3 years? [5]

	


3.
How long does it take for equal end-of-year deposits of $1,000 each year to become $11,435.89 at a compounded interest rate of 10%? [5]

	


4.
How much do you have to pay now to get 5 equal end-of-year payments of $100 each and still have the same amount (that you paid now) left in your account (at the end of year 5) if the interest rate is 10%.  [15]
	


5.
An ad in Alahram (Sunday, June 22nd) advertised an apartment for LE 10/ m2/month for 10 years. I am planning to buy a 160-m2 apartment.  Alternatively, the cash price is LE 140,000 and I have that money now (not really, just wishful thinking!).  A friend advised me to take the add option and finance it by buying dollars today (using my LE 140,000) at the rate of 6.2, placing them under the mattress, and financing the apartment by changing dollars when needed.  Assume that the dollar value increases by 1% per month (i.e., 1$ = 6.2 x 1.01 LE after a month and 6.2 x 1.012 LE after two months and so on).  Which option should I choose? Why (maximum 5 words)? [15]

	Option: Cash / Ad              (circle one)

	Why?


6. Determine the effective quarterly interest rate if the nominal rate is 12% (per year) compounded weekly.  Assume 52 week per year. [10 points].

	


	7. Find the present worth of the cash flows in Figure 1. [10]
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Notice that the interest rate is 10% for the first 2 years, 12% for years middle two years, and 20% for the last 2 years.


	


8.Find the average interest rate for the cash flow diagram in Figure 1. [10].  (Hint: we are looking for a constant interest rate applied throughout the 6 years to give the same present value)

	


	9. Find an amount A that would make Figure 2 equivalent to Figure 1.  [10]
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Notice that the interest rate is 10% for the first 2 years, 12% for years middle two years, and 20% for the last 2 years.


	


10. Use the cash flow diagram below to calculate the amount of money in year 3 that is equivalent to all the cash flows shown, if the interest rate is 10% per year. [15]
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11. What is P/A when n tends to infinity?  In other words, what is the present worth of an annuity paid indefinitely at i? [10]

	


12. Use the given table to determine the G/A factor for i  = 10%, n = 10. [5]
	


13. What nominal rate per month (compounded continuously) results in an effective rate per quarter of 6%? [5]
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