The Time Value of Money Part Il - Worksheet Dr. Walters

Name FIN 330-Principles of Finance

1.  Aseries of consecutive payments made for a specified number of years is:
a) Compounding interest
b) Compound annuity
c)  Annuity
d) Ordinary annuity

2. Depositing an equal sum of money at the end of each years for a certain number of years and allowing it to
grow.
a) Compounding interest
b) Compound annuity
c)  Annuity future value factor
d) Ordinary annuity

3. Anannuity in which the cash flows occur at the end of each period.
a) Compounding interest
b) Compound annuity
c)  Annuity future value factor
d) Ordinary annuity

You must show formula and computation for the following questions to receive full credit.

4.  How much should be deposited in 5.25% savings account at the end of each year to accumulate $5000 at
the end of 4 years? Analyze your results. ( See example 5.7)

5.  How much must we deposited in an 8% savings account at the end of each years to accumulate $8000 at
the end of 10 years?

6.  What is the present value of a 5-year $2000 annuity discounted back to the present at 4%? Analyze your
results. (See example 5.8).

7. If we have $10,000 in an account earning 5 percent interest, how large of an annuity can we draw out each
year if we want nothing left at the end of 7 years? In others words what is the PMT?
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What will the total amount be should the annuities due is factor in problem #6? (See pages 172, 173 or
example 5.9).

What will the total amount be should the annuities due is factor in problem #77?

You've just received your first credit card and the problem is the rate. It looks pretty high to you. The
quoted rate, or APR (annual percentage rate), is 22.8 percent, and when you look closer, you notice that
the interest is compounded daily. What’s the EAR (effective annual rate), on your credit card? Analyze your
result. (See example 5.10).

What is a payday loan? Should you use this type of loan? Why or Why not?

If we place $250 in a savings account with an APR of 12.5 percent compounded quarterly, what will our
investment grow to at the end of 4 years? Analyze your results. (See example 5.11).

Use question #12, what will your result be in is compounding bi-annually?

Why does the future value of a given amount increase when interest is compounded non-annually as
opposed to annually?

What is a perpetuity? What is the present value of a $1000 perpetuity discounted back to the present at 7
percent? Analyze your results. (See example 5.13).



