


HOMEWORK CH.6: ANSWER SHEET


NAME: ________________________________________________________________

INSTRUCTIONS: YOU NEED TO ANSWER ALL THE QUESTIONS ON THIS HOMEWORK AND UPLOAD YOUR COMPLETED HOMEWORK ON CANVAS NO LATER THAN THE TIME IT IS DUE.  TO RECEIVE CREDITS YOU NEED TO SHOW YOUR ANSWERS ON THIS ANSWER SHEET BY CIRCLING OR HIGHLIGHTING IN YELLOW THE CORRECT ANSWER FOR EACH QUESTION.  NO CREDIT WILL BE GIVEN FOR ANSWERS NOT PRESENTED ON THIS ANSWER SHEET! 
(NOTE: IF THERE ARE LESS THAN 30 QUESTIONS ON THE HOMEWORK, IGNORE THE REST OF THE QUESTIONS/CHOICES ON THIS ANSWER SHEET)
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BUS305 CH.6 HOMEWORK

NAME: ________________________

Instructions: Write your name above. You need to answer all the questions. To receive credits you need to present your answers on the answer sheet given on the first page.

1. Which of the following statements is true of amortization?
A) With an amortized loan, a bigger proportion of each month's payment goes toward interest in the early periods.
B) With an amortized loan, a periodical payment of principal portion gradually decreases over a period.
C) Amortization schedule represents only the interest portion of the loan.
D) The computation of loan amortization is wholly based on the computation of simple interest.

2. A firm receives a cash flow from an investment that will increase by 10 percent annually for an infinite number of years. This cash flow stream is called:
A) an annuity due.
B) an ordinary annuity.
C) [bookmark: _GoBack]a growing annuity.
D) a growing perpetuity.

3. The future value of multiple cash flows compounded at a positive rate is:
A) higher or lower than the cash flows depending on the interest rate.
B) greater than the sum of the cash flows.
C) equal to the sum of all the cash flows.
D) less than the sum of the cash flows.

4. If your investment pays the same amount at the end of each year for a period of six years, the cash flow stream is called:
A) an annuity due.
B) a perpetuity.
C) an ordinary annuity.
D) a growing perpetuity.

5. A preferred stock with no maturity date would be an ideal example of:
A) an annuity due.
B) a perpetuity.
C) an ordinary annuity.
D) a growing annuity.

6. The true cost of lending is the:
A) effective annual rate.
B) annual percentage rate.
C) quoted interest rate.
D) interest rate per period.

7. Which of the following statements is true of annual percentage rate (APR)?
A) The APR calculation adjusts for the effects of compounding and, hence, the time value of money.
B) The APR is similar to quoted interest rate which is a simple annual rate.
C) The APR is the true cost of borrowing and lending.
D) The APR takes compounding into account.

8. Helen Ashley is expecting cash flows of $50,000, $75,000, $125,000, and $250,000 from an inheritance over the next four years. If she can earn 11 percent on any investment that she makes, what is the present value of her inheritance? (Round to the nearest dollar.)
A) $412,372
B) $414,454
C) $434,599
D) $361,998

9. Phosfranc Inc., is expecting the following cash flows starting at the end of each year over the next four years—$133,245, $152,709, $161,554, and $200,760. If their opportunity cost is 9.4 percent, find the future value of these cash flows at the end of four years. (Round to the nearest dollar.)
A) $734,231
B) $734,731
C) $756,525
D) $776,252

10. Graciela Treadwell won a lottery. She will have a choice of receiving $25,000 at the end of each year for the next 30 years, or a lump sum today. If she can earn a return of 10 percent on any investment she makes, what is the minimum amount she should be willing to accept today as a lump-sum payment? (Round to the nearest hundred dollars.)
A) $235,700
B) $334,600
C) $212,400
D) $750,000

11. James Perkins wants to have a million dollars at retirement, which is 15 years away. He already has $200,000 in an IRA earning 8 percent annually. How much does he need to save at the end of each year, starting this year, to reach his target? Assume he could earn 8 percent on any investment he makes. (Round to the nearest dollar.)
A) $10,900
B) $14,273
C) $16,110
D) $13,464

12. Your investment in a small business venture will produce cash flows that increase by 15 percent every year for the next 25 years. This cash flow stream is called:
A) an annuity due.
B) a growing annuity.
C) a growing perpetuity.
D) an ordinary annuity.

13. Stuart Weddle’s father is 55 years old and wants to set up a cash flow stream that would be forever. He would like to receive $15,000 every year, beginning at the end of this year. If he could invest in account earning 9 percent, how much would he have to invest today to receive his perpetual cash flow? (Round to the nearest dollar.)
A) $135,200
B) $200,000
C) $166,667
D) $222,222
14. Brandon Ramirez wants to set up a scholarship at his alma mater. He is willing to invest $320,000 in an account earning 11 percent. What will be the annual scholarship that can be given from this investment? (Round to the nearest dollar.)
A) $50,000
B) $40,300
C) $32,600
D) $35,200

15. Which of the following statements is true about the effective annual rate (EAR)?
A) The effective annual interest rate (EAR) is defined as the annual growth rates that do not take compounding into account.
B) The EAR is the annualized interest rate using simple interest. It ignores the interest earned on interest associated with compounding periods of less than one year.
C) The EAR is the interest rate actually paid (or earned) after accounting for compounding.
D) The EAR is the simple interest charged per period multiplied by the number of periods per year.

16. If your investment pays the same amount at the beginning of each year for a period of 10 years, the cash flow stream is called:
A) an annuity due.
B) a perpetuity.
C) an ordinary annuity.
D) a growing perpetuity.

17. In computing the present and future value of multiple cash flows:
A) earlier cash flows are discounted at a higher rate.
B) later cash flows are discounted at a higher rate.
C) each cash flow is discounted or compounded at the same rate.
D) each cash flow is discounted or compounded at a different rate.

18. Noel Klinger is planning to invest in an insurance company product. The product will pay $12,500 at the end of this year. Thereafter, the payments will grow annually at a 2.5 percent rate forever. Jack will be able to invest his cash flows at a rate of 5.5 percent. What is the present value of this investment cash flow stream? (Round to the nearest dollar.)
A) $326,908 
B) $446,667
C) $416,667
D) $312,766

19. Foodelicious Corp. is evaluating whether it should take over the lease of an ethnic restaurant in Manhattan. The current owner had originally signed a 25-year lease, of which 16 years still remain. The restaurant has been growing steadily at a 7 percent growth for the last several years. Foodelicious Corp. expects the restaurant to continue to grow at the same rate for the remaining lease term. Last year, the restaurant brought in net cash flows of $310,000. If the firm evaluates similar investments at 15 percent, what is the present value of this investment? (Round to the nearest dollar.)
A) $2,838,182
B) $2,709,124
C) $2,966,350
D) $3,109,460

20. Rosalia White will invest $3,000 in an IRA for the next 30 years starting at the end of this year. The investment will earn 13 percent annually. How much will she have at the end of 30 years? (Round to the nearest dollar.)
A) $1,233,450
B) $748,212
C) $879,598
D) $912,334

21. Ann Chang is investing $2,500 today and will do so at the beginning of each of the next six years for a total of seven payments. If her investment can earn 12 percent, how much will she have at the end of seven years? (Round to the nearest dollar.)
A) $25,223
B) $31,127
C) $29,460
D) $28,249
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