CHAPTER 6
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Two questions for Chapter #6 - #1 (SEEN ABOVE) and #22 (SEEN BELOW)
You can do on a Word Doc
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x Table Of Contents unsubsidized Stafford loans are repaid out of future income. Given this. do you see a possible objection fo having fwo types?
10. Time Value [LO1] A viatical settlement is a lump sum of money given to a terminally ill individual in exchange for his life
Fundamentals of Corporate insurance policy. When the insured person dies. the purchaser receives the payout from the life insurance policy. What
Finance factors determine the value of the viatical seftlement? Do you think such seitlements are ethical? Why or why not?
RAET 1 Values [LO1] What happens to the future value of a perpetuity if interest rates increase? What if interest rates
Stephen Ross; Randolph 12. Loans and Interest Rates [LO4] In the chapter. we gave several examples of so-called payday loans. As you saw, the
Westerfield; Bradford Jordan interest rates on these loans can be extremely high and are even called predatory by some. Do you think such high interest
loans are ethical? Why or why not?
PART 1 Overview of Corporate >
QUESTIONS AND PROBLEMS [FINANCE
PART 2 Financial Statements >
and Long-Term Financial
BASIC
(Questions 1-28)
PART 3 Valuation of Future > 1. Present Value and Multiple Cash Flows [LO1] Huggins Co. has identified an investment project with the following cash
Cash Flows flows. If the discount rate is 10 percent. what is the present value of these cash flows? What is the present value at 18
percent? At 24 percent?
72 PART 4 Capital Budgeting
5 — > Year Cash Flow
1 $ e80
PART 5 Risk and Return > 2 810
3 %0
_ PART 6 Cost of Capital and > 4 1,150
Long-Term Financial Policy
2. Present Value and Multiple Cash Flows [LO1] Investment X offers to pay you $4.700 per year for cight years, whereas
Investment Y offers fo pay you $6.700 per year for five years. Which of these cash flow streams has the higher present value
PART 7 Short-Term Financial > if the discount rate is 5 percent? If the discount rate is 13 percent?
Bty (2 S s . *¢3. Future Value and Maltiple Cash Flows [LO1] Cannonier.Inc. has idenified an investment project with Sy .
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Al 18. Calculating Present Values [LO1] An investment will pay you $63.000 in 10 years. If the appropriate discount rate is 7 percent compounded daily. what s the present value?

19. EAR versus APR [LO4] Big Dom’s Pawn Shop charges an inferest rate of 32 percent per month on loans to its customers. Like all lenders. Big Dom must report an APR to
consumers. What rate should the shop report? What is the effective annual rate?

20. Calculating Loan Payments [LO2, 4] You want to buy a new sports coupe for $79.500. and the finance office at the dealership has quoted you an APR of 5.8 percent for a
60-month loan to buy the car. What will your monthly payments be? What is the effective annual rate on this loan?

21. Calculating Number of Periods [LO3] One of your customers is delinquent on his accounts payable balance. You've mutually agreed fo a repayment schedule of $500 per
month. You will charge 1.5 percent per month inferest on the overdue balance. If the current balance is $18.000. how long will it take for the account fo be paid off?

22. Calculating EAR [LO4] Friendly’s Quick Loans. Inc.. offers you “three for four or 1 knock on your door.” This means you get $3 today and repay $4 when you get your
‘paycheck in one week (or clse). What's the effective annual refum Friendly's carns on this lending business? If you were brave enough to ask, what APR would Friendly's say
you were paying?

23. Valuing Perpetuities [LO1] Live Forever Life Insurance Co. is selling a perpetuity contract that pays $1.400 monthly. The contract currently sells for $215.000. What is the
‘monthly refurn on this investment vehicle? What is the APR? The effective anmual refurn?

24. Calculating Annuity Future Values [LO1] You are planning to make monthly deposits of $430 info a retirement account that pays 10 percent interest compounded monthly.
If your first deposit will be made one month from now. how large will your refirement account be in 30 years?

25. Calculating Annuity Future Values [LO1] In the previous problem. suppose you make $5.400 annual deposits into the same retirement account. How large will your account
balance be in 30 years?

26. Calculating Annuity Present Values [LO1] Beginning three months from now. you want fo be able fo withdraw $2.200 each quarter from your bank account fo cover college
expenses over the next four years. If the account pays 43 percent interest per quarter, how much do you need to have in your bank account today to meet your expense needs
over the next four years?

27. Discounted Cash Flow Analysis [LO1] If the appropriate discount rate for the following cash flows is 9 percent compounded quarterly. what is the present

value of the cash flows? Page 186
Year Gash Flow
T 3 790
2 a0
Q 3 o
4 1.340

28. Discounted Cash Flow Analysis [LO1] If the appropriate discount rate for the following cash flows is 6.18 percent per year. what is the present value of the cash flows?
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