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SAMPLE 

Quiz 1

You have an hour and fifteen minutes to complete the exam. There are three questions. Spend 20 minutes at most on each question at first and move on to the next. Show your work – final answers alone will not be accepted. Always make clear what formula you are using and highlight your final answers and distinguish final answers from other redundant calculations. 


GOOD LUCK!







Question1 (30 points): Please answer the following three short questions:

a) [bookmark: OLE_LINK1][bookmark: OLE_LINK2]If you invest $100 for a period of 10 years at an annual interest rate of 7% what would be the balance on your saving account at the end of 10 years?

b) Mr. Bond wishes to save $100 for a period of 10 years. The rate of inflation is 3% and the interest rate is 7%. Calculate the real value of Bond’s savings at the end of 10 years. 

c) Roger is saving to purchase a boat at the end of 5 years. If the boat costs $55,000 and he can earn 7% a year on his savings, how much does he need to put aside at the end of years 1 through 5?




Question 2 (30 points): A factory costs $1,500,000 (at time t=0). It will produce an annual cash flow of $200,000 for ever (first cash flow received at the end of the first year at time t=1). The factory, however, needs some repairs that are expected to cost $300,000 in two years from now (at time t=2). Assume the discount rate of 10% in your calculations.

1. Draw a time line with the corresponding cash flows.

2. What is the present value of the investments in the project?

3. What is the present value of all future revenues generated by the project? Should the company execute the project?





Question 3 (40 points): Mike Bond just turned 40 years of age and will save $X every year (starting at the end of this year) until he retires in 25 years at the age of 65. From these savings, Mike wishes to spend a fixed amount of $10,000 at the end of each year once he retires and up to age 85. That is, Mike will receive 20 payments o $10,000 starting from the first year of retirement when Mike turns 66. The interest rate is 10%.  



1. Calculate the value of Mike’s spending payments at age 65.

2. Calculate the present value of Mike’s spending payments (at age 40).

3. What amount $X does Mike need to save every year in order to cover the above retirement payments? 











END
