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A couple will refre in 50 years; they plan to spend about $40,000 a year in retirement, which should last
‘about 25 years. They believe that they can eam 7% interest on retirement savings.

a. Ifthey make annual payments into a savings plan, how much willthey need to save each year? Assume
the first payment comes in 1 year. (Do not round intermediate calculations. Round your answer to 2

decimal places.)
Annual payment
b. How would the answer to part (a) change if the couple also realize that in 20 years they wil need to

spend $70,000 on their child's college education? (Do not round intermediate calculations. Round

your answer to 2 decimal places.)

Annual payment
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How much will $100 grow to if invested at a continuously compounded interest rate of 9% for 7 years?
(Do not round intermediate calculations. Round your answer to 2 decimal places.)

Future value s

b. Whatif itis invested for 9 years at 7%? (Do not round intermediate calculations. Round your
answer to 2 decimal places.)

Future value s
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A General Power bond with a face value of $1,000 carries a coupon rate of 9.2%, has 9 years until maturity,
and sells at a yield to maturity of 8.2%. (Assume annual interest payments )

. Whatinterest payments do bondholders receive each year?

Interest payments s

b. At what price does the bond sell? (Do not round intermediate calculations. Round your answer to 2
decimal places.)

Price. s

c. What will happen to the bond price if the yield to maturiy falls to 7.2%? (Do not round intermediate
calculations. Round your answer to 2 decimal places.)

Pricewil [(Clickto v]by s
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One bond has a coupon rate of 7.4%, another a coupon rate of 9.2%. Both bonds pay interest annuall
have 11-year maturities, and sell at a yield to maturiy of 8 0%

Iftheir yields to maturity next year are still 8.0%, what is the rate of retum on each bond? (Do not round
intermediate calculations. Enter your answers as a percent rounded to 1 decimal place.)

Rate of retum
Bond 1 %
Bond 2 %

b. Does the higher-coupon bond give a higher rate of retur?

O Yes
O No
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Consider three bonds with 6.5% coupon rates, all making annual coupon payments and all selling at a face
value of $1,000. The short-term bond has a maturity of 4 years, the intermediate-term bond has maturity 8
years, and the long-term bond has maturity 30 years.

a. What wil be the price of each bond if their yields increase to 7.5%? (Do not round intermediate
calculations. Round your answers to 2 decimal places.)

4 Years 8 Years 30 Years
Bondpice 5| s s

b. What will be the price of each bond if their yields decrease to 55%? (Do not round intermediate
calculations. Round your answers to 2 decimal places.)

4 Years 8 Years. 30 Years
Bond price sf [ s

. Are long-term bonds more or less affected than shortterm bonds by a ise in interest rates?

O More affected
O Less affected

d. Would you expect long-term bonds to be more or less affected by a fallin interest rates?

O More affected
O Less affected
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The following table shows the prices of a sample of Treasury strips. Each strip makes a single payment at
‘maturity. Calculate the interest rate offered by each of these strips.

Years to Maturty ~ Price, %
97.952%
94451
90644
86580

POV

. What is the 1-year interest rate? (Do not round intermediate calculations. Enter your answer as a
percent rounded to 2 decimal places.)

Interest rate. %

b. What is the 4-year rate? (Do not round intermediate calculations. Enter your answer as a percent
rounded to 2 decimal places.)

Interest rate %
c. Is the yield curve upward-sloping, downward-sloping, or flat?
O Upward:sioping
O Downward-sloping
O Flat
d. Is this the usual shape of the yield curve?

O Yes
O No
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a. Several years ago, Castles in the Sand Inc_issued bonds at face value of $1,000 at a yield to maturiy of
8.0%. Now, with 8 years left until the maturity of the bonds, the company has run into hard times and the
yield to maturity on the bonds has increased to 15%. What is the price of the bond now? (Assume
semiannual coupon payments ) (Do not round intermediate calculations. Round your answer to 2
decimal places.)

Bond price B

b. Suppose that investors believe that Castles can make good on the promised coupon payments but that
the company will go bankrupt when the bond matures and the principal comes due. The expectation is
that investors will receive only 80% of face value at maturity. If they buy the bond today, what yield to
maturity do they expect to receive? (Do not round intermediate calculations. Enter your answer as a
percent rounded to 2 decimal places.)

Yield to maturity %
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‘Stormy Weather has no atiractive investment opportunities. Its return on equity equals the discount rate,
which is 5%. Its expected eamings this year are $4 per share. Find the stock price, P/E ratio, and growth
rate of dividends for plowback ratios of- (Leave no cells blank - be certain to enter "0" wherever
required. Do not round intermediate calculations. Enter the growth rate as a percent rounded to 1
decimal place.)

Growth Rate of
Plowback Ratios Stock Price PIE Ratio Dividends

a Zero B %

b, 20 %

c 80 %
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Asts and Crafis, Inc., will pay a dividend of $7 per share in 1 year. It sells at §70 a share, and firms in the
‘same industry provide an expected rate of retum of 14%. What must be the expected growth rate of the.
company's dividends? (Do not round intermediate calculations. Enter your answer as a whole
percent)

Expected growth rate %
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No-Growth Industries pays out all of its eamings as dividends. It will pay its next $3 per share dividend in a
year. The discount rate is 10%.

. Whatis the price-eamings ratio of the company? (Do not rount
‘your answer to 2 decimal places.)

PIE ratio

b. What would the P/E rafio be if the discount rate were 5%? (Round your answer to 2 decimal places.)

PIE ratio
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150 points

If you eam 8% per year on your bank account, how long will it take an account with $100 to double to
52007 (Do not round intermediate calculations. Round your answer to 2 decimal places.)

Number of years

Hints  References  eBook & Resources

Hint #1

ek e
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You can buy property today for $2.1 million and selltin 6 years for 3.1 millon. (You eam no rental income.
on the property.)

a. Ifthe interest rate is 11%, what s the
calculations. Enter your answer in mi

Present value H million

b. s the property investment atractive to you?

sent value of the sales price? (Do not round intermediate
ns rounded to 3 decimal places.)

@® Yes
O No
1. Whatis the present value of the future cash flows,if you also could eam §110,000 per year rent on the.

property? The rent s paid at the end of each year. (Do not round intermediate calculations. Enter
lions rounded to 3 decimal places.)

H million

c-2. Isthe property investment attractive to you now?

O Yes
O No
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Afamous quarterback just signed a $11.0 million contract providing $2.1 millon a year for 5 years. A less
famous receiver signed a $10.0 millon &-year contract providing $4 millon now and $1.2 million a year for 5
years. The interest rate is 10%.

. Whatis the PV of the quarterback's contract? (Do not round intermediate calculations. Enter your
answer in millions rounded to 2 decimal places.)

Present value s ‘million

b. Whatis the PV of the receiver's contract? (Do not roun
answer in millions rounded to 2 decimal places.)

termediate calculations. Enter your

Present value s ‘million

. Who's better paid?

O Receiver
O Quarterback

Hints  References  eBook & Resources
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Alocal bank advertises the following deal: Pay us $100 at the end of each year for 11 years and then we
will pay you (or your beneficiaries) $100 at the end of each year forever.

a. Calculate the present value of your payments to the bank if the interest rate available on other deposits,
is 425% (Do not round intermediate calculations. Round your answer to 2 decimal places.)

Present value s

b. Whatis the present value of a $100 perpetuity deferred for 11 years ifthe interest rate available on other
deposits is 4.25%. (Do not round intermediate calculations. Round your answer to 2 decimal
places.)

Present value s

c. lsthis a good deal?

O No
® Yes
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You take out a 25-year $210,000 mortgage loan with an APR of 12% and monthly payments. In 16 years
you decide to sell your house and pay off the mortgage. What i the principal balance on the loan? (Round
the monthly loan payment to 2 decimal places when computing the answer. Round your answer to 2
decimal places.)

Principal balance on the loan s

Hints  References  eBook & Resources

Hint #1
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Home loans typically involve “points.” which are fees charged by the lender. Each point charged means that
the borrower must pay 1% of the loan amount as a fee. For example, if the loan is for $130,000 and 3 points.
are charged, the loan repayment schedule is calculated on a $130,000 loan but the net amount the
borrower receives is only $126,100. Assume the interest rate is 1.5% per month. Whatis the effective
annual interest rate charged on such a loan, assuming loan repayment occurs over 204 months? (Do not
termediate calculations. Enter your answer as a percent rounded to 2 decimal places. Use a
financial calculator or Excel)

Effective annual interest rate %





