UGBA 103: Introduction to Finance
SPRING 2006
Instructor: Gregory La Blanc

Homework # 1
Due Thursday Jan 26th at 12 Midnight

1. At a growth rate of x percent, how long does it take a sum to double?

2. Given an annual interest rate of 10 percent, what is the present (t=10) value of a stream of $100 annual payments starting in one year and ending in 20 years?

3. Calculate the present value of the following stream of payments:

$2100 in 2 years

$2100 in 4 years 

$2100 in 6 years

………………….

$2100 continuing in this pattern forever


The annual interest rate is 10 percent

4. What is the value of an infinite life annuity of $3000 which provides the first payment in 7 years? Your opportunity cost of funds is 9%

5. Given an interest rate of 10 percent per year, what is the value in date t=8 dollars of a perpetual stream of $200 payment coming at t=16,17,18…?

6. Telegraph Street Therapeutic Crystals, Inc. manufactures life balancing and energy enhancing rocks. The company receives about $20,000 cash flow each year from the product after all expenses, including taxes. Telegraph Street Hemp Hankies, Inc has recently offered to buy the business for $160,000. Assuming that the appropriate discount rate is 10%, should they sell the business if they think the life expectancy is:

a. 15 years?

b. Indefinitely long?

7. You can buy a note for $12,835. if you buy it, you will receive 10 annual payments of $2000, the first payment to be made one year from today. What rate of return, or yield, does the note offer?

8. Fred wants to save money to meet 2 objectives:

a. He would like to be able to retire 25 years from now and have a pension for 15 years after that. The first payment on the pension would be $30,000 26 years from now and he would like it to grow at the rate of 3% per year from then onwards. 

b. She would like to purchase a $25,000 car 10 years from now.

The interest rate at which she can borrow and lend is 6% per year. Assuming she deposits the same amount S at the end of the each year for 25 years, with the first deposit of annual savings being 1 year from now, what is the amount S such that she will exactly be able to meet her objectives?

9. Fred’s brother Ed, has just borrowed $165,000 using a mortgage that calls for 30 equal payments. The annual interest rate on the mortgage is 7%. How much is each annual installment? If at the end of 10 years, he wishes to prepay the mortgage, how much will he have to pay the bank (assuming no penalty)?

10. Suppose you have decided to start saving money to go to Super Bowl XLV with your friends 5 years from now (that is when you expect to see the 49ers play the Raiders). You estimate that the amount you will have to pay at that time will be $6000. The hedge fund in which you normally invest your savings  offers 16% compounded quarterly.

a. How much will you have to deposit each year (at year end) to have your $6000 if your first deposit is made 1 year from today and the final deposit is made on the day of the Super Bowl (5 years from now). 

b. How much will you have to deposit each year if your first deposit is made 1 year from today and the final deposit is made 1 year prior to the Super Bowl. 

c. How much would you have to deposit each year if your first deposit is made now and the final deposit is made one year before the superbowl?
