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1.
Alpo, Inc. invested $500,000 to help fund a company expansion project scheduled for 



eight years from now. How much additional money will they have eight years from 



now if they can earn 9 percent rather than 7 percent on this money?


a.
$58,829.69


b.
$86,991.91


c.
$118,009.42


d.
$126,745.19


e.
$137,188.23

c
2.
Which of the following statements concerning the effective annual rate are correct?


I.
When making financial decisions, you should compare effective annual rates rather 


than annual percentage rates.


II.
The more frequently interest is compounded, the higher the effective annual rate.


III.
A quoted rate of 6 percent compounded continuously has a higher effective annual rate 



than if the rate were compounded daily.


IV.
When choosing which loan to accept, you should select the offer with the highest effective annual rate.


a.
I and II only


b.
I and IV only


c.
I, II, and III only


d.
II, III, and IV only


e.
I, II, III,and IV

d
3.
The highest effective annual rate that can be derived from an annual percentage rate of 



9 percent is computed as: 

a.
.09e -1.

b.
e.09 ( q.

c.
e ( (1 + .09).


d.
e.09 – 1.

e.
(1 + .09)q.
c
4.
Your employer contributes $25 a week to your retirement plan. Assume that you work for your employer for another twenty years and that the applicable discount rate is 5 percent. Given these assumptions, what is this employee benefit worth to you today?


a.
$13,144.43


b.
$15,920.55


c.
$16,430.54


d.
$16,446.34


e.
$16,519.02

c
5.
You buy an annuity which will pay you $12,000 a year for ten years. The payments are paid on the first day of each year. What is the value of this annuity today at a 7 percent discount rate?


a.
$84,282.98


b.
$87,138.04


c.
$90,182.79


d.
$96,191.91


e.
$116,916.21
d
6.
You borrow $5,600 to buy a car. The terms of the loan call for monthly payments for four years at a 5.9 percent rate of interest. What is the amount of each payment?


a.
$103.22


b.
$103.73


c.
$130.62


d.
$131.26


e.
$133.04

c
7.
You borrow $149,000 to buy a house. The mortgage rate is 7.5 percent and the loan period is 30 years. Payments are made monthly. If you pay for the house according to the loan agreement, how much total interest will you pay?


a.
$138,086


b.
$218,161


c.
$226,059


d.
$287,086


e.
$375,059
a
8.
Your insurance agent is trying to sell you an annuity that costs $100,000 today. By 



buying this annuity, your agent promises that you will receive payments of $384.40 a 



month for the next 40 years. What is the rate of return on this investment?

a.
3.45 percent


b.
3.47 percent


c.
3.50 percent


d.
3.52 percent


e.
3.55 percent

