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This file is basically the same as Week 7 Workshop.docx, but it re-arranges the order to better fit the teaching slides.
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10 How much must be invested now to provide an amount of £10,000 in six years’ time assum-
ing interest is compounded quarterly at a nominal annual rate of 8 per cent? What is the
effective annual rate? @
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4 Asawinner of a lottery you can choose one of the following prizes:

a £1,000,000 now.

b £1,700,000 at the end of five years.

¢ £135,000 a year for ever, starting in one year.

d £200,000 for each of the next 10 years, starting in one year.

If the time value of money is 9 per cent, which is the most valuable prize?
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7 If the flat (nominal annual) rate of interest is 14 per cent and compounding takes place
monthly, what is the effective annual rate of interest (the annual percentage rate)? @

8 What is the present value of £100 to be received in 10 years’ time when the interest rate
(nominal annual) is 12 per cent and (a) annual discounting is used? (b) semi-annual dis-
counting is used? @
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1. Albert will retire in 15 years. If he wants to withdraw a lump sum amount of $150,000 at the
time when he retires, how much does he have to deposit now into a pension plan earning 6%
annually? (Assuming that he does not invest or withdraw any money from the account within the

next 15 years).<

2. Albert will retire in 15 years. If he deposits now of $150,000 into a pension plan earning 6%
annually, how much can he withdraw as a lump sum amount at the time when he retires? (Assuming

that he does not invest or withdraw any money from the account within the next 15 years).<

3. Albert will retire in 15 years. If he deposits $10,000 every year into a pension plan earning 6%
annually until he retires, how much can he withdraw as a lump sum amount at the time when he

retires? (Assuming that the first deposit he will make is at the end of year 1).<

4. Albert will retire in 15 years. If he deposits $10,000 every year into a pension plan earning 6%
annually until he retires, what is the total present value of all the deposits he make for the next 15

years? (Assuming that the first deposit he will make is at the end of year 1).<
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11 Supersalesman offers you an annuity of £800 per annum for 10 years. The price he asks is £4,800.
Assuming you could earn 11 per cent on alternative investments, would you buy the annuity? ®
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12 Punter buys a car on hire purchase paying five annual instalments of £1,500, the first being an
immediate cash deposit. Assuming an interest rate of 8 per cent is being charged by the hire
purchase company, how much is the current cash price of the car? ’\D
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1 What will a £100 investment be worth in three years’ time if the rate of interest is 8 per cent,
using: (a) simple interest? (b) annual compound interest? @
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2 You plan to invest £10,000 in the shares of a company.
a If the value of the shares increases by 5 per cent a year, what will be the value of the shares
in 20 years?

b If the value of the shares increases by 15 per cent a year, what will be the value of the
shares in 20 years? ®

3 How long will it take you to double your money if you invest it at: (a) 5 per cent? (b) 15 per cent?
‘5
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5 A bank lends a customer £5,000. At the end of 10 years he repays this amount plus interest.
The amount he repays is £8,950. What is the rate of interest charged by the bank? ®
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9 What sum must be invested now to provide an amount of £18,000 at the end of 15 years if
interest is to accumulate at 8 per cent for the first 10 years and 12 per cent thereafter? ®




