Calculator Review

Among other things, you should be able to do:

Annuities, perpetuities, discount factors, compounding, bonds, geometric averages and IRR calculations.

Calculator Steps

Turn on, clear all, set frequency, remove “begin of period, usually”, set up

problem.

Review Problems

1. If I want to receive $50,000/ year forever and can earn 8%, how much must I need?

2. If I want to receive $50,000/ year forever and can earn 8%, how much must I need?  Now I want this to grow or be adjusted by 3% due to inflation.  Re- calculate.

3. You contribute $3,000/ year to an account and earn 10%/ year.  After 30 years how much will you have?

4. You want to have $1,000,000 at age 65 and you are 35 now (n = 30).  You can earn 10%/ You have $10,000 in your account.  How much must you save per year?

5. Redo #3, 4 assuming, semi annual compounding.

6. Determine the future value of $1,000 at 10%/ year compounded annually, quarterly and monthly for two years with a calculator AND mathematically.

7. What is a bond value:  8 years, semi, 7% coupon, 4% yield?

8. Calculate the YTC of the above bond, callable at 100 in 2 years.

9. Stock returns are 10%, 5%, -3%, .  Calculate the arithmetic and geometric averages.

10. Cash flows are:  

Item

Amount

Frequency

0

-500,000

1

1

150,000

2

2

200,000

4

3

250,000

1

Calculate the IRR and 25% NPV.

11. Redo #10, and add a constant-growth terminal/ perpetuity, by taking a $100,000 CF, assuming a required rate of return of 15% and a constant growth rate of 5%, adding it to the final year’s cash flow.

Answers

1. 50,000/ .08 = 625,000

2. 50,000/(.09-.03) = $1M

3. $493,482.06

4. $5,018.45

5. (3)
$530,375.57

(4)           $2,299.90

6. Calculator, set frequency

Annually
$1,210.00

Quarterly
$1,218.40

Monthly
$1,220.39

Mathematically:  F = P (1 + I )^ n, = P ( 1 + I/m)^ (n * m)

1,210.00 = 1,000 (1 + .1)^2

1,218.40 = 1,000 (1+ .1/4)^8

1,220.39 = 1,000 (1 + .1/12)^24

7. $1,203.66, note coupon is $35, yield is 2%/ period on per period calculators, par is almost always $1,000

8. –2.82% YTC, change n to 4

9. AM = 4%, GM = 3.86% [(1.1)(1.05)(1-.03)]
^(1/3)-1

10. IRR = 30.03%, 25% NPV = $70,713

11. Perpetuity is $100,000/ (.15-.05) = $1M, add to final year = $1,250,000, redo calculations, IRR = 39.3%, 25% NPV = $280,428

