Time value of money Exam Questions

1. You have been offered a project paying R3 000 at the end of each year for the next 20 years. What is the maximum amount of money you would invest in this project if you expect an 8 percent rate of return on your investment? (Nov 2005) (Nov 2006)

2. R13 953,49
3. R29 454,00
4. R49 497,00
5. R137 286,00

2. You invested R4 000 annually (at the end of each year) for 5 successive years in a savings account at 15% per annum compounded interest. At the end of the fifth year you withdraw R10 000 and the balance is invested at 10% per annum compound interest for 5 years. What will the approximate end value of the investment be?

1. R18 318
2. R25146
3. R27 330
4. R29 340

3. An investor invests R2000 annually (at the beginning of each year) for five successive years into a savings account paying 10 percent compound interest per annum. At the end of the year, he withdraws R2 210, 22 of the accumulated amount and reinvests the balance into an account paying 12 percent interest per annum compounded monthly for two years. The end value of his investment will be closest to.

1. R12 544,00
2. R12 796,35
3. R14 247,69
4. R15 226,08


4. You will receive an amount of R1 700 eight (8) years from now. However, if you could receive the amount right now and invest it, you would be able to earn 8% interest per annum on the amount. What would the amount be worth if you could receive it now instead of waiting eight year.

1. R 819
2. R 918
3. R1 564
4. R1700



5. The present value of R2000 to be received 10 years from today, assuming an opportunity cost of 15%, is

1. R    494
2. R    771
3. R    881
4. R5 187

6. Mr Nkosi plans to buy a bicycle for R5 000 in 4½ year’s time. If the interest rate is 16% compounded quarterly, how much should he invest today (round off to the nearest whole number)?

1. R1 500
2. R2 240
3. R2 468
4. R3 377

7. You invest R 3 600 per year for 10 successive years (at the end of each year) in a savings account at,15% per annum compound interest. Which one of the following is closest to the end value in the savings account?

1. R73 094,40
2. R74 390,60
3. R83 094,40
4. R93 940,60


8. R100 is received at the beginning of year 1, R 200 is received at the beginning of year 2 and R 300 is received at the beginning of year 3 lf the cash flows are deposited at 12% their combined future value at the end of year 3 will be (Nov 2006)

1. R   672
2. R   727
3. R1 245
4. R1 536



9. Find the present value of the following stream of cash flows by assuming that the organisation has an opportunity cost of 25%

	Year
	Amount

	1
	R5000

	2
	R25 000

	3
	R14 000



1. R27 168
2. 32 800
3. 34 000
4. 35 200

10. The future value of the following stream of cash inflows assuming an interest rate of 25% is 

	Year
	Amount

	1
	R5000

	2
	R25 000

	3
	R14 000



1. R44 000
2. R50 250
3. R53 065
4. R66 340

11. Calculate the approximate future value at the end of year 3 of the following mixed stream of cash flows received at the end of each year, assuming the firm can earn 17 percent on its investments

	Year
	Amount

	1
	R3 000

	2
	R6 000

	3
	R9 000



1. R20 127
2. R20 724
3. R23 350
4. R23 550

12. The future value of R25 000 annuity due, deposited at 8 percent, compounded semi-annually for each of the next 5 years is approximately

1. R144 940
2. R289 740
3. R312 159
4. R312 920

13. The future value of R2 000 deposited at the beginning of each year, at an interest rate 8 percent for each of the next 10 years is closest to

1. R13 320
2. R14 494
3. R28 974
4. R31 291

14. In comparing an ordinary annuity and an annuity due, which one of the following statements are true?

1. All things being equal, one would prefer to receive an ordinary annuity compared to an annuity due
2. The future value of an annuity due is always less than the future value of an otherwise identical ordinary annuity, since one less payment is received with an annuity due.
3. The future value of an annuity due is always greater than the future value of an otherwise identical ordinary annuity
4. The future value of an ordinary annuity is always greater than the future value of an otherwise identical annuity due.


15. Which of the following statements is true about annuities?

1. An ordinary annuity is an equal payment that is paid or received at the beginning of each period
2. An annuity due is a payment that is paid or receive at the beginning of each period and that increases by an equal amount each period
3. An ordinary annuity is an equal payment that is paid or received at the end of each period and that increases by an equal amount each period.
4. An annuity due is an equal payment that is paid or receive at the beginning of each period

16. The future value of a R25 000 annuity due, deposited at 8 percent, compounded semi-annually for each of the next 5 years is approximately

1. R144 940
2. R289 740
3. R312 159
4. R312 920

17. Lucky would like to send her parents on a cruise for their 25th wedding anniversary. She has priced the cruise at R35 000 and has 10 years to accumulate this money. Approximately how much must she deposit annually in an account paying 10 percent in order to have enough money to send her parents on this cruise?

1. R2 169,09
2. R2 196,09
3. R2 234,00
4. R3 000,00

18. A generous philanthropist plans to make a once-off endowment to a respected heart research centre that will provide the facility with R250 000 per year into perpetuity. The rate of interest is expected to be 8 percent for all future time periods. How large should the endowment be? (Nov 2005) (Nov 2006)

1. R2 314 814
2. R2 000 000
3. R3 125 000
4. R3 000 000

19. The present value of a R25 000 perpetuity at a 7 percent discount rate is approximately

1. R178 571
2. R219 298
3. R350 000
4. R357 143


20. Moremi plans to start studying at UNISA in 4 years’ time. She needs about R20 157 for tuition and books. If the interest rate at the bank on such investments is 12% per year, how much should she save every quarter? (Nov 2005)

1. R1 000,00
2. R3 104,90
3. R4 217,83
4. R5173,77

21. Mr Forrester plans to retire on a ranch worth R3 000 000. The plan is to save every year for 20 years. If the interest rate is 12% per annum, how much does Mr Forrestor have to save at the end each year? (round off to the nearest R100) (Nov 2005) (Nov 2006 as Mr Lamola)


1. R36 800
2. R39 000
3. R41 600
4. R43 400

22. Martin can set aside R1 000 today towards the purchase of a travel-ticket to Canada. If the annual interest rate is 18% per annum compounded semi-annually, how much will Martin have for the ticket in five years from now? (round off to the nearest R10) (Nov 2005)

1. R2 370
2. R2 400
3. R2 560
4. R3 100

23. If the annual interest rate is 12% and is compounded quarterly, calculate the approximate future value of R2 000 invested for 3 years

1. R2 810
2. R2 850
3. R3 000
4. R3 150


24. Merlot is considering an investment of R650 today that will accumulate R734 in one year’s time. Calculate the effective annual rate on the investment if the interest is compounded semi-annually.

a. 9.1%
b. 11.7%
c. 12.9%
d. 14.1%

25. What is the highest effective rate attainable with a 12 percent nominal rate if interest is compounded semi-annually?

1. 12,00%
2. 12,36%
3. 12,75%
4. 12,95%

26. [bookmark: _GoBack]You plan to invest in securities that pay 9 percent compounded annually. How long will it take for your investment of R5000, made today, to grow to R9 140,20?

1. 5.10 years
2. 5.67 years
3. 6.30 years
4. 7.00 years
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