	Financial Management
	Unit IV Assignment

This assignment will allow you to demonstrate the following objectives:

· Calculate the annual payment on a loan using the present value of an annuity.
· Use discounting to determine the present value of an annuity.
· Calculate the future value of an annuity and periodic annuity payments.
· Determine the present value of a bond.

Instructions: 	Answer the questions directly on this document. When you are finished, select “Save As,” and save the document using this format: Student ID_UnitIV. Upload this document to BlackBoard as a .doc, docx, or .rtf file. Show all of your work.

1. Your supervisor has tasked you with evaluating several loans related to a new expansion project. Using the PVIFA table (table 9.4 in the textbook), determine the annual payment on a $400,000, 8% business loan from a commercial bank that is to be amortized over a five-year period. Show your work. Does this payment seem reasonable? Explain.
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The reasonability of an annual payment depends on the financial ability of the loan borrower. For instance, since the loan above is for expansion purposes, one can deduce the business is profitable and therefore its liquid enough to meet short term obligation. Consequently, it is prudent to conclude that the annual payment arrived above is reasonable to the business.


2. Dan is considering borrowing $500,000 to purchase a new condo. Based on that information, answer the following questions. Show all work. 

a) Calculate the monthly payment needed to amortize an 8% fixed-rate 30-year mortgage loan.
b) Calculate the monthly amortization payment if the loan in (a.) was for 15 years instead.
c) In a few sentences, explain the effect of a smaller loan period. How does it influence the monthly payment and interest?
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Small loan repayment period ensures the loan is paid faster. As such the amount of interest pad overly is small as the interest is based on the outstanding loan principal balance. Conversely, t when the payment period becomes longer, the monthly payment is small, but the cumulative interest become higher. The above argument is based on the reducing balance loans.


3 Use a financial calculator or computer software program to answer the following questions:

a) Melanie is trying to save money for retirement and has a future goal of $600,000 at the end of 20 years. Determine the present value of her goal using a discount rate of 11%. 
b) How would the present value change if the $600,000 is to be received at the end of 15 years instead? Explain the impact and show your work?
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The PV value increases significantly as the number of years reduces because the discounting effect reduces.




4. Your friend Anne is planning to invest $400 each year for four years and will earn a rate of 6 percent per year. 

a) Determine the future value of this annuity due if her first $400 is invested now. Show your work.
b) What is the difference between an annuity due and an ordinary annuity? Explain.
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5. Jimmy has a bond with a $1,000 face value and a coupon rate of 9.5% paid semiannually. It has a five-year life. 

a) If investors are willing to accept a 14 percent rate of return on bonds of similar quality, what is the present value or worth of this bond? Show your work. 
b) What is the impact of paying interest semi-annually rather than annually? Explain.
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As shown above, payment of the interest semiannually tend to raise the price of the Bond.
image4.emf
Payment 400.00 $             

Rate 6%

Period 4

FV $1,749.85

Payment 400.00 $             

Rate 6%

Period 4

Present Value $1,854.84

Difference

$104.99

Annuity Due

Ordinary Annuity
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Face Value 1,000.00 $                                 

Coupon 9.5%

Payment 47.50 $                                      

Period 10

Return 14%

FVIFA@7%10

7.0236

Payment 333.62 $                                    

PV of the Bond 519.37

Bond Price 852.99 $                                    

Face Value 1,000.00 $                                 

Coupon 9.5%

Payment 95.00 $                                      

Period 5

Return 14%

FVIFA@14%,5yrs

3.4331

Payment 326.14 $                                    

PV of the Bond 519.37

Bond Price 845.51 $                                    

Difference

7.48 $                                                      

Present Value of a Bond Interest  Semi Annually

Present Value of a Bond Interest   Annually
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Loan Amount 400,000.00 $ 

Interest Rate 8%

Period(yearly) 5

PMT $100,182.58

PVIFA $400,000.00

PVIFA 3.99271

PMT $100,182.58

Using PVIFA factor

Using Excel PMT Function
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Loan Amount 500,000.00 $ 

Interest Rate 8%

Period 360

PMT $3,668.82

Loan Amount 500,000.00 $ 

Interest Rate 8%

Period 180

PMT $4,778.26

PMT For 15 Years

PMT For 30 Years
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Loan Amount 600,000.00 $      

Discounting Factor 11%

Period 20

Present Value $74,420.34

Loan Amount 600,000.00 $      

Discounting Factor 11%

Period 15

Present Value $125,402.61

Difference

$50,982.26

PV for 15 Years

PV for 20 Years


