
EXAM FM QUESTIONS OF THE WEEK
S. Broverman, 2007

Week of August 6/07

Find the present value at time 0 of the following sequence of annual payments at annual effective
rate of interest 8% (payments increase by 2 per year up to time 10 and then increase by 1 per
year until time 20).
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A) Less than 125        B) At least 125 but less than 135        C) At least 135 but less than 145
D) At least 145 but less than 155        E) At least 155

The solution can be found below.



Week of August 6/07 - Solution

The present value at time 0 of the first 10 payments is    .#ÐM+Ñ"!lÞ!)

The present value at time 0 of the final 10 payments is  .@ ÒÐM+Ñ  #!+ Ó"!
"!lÞ!) "!lÞ!)

ÐM+Ñ œ œ $#Þ')'* + œ 'Þ("!" @ œ Þ%'$#"!lÞ!) "!lÞ!)

+ "!@
ÞÞ

Þ!)
"!"!lÞ!)

"!

  and    and   .

The total present value is
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