Corporate Finance
Week 2 – Time Value of Money
Answers to Seminar Questions
1. 
a. PV0 $7,000(PVIFA6%,20) $7,000(11.470) $80,290
b. PV0 $7,000(PVIFA8%,20) $7,000(9.818) $68,726
2. 
a. PV0 $10,000 R(PVIFA14%,4) R(2.914). 
Therefore R $10,000/2.914 $3,432 (to the nearest dollar).
b. 
	END OF YEAR
	(1)
INSTALLMENT PAYMENT
	(2)
ANNUAL INTEREST
(4)t-1 x 0.14
	(3)
PRINCIPAL PAYMENT
(1) – (2)
	(4)
PRINCIPAL AMOUNT OWING AT YEAR END
(4)t-1 – (3)

	0
	-
	-
	-
	$10,000

	1
	$3,432
	$1,400
	$2,032
	7,968

	2
	3,432
	1,116
	2,316
	5,652
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	3,432
	791
	2,641
	3,011

	4
	3,432
	421
	3,011
	0

	
	$13,728
	$3,728
	$10,000
	


3. 
a. $50,000(0.08) $4,000 interest payment
$7,451.47 −$4,000 $3,451.47 principal payment
b. Total installment payments −total principal payments total interest payments
$74,514.70 −$50,000 $24,514.70
