End of Chapter Answers

Chapter 1

1.
Using the rule of 72, approximate the following amounts. (Obj. 1)

a. If the value of land in an area is increasing 6 percent a year, how long will it take for property values to double?


   About 12 years (72 / 6)

b. If you earn 10 percent on your investments, how long will it take for your money to double?

    About 7.2 years (72 / 10)

c. At an annual interest rate of 5 percent, how long will it take for your savings to double?

   About 12 years (72 / 5)
2.
In the early 2000s, selected automobiles had an average cost of $15,000. The average cost of those same automobiles is now $18,000. What was the rate of increase for these automobiles between the two time periods?


($18,000 ‑ $15,000) / $15,000 = .20 (20 percent)

3.
A family spends $34,000 a year for living expenses. If prices increase by 4 percent a year for the next three years, what amount will the family need for their living expenses after three years?


$34,000 

[image: image1.wmf]´

 1.12 = $38,080; or using Exhibit 1-A: $34,000  1.125 = $38,250

4.
Ben Collins plans to buy a house for $120,000. If that real estate is expected to increase in value by 5 percent each year, what will its approximate value be seven years from now? 


$120,000 
[image: image3.wmf]´

 1.35 = $162,000; or using Exhibit 1-A: $120,000 
[image: image4.wmf]´

 1.407 = $168,840

5.
What would be the yearly earnings for a person with $6,000 in savings at an annual interest rate of 5.5 percent? 


$6,000 
[image: image5.wmf]´

 0.055 = $330

6.
Using time value of money tables (Exhibit 1–3 or chapter appendix tables), calculate the following: 

a. The future value of $450 six years from now at 7 percent.

$450 
[image: image6.wmf]´

 1.501 = $675.45 (Exhibit 1-A)
b. The future value of $800 saved each year for 10 years at 8 percent.


$800 
[image: image7.wmf]´

 14.487 = $11,589.60 (Exhibit 1-B)

c. The amount a person would have to deposit today (present value) at a 6 percent interest rate to have $1,000 five years from now.


$1,000 
[image: image8.wmf]´

 .747 = $747 (Exhibit 1-C)

d. The amount a person would have to deposit today to be able to take out $500 a year for 10 years from an account earning 8 percent.


$500 
[image: image9.wmf]´

 6.710 = $3,355 (Exhibit 1-D)

7.
If you desire to have $10,000 for a down payment for a house in five years, what amount would you need to deposit today? Assume that your money will earn 5 percent. 


$10,000 
[image: image10.wmf]´

  0.784 = $7,840 (Exhibit 1-C) 

8.
Pete Morton is planning to go to graduate school in a program of study that will take three years. Pete wants to have $10,000 available each year for various school and living expenses. If he earns 4 percent on his money, how much must he deposit at the start of his studies to be able to withdraw $10,000 a year for three years? 


$10,000 
[image: image11.wmf]´

 2.775 = $27,750 (Exhibit 1-D)

9.
Carla Lopez deposits $3,000 a year into her retirement account. If these funds have an average earning of 8 percent over the 40 years until her retirement, what will be the value of her retirement account? 


$3,000 
[image: image12.wmf]´

 259.060 = $777,180 (Exhibit 1-B) 

10.
If a person spends $10 a week on coffee (assume $500 a year), what would be the future value of that amount over 10 years if the funds were deposited in an account earning 4 percent? 


$500 
[image: image13.wmf]´

 12.006 = $6,003 (Exhibit 1-B) 

11. A financial company that advertises on television will pay you $60,000 now for annual payments of $10,000 that you are expected to receive for a legal settlement over the next 10 years. If you estimate the time value of money at 10 percent, would you accept this offer? 

The present value of the annual payment is calculated as: $10,000 X 6.145 = $61,450

The $60,000 being offered now is less than the present value of the future flow.

12. Tran Lee plans to set aside $1,800 a year for the next six years, earning 4 percent. What would be the future value of this savings amount? 

$1,800 X 6.633 = (future value of a series) = $11,939.40

13. If you borrow $8,000 with a 5 percent interest rate to be repaid in five equal payments at the end of the next five years, what would be the amount of each payment? (Note: Use the present value of an annuity table in the chapter appendix.) 

$8,000 / 4.329 = $1,848

Chapter 2

1.
Based on the following data, determine the amount of total assets, total liabilities, and net worth. 

	Liquid assets, $3,670
	Investment assets, $8,340
	

	Current liabilities, $2,670
	Household assets, $89,890
	

	Long-term liabilities, $76,230
	
	

	
	
	

	a.
	Total assets
	$

	b.
	Total liabilities
	$

	c.
	Net worth
	$

	
	
	

	Total assets = $101,900 ($3,670 + 8,340 + 89,890)

	Total liabilities = $78,900 ($2,670 + $76,230)

	Net worth = $23,000 ($101,900 - $78,900) 


2.
Using the following balance sheet items and amounts, calculate they total liquid assets and total current liabilities:



Money market account $2,600

Medical bills $232



Mortgage $158,000



Checking account $780



Retirement account $86,700


Credit card balance $489

a. Total liquid assets $3,380
b. Total current liabilities $721
3.
Use the following items to determine the total assets, total liabilities, net worth, total cash inflows, and total cash outflows.

	Rent for the month, $650
	Monthly take-home salary, $1,950

	Spending for food, $345
	Cash in checking account, $450

	Savings account balance, $1,890
	Balance of educational loan, $2,160

	Current value of automobile, $7,800
	Telephone bill paid for month, $65

	Credit card balance, $235
	Loan payment, $80

	Auto insurance, $230
	Household possessions, $3,400

	Stereo equipment, $2,350
	Payment for electricity, $90

	Lunches/parking at work, $180
	Donations, $70

	Home computer, $1,500
	Value of stock investment, $860

	Clothing purchase, $110
	Restaurant spending, $130


	a.
	Total assets
	$
	d.
	Total cash inflows
	$

	b.
	Total liabilities
	$
	e.
	Total cash outflows
	$

	c.
	Net worth
	$
	
	
	

	
	
	
	
	
	

	Total assets = $18,250 ($450 + 1,890 + 7,800 + 2,350 + 1,500 + 3,400 + 860)

	Total liabilities = $2,395 ($235 + $2,160)

	Net worth = $15,855 ($18,250 - $2,395)

	Total cash inflows = $1,950

	Total cash outflows = $1,950 ($650 + 345 + 230 + 180 + 110 + 65 + 80 + 90 + 70 + 130)


4.
For each of the following situations, compute the missing amount. 

a. Assets $45,000; liabilities $16,000; net worth $29,000
b. Assets $76,500; liabilities $57,800 net worth $18,700.

c. Assets $34,280; liabilities $12,965; net worth $21,315
d. Assets $90,999; liabilities $38,345; net worth $52,654

5.
Based on this financial data, calculate the ratios requested:

Liabilities $8,000



Net worth $58,000

Liquid assets $4,600


Current liabilities $1,300

Monthly credit payments $640

Take-home pay $2,600

Monthly savings $130


Gross income $2,850 



a. Debt ratio _8,000/58,000 = 0.138 

b. Current ratio _4,600/1,300 = 3.54
c. Debt-payments ratio _640/2,600 = 0.246 
d. Savings ratio _130/2,850 = 0.046 
6.
The Fram family has liabilities of $128,000 and a net worth of $340,000. What is the debt ratio? How would you assess this? 


$128,000 / $340,000 = .376 represents a ratio of less than 40 percent, which would need to be assessed in relation to previous trends and the ratio of comparable households.  

7.
Carl Lester has liquid assets of $2,680 and current liabilities of $2,436. What is his current ratio? What comments do you have about this financial position? 


$2,680 / $2,436 = 1.1, which might be viewed as lower than would be desirable. 

8.
For the following situations, calculate the cash surplus or deficit:


Cash Inflows

Cash Outflows 
   Difference (surplus or deficit)


   $3,400

    
$3,218
              
 $182 
   
surplus

   $4,756

    
$4.833
   
   
 $77

   deficit
  
   $4,287

    
$4,218
   
    
$69
              surplus
  

9.
The Brandon household has a monthly income of $5,630 on which to base their budget. They plan to save 10 percent and spend 32 percent on fixed expenses and 56 percent on variable expenses.  

a. What amount do they plan to set aside for each major budget section?



Savings

$  563


Fixed Expenses
$1,801.60


Variable Expenses 
$3,152.80
b. After setting aside these amounts, what amount would be remaining for additional savings or for paying off debts? 



$112.60

10. Fran Powers created the following budget and reported the actual spending listed. Calculate the variance for each of these categories, and indicate whether it was a deficit or a surplus. 


Item

Budgeted
Actual
     Variance
Deficit/Surplus


Food 

  $350

$298
     ______
    ________


Transportation      320

  337
     ______
    ________


Housing 
    
950

  982
     ______
    ________


Clothing
    
100

  134
     ______           ________


Personal
    
275
   
  231
     ______           ________


Food $52 surplus; transportation $17 deficit; housing $32 deficit; clothing $34 deficit; personal expenses $44 surplus.

11. Ed Weston recently lost his job. Before unemployment occurred, the Weston household (Ed; wife, Alice; two children, ages 12 and 9) had a monthly take-home income of $3,165. Each month, the money went for the following items: $880 for rent, $180 for utilities, $560 for food, $480 for automobile expenses, $300 for clothing, $280 for insurance, $250 for savings, and $235 for personal and other items. After the loss of Ed’s job, the household’s monthly income is $1,550, from his wife’s wages and his unemployment benefits. The Westons also have savings accounts, investments, and retirement funds of $28,000.

a. What budget items might the Westons consider reducing to cope with their financial difficulties?


Common cutbacks occur in the areas of food, clothing, savings, and personal spending.

b. How should the Westons use their savings and retirement funds during this financial crisis? What additional sources of funds might be available to them during this period of unemployment?


Savings funds should be used to pay fixed expenses and necessities. Retirement funds should only be used if a lengthy unemployment time is encountered or if large, expected expenses occur. Other sources of funds may include loans, sale of investments, or sale of no longer needed household items.

12. Use future value and present value calculations (see tables in the appendix for Chapter 1) to determine the following:

a. The future value of a $500 savings deposit after eight years at an annual interest rate of 7 percent.


$500 
[image: image14.wmf]´

 1.718 = $859

b. The future value of saving $1,500 a year for five years at an annual interest rate of 8 percent.


$1,500 
[image: image15.wmf]´

 5.867 = $8,800.50

c. The present value of a $2,000 savings account that will earn 6 percent interest for four years.


$2,000 
[image: image16.wmf]´

 .792 = $1,584

13. Brenda plans to reduce her spending by $50 a month. What would be the future value of this reduced saving over the next 10 years? (Assume an annual deposit to her savings account, and an annual interest rate of 5 percent.) 

$50 X 12 = $600 X 12.578 (future value of annuity) = $7,546.80

14. Kara George received a $10,000 gift for graduation for her uncle. If she deposits this in a account paying 4 percent, what will be the value of this gift in 15 years? 

$10,000 X 1.801 = $18,010

Chapter 3

1.
Thomas Franklin arrived at the following tax information:

Gross salary, $41,780



Interest earnings, $225

Dividend income, $80



One personal exemption, $2,650

Itemized deductions, $3,890


Adjustments to income, $1,150

What amount would Thomas report as taxable income?


Thomas would have a taxable income of $34,395 resulting from $41,780 + $80 + $225 - $1,150 - $3,890 - $2,650.

2.
If Lola Harper had the following itemized deductions, should she use Schedule A or the standard deduction?  The standard deduction for her tax situation is $6,050. 


Donations to church and other charities, $1,980


Medical and dental expenses exceeding 7.5 percent of adjusted gross income, $430


State income tax, $690


Job-related expenses exceeding 2 percent of adjusted gross income, $1,610


The standard deduction of $6,050 is better than itemizing deductions which totaled $4,710.

3.
What would be the average tax rate for a person who paid taxes of $4,864.14 on a taxable income of $39,870?


12.2 percent

4.
Based on the following data, would Ann and Carl Wilton receive a refund or owe additional taxes? 

Adjusted gross income, $43,190

    
Itemized deductions, $11,420

Child care tax credit, $80



Federal income tax withheld, $6,784

Amount for personal exemptions, $7,950

Tax rate on taxable income, 15 percent


Taxable income would be $23,820 ($43,190 - $11,420 - $7,950) times the average tax rate of 15 percent equals $3,573 less a tax credit of $80 gives a tax liability of $3,493. When compared to federal tax withheld ($6,784), the result is a refund of $3,291.

5.
If $3,432 was withheld during the year and taxes owed were $3,316, would the person owe an additional amount or receive a refund?  What is the amount?

$3,432 - $3,316 = $116 refund

6.
If 400,000 people each receive an average refund of $1,900, based on an interest rate of 4 percent, what would be the lost annual income from savings on those refunds? 


400,000 X $1,900 X .04 = $30,400,000

7.
Using the tax table in Exhibit 3–5 (p. 91), determine the amount of taxes for the following situations:  


a.
A head of household with taxable income of $26,210 ($3,361). 


b.
A single person with taxable income of $26,888 ($3,630). 


c.
A married person filing a separate return with taxable income of $26,272 ($3,540).

8.
Elaine Romberg prepares her own income tax return each year. A tax preparer would charge her $60 for this service. Over a period of 10 years, how much does Elaine gain from preparing her own tax return? Assume she can earn 3 percent on her savings.

$687.94 = $60 x 11.464 (future value of annuity for 10 years, 3 percent) 

9.
Each year, the Internal Revenue Service adjusts the value of an exemption based on inflation (and rounded to the nearest $50). If the exemption in a recent year was worth $3,100 and inflation was 4.7 percent, what would be the amount of the exemption for the upcoming tax year? 

$3,100 X 1.047 = $3,245.70 rounded to $3,250

10. Would you prefer a fully taxable investment earning 10.7 percent or a tax-exempt investment earning 8.1 percent? Why?  (Assume a 28 percent tax rate.) 


Assuming a 28 percent tax rate, 10.7 percent times 0.72 equals 7.704 percent; an 8.1 percent tax-exempt return would be preferred.

11. On December 30, you decide to make a $1,000 charitable donation. 

a. If you are in the 27 percent tax bracket, how much will you save in taxes for the current year?


$270 tax savings ($1,000 X 0.27) 

b. If you deposit that tax savings in a savings account for the next five years at 8 percent, what will be the future value of that account?  


$270 
[image: image17.wmf]´

 1.469 = $396.63

12. Jeff Perez deposits $2,000 each year in a tax-deferred retirement account. If he is in a 27 percent tax bracket, what amount would his tax be reduced over a 20-year time period? 

     $10,800 = ($2,000 x .27) x 20 years

13. If a person with a 30 percent tax bracket makes a deposit of $4,000 to a tax-deferred retirement account, what amount would be saved on current taxes?

     $4,000 x .30 = $1,200

Chapter 4

1.
An ATM with a service fee of $2 is used by a person 100 times in a year. What would be the future value in 10 years (use a 4 percent rate) of the annual amount paid in ATM fees?


$2,401.12 = $200 x 12.006
2.
If a person has ATM fees each month of $22 for eight years, what would be the total cost of those banking fees? 

     $22 X 12 months X 8 years = $2,112

3.
A payday loan company charges 4 percent interest for a two-week period. What would be the annual interest rate from that company? 


52 weeks / 2-week period = 26 periods X .04 = 1.04 (annual period of 104 percent) 

4.
For each of these situations, determine the savings amount. Use the time value of money tables in Chapter 1 (Exhibit 1–3) or in the Chapter 1 appendix. 

a. What would be the value of a savings account started with $500, earning 6 percent (compounded annually) after 10 years?


$500 
[image: image18.wmf]´

 1.791 = $895.50

b. Brenda Young desires to have $10,000 eight years from now for her daughter’s college fund. If she will earn 7 percent (compounded annually) on her money, what amount should she deposit now? Use the present value of a single amount calculation.


$10,000 
[image: image19.wmf]´

 0.582 = $5,820

c. What amount would you have if you deposited $1,500 a year for 30 years at 8 percent (compounded annually)?


$1,500 
[image: image20.wmf]´

 113.28 = $169,920

5.
What would be the annual percentage yield for a savings account that earned $56 in interest on $800 over the past 365 days?


$56 / $800 = .07 = 7 percent

6.
With a 28 percent marginal tax rate, would a tax-free yield of 7 percent or a taxable yield of 9.5 percent give you a better return on your savings? Why?  


The 7 percent tax-free yield is better since 9.5 percent after taxes come to 6.84 percent (.095 
[image: image21.wmf]´

 0.72).

7.
Janie has $70,000 in a single ownership money market account, $30,000 in a single ownership savings certificate, and has a joint account with her mother with a balance of $214,000. Based on $100,000 of Federal Deposit Insurance Corporation coverage, what amount of Janie’s savings would not be covered by deposit insurance?  


$17,000   
Single accounts $70,000 + $30,000 - $100,000 = $10,000 uninsured




Joint account (.5 x $214,000) - $100,000 = $7,000 uninsured 

8.
A certificate of deposit will often result in a penalty for withdrawing funds before the maturity date. If the penalty involves two months of interest, what would be the amount for early withdrawal on a $20,000, 6 percent CD?


$20,000 X .06 X (2/12) = $200

9.
What might be a savings goal for a person who buys a five-year CD paying 4.67 percent instead of an 18-month savings certificate paying 3.29 percent? 


A person saving for a longer-term goal such as children’s education, retirement, or purchase of a vacation home may make use of a five-year savings certificate. A person who will need the funds in less than two years would use an 18-month savings certificate. Also, if you believe interest rates will be dropping, use of a long-term certificate will guarantee a higher savings rate over this time period.

10. What is the annual opportunity cost of a checking account that requires a $350 minimum balance to avoid service charges? Assume an interest rate of 3 percent.

$350 
[image: image22.wmf]´

 .03 = $10.50 

11. Compare the costs and benefits of these two checking accounts: 

Account 1: A regular checking account with a monthly fee of $6 when the balance goes below $300.

Account 2: An interest-earning checking account (paying 1.2 percent), with a monthly charge of $3 if the balance goes below $100.

Account 1 allows “free” checking unless the balance goes below the minimum, then the fees can get quite expensive.  With account 2, customers will receive a low return (benefit) but should be careful not to leave too much in the account since higher rates may be available with other types of savings plans. 

12. A bank that provides overdraft protection charges 12 percent for each $100 (or portion of $100) borrowed when an overdraft occurs. 

a. What amount of interest would the customer pay for a $188 overdraft? (Assume the interest is for the full amount borrowed for whole year.)

$ 24 = $200 x 0.12 (the service lends in $100 increments) 

b. How much would be saved by using the overdraft protection loan if a customer has three overdraft charges of $30 each during the year?

$ 66 = (3 x $30) - $24

13. What would be the net annual cost of the following checking accounts? 

a. Monthly fee, $3.75; processing fee, 25 cents per check; checks written, an average of 14 a month.


(14 checks 
[image: image23.wmf]´

 12 months 
[image: image24.wmf]´

 $0.25) + ($3.75 
[image: image25.wmf]´

 12 months) = $87 cost

b. Interest earnings of 4 percent with a $500 minimum balance; average monthly balance, $600; monthly service charge of $15 for falling below the minimum balance, which occurs three times a year (no interest earned in these months).

$600 
[image: image26.wmf]´

 .04 = $24 
[image: image27.wmf]´

 9/12 = $18 less $45 services charge = $27 net cost

Chapter 5

1.
On online buying club offers a membership for $175, for which you will receive a 10 percent discount on all brand-name items you purchase. How much would you have to buy to cover the cost of the membership?


$1,750 = $175/0.10

2.
John Walters is comparing the cost of credit to the cash price of an item. If John makes a $60 down payment and pays $32 a month for 24 months, how much more will that amount be than the cash price of $685?

  
[($32 
[image: image28.wmf]´

 24 months) + $60] ‑ $685 = $143

3.
Calculate the unit price of each of the following items:

	(a) motor oil – 2.5 quarts for $1.95
	_______ cents/quart

	(b) cereal – 15 ounces for $2.17
	_______ cents/ounces

	(c) canned fruit – 13 ounces for 89 cents
	_______ cents/ounces

	(d) facial tissue – 300 tissues for $2.25
	_______  cents/100 tissues


	Motor oil
	78 cents a quart 

	Cereal
	14.5 cents an ounce 

	Canned fruit
	6.8 cents an ounce 

	Facial tissue
	75 cents per 100 


4.
A service contract for new video television projection system costs $120 a year. You expect to use the system for five years. Instead of buying the service contract, what would be the future value of these annual amounts after five years if you earn 4 percent on your savings?


$120 
[image: image29.wmf]´

 5.416 (FVA 4%, 5 years) = $649.92 

5.
A work-at-home opportunity is available in which you will receive 3 percent of the sales for customers you refer to the company. The cost of your “franchise fee” is $840. How much would your customers have to buy to cover the cost of this fee?

$28,000 = $840/0.03

6.
What would be the net present value of a microwave oven that costs $159 and will save you $68 a year in time and food away from home? Assume an average return on your savings of 4 percent for five years. (Hint: Calculate the present value of the annual savings, then subtract the cost of the microwave.)


$68 
[image: image30.wmf]´

 4.452 (PV of a series of amounts, 4%, 5 years) ‑ $159 = $143.74

7. 
If a person saves $63 a month by using coupons and doing comparison shopping, (a) what is the amount for a year?  (b) What would be the future value of this annual amount over 10 years, assuming an interest rate of 4 percent? 


(a) $63 X 12 = $756; (b) $756 X 12.006 = $9,076.54

8.  Based on financial and opportunity costs, which of the following do you believe would be the wiser purchase? 

Vehicle 1: A three-year-old car with 45,000 miles, costing $6,700 and requiring $385 of immediate repairs. 

Vehicle 2: A five-year-old car with 62,000 miles, costing $4,500 and requiring $760 of immediate repairs. 


Students can make a case for either vehicle since #1 has lower mileage, is newer, and requires fewer repairs. However, some people may find #2 more appealing due to the lower initial costs.

9.  Based on the following data, prepare a financial comparison of buying and leasing a motor vehicle with a $24,000 cash price: 

Down payment (to finance vehicle) $4,000

Down payment for lease $1,200

Monthly loan payment $560



Monthly lease payment $440

Length of loan – 48 months



Length of lease - 48 months 

Value of vehicle at end of loan $7,200  


End-of-lease charges $600

Buy: $4,000 + ($560 x 48) - $7,200 = $23,680

Lease: $1,200 + ($440 x 48) + $600 = $22,920

What other factors should a person consider when choosing between buying or leasing? 

Students should point out the value of the owned vehicle when buying as well as the benefit of obtaining a new vehicle every few years when leasing. 

10.  Based on the data provided here, calculate the items requested: 

Annual depreciation, $2,500


Annual mileage, 13,200

Current year’s loan interest, $650


Miles per gallon, 24

Insurance, $680




License and registration fees, $65

Average gasoline price, $2.10 per gallon

Oil changes/repairs, $370

Parking/tolls, $420

a. the total annual operating cost of the motor vehicle.


Fixed Ownership Costs
Variable Operating Costs
	$2,500 
	Depreciation
	   1199
	gasoline

	     650 
	interest on loan
	    370
	oil/repairs

	     680 
	Insurance
	     420
	parking/tolls

	       65 
	License/registration
	$1,989
	total variable costs

	$3,895
	total fixed costs
	
	


b. the operating cost per mile. 


Total costs $5,884 divided by 13,200 miles equals 44.6 cents cost per mile.

11. Based on the following, calculate the costs of buying and of leasing a motor vehicle.
	Purchase Costs
	
Leasing Costs

	Down payment                 $1,500
	Security deposit                 $500

	Loan payment        $450 for 48 months
	Lease payment       $450 for 36 months

	Estimated value at End of loan  $4,000
	End of lease charges         $600

	Opportunity cost interest rate: 4 percent


Purchase:  $1,500 + [450 X 48] – 4,000 + [1,500 X .04 X 4] = $19,340

Lease:  [450 X 36] + 600 + [500 X .04 X 3] = $16,860

12. A class-action suit against a utility company resulted in a settlement of $1.2 million for 62,000 customers. If the legal fees, which must be paid from the settlement, are $300,000, what amount will each plaintiff receive?

$14.52 = ($1,200,000 - $300,000) ÷ 62,000

Chapter 7

1.
Based on the following data, would you recommend buying or renting?

	Rental Costs
	Buying Costs

	Annual rent, $7,380
	Annual mortgage payments, $9,800 ($9,575 is interest)

	Insurance, $145
	Property taxes, $1,780

	Security deposit, $650
	Down payment/closing costs, $4,500

	Insurance/maintenance, $1,050
	Growth in equity, $225

	
	Estimated annual appreciation, $1,700



Assume an after-tax savings interest rate of 6 percent and a tax rate of 28 percent. 

	Rental Costs
	Buying Costs

	$7,380 
	Rent
	$9,800 
	Mortgage payments

	     145 
	Insurance
	  2,830
	Taxes, insurance, maintenance

	       39 
	Interest lost on security deposit
	     270 
	Interest lost on down payment,

 closing costs

	
	
	    -225 
	Growth in equity

	
	
	 -1,700 
	Annual appreciation

	
	
	 -2,681 
	Tax savings for mortgage interest

	
	
	    -498 
	Tax savings for property taxes

	$7,564 
	Total rental costs
	$7,796 
	Total buying costs


2.
When renting, various move-in costs will be encountered. Estimate the following amounts:

First month rent 





$________



Security deposit





$________

Security deposit for utilities (if applicable) 

$________

Moving truck, other moving expenses


$________

Household items (dishes, towels, bedding) 

$________

Furniture and appliances (as required)


$________

Renter’s insurance 




$________

Refreshments for friends who helped you move

$________

Other items ___________________________

$________

Student responses will vary.  Encourage students to point out ways for obtaining this information and for minimizing their rental move-in costs.

3.
Many locations require that renters be paid interest on their security deposits. If you have a security deposit of $1,150, how much would you expect a year at 3 percent?

$ 34.50 = $1,150 x .03

4.
Condominiums usually require a monthly fee for various services. At $160 a month, how much would a homeowner pay over a 10-year period for living in this housing facility?

$19,200 = $160 x 12 months x 10 years.

5.
Ben and Vicki Manchester plan to buy a condominium.  They will obtain a $150,000, 30-year mortgage, at 6 percent.  Their annual property taxes are expected to be $1,800. Property insurance is $480 a year, and the condo association fee is $220 a month.  Based on these items, determine the total monthly housing payment for the Manchesters. 

Monthly mortgage payment: $6.00 X 150 = $900

Monthly property taxes: $1,800 / 12 = $150

Monthly property insurance: $480/12 = $40

Monthly association fee: $220

Total monthly housing payment: $1,310

6.
Estimate the affordable monthly mortgage payment, the affordable mortgage amount, and the affordable home purchase price for the following situation (see Exhibit 7–6).

Monthly gross income, $2,950
   
Down payment to be made—15 percent of purchase price

Other debt (monthly payment), $160
Monthly estimate for property taxes and insurance, $210 

30-year loan at 8 percent.


Based on example A (with other debts), Exhibit 7-6 (p. ___)


Affordable monthly mortgage payment, $751


Affordable mortgage amount, $102,316


Affordable home purchase, $120,372

7.
Based on Exhibit 7–7, what would be the monthly mortgage payments for each of the following situations?

a. A $140,000, 15-year loan at 8.5 percent.    $9.85 
[image: image31.wmf]´

 140 = $1,379

b. A $215,000, 30-year loan at 7 percent.      $6.65 
[image: image32.wmf]´

 215 = $1,429.75

c. A $165,000, 20-year loan at 8 percent.    $8.36 
[image: image33.wmf]´

 165 = $1,379.40

8.
Which mortgage would result in higher total payments?

Mortgage A: $985 a month for 30 years

Mortgage B: $780 a month for 5 years and $1,056 for 25 years


A:
$985 
[image: image34.wmf]´

 360 months = $354,600 


B:
($780 
[image: image35.wmf]´

 60 months) + ($1,065 
[image: image36.wmf]´

 300 months) = $366,300

9.
If an adjustable-rate 30-year mortgage for $120,000 starts at 5.5 percent and increases to 6.5 percent, what is the amount of increase of the monthly payment? (Use Exhibit 7–7)

120 X $5.68 = $681.60; 120 X $6.32 = $758.40;   $758.40 – $681.60 = $76.80

Or, $6.32 – $5.68 X 120 = $76.80

10. Kelly and Tim Jones plan to refinance their mortgage to obtain a lower interest rate. They will reduce their mortgage payments by $56 a month. Their closing costs for refinancing will be $1,670. How long will it take them to cover the cost of refinancing?


$1,670 ÷ $56 = 29.82 (about 30 months; two and a half years)

11. In an attempt to have funds for a down payment five years, Jan Carlson plans to save $3,000 a year for the next five years.  With an interest rate of 4 percent, what amount will Jan have available for a down payment after the five years? 

 
$3,000 X 5.416 = $16,248

12. Based on Exhibit 7-9, if you were buying a home, what would be the approximate total closing costs (excluding the down payment)?  As an alternative, obtain actual figures for the closing items by contacting various real estate organizations or by doing online research.  

Student answers will vary based on estimates using Exhibit 7-9. 

13. You estimate that you can save $3,800 by selling your home yourself rather than using a real estate agent. What would be the future value of that amount if invested for five years at 6 percent?

$3,800 [image: image37.wmf]´

 1.403 = $5,331.40

Chapter 8

1.
Most home insurance policies cover jewelry for $1,000 and silverware for $2,500 unless items are covered with additional insurance. If a family had $3,500 of jewelry and $3,800 of silverware stolen, what amount of the claim would not be covered by insurance?


($3,500 - $1,000) + ($3,800 - $2,500) = $3,800
2.
What amount would a person with actual cash value (ACV) coverage receive for two-year-old furniture destroyed by a fire? The furniture would cost $1,000 to replace today and had an estimated life of five years.

$1,000 - [($1,000 = 5) 
[image: image38.wmf]´

 2] = $600
3.
What would it cost an insurance company to replace a family’s personal property that originally cost $18,000? The replacement costs for the items have increased 15 percent.


$18,000 
[image: image39.wmf]´

 1.15 = $20,700
4.
If Carissa Dalton has a $130,000 home insured for $100,000, based on the 80 percent coinsurance provision, how much would the insurance company pay on a $5,000 claim?


$4,807.96 = ($100,000/$104,000 
[image: image40.wmf]´

 $5,000)
5.
For each of the following situations, what amount would the insurance company pay?


a.
Wind damage of $785; the insured has $500 deductible.



$285 = $785 - $500


b.
Theft of a stereo system worth $1,300; the insured has a $250 deductible.



$1,050 = $1,300 - $250


c.
Vandalism that does $375 of damage to a home; the insured has a $500 deductible.



Zero; deductible exceeds loss.
6.
Becky Fenton has 25/50/10 automobile insurance coverage. If two other people are awarded $35,000 each for injuries in an auto accident in which the insured was judged at fault, how much of this judgement would insurance cover?


The maximum amount the insurance company would pay is $50,000 for all claims in an accident.
7.
Kurt Simmons has 50/100/15 auto insurance coverage. One evening he lost control of his vehicle hitting a parked car and damaging a store front along the street. Damage to the parked car was $5,400 and damage to the store was $12,650. What amount will the insurance company pay for the damages? What amount will Kurt have to pay?


The insurance company will pay $15,000 (policy limit); Kurt will be liable for $3,050.
8.
Beverly and Kyle Nelson currently insure their cars with separate companies paying $450 and $375 a year. If they insure both cars with the same company, they would save 10 percent on the annual premiums. What would be the future value of the annual savings over ten years based on an annual interest rate of 6 percent?


($450 + $375) 
[image: image41.wmf]´

 .10 = $82.50 
[image: image42.wmf]´

 13.181 (FVA 6%, 10 years) = $1,047.43
9.
When Carolina's house burned down, she lost household items worth a total of $25,000. Her house was insured for $80,000 and her homeowners' policy provides coverage for personal belongings up to 55 percent of the insured value of the house.  Calculate how much insurance coverage Carolina's policy provides for her personal possessions and whether she will receive payment for all of the items destroyed in the fire. 

Multiply the insured value of the house ($80,000) by the percentage of the coverage (55 percent) that is:

 $80,000 x .55 = $44,000

Because the value of the lost items was $25,000, Carolina will receive payment for all of the items destroyed by fire.

10.
Matt and Kristin are newly married and living in their first house. The yearly premium on their homeowners insurance policy is $450 for the coverage they need. Their insurance company offers a 5% discount if they install deadbolt locks on all exterior doors. The couple can also receive a 2% discount if they install smoke detectors on each floor. They have contacted a locksmith, who will provide and install deadbolt locks on the two exterior doors for $60 each. At the local hardware store, smoke detectors cost $8 each, and the new house has two floors. Kristin and Matt can install them themselves. 


What discount will Matt and Kristin receive if they install the deadbolts? If they install


smoke detectors?  


$450 x .05 = $22.50 for the deadbolts


$450 x .02 = $9 for the smoke detectors

11. In the preceding example, assuming their insurance rates remain the same, how many 
years will it take Matt and Kristin  to earn back in discounts the cost of the deadbolts? 


$120 ÷ $22.50 = 5.33 years

The cost of the smoke detectors? 

$16 ÷ $9 = 1.77 years


Would you recommend Matt and Kristin invest in the safety items?  Why or why not?


Yes, they should invest in the safety items, especially if they plan to live in that house for about 5 
years.  Even if they do not live there for 5 years they should invest this amount for their safety 
and peace of mind.

Chapter 9

1. The Kelleher family has health insurance coverage that pays 80 percent of out-of-hospital expenses after a $500 deductible per person. If one family member has doctor and prescription medication expenses of $1,100, what amount would the insurance pay?

The insurance company would pay .80 
[image: image43.wmf]´

 $600 = $480.
2. A health insurance policy pays 65 percent of physical therapy cost after a $200 deductible. In contrast, an HMO charges $15 per visit for physical therapy. How much would a person save with the HMO if they had 10 physical therapy sessions costing $50 each?


Cost with health insurance: $200 deductible (first 4 sessions) + 35 percent 
[image: image44.wmf]´

 $300 (next 6 sessions) = $305


Cost with HMO: 10 sessions 
[image: image45.wmf]´

 $15 = $150


Savings of $155 with HMO

3. Sarah’s comprehensive major medical health insurance plan at work has a deductible of $750. The policy pays 85 percent of any amount above the deductible. While on a hiking trip, she contracted a rare bacterial disease. Her medical costs for treatment, including medicines, tests, and a six-day hospital stay, totaled $8,893. A friend told her that she would have paid less if she had a policy with a stop-loss feature that capped her out-of-pocket expenses at $3,000. Was her friend correct? Show your computations. Then determine which policy would have cost Sarah less and by how much?


Current policy: $8,893 – $750 = $8,143 x .15 (percentage Sarah must pay) = 


$1,221.45 + $750 (deductible)


Total Sarah paid = $1,971.45. Sarah’s friend was not right. With stop-loss: 


Sarah would have paid the first $3,000. She paid $1,028.55 less with her current policy ($3,000 – $1,971.45).
4. Georgia Braxton has a take-home pay of $600 a week. Her disability insurance coverage replaces 70 percent of her earnings after a four-week waiting period.  What amount would she receive in disability benefits if an illness kept Georgia off work for 16 weeks?


$600 
[image: image46.wmf]´

 .70 = $420 a week

5. Stephanie was involved in a car accident and was rushed to the emergency room.  She received stitches for a facial wound and treatment for a broken finger.  Under Stephanie’s PPO plan, emergency room care at a network hospital is 80 percent covered after the member has met a $300 annual deductible.  Assume that Stephanie went to a hospital within her PPO network.  Her total emergency room bill was $850.  What amount did Stephanie have to pay?  What amount did the PPO cover?

What amount did Stephanie have to pay?

$850 - $300 = $550

$550 x .20 = $110

Therefore Stephanie pays $300 (deductible) + $110 ( 20% of $550) = $410

What amount did the PPO cover?

The insurance paid 80% of $550, that is,  $550 x .80 = $440

Questions 6, 7 and 8 are based on the following scenario:


Ronald Roth started his new job as Controller with Aerosystems today. Carol, the employee benefits clerk, has given Ronald a packet that contains information on the company’s health insurance options.  Aerosystems offers its employees the choice between a private insurance company plan (Blue Cross/Blue Shield), an HMO and a PPO.  Ronald needs to review the packet and make a decision on  which health care program fits his needs.  The following is an overview of that information. 

A) Blue Cross/Blue Shield plan:  The monthly premium cost to Ronald will be $42.32.  For all doctor office visits, prescriptions, and major medical charges, Ronald will be responsible for 20% and the insurance company will cover 80% of covered charges.  The annual deductible is $500.  

B)
The HMO is provided to employees free of charge.  The co-payments for doctor’s office visits and major medical charges are $10.  Prescription co-payments are $5.  The HMO pays 100% after Ronald’s co-payment.  No annual deductible.

C) The POS requires that the employee pay $24.44 per month to supplement cost of the program with the company’s payment.  If Ronald uses health care providers within the plan, he pays the co-payments as described above for the HMO.  He can choose to use a healthcare provider out of the service and pay 20% of all charges, after he pays a $500 deductible.  The POS will pay 80% of those covered visits.  No annual deductible.

Ronald decided to review his medical bills from the previous year to see what costs he incurred and  to help him evaluate his choices.  He visited his general physician four times during the year at a cost of $125 for each visit.  He also spent $65 and $89 on prescriptions during the year.  Using these costs as an example, what would Ronald pay for each of the plans described above?  (For the purposes of the PPO computation, assume that Ronald visited a physician outside of the network plan.  Assume he had his prescriptions filled at a network-approved pharmacy.)  

6. What annual medical costs will Ronald pay using the sample medical expenses provided if he were enrolled in  the Blue Cross/Blue Shield plan?

$1,038.64 ($507.84 in annual premiums, $500.00 deductible which covered his 4 office visits and $30.80 for prescriptions)

7. What total medical costs will Ronald pay if he enrolls in the HMO plan?

$50.00 (co-payments only)

8. If Ronald selects the POS plan, what annual medical costs did you compute?

$803.28 ($293.28 in annual premiums, $500 deductible for out-of-plan office visits, and $10 for prescriptions)

9. In 1999, Joelle spent $3,600 on her health care.  If this amount increased by 5 percent per year, what would be the amount Joelle spent in 2009 for the same health care?  (Hint:  Use the Time Value of Money Table)
$3,600 x 1.629 (future value of a single amount, 5%, 10 years) = $5,864.40

10.
As of 2009, per capita spending on health care in the United States was about $8,000.  If this amount increased by 5 percent a year, what would be the amount of per capita spending for health care in 10 years?  (Hint:  Use the Time Value of Money Table)


$8,000 x 1.629 (future value of a single amount, 5%, 10 years) = $13,032

Chapter 10

1.
You are a wage earner in a “typical family,” with $40,000 gross annual income.  Use the easy method to determine how much insurance you should carry.


Simply multiply the annual gross income of $40,000 by a factor of .70 = $28,000


Then multiply $28,000 by 7 years = $196,000.

2.
You and your spouse are in good health and have reasonably secure careers.  Each of you makes about $28,000 annually.  You own a home with an $80,000 mortgage, and you owe $10,000 on car loans, $5,000 on personal debts, and $3,000 on credit card loans.  You have no other debt.  You have no plans to increase the size of your family in the near future.  Estimate your insurance needs using the DINK method.

	One half of mortgage
	=
	$40,000

	One half of car loan
	=
	5,000

	One half of personal debts
	=
	2,500

	One half of credit card loans
	=
	1,500

	Funeral expenses
	=
	5,000

	Total insurance needs
	=
	$54,000


3.
Tim and Allison are married and have two children, ages 4 and 7.  Allison is a “nonworking” spouse who devotes all of her time to household activities.  Estimate how much life insurance Tim and Allison should carry.


To estimate how much insurance Tim and Allison should carry, multiply the number of years before their youngest child, 4, reaches 18 by $10,000.


Insurance needed = 14 x $10,000 or $140,000.
4.
Obtain premium rates for $25,000 whole life, universal life, and term life policies from local insurance agents.  Compare the cost and provisions of these policies.

The purpose of this problem is to learn that term life insurance is the least expensive form of life insurance.

5.
Use the Figure It Out worksheet on page 325 to calculate your own life insurance needs.


Student responses will vary.

6. Use Exhibit 10-1 to find the average number of additional years a 20-year-old male and female were expected to live, based on the statistics gathered by the U.S. government as of 2004 (Obj. 1)


Male 55.9 years:  Female 60.8 years

7.
Mark and Parveen are the parents of three young children.  Mark is a store manager in a local supermarket.  His gross salary is $65,000 per year.  Parveen is a full time stay-at-home mom.  Use the easy method to estimate the family's life insurance needs.  (Obj. 1)


Current income × 7 years × .70 = $65,000 × 7 × .70 = $455.000 × .70 = $318,500

8.
You are a dual income, no kids family.  You and your spouse have the following debts (total): mortgage, $180,000; auto loan, $10,000; credit card balance, $2,000; and other debts of $6,000.  Further, you estimate that your funeral will cost $4,000.  Your spouse expects to continue to work after your death.  Using the DINK method, what should be your need for life insurance?  (Obj. 1)


One-half of the mortgage 

= $90,000


One-half of auto loan

=     5,000


One-half credit card balance
=     1,000


One-half other debts

=     3,000


Funeral expenses


=     4,000


Total need for life insurance
= $103,000

9.
Using the "nonworking" spouse method, what should be the life insurance needs for a family whose youngest child is 7 years old? (Obj. 1)


Youngest child's age = 7 years 


11 years (number of years before child reaches age 18) × $10,000 = $110,000

10.
Using the "nonworking" spouse method, what should be the life insurance needs for a family whose youngest child is 10 years old? (Obj. 1)


Youngest child's age = 10 years


8 years (number of years before child reaches age 18) × $10,000 = $80,000

11.
Your variable annuity charges administrative fees at an annual rate of 0.15 percent of account value.  Your average account value during the year is $50,000.  What is the administrative fee for the year?  (Obj. 4)


You will pay $75 in administrative fees.  ($50,000 × 0.15 percent)

Chapter 11

1. Jane and Bill Collins have total take-home pay of $3,900 a month.  Their monthly expenses total $2,800.  Calculate the minimum amount this couple needs to establish an emergency fund.  (Obj. 1) (p. 351)


The minimum amount for an emergency fund for the Collins is $8,400, as illustrated below. 


$2,800 
[image: image47.wmf]´

 3 months (minimum) = $8,400 Emergency Fund 
2. Using Exhibit 11-1, complete the following table. (Obj. 1) (p. 356)

	Annual

Deposit
	Rate of

Return
	Number of

Years
	Investment

Value at the

End of Time

Period
	Total

Amount of

Investment
	Total

Amount of

Interest

	$2,000
	3%
	10
	$  22,928
	$20,000
	$    2,928

	$2,000
	9%
	10
	$  30,386
	$20,000
	$  10,386

	$2,000
	5%
	30
	$132,878
	$60,000
	$  72,878

	$2,000
	11%
	30
	$398,040
	$60,000
	$338,040


3. Based on the following information, construct a graph that illustrates price movement for a Washington Utilities bond fund. (Obj. 3)  (p. 364)

January 
$16.50


July 
 
$14.00

February 
$15.50


August
  
$13.10

March
$17.20


September  
$15.20

April
$18.90


October 
$16.70

May
$19.80


November  
$18.40

June 
$16.50


December 
$19.80
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4. Use the following table to compare U.S. Treasury bills, notes, bonds, and TIPS.  (Obj. 4) (p. 366)

	
	Minimum Amount
	Maturity
	How Interest Is Paid

	Treasury bill
	
	
	

	Treasury note
	
	
	

	Treasury bond
	
	
	

	TIPS
	
	
	



Treasury bills, sometimes called T-bills, are issued in minimum units of $100 with additional increments of $100 and 4-week, 13-week, 26-week, and 52-week maturities. T-bills are discounted securities, which means that these securities are sold at less than face value. At maturity, the owner of the bond receives the face value.


Treasury notes are issued in $100 units. The maturity for $100 treasury notes is more than one year but not more than ten years. Typical maturities are 2, 3, 5, 7, and 10 years.  Interest for Treasury notes is paid every six months.

Treasury bonds are issued in minimum units of $100 with a 30-year maturity.  Interest on Treasury bonds is paid every six months. 

Treasury Inflation-Protected Securities (TIPS) are issued in $100 units with 5, 10, or 20 year maturities.  TIPS also pay interest twice a year, at a fixed rate applied to the adjusted principal.  NOTE:  The principal of TIPS securities increases with inflation and decreases with deflation, as measured by the Consumer Price Index.   When TIPS mature, you are paid the adjusted principal or original principal, whichever is greater.  

5. Assume you are in the 35 percent tax bracket and purchase a 4.25 percent municipal bond.  Use the formula presented in this chapter to calculate the taxable equivalent yield for this investment.  (Obj. 4) (p. 367)

The tax-equivalent yield is 6.54 percent.


Tax equivalent yield = tax-exempt yield divided by (1.0 minus current tax rate) 

Tax equivalent yield = 4.25 percent (0.0425) divided by (1.0 minus 0.35) = 0.0654 = 6.54 percent

6. Assume you are in the 28 percent tax bracket and purchase a 3.75 percent municipal bond.  Use the formula presented in this chapter to calculate the taxable equivalent yield for this investment.  (Obj. 4) (p. 367)


The tax-equivalent yield is 5.21 percent.


Tax equivalent yield = tax-exempt yield divided by (1.0 minus current tax rate) 

Tax equivalent yield = 3.75 percent (0.0375) divided by (1.0 minus 0.28) = 0.0521 = 5.21 percent

7. Assume that three years ago you purchased a corporate bond that pays 6.5 percent.  The purchase price was $1,000.  What is the annual dollar amount of interest that you receive from your bond investment?  (Obj. 5) (p. 369)


The annual dollar amount of interest is $65.  

6.5% = 0.065


Face value x Interest rate = Amount of annual interest

$1,000 face value x 0.065 = $65.
8. Twelve months ago, you purchased a 30-year bond with a face value of $1000.  The interest rate is 3.0 percent.  What is the annual dollar amount of interest you will receive each year?  (Obj. 5) (p. 369)

The annual dollar amount of interest is $30.  

3.0% = 0.03


Face value x Interest rate = Amount of annual interest

$1,000 face value x 0.03 = $30.
9. Assume that you purchased a $1,000 convertible corporate bond.  Also assume the bond can be converted to 35.714 shares of the firm’s stock.  What is the dollar value that the stock must reach before investors would consider converting to common stock?  (Obj. 5) (p. 370) 

The conversion price is $28.00

Face value ÷ Number of common shares if converted = Stock price for conversion 

$1,000 ÷ 35.714 = $28.00
10. Five years ago, you purchased a $1000 corporate bond issued by General Electric.  The interest rate for the bond was 5 percent.  Today comparable bonds are paying 7 percent.  (Obj. 5) (p. 373)

· What is the approximate dollar price for which you could sell your General Electric bond?


The approximate dollar value is $714.29 


5% = 0.05


Face value x Interest rate = Amount of annual interest


$1,000 face value x 0.05 = $50. 


Dollar amount of annual interest ( Comparable interest rate = Approximate market value

$50 ( .07 = $714.29

· In your own words, describe why your bond decreased in value?

The price of a corporate bond may fluctuate until the maturity date.  Changes in overall interest rates in the economy are the primary cause of most bond price fluctuations.  The value of corporate bonds decreases when overall interest rates increase.  In contrast, the value of corporate bonds rises when overall interest rates decrease.  The market value of a bond may also be affected by the financial condition of the company.  
11. In 1990, you purchased a thirty-year, $1,000 corporate bond issued by AMR—the parent company of American Airlines. At the time, the interest rate for the bond was 9 percent.  Today, comparable bonds are paying 7 percent.  (Obj. 5) (p. 373)

· What is the approximate dollar price for which you could sell your AMR bond? 


The approximate dollar value is $1,285.71 


9% = 0.09


Face value x Interest rate = Amount of annual interest


$1,000 face value x 0.09 = $90. 


Dollar amount of annual interest ( Comparable interest rate = Approximate market value

$90 ( .07 = $1,285.71

· In your own words, describe why your bond increased in value?

The price of a corporate bond may fluctuate until the maturity date.  Changes in overall interest rates in the economy are the primary cause of most bond price fluctuations.  The value of corporate bonds decreases when overall interest rates increase.  In contrast, the value of corporate bonds rises when overall interest rates decrease.  The market value of a bond may also be affected by the financial condition of the company.  

12. Determine the current yield on a corporate bond investment that has a face value of $1000, pays 6 percent interest, and has a current price of $820.  (Obj. 6) (p. 377)


The current yield is 7.3%.  


6% = 0.06


Face value x Interest rate = Amount of annual interest

$1,000 face value x 0.06 = $60.


Annual interest amount ( Current market value = Current yield

$60 ( $820 = 0.073 = 7.3%
13.  Determine the current yield on a corporate bond investment that has a face value of $1000, pays 5.5 percent, and has a current price of $1,080.  (Obj. 6) (p. 377)


The current yield is 5.1%.  


5.5% = 0.055


Face value x Interest rate = Amount of annual interest

$1,000 face value x 0.055 = $55.


Annual interest amount ( Current market value = Current yield

$55 ( $1,080 = 0.051 = 5.1%
14. Choose a corporate bond that you would consider purchasing.  Then, using information obtained on the Internet or in the library, answer the questions in Your Personal Financial Plan Sheet 37.  Based on your research, would you still purchase this bond?  (Obj. 6) (p. 375)
Answers will vary depending on the bond that students choose and the source of the information used for evaluation purposes. 

Chapter 12

1.  Jamie and Peter Dawson own 250 shares of IBM common stock.  IBM’s quarterly dividend is $0.50 per share.  What is the amount of the dividend check the Dawson couple will receive for this quarter?  (Obj.1)

The quarterly dividend is $125.

Quarterly dividend = 250 shares 
[image: image49.wmf]´

 $0.50 = $125 (pp. 393-394)

2.   During the four quarters for 2009, the Browns received two quarterly dividend payments of $0.18, one quarterly payment of $0.20, and one quarterly payment of $0.22.  If they owned 200 shares of stock, what was their total dividend income for 2009?  (Obj. 1)

Total annual dividends for 2009 were $156.

Total Quarterly dividends per share = $0.18 + $0.18 + $0.20 + $0.22 = $0.78

Total annual dividends for 2009 = 200 shares x $0.78 = $156 (pp. 393-394)
3.  Jim Johansen noticed that a corporation he is considering investing in is about to pay a quarterly dividend.  The record date is March 15.  In order for Jim to receive this quarterly dividend what is the last date that he could purchase stock in this corporation and receive this quarter’s dividend payment?  (Obj. 1)

The stock went ex-dividend on March 13—two business days before the March 15 date.  Therefore, Mr. Johnson would need to purchase the stock on or before March 12.  (p. 393)
4.  Sarah and James Hernandez purchased 100 shares of Cisco Systems stock at $18.50 a share.  One year later, they sold the stock for $26.35 a share.  They paid a broker $32 commission when they purchased the stock and a $40 commission when they sold the stock.  During the twelve month period they owned the stock, Cisco Systems paid no dividends.  Calculate the Hernandez’s total return for this investment.  (Obj. 1) 


The total return for this investment is $713.


Purchase Price = $18.50 
[image: image50.wmf]´

 100 shares + $32 commission = $1,882


Selling Price = $26.35
[image: image51.wmf]´

 100 shares - $40 commission = $2,595


Capital gain = $2,595 - $1,882 = $713


Total Return = $0 Current Return + $713 capital gain = $713. (pp.394-395)

5.  Wanda Sotheby purchased 150 shares of Home Depot stock at $21.25 a share.  One year later, she sold the stock for $31.10 a share.  She paid her broker a $34 commission when she purchased the stock and a $42 commission when she sold it.  During the 12 months she owned the stock, she received $90 in dividends.  Calculate Wanda’s total return on this investment.  (Obj. 1)

The total return for this investment is $1,491.50.


Current Return = $90 in dividends over the past 12 months


Purchase Price = $21.25 
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 150 shares + $34 commission = $3,221.50


Selling Price = $31.10 
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 150 shares - $42 commission = $4,623.00


Capital gain = $4,623.00 - $3,22l.50 = $1,401.50


Total Return = $90 Current Return + $1,401.50 capital gain = $1,491.50. (pp. 394-395)

6.  Wallace Davis purchased 200 shares of Dell stock at $9.50 a share.  One year later, he sold the stock for $8.42 a share.  He paid his broker a $22 commission when he purchased the stock and a $24 commission when he sold it.  During the 12 months he owned the stock, the company paid no dividends.  Calculate Wallace’s total return on this investment.  (Obj. 1)

The total return (loss) for this investment is ($262).


Current Return = $0 because the company paid no dividends during the 12 months period.


Purchase Price = $9.50 
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 200 shares + $22 commission = $1,922.00


Selling Price = $8.42 
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 200 shares - $24 commission = $1,660.00


Loss = $1,922.00 - $1,660.00 = ($262 Loss)


Total Return = $0 Current Return - $262 Loss = ($262 total loss). (pp. 394-395)

7. 
In September, stockholders of Chaparral Steel approved a 2-for-1 stock split.  After the split, how many shares of Chaparral Steel stock will an investor have if she or he owned 360 shares before the split?  (Obj. 1)


360 shares before the split 
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 2 = 720 shares after the split. (pp. 394-395)

8. 
As a stockholder of Kentucky Gas and Oil, you receive its annual report.  In the financial statements, the firm has reported after-tax earnings of $1,200,000 and 1,500,000 shares of common stock.  The stock is currently selling for $24 a share.  (Obj. 3)

a.  Calculate the earnings per share for Kentucky Gas and Oil.

The earnings per share are $0.80.

Earnings per share = After-tax income ÷ number of shares 

Earnings per share = 1,200,000 ÷ 1,500,000 = $0.80 (p. 404)

b.  Calculate the price-earnings (PE) ratio for Kentucky Gas and Oil.

The price-earnings ratio is 30.

Price-earnings ratio = Price per share ÷ Earnings per share

Price-earnings ratio = $24 ÷ $0.80 = 30 (p. 405)

9.
Michelle Townsend owns stock in National Computers.  Based on information in its annual report, National Computers has reported after-tax earnings of $4,850,000 and has issued 3,500,000 shares of common stock.  The stock is currently selling for $32 a share.  (Obj. 3)

a.  Calculate the earnings per share for National Computers.

The earnings per share are $1.39.

Earnings per share = After-tax income ÷ number of shares 

Earnings per share = 4,850,000 ÷ 3,500,000 = $1.39  (p. 404)

b.  Calculate the price-earnings (PE) ratio for National Computers.

The price-earnings ratio is 23.  

Price-earnings ratio = Price per share ÷ Earnings per share

Price-earnings ratio = $32 ÷ $1.39 = 23  (p. 405)
10. Analysts that follow JP Morgan Chase, one of the nation’s largest providers of financial services, estimate that the corporation’s earnings per share will increase from $1.78 in the current year to $2.93 next year.  (Obj. 3)

a.  What is the amount of the increase?

The amount of the increase is $1.15.

$2.93 next year’s earnings - $1.78 current year’s earnings = $1.15.

b.  What effect, if any, should this increase have on the value of the corporation’s stock?

From an investor’s standpoint, a projected increase in earnings from $1.78 to $2.93 per share is a good sign.  Since a stock’s market value is often tied to a corporation’s ability to earn money, the stock’s market value should increase during the next 12 months.  (p. 405)

11. Currently, Johnson & Johnson pays an annual dividend of $1.84.  If the stock is selling for $58, what is the dividend yield?  (Obj. 3)

The dividend yield is 3.2%.

Dividend yield = Annual dividend amount ÷ current market value

Dividend yield = $1.84 ÷ 58 = 0.032 = 3.2%  (p. 406)
12. Casper Energy Exploration reports that the corporation’s assets are valued at $185,000,000, its liabilities are 80,000,000, and it has issued 6,000,000 shares of stock.  What is the book value for a share of Casper stock?  (Obj. 3)

The book value is $17.50.

Book value = Assets – liabilities ÷ shares outstanding

Book value = $185,000,000 – 80,000,000 ÷ 6,000,000 = $17.50  (p. 407)

13.  For four years, Marty Campbell invested $4,000 each year in Newsome Golf Apparel.  The stock was selling for $32 in 2006, $45 in 2007, $35 in 2008, and $50 in 2009.  (Obj. 5)

a.  What is Marty’s total investment in Newsome Golf?

Total investment is $16,000.

Total investment = Annual investment x number of years

Total investment = $4,000 x 4 = $16,000

b.  After four years, how many shares does Marty own?

Total shares purchased = 408.2

	Year
	Investment
	Purchase Price
	Shares

	2006
	$4,000
	$32
	125.0

	2007
	$4,000
	$45
	  88.9

	2008
	$4,000
	$35
	114.3

	2009
	$4,000
	$50
	  80.0

	
	
	Total Shares
	408.2


c.  What is the average cost per share of Marty’s investment?

The average cost per share is $39.20.  (p. 414)

Average cost = Total investment ÷ Total shares

Average cost = $16,000 ÷ 408.2 = $39.20
14. Bob Orleans invested $3,000 and borrowed $3,000 to purchase shares in Verizon Communications.  At the time of his investment, Verizon was selling for $30 a share.  (Obj. 5)

a.  If Bob paid a $30 commission, how many shares could he buy if he used only his own money and did not use margin?

Shares purchased with just his money = 99 shares.

$3,000 - $30 = $2,970 Funds available for investment

$2,970 ÷ $30 per share price = 99 shares

b.  If Bob paid a $60 commission, how many shares could he buy if he used his $3,000 and borrowed $3,000 on margin to buy Verizon stock?

Shares purchased with both his money and margin = 198 shares.

Total funds = $3,000 his money + $3,000 margin = $6,000

$6,000 - $60 = $5,940 Funds available for investment

$5,940 ÷ $30 per share price = 198 shares

c.  Assuming Bob did use margin, paid a $60 total commission to buy his Verizon stock, another $60 to sell his stock, and sold the stock for $39 a share, how much profit did he make on his Verizon stock investment?

Profit for this transaction is $1,662.  

Profit per share = Selling price – original purchase price

Profit per share = $39 - $30 = $9

Profit = Profit per share x number of shares using margin – total commissions

Profit = $9 x 198 - $120 = $1,662  (p. 416)
15.  After researching Valero Energy common stock, Sandra Pearson is convinced the stock is overpriced.  She contacts her account executive and arranges to sell short 200 shares of Valero Energy.  At the time of the sale, a share of common stock has a value of $25.  Three months later, Valero Energy is selling for $16 a share, and Sandra instructs her broker to cover her short transaction.  Total commissions to buy and sell the stock were $65.  What is her profit for this short transaction?  (Obj. 5)

Total profit for this short transaction is $1,735.

Profit per share = Price per share when sold – Price per share when purchased

Profit per share = $25 - $16 = $9

Total profit = Profit per share x number of shares – total commissions

Total profit = $9 x 200 - $65 = $1,735  (p. 417)

Chapter 13

1.  Given the following information, calculate the net asset value for the Boston Equity mutual fund: (Obj. 1)

Total assets, $225,000,000

Total liabilities, 5,000,000

Total number of shares, 4,400,000


The net asset value per share is equal to the current market value of the mutual fund’s portfolio minus the mutual fund’s liabilities divided by the number of shares outstanding. 


For the above information, the net asset value is $50 as calculated below. (p. 433)


Net asset value = 
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Net asset value = $50 per share
2.  The Western Capital Growth mutual fund has 
Total assets, $750,000,000

Total liabilities, 7,200,000

Total number of shares, 24,000,000

What is the fund’s net asset value (NAV)? (Obj. 1)


The net asset value per share is equal to the current market value of the mutual fund’s portfolio minus the mutual fund’s liabilities divided by the number of shares outstanding. 


For the above information, the net asset value is $30.95 as calculated below. (p. 433)


Net asset value = 
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Net asset value = $30.95 per share
3.  Jan Throng invested $15,000 in the AIM Charter Mutual Fund.  The fund charges a 5.50 percent commission when shares are purchased.  Calculate the amount of commission Jan must pay.  (Obj. 1)


Ms. Throng must pay $825 for commissions as illustrated below. (p. 434)


5.5% = 0.055

Commission = $15,000 
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 0.055 = $825
4. 
As Bill Salvatore approached retirement, he decided it was time to invest some of his nest egg in a conservative bond fund.  He chose the American Century Municipal Bond fund.  If he invests $80,000 and the fund charges a 4.50 percent load when shares are purchased, what is the amount of commission that Bill must pay?  (Obj. 1)


Mr. Salvatore must pay $3,600 for commissions as illustrated below. (p. 434)


4.5% = 0.045

Commission = $80,000 
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 0.045 = $3,600

5.

Mary Canfield purchased the New Dimensions Global Growth fund.  This fund doesn’t charge a front-end load, but it does charge a contingent deferred sales load of 4 percent for any withdrawals during the first five years.  If Mary withdraws $6,000 during the second year, how much is the contingent deferred sales load? (Obj. 1)


Ms. Canfield must pay a $240 contingent deferred sales load, as illustrated below. (p. 434)


4% = 0.04


Contingent deferred sales fee = $6,000 
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 0.04 = $240
6.
Mike Jackson invested a total of $8,500 in the ABC Mutual Fund.  The management fee for this particular fund is 0.70 percent of the total asset value.  Calculate the management fee Mike must pay this year.  (Obj. 1) 


Mr. Jackson must pay a $59.50 management fee this year.  (p. 435)


0.70% = 0.0070


Management fee = $8,500 total investment 
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 0.0070 = $59.50 
7. 
Betty and James Holloway invested $34,000 in the Financial Vision Social Responsibility fund.  The management fee for this fund is 0.60 percent of the total asset value.  Calculate the management fee the Holloways must pay.  (Obj. 1)


Mr. and Mrs. Holloway must pay a $204 management fee this year.  (p. 435)


0.60% = 0.0060


Management fee = $34,000 total investment 
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 0.0060 = $204
8.
As part of his 401(k) retirement plan at work, Ken Lowery invests 5 percent of his salary each month in the Capital Investments Lifecycle fund.  At the end of the year, Ken’s 401(k) account has a dollar value of $21,800.  If the fund charges a 12b-1 fee of 0.80 percent, what is the amount of the fee?  (Obj. 1)


Mr. Lowery must pay a $174.40 12b-1 fee this year.  (p. 435)


0.80% = 0.0080


12b-1 fee = $21,800 total investment 
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 0.0080 = $174.40
9.  When Jill Thompson received a large settlement from an automobile accident, she chose to invest $120,000 in the Vanguard 500 Index fund.  This fund has an expense ratio of 0.18 percent.  What is the amount of the fees that Jill will pay this year?  (Obj. 1)


Ms. Thompson must pay a total of $216 for fees for her mutual fund investment this year.  (p. 435)


0.18% = 0.0018


Total fees = $120,000 total investment x 0.0018 = $216 
10.
The Yamaha Aggressive Growth fund has a 2.13 percent expense ratio.  (Obj. 1)

a.  If you invest $25,000 in this fund, what is the dollar amount of fees that an investor would pay this year?


As an investor, you must pay a total of $532.50 for fees this year.  (p. 435)


2.13% = 0.0213


Total fees = $25,000 total investment x 0.0213 = $532.50

b.  Based on the information in this chapter and your own research, is this a low, average, or high expense ratio?  

This is an above average expense ratio.  Many financial planners recommend that you choose a mutual fund with an expense ratio of 1 percent or less.  (p. 435)

11.
Jason Mathews purchased 250 shares of the Hodge & Mattox Energy fund.  Each share cost $13.66.  Fifteen months later, he decided to sell his shares when the share value reached $17.10.  (Obj. 4)

a.  What is the amount of his total investment?  

Mr. Mathews total investment is $3,415, as illustrated below.  (p. 451)

Total investment = 250 shares x $13.66 purchase price = $3,415

b.  What was the total amount Mr. Mathews received when he sold his shares in the Hodge & Mattox fund?

Mr. Mathews received $4,275.  (p. 451)

Total when sold = 250 shares x $17.10 sale price = $4,275

c.  How much profit did he make on his investment?

Mr. Mathews profit earned $860 profit.  (p. 451)

$4,275 sale price - $3,415 purchase price = $860

12.
Three years ago, James Matheson bought 200 shares of a mutual fund for $21 a share.  During the three-year period, he received total income dividends of 0.70 per share.  He also received total capital gain distributions of $1.40 per share.  At the end of three years, he sold his shares for $25 a share.  What was his total return for this investment?   (Obj. 4)

Mr. Matheson’s total return for this investment was $1,220 as illustrated below.  (p. 451)

Income dividends = $0.70 per share x 200 shares = $140

Capital gain distributions = $1.40 per share x 200 shares = $280

Change in share value = $25 - $21 = $4 per share x 200 shares = $800

Dollar amount of total return = $140 + $280 + $800 = $1,220
13.
Assume that one year ago, you bought 100 shares of a mutual fund for $15 a share, you received a $0.55 per-share capital gain distribution during the past 12 months, and the market value of the fund is now $17 a share.  (Obj. 4)

a.  Calculate the total return for your $1,500 investment.

Total return for this investment was $255 as illustrated below.  (p. 451)

There were no income dividends.

Capital gain distributions = $0.55 per share x 100 shares = $55

Change in share value = $17 - $15 = $2 per share x 100 shares = $200

Dollar amount of total return = $55 + $200 = $255

b.  Calculate the percentage of total return for your $1,500 investment.

The percentage of total return is 17 percent.  (p. 451)

Percentage of total return = Dollar amount of total return ÷ Original cost

Percentage of total return = $255 ÷ $1,500 = 0.17 = 17%
14.
Over a three-year period, LaKeisha Thompson purchased shares in the Oakmark I Fund.  Using the following information, answer the questions that follow.  You may want to review the concept of dollar cost averaging in Chapter 12 before completing this problem.  (Obj. 4)

	Year
	Investment Amount
	Price Per Share
	Number of Shares*

	February 2007
	$1,500
	$45.80
	32.75

	February 2008
	$1,500
	$37.70
	39.79

	February 2009
	$1,500
	$23.30
	64.38


*Carry your answer to 2 decimal places

a. At the end of three years, what is the total amount invested?  

At the end of three years, Ms. Thompson has invested $4,500.  (p. 451)

$1,500 x 3 years = $4,500

b. At the end of three years, what is the total number of shares purchased.

At the end of three years, Ms. Thompson purchased 136.92 shares.  (p. 451)

February 2007 = $1,500 investment ÷ 45.80 per share price = 32.751 = 32.75 shares

February 2008 = $1,500 investment ÷ $37.70 per share price = 39.787 = 39.79 shares 

February 2009 = $1,500 investment ÷ 23.30 per share price = 64.377 = 64.38 shares

Total shares = 32.75 + 39.79 + 64.38 = 136.92 total shares

c. At the end of three years, what is the average cost for each share?

At the end of three years, the average cost for each share is $32.90 as illustrated below.  (p. 451)  

$4,500 total investment ÷ 136.92 total shares = $32.865 = $32.87

Chapter 14

1.
Shelly's assets include money in the checking and saving accounts, investments in stocks and mutual funds, personal property, such as furniture, appliances, an automobile, coin collection and jewelry.  Shelly calculates that her total assets are $108,800.  Her current unpaid bills, including an auto loan, credit card balances, and taxes total $16,300.  Calculate Shelly's net worth. (Obj. 1)


Net worth = Assets - Liabilities.


Shelly's net worth is $108,900 - $16,300 = $92,500

2.
Prepare your net worth statement using the assets - liabilities = net worth equation. (Obj. 1)


The purpose of this activity is to review one's assets to make sure they are suitable for retirement.  After thoroughly reviewing assets, one can estimate spending needs during the retirement years.

3.
Ted Riley owns a 2008 Lexus worth $25,000.  He owns a home worth $225,000.  He has a checking account with $500 in it and a savings account with $1,500 in it.  He has a mutual fund worth $85,000.   His personal assets are worth $90,000.  He still owes $10,000 on his car, $100,000 on his home and has a balance on his credit card of $1,000.  What is Ted's net worth?  (Obj. 1)

	Assets
	        Liabilities

	Car
	$25,000
	         Car
	$10,000

	Home
	225,000
	         Home
	100,000

	Checking Account
	500
	         Credit Card
	1,000

	Savings
	1,500
	
	

	Mutual Funds
	85,000
	
	

	Personal Assets
	90,000
	
	

	Total
	427,000
	
	111,000



Net Worth



$427,000 - $111,000 = $316,000

4.
Calculate how much money an older household with an annual income of $32,800 spends on housing each year.  (Hint: Use Exhibit 14-2) (Obj. 1)


$32,800 × 33.6 percent = $11,021

5.
Using Exhibit 14-2, calculate how much money the older household from Problem 4 spends on medical care. (Obj. 1)


$32,800 × 12.8 percent = $4,198

6.
Janine is 25 and has a good job at a biotechnology company. She currently has $5,000 in an IRA, an important part of her retirement nest egg.  She believes her IRA will grow at an annual rate of 8 percent, and she plans to leave it untouched until she retires at age 65.  Janine estimates that she will need $875,000 in her total retirement next egg by the time she is 65 in order to have retirement income of $20,000 a year (she expects that Social Security will pay her an additional $15,000 a year). (Obj. 2)

a. How much will Janine’s IRA be worth when she needs to start withdrawing money from it when she retires?  (Hint: Use Exhibit A-1 in the appendix to chapter 1. Time Value of Money.)


Years to retirement = 40


Her current IRA = $5,000


Annual growth rate = 8%


Future Value (compounded sum) after 40 years @ 8% growth = $5,000 x 21.725 = $108,625

b.
How much money will she have to accumulate in her company’s 401(k) plan over the next 40 years in order to reach her retirement income goal?


Total nest egg required by age 65 = $875,000


Money she’ll have to accumulate in her company’s 401(k) = $875,000 - $108,625 = $766,375

7. 
Gene and Dixie, husband and wife (ages 45 and 42), both work.  They have an adjusted gross income of $40,000, and they are filing a joint income tax return.  What is the maximum IRA contribution they can make?  How much of that contribution is tax deductible?  (Obj. 2)




In 2009, they can contribute a total of $10,000 (all tax-deductible).

8.
You have $50,000 in your retirement fund that is earning 5.5 percent per year, compounded quarterly.  How many dollars in withdrawals per month would reduce this nest egg to zero in 20 years?  How many dollars per month can you withdraw for as long as you live and still leave this nest egg intact?  (Hint:  Use Exhibit 14-5.) (Obj. 2)


Students will find that at a withdrawal rate of $340 a month, the nest egg of $50,000 will be reduced to zero in 20 years.


But at 5.5 percent interest, compounded quarterly, one can take $230 a month indefinitely and still leave the $50,000 nest egg intact.

9.
In 2009, Joshua gave $13,000 worth of Microsoft stock to his son.  In 2010, the Microsoft shares are worth $23,000. 

a.
What was the gift tax in 2009?
(Obj. 4)


Gift tax in 2009 is zero

b.
What is the total amount removed from Joshua’s estate in 2010?


$13,000 + $10,000 = $23,000

c.
What will be the gift tax in 2010?


Gift tax in 2010 is zero

10.
In 2009, you gave a $13,000 gift to a friend.  What is the gift tax? (Obj. 4)


There is no gift tax.  You are allowed to give up to $13,000 each year to any person without incurring gift tax liability.

11.
Barry and his wife Mary have accumulated over $4 million during their 45 years of marriage.  They have three children and five grandchildren.  How much money can they gift to their children and grandchildren in 2009 without any gift tax liability? Obj. 4)


Barry and Mary each can gift $13,000 to anyone of their choosing.  For eight recipients (3 children and 5 grandchildren), each can gift $104,000.  Therefore, Barry and Mary can give $208,000 ($104,000 x 2) to their children and grandchildren in 2009. 

12.
The date of death for a widow was 2008.  If the estate was valued at $2,129,000 and the estate was taxed at 47 percent, what was the heir’s tax liability?


Value of the estate = $2,129,000


Exemption in 2008 = $2,000,000


Taxable estate = $129,000


Tax @ 47 percent = $129,000 x 0.47 = $60,630

13.
Joe and Rachel are both retired.  Married for 50 years, they’ve amassed an estate worth $2.4 million.  The couple has no trusts or other types of tax-sheltered assets. If Joe or Rachel dies in 2006-2008, how much federal estate tax would the surviving spouse have to pay, assuming that the estate is taxed at the 47 percent rate?


If Joe or Rachel dies in 2006-2008, there will be no federal estate tax liability since there is an unlimited marital deduction for the surviving spouse.  Only when both die there will be an estate tax liability over the $2 million exemption amount.

_1309862825.unknown

_1309862834.unknown

_1309862843.unknown

_1309862847.unknown

_1309862849.unknown

_1309862853.unknown

_1309862854.unknown

_1309862855.unknown

_1309862850.unknown

_1309862848.unknown

_1309862845.unknown

_1309862846.unknown

_1309862844.unknown

_1309862841.unknown

_1309862842.unknown

_1309862838.unknown

_1309862829.unknown

_1309862832.unknown

_1309862833.unknown

_1309862830.unknown

_1309862827.unknown

_1309862828.unknown

_1309862826.unknown

_1309862820.unknown

_1309862822.unknown

_1309862823.unknown

_1309862821.unknown

_1309862813.unknown

_1309862818.unknown

_1309862819.unknown

_1309862815.unknown

_1309862817.unknown

_1309862814.unknown

_1309862811.unknown

_1309862812.unknown

_1236747850

_1309862810.unknown

_1237623466.unknown

_1103136447.unknown

_1098601404.unknown

