Ralph's Present Value Exercise II








	Ralph is interested (pun) in ranking investments.  The net cash flows returned by each at the end of years one, two, and three as follows.


				


	            Cash flows		


		1	2	3	


Investm 1	280	760	13,200	


Investm 2	9,780	860	264


Investm 3	14,800	760	13,200


Investm 4	13,900	12,640	13,200





A.	Assume the market rate of interest on all assets is 10%.  For each of the four investments:


1.	Calculate the balance (cash flows plus interest) at the end of each of the years.  Note the interest earned each period.


2.	Calculate the present value of future cash flows as of the beginning of each of the years.


3.	Assume the present value of future cash flows calculated as of the beginning of the first year is deposited at that time.  Calculate the balance at the end of each of the years.  Note the interest earned each period


B.	Assume the market rate of interest on all assets is 20%.  Repeat items 1 through 3.


C.	If the market rate of interest is 10%, which investment, 1 or 2, is more highly valued in the market?  What if the market rate of interest is 20%?  Explain your answer.


D.	For each investment, compute the interest earned each period.  Do you observe any regularities?





