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INSTRUCTIONS: Answer Question ONE and any other TWO Questions

Q1. a) Define each of the following as applied in Financial Mathematics
i. Perpetuity
ii. Exactinterest
iii. Amortization schedule
iv. Annual effective rate
v. Accumulation

(5marks)
b) Find the future value of
i) Sh. 5,800,000 worth /12 = 12% que in 25 years
i) Sh. 250,000 worth /2 = 26% que in 10 years
iii) Sh. 80,000 worth 12.5% Compounded daily, due in 3
years

1

16
iv) Sh. 30,000 with simple interest of % per annum

due in 5 years
V) Sh. 50,000 due in 15 months if money is worth 11%
compounded continuously

(10marks
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C) Find the half-year rate equivalent to
i. 16% compounded quarterly

ii. 18% compounded monthly
1

i, 4 v compounded daily

i, 12% compounded continuously

v. 2% Compounded weekly

(10Marks)
d) Derive the fundamental interest formula
(5marks)
Q2. Find the accumulated amount for sh. 350,000per year for 7years if money
is worth;
a. J1=839% gpg payment is made at the end of every year
3
, = 10-
b. I 2 and payment is made at the beginning of each
year

c. J1=1729% gpq payment made at the end of each year but

after a 2-year grace period
d. /1= 123% 5pqg payment is made at the beginning of each

year after a 3-year grace period
(20marks)

Q3. a) Using the banker’s rule find the
i. Simple interest on sh.80, 000 from March 21, 2004 to July

24, 2004 at 14%% per annum.

(5marks)
ii. Compound interest on sh. 250,000 from August 15, 1995 to
May 1, 1996 at 23.06%

( 5marks)
b) Sh. 500, 000 was deposited in an account with an interest of
j': = 12.5WD-Find

i) The time it takes for the amount to double
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(5marks)
ii) The total amount in the account at the end of 5years if sh.
250,000 was withdrawn at the end of 3 years.

(5marks)

Q4. Find the discounted value of the following simple ordinary annuities
a) Sh. 200,000 at the beginning of each year for 8 years at Jy=9.6%

b) Sh. 50,000 a month for 4 years 3 months at /12 = 10%
1
= 14 _

c) Sh. 80,000 Per quarter for 6 years 3 months at s 4 %,

d) Sh. 100,000 per half-year for 10 years at I, =12.23% (20marks)

*END*
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