ECO 113

Test 2
Name: ____________________

Spr. 2009, Prof. Clayton
Version B

1. Write the correct name next to the description that fits it best. [6 points]
Pick from: 
Bonds,     401(k) plan,     Stocks,     Mutual Fund
· ____________________
A collection of money from different investors 

used to purchase a variety of investments.

· ____________________
A loan from an individual to the agency/company that these entities 

guarantee to pay back with interest after a specific period of time.

· ____________________
Owning a piece of the company with all rights 

(and some responsibilities) that this entails.

· ____________________
Employer sponsored retirement account.

MULTIPLE CHOICE. Mark your answers directly on the test. [4 pts. each]
2. A load fund

a) does not differ from a no-load fund when it comes to fees.

b) has a higher interest rate.

c) has a sales charge (sales commission).

d) is only offered by banks.

 (Choose all that apply)

3. Pick insurances from the following list that a married father of 2 small children should buy

a) Disability insurance

b) Term-life insurance

c) Flight insurance

d) Umbrella Liability insurance

e) Children’s Life insurance

4. When investing in your future, what is generally the most important variable:

a) The type of investment: whether you choose stocks, bonds, CDs, a savings account, etc.

b) The interest rate earned / projected interest rate

c) The tax rate of the investor

d) The time the deposits have to compound

(Choose all that apply)
5. In a bond fund:

a) An account manager buys and manages a collection of bonds for the investors. 

b) Investors choose individual bonds.
c) Each bond in the fund has to mature before it is sold.

d) The investment is not guaranteed since bonds are often sold before maturity and thus the investment can potentially lose money.

6. A “user’s manual” for a mutual fund is called

a) a collateral

b) a trust

c) a  401(k)

d) a prospectus
7. You are strongly advised to set up “a trust” if you pick the following as a beneficiary of a life insurance policy

a) A minor – e.g. your child

b) A sibling, who is at least 18 years old

c) A parent

d) Your spouse
 (check all that apply)

8. If a person cashes out funds from a 401(k) plan before the age of 59 ½, what are these amounts subject to?
a) Elimination of all employer matches that were applied to the account in the past
b) A 10% early withdrawal fee

c) Income tax on the amount withdrawn

d) A roll-over fee

Fill in the BLANKS/Give a SHORT ANSWER.  Write legibly. [3 pts. each]

9. If a person waits until the age of 67 to take social security instead of taking it at the age of 62, what 
is the benefit? _____________________________________________________________________

______________________________________________________________________________
10. How soon after graduation does a student have to start paying back a student loan? ______________
11. Name at least one type of federally backed student loans ___________________________________

12. What was the advice/theme of the “latte factor”? 

______________________________________________________________________________

______________________________________________________________________________
13. What is it called if you are investing a set amount of money on a regular basis over a long period of time.  (e.g. $ 200 a month for several years from every paycheck; or dividing an inheritance up into 

$ 500 portions and putting $ 500 in the market every couple of weeks for several months.)

_______________________________________________________________________________

14. Give at least two examples of different types of bonds:

_______________________________________________________________________________

15. In a finance context, the letters the letters IRA stand for: 

 I______________________   R______________________   A_________________

16. What does comprehensive car insurance cover? 

_______________________________________________________________________________

_______________________________________________________________________________
Fill in the BLANKS/Give a SHORT ANSWER, or pick the right choice [2 pts. each]

17. When you take a new car off the lot, how much does the car depreciate immediately? _________%

18. On which type of IRA do you have to pay income tax on withdrawals that you will take when you 
are retirement age? _____________________________________ 

19. On which type of IRA can you take out the contributions penalty and income tax free at any age if 

you have a financial emergency? _______________________

20. Does a single person with no dependents desperately need life insurance?

a) Yes

b) No 

21. According to most independent financial advisors who don’t work for commission, is whole life insurance a profitable investment? 

a) Yes

b) No 

22. What does a diversified investment strategy reduce? __________________

************************************************************************************


CALCULATION PROBLEMS [ 30 points total]: Use the formula sheet and your calculator (no sharing of calculators with any other student, no use of non-calculator devices.) Include the set-up of your calculation, do not just give an answer. You may want to start by making a list of given variables.

23. Adam is taking out a loan of  $13,800 from his credit union to be paid back in equal monthly installments. The APR is 14.6% and the loan term 8 years.
a) Determine Adam’s monthly payment.

b) Calculate the total that he will have paid back to the credit union at the end of the 8 years.

c) Determine the total interest. (Just subtract the principal.)
24. Susan has a loan payment of Pmt= $ 137.15 on an installment loan she is paying back in equal monthly installments over 4 years. She has saved some money and decides to pay back the remaining balance of the loan in a lump sum in her 32nd payment. She calculated that her interest over the life of the loan would have been I= $1415.68
a) Calculate how much Susan has already paid in her 32 monthly payments she has made so far. 

b) Calculate the unearned interest according to the “Rule of 78” at the end of the 32nd  month. 

[Hint: k = 16]
c) Calculate the money still owed (which is the amount that Sue has to send as her 32nd  payment.)


[Hint: k = 16]
d) How much money will Susan now have paid in total?

25. A few years ago, an account with a fairly high minimum deposit offered 8.3% interest compounded monthly.  

a) If $26,000 were placed in this account, what was the accumulated balance after one year? (Round the answer to the closest cent.)
b) Calculate the APY on this account. (Give the percent rounded to one decimal place.)





































– page 1 of 4 –



