Solution: Q.1

(a)
Your Point of View:
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(b)
$910 = $24.17 (P/A, i'%/month, 60), so  (P/A, i'%, 60) = 37.65


From Appendix C, (P/A,1%,60) = 44.9550 and (P/A,2%,60) = 34.7609.



Therefore, 1% < i'% < 2%



Linear interpolation yields: i'% = 1.7% per month



i'% / year = (1.017)12 - 1 = 0.224 or 22.4%/year

Solution Q.2.:

            F12 = $400 (F/A, 8%, 12) (F/P, 8%, 1)


= $400 (18.9771)(1.08) = $8,198.11
Solution: Q.3.

A = $20,000 (A/P, 12%, 5) = $20,000 (0.2774) = $5,548

Solution: Q.4.
 (a)
        PW(i'%)
= -$640,000 +$180,000 (P/A,i'%,8) - $42,000 (P/A, i'%,8)  

                                                  + $4,000 (P/G,i'%,6)(P/F,i'%,2)



Linear interpolation will be needed to solve for i'%.  We need two trial interest rates, one resulting in a positive PW and the another producing a negative present worth.  The IRR will then be bracketed between these two interest rates.  Since PW is not linear, the two interest rates should be 10% or less apart to minimize error of linear interpolation.



For this problem, the two trial interest rates chosen were 15% and 18%.

	
	i%
	PW
	

	(a)
	15%
	    $9,790.06
	(f)

	(b)
	i%
	            0.00
	(g)

	(c)
	18%
	-$51,623.16
	(h)




The standard approach to determining i'% with linear interpolation is:
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Thus i'% = 15.48% > 12%, therefore the proposal is acceptable.

           (b)    EOY         Cash Flows          Cumulative

                       0             -$640,000            -$640,000

                       1              $138,000            -$502,000

                       2              $138,000            -$364,000

                       3              $138,000            -$226,000

                       4              $142,000              -$84,000

                       5              $146,000               $62,000

                            Simple Payback Period = 5 years                         

$910





End of Month





A = $24.17 / month
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