CHED74 — Economic. Analysis € Decisibn Making (Homewdr K Problem Sex 1)
4 &

Quesifon 4) (o) | Reactor | Goot |inshattion_| Tt
New Readvor
Old Reacior

$ 8000
3 6,200

Selling Old and Slﬁﬁ’\g o
$ 1,200 $ 9200 Nw Otd'OY S YNore PYOFAMUQ.
$2.500 | $9300 as s a $100 Cheapw

Sell Oid, Buy New =$9200 - §6,800 = $2400
UseOld = 2.‘500 Cinstallasion) = & 2,500
Question 1) (b) I order 4o be indiffrent 1o the decision Hhe
Cost (Sell Old & Buy New) = Cast Cinsyall old)
$2200 — $(oidYeadw = $2500

Mar\et Valv\,c)
$ 6,300 = &’ 9200 — $ 2500 = Old veactoy market Value .
Question 2) (@) | Company | UpfonGets | ProPit (Annually)
X $ 7,500 =T
y $ 9,000 $ 2,200

hely £= vecovery time (of upfront costs)

tx = ;F_Z% = A 4j2 years Cfoughkﬂ LB \eats 4o Yecover up%ontoos’cs)

¥ Sompany K
by = $ 4000 = L 09 yeas (vaughly 4 yeas to vecaver wpfront crets)
. $ 2,200 3 < 4 & J For company, 9.

Question 2 () “The oo main issues with fhis type of comparisens is the \ack of
acknow\edaemerrt of the time hongon and Hime value of money.

In other words, we cannot dir Compare —the T eCouery COSKS, loeanwuse, it
dePends on Hw dw abion of the Project Ctime horiTdn). Sq;l%v example
e project vuns for Less then four Years 4hen ©mpany Y p \ndesabzl{:er

Offer and —Fov 8\(6(;&:{ Wnen 4 years buk  less dhan 45 jw"s CovpANY X P(O\j\m
Q bty ofFe!

Quesh NHoN / iy Y
on 3) Defintion o ewler s umier - %g\o (“\—’r r)q) X

, v \m = \a
“Then ng(“ﬁ) )ASmij ——3>-0

i [ 5Y3] [, (145 -




Quegtion 4> Vet = 3.4° per yeor. Find mominal annud inferest
(@ Sewmi- annual Compounding (Ny=2, nm= )

Ve = 0.034 = (A+ %‘)g =4

r5,3=<|0-034 +1 —1) x2 = 0.0316

Ys/q= 3‘3:,‘2 '/"

(b) N\omlnla_ Compounding. (1 =12, MNm="12)
Yeft = 003 — (4 +"ﬂ$)‘l
12
Yoy = ('AM +0.034 — 1) X12 = 0.0324814

'{,m,n = 2.343

(©) Doy, Gompounding. (13=365 1w = 365)

Yot =0-034 = (1 *"(_Z@ 36>
368

Yd’%‘<%]’l+o.034 '—1)X 3¢S= 0-D3343630
Td/x‘:’ 3—344 ./'

Cc\) Confinuo s Qampowf\dfﬂ%.
Yetp = €' =1 = € =1 +1ey = 1024

Y= |n (1.034) = 0.033434F+t |Vee = 3.343 %

(e) How Much woney wowd e owed oy the end of M year in each case ?

A ount, owed = 400,000 # (44 Yesr )"
= 400, 000 % (1 +0-034)%
= 311430946 |

Queestion 5) $100 7= Bl , Annual Continuwous Compounding vate of 23
Ca) Fnd effechve annual vare Qssuming jea'\j Compouhding 2
Tett, cmnual = = &7 - 0.0232 4S5 & 2.32% /-
(b) Wnat is #ne price of the T-bilh if it Mafures in 6 montns ?
P, - 100605 = 43 855 =$48.86



© What i Hhe price F e T-bill if it matwes 1, 9 months P
Po _ 100 6—0.023 (0-35) L o,gzgqq’ () $ qgQ.q
@) ContinusiLs compounding varte chops to 27,

fo (6 montns) = 100(£° %) = 990049 x4 99.00
Po (9 monthy) = 100 (e°*E) = 93 5119  $98.5)
Quesifon 8) Assume 252 trading clays per year.

(a) Yeff = 8% Tind montly interest based en monthly (',ovnpoundx'mj

Ny =12 Tefp = (4+ Ton)™_q — foym= N Lro0s -1 = 0-00634

(b) 70"0\/\3 =35% find the Interest per year effecive

< daily compounding  My= 252 Teg =(A+ 0-0?>S>2g7-_ﬂ_: 0-0356 1%+
Nm=252 52 xR 3.562 %

CO 4% interest per Yeds with cluairal:l oompound\'nﬂ- Find e Per year

Yo\ 4 ;
(g = =1 = (44 291 syoin (1+95Y= 3950

(d) 1.5 % inkerest per month compound ed monthly. Find 7ec per quarter.

Gt = &1 = (4+ 0.08)™ 4 — v L 11 (1+0.018) =810 (1.01S) = 4. 467 7-

® 14t \M%t;, per quarter With mOf\‘)‘hL} COW\Poundu'ng_. Find the inderest per three years
based on semi-annual comPDunthga\e — My=12-3 (* o aonins in 3-yeass).
{QF‘FCB J_QQYS) = (/' + 0'03|2> —i nm=3» (.* Mmonvhs in aqu.av&e.r)

Tefr (3 3eav.s) = O.1545522 4338

Cotr < v; >C_ “[1 1s455224%38 -1) % 6
(i(:;:m)<4+_alﬂ ! :</J )

Topsy = 14.54 1s



