Practice Problems

1. If you take out a loan for $70,000 to be paid back in 30 years at a fixed yearly interest rate of 10.5%, what will be the amount of the monthly payment? Also, create an amortization table for the first 6 months.
2. A man purchased a car and wishes to put aside money in an account to pay maintenance for the first five years. The estimated costs are as follows. 
Year

Maintenace costs
1

       120

2

150
Assuming bank pays 5% interest, how much should he 
3

180
deposit in the bank now?
4

210

5

240


3. [image: image1.png]The first year maintenance cost for a new automobile is estimated to be $100, and it increases
at a uniform rate of 10% per year. What is the present worth of cost of the first five years of
‘maintenance in this situation, using an 8% interest rate?




4. Solve the problem with Present Value Method. 

[image: image2.png]A firm is considering which of two mechanical devices to install to reduce costs in a
particular situation. Both devices cost $1000 and have useful lives of five years and no
salvage value. Device 4 can be expected to result in $300 savings annually. Device B will
provide cost savings of $400 the first year but will decline $50 annually, making the second
year savings $350, the third year savings $300, and so forth. With interest at 7%, which
device should the firm purchase?




5. Select the best alternative using PV LCM method. MARR = 10% 

	
	A
	B

	Cost
	30K
	40K

	Benefits/year


	9K
	10K

	Length of time (years)
	5 years
	8 years

	Salvage Value
	2K
	3K


6. Select the best alternative using Annual Analysis method. MARR = 10% 

	
	A
	B

	Cost
	70K
	90K

	Benefits/year


	21K
	24K

	Length of time (years)
	5 years
	6 years

	Salvage Value
	8K
	6K


