Engineering Economics Practice Problems

1. To the nearest year, month and day, how long does it take an amount to triple at 10%?


Solution: (11 years, 6 months, 10 days), try it yourself
2. You are 25 years of age and decided that you want to retire at age 60 with $1,000,000. How much do you have to put away each year if you earn 10% on your investments?

Solution: Assuming end of year payments, your annual deposit is: 

A = 1,000,000*(A/F, 0.1, 40) = 1,000,00*.002259 = $2,259.

Without interest this corresponds to less than $200 per month.
3. At age 5 you were left $10,000 from the fortune of a favorite aunt. Your parents put the money in a trust fund earning 10% interest. You are now 25 years old and may draw from the trust fund. How much do you have? 

Solution: After 20 years deposited at 10% interest, the money will grow to:

F = 10000*(F/P, 0.1, 20) = 10000*6.7275 =$67,275
4. You strike a deal with a company, which promises to pay you $1,000,000 in ten years at rate of 10% annual. What is the money worth to you now? 
Solution: Money that is to be received in the future has a smaller equivalent value at the present. We discount the future amount with the P/F factor.
P = 1,000,000(P/F, 0.1, 10) = 1,000,000*0.385543 = $385,543
5. Find the balance when $5000 is invested at 6% for 7 years compounded :
a) annually b) semi-annually c)monthly
Solution:
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