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1.2. R FRE  WRIREFERS - FHERT » /R&{#F Minimum Attractive Rate of Return (MARR)
BiE Weighted Average Cost of Capital (WACC)EITHZEST ? B 7 (10%)

A promising company has issued 10-year bonds, with a face value of $1,000,000, in $1000 units. Interest

at 8% (per year) is paid quarterly. (20%)

2.1. If an investor desires to earn 12% nominal interest (compounded quarterly) on $10,000 worth of these
bdnds, what would the purchase price have to be? (10%)

2.2. If the company plans to redeem these bonds in total at the end of 10 years and establishes a fund that
earns 8%, compounded semiannually, for this purpose, what is the annual cost of interest and
redemption? (10%)

Consider a piece of construction equipment that initially cost $8,000 and has these estimated annual
expenses and market values In Table I. If the cost of money is 8% per year before taxes, show the EUAC of this

asset for each year and determine its economical life? (20%)

Table I
EOY, k Annual Expenses MV at EOY

1 -$3,000 $4,700
2 -3,000 3,200

3 -3,500 2,200

4 -4,000 1,450

5 -4,500 950

6 -5,250 600

7 -6,250, 300

8 -7,750 0

You obtain a 30-year loan on the 1.8 % nominal interest rate mortgage of $18,000,000 from a local bank to
obtain a brand new apartment at the price of $26,000,000. Personal own savings of yours will be used to
pay the initial down payment of $8,000,000. The loan payment is due each month. You are allowed to pay
back only the interest due for the first three years (the grace period) then make the monthly payments
thereafter. In addition, an opportunity that would give you 9% return on the investment per year
compounding monthly is employed to evaluate the alternatives. (40%)
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4.1. What is the interest due per month for the first three years? What is the monthly payment that you are
asked to pay after the grace period expires? (10%) \

4.2, If you can sell the apartment at the price of $27,000,000 after 2 years, will it be a good investment?
What price will you sell the apartment to earn your expected return after 2 years? (10%)

4.3. Due to the high inflation rate, it is expected that the interest rate could increase at the rate of 15 % per
year for three years after you make the loan agreement, what is the extra cost for 3 years of staying in
the grace period? (10%)

4.4, If you have paid back the loan for 10 years including the three years of the grace period. What is the
total interest that you have paid in 10 years? What is the remaining principal after 10 years of payments?
(10%)

For single cash flows:

Single payment
F P (1+i)N gerp (FIP, 1%, N)
compound amount
1 Single payment
P F T gepay (PIF, i%, N)
(I+17) present worth
For uniform series(annuities):
‘ 2 A Uniform series
E A @+ -1 (FIA, 1%, N)
i compound amount
(1 + i)N -1 Uniform series
p A ~ /L (P/A, 1%, N)
i(l + i)N present worth
i
A F TN Sinking fund AJF, 1%, N
(1 +1 )N -1 9 ( o N)
i
A P u Capital recovery (A/P, i%, N)

+i) -1

F=SF/ ,i%n -9
1 1
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P=ﬁ(P/A,zCR%,N)
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