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1. A certain industrial firm desires an economic analysis to determine which of two different machines should be purchased. Each machine is capable of performing the same task in a given amount of time. Assume the minimum attractive return is 9%. The following data are to be used in this analysis:

Machine X

Machine Y

First cost


$6000


$10000

Estimated life, in years

4


8

Salvage value


0


$2000

Annual maintenance cost

0


$150

Which machine would you choose? Base your answer on annual cost.

2.

a. You have purchased a $100,000 30 year bond from Shady Enterprises at
an interest rate of 12% per year. If interest rates rise and you decide to
sell the bond after three years, what can the bond sell at?

b. If interest rates remain the same but the rating agency re-rates Shady
Enterprises from a CC to an AA, what now happens to the selling price of the
bond?

c. What is a yield curve? What is the yield curve inverted at present?


