056:054 Engineering Economy




NAME ___________________

Quiz #2   Date: February 5, 2004
☺☺☺☺☺
1) Jenny opens a charge card account with a department store. In the charge account agreement, the store indicated it charges 1.5% each month on the unpaid balance. 

a) What nominal annual interest rate is being charged? 
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b) What is the effective annual interest rate? 
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c) What would be the effective annual rate if the interest is 2% nominal interest, compounded continuously?
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d) How long will it take for money to quadruple in value at 10% nominal interest, compounded continuously?
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2) What value of uniform payments over years 1 – 5 is equivalent to a payment schedule of  200, 200, 240, 240, 240 for years 1-5 respectively  at an annual interest rate of 10% compounded annually?

P= 200 (P/A, 10%, 2) + 240 (P/A, 10%, 3) (P/F, 10%, 2) = $840.37

A= $840.37(A/P, 10%, 5) = $221.69
3) Show, using Shorthand Economic Form, how you would calculate an equivalent uniform annual amount for cash flows of 200, 400 and 500 in years 1 -3 respectively with an annual  interest rate, compounded annually, of 6% for year 0 – 1, 8% for year 1-2 and 5% for year 2-3. 

P=$200(P/F, 6%, 1)+ $400(P/F, 8%, 1)(P/F, 6%, 1)+ $500 (P/F, 5%, 1)(P/F, 8%, 1)(P/F, 6%,1) =X
X = A (P/F, 6%, 1) + A (P/F, 8%, 1) (P/F, 6%, 1) + A (P/F, 5%, 1) (P/F, 8%, 1) (P/F, 6%,1)
Solve for A
Continue over if needed
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