Midterm 2 Study Questions

1. TRUE OR FALSE: A project whose IRR exceeds the discount rate must have a positive NPV.

2. You are buying a Prius for $25,000.  In years 1-5, your gas costs will be $600/year.  Maintenance costs will be 0 in years 1-2 and then $500 in both years 3 and 4 and then $700 in year 5.  Then, at the end of year 5, you will sell the car for $13,000.  What is the equivalent uniform annual cost of owning the Prius for this 5-year period?  Your discount rate is 5%.

3. NLE Chapter 6 Problem 32 (page 205).
4. NLE Chapter 6 Problem 41 (page 207).

5. NLE Chapter 14 Problem 16 (page 476).

6. NLE Chapter 14 Problem 18 (page 476).

7. NLE Chapter 14 Problem 28 (page 477).

8. Suppose you plan to buy a car in 2 years.  The model you want costs $20,000 now, and you expect its price to rise with inflation, which will run at a constant annual rate of 3% over the next 2 years.  You can invest in a 2-year CD (certificate of deposit) which pays 4% interest per year, compounded quarterly.  How much do you need to invest now?

9. You and two friends are considering buying a house in Chicagoland to live here together after you graduate.  You can get a 30-year fixed-rate mortgage with a mortgage rate of 9% if you make a 5% down payment on the house.  You will split the monthly mortgage payment equally among the three of you.  Each of the three of you can afford to contribute up to $1,000 per month towards the mortage payment.  You have only $2,000 available towards the down payment, but one of your friends has $5,000, and the other has $10,000.  How expensive a house can you afford to buy?
· Thought question (there would not be a question like this on the midterm): Suppose the three of you buy the house for X while making a down payment of $17,000 in total, as specified above, and you sell the house for Y in 10 years.  How would you split Y among the three of you?
