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Investment Principles
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Example 1-1

Mr. Zaid invested L.E. 200,000 in a commercial project, on 30
June 1998, and withdrew a total of L.E 248,000 one year later.
Compute:

.(a) the profit gained.



(b) the interest (return) rate on investment.

Solution
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Profit (or interest) =1 = 248,000 — 200,000= L.E. 42,000
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Interest rate(i) = (28,000/248,000) * 100 =11.29% per year
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Example 1-2
Calculate the amount of money that must have been deposited 2
years ago to have L.E. 3,025 now at an interest rate of 10%.
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Standard Factor Notation
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Example 1-3

An engineer deposits L.E. 1,500 now, 1,000 one years from now,
how much will he

have in his account i =9%
5 years from now if F
the interest rate is FUTURE SUM,
9% F/P F/A  F/G n
: <0900 1 .0000 0+0000 1

So‘}utlon 1.l8at 2.0900  -1.0000 2
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(F/P, 9%, 5) = (1.09)° =1.538624
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(F/P, 9%, 4) =(1.09)" =1.4115816
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F=1,500 * 1.538624 + 1,000 * 1.4115816
=3719.5176 = L.E. 3,719.5
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Cash Flow Diagram
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Net Cash Flow = -200 + 35/(1.09) + 44 /(1.09)* + 155/(1.09)°
* NCF,=-L.E. 38434552

Net Cash Flow = -200(1.09) -+ 35 +44/(1.09) + 155/(1.09)’
* NCF,=-L.E. 41.893666
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F =600 (1.22)° + 1000(1.22)* + 500(1.22) = L.E. 3,187.91
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Nominal and Effective Interest
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1, = nominal interest rate
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1o = effective interest rate
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in=18%, m=2 and i=18/2=9%
ie = (1.09)> — 1 =0.1881=18.81%

F=2,000 (1.1881)=L.E. 2,376.2
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Example 1-12
A subdivision developer asks your opinion on whether to
construct roads all at once or in stages. He finds that he can put
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in the base course and pavement complete now for $210,000. As
an alternative, the county engineer will permit him to install only
the base course now (cost estimated at $120,000), with the
paving installed two years from now (cost estimated at $100,000.
The developer lends and borrows at 10%. Which do you
recommend as the more economical alternative?

Solution
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Total cost=120,000-+82,640=%$202.640

A g G o o s 5all 8 Y (e

* K k k&

(0-)) el S8 8y A3 33 ) geall s of Gasalil €30 Al S
(-Y) S A Ls Ll

Yo



(‘1+i)r'| O —|F
1
- (1+)"
1 1 | 1 1 1
0 1 2 3 4 5 6 n
P (3-1) Jss
Y
CJ.-.' JLA-I

1.Make the calculations necessary to show which of the
following statements are true and which are false.

a. LE. 200 now 1s equivalent to L.E. 233.28 two years from
now, 1 = 8%.

b. $ 200 one year past is equivalent to $215 now, 1 =6%.

c. L.E. 3000 now is equal to $ 3150 one year from now, i = 5%.

2. What is the present value of L.E. 1,210 receivd two years from
now if the sum is discounted at 10%?

1



3. Mr. X plans to borrow $3000 now and repay the entire loan
principal plus accrued interest at 10% after 5 years. Calculate
F and construct the cash flow diagram for this case.

4.1f you buy anew TV in 1999 for L.E. 1,000, use it for 4years
at cost of L.E 60 per year, and sell it for L.E. 200 after that.
Diagram your cash flows and label each arrow.

5.How long will it take for L.E. 2,000 to double if the interest
rate is 9.5%?

6 Eng. Laila deposits L.E. 1,000 now, L.E. 3,000 four years from
now, and L.E. 1,500 six years from now at a nominal interst
rate of 12% per year compounded semiannually, how much
money will she have in her account 10years fron now?

(Ans: L.E 11,634.5)

7. What is the present value of the salvage on arobot if the
salvage price 10yr. From now is $9,000 and the discount rate (1)
is 12% per year.? (Ans. $2,898)
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