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. .' . .. ! 
' .! Current annual damage from flooding is 200,000. Thr~e feasiblE:! opnons, in addition to the do- . 

{). , , , nothing option, are available to reduce damage: ! 
' - '. " I 

10,000 I 190,000 ' I0: Large reservoir I 160,000 

B: Construct levees (.)~) 40,000 130,000 
A: Do nothing 0 200,000 

c:Small reservo ir (01ji.)' 120,000 40,000 
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1. . You have a project, which requiresa ·1irstinvestT!"lef!t. pf, 50,()OO.-r.Tt1sproj~Gt.Wifl increa,ss· :,: . : . _ " ". ....,. 
. ' ; -~ -.:; ./:~:~;.. .: . .benefitsby20,000 per year but it wilt"aisQ"iiicreaseaperating'costS'bY'·10;QOO per year, ' .. 

The lifetime of the project is g years . Using !J/C ratio, and assuming an interest rate of 
7%. is this project desirable? 
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I x1 3.000 2,000 
l x2 6.500 4,000 
I x3 8,000 5,000 
I x4 9,500 7,000 
I x5 12,000 8,500 
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3. You are deciding between tnrse alternatives and you need to pick the best one", .. ' 
~	 Alternative A has a first cost of 45,000 and would provide income of 7,000 peryear 

and a salvage value OfJO,ogo..Operating c.9~l~J~r~~lt~rn...atiyef<~iU , be· 1 QOO'Her . ;, : 

year and maintenanc~,cost~ Will be 2,000 p~fJ~~~\· , · /~<:5~:.·;:,, ·: \ ., ' ..•. .iii '. 
•	 Alternative g has a first cost of 25,000 and wouldprovide iJ')Comeof;3,OO().per.year·:-: 

and a salvage value of 15,000. Operating costs for alternative g ""ifJbe 2,500 per" 
year and maintenance costs will be 3,000 per year. . " . , ' . 

•	 Alternat ive C has a first cost of 65,000 and would provide income of 8,000 p~r year 
and a salvage value of 25,000. Operat ing costs for alternative C will be 1OO~ per 
year and maintenance costs wiIJ be 1500 per year. I' I 

The lifet ime of all machines is 20 years . Assuming a 5% interest rate, which ma chi~ e 

should you select? . -i- I 
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4.	 A numbe r of cost-reduction proposals in a factory are being analyzed by the lndustr le:
 
engineering department. If the rate of return is 20%, and al/ equipment have a service
 

~	 '. life of 5 years with no salvage value, which proposal should be selected using the 
incremental benefit cost ratio? . .-". t». . : ' " .. ... ~ 

J Proposal 1 Proposal Description 1 Equipment Cost Net Annual Savings 

1 
i 

. A 1 Combine 25 ,000 9,500 . 
Rearrange 60 ,000 21,500re. 

C Modify 20,000 7,000 
1 0 Eliminate 20,000 I 9,000 

E j Up Quality 40 ,000 j 17,000 
F Make Safer 30,000 ,l 10,000 l 
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" Example: 

_'_.' !(:Hl_C?}~!.~t,o_I'l_S~!p ~~~~een . t he ~upp ly and.thedemond for II given commodity (t.1.c) Isline~r' 
:· ~ _: '-:" -~" ".: " . .... .-,,-. -_ .. -" ' :." -. S ~f. rr :gl~fk ~: ..'':;v;.--:· _. .-. . " . 

Supply (EGP) Demand (EGP)Quantity(1000 units) 
.. ......, ..~ . .. ' .. . - _ 0 _ . _ ... _ +. 

,. . . ' 2' 24 
22 4 

4 
24 

It is required to dete rmine the following: 

a) Equilibrium unit pr ice 
b) Equil ibrium qu anti ty 

ci If the price i::: 18, is t here a shortage o r su rpl us ? What is its value? 
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1200 E= GP is to be paid into (3 n account arlnu-cJiy for the next 5 years. 
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