You Must show your work and include all Formulas used.  See example Solution below.

Compensating Balances. A bank loan has a quoted annual rate of 6 percent. However, the borrower must maintain a balance of 25 percent of the amount of the loan, and the balance does not earn any interest.  

a. What is the effective rate of interest if the loan is for 1 year and is paid off in one payment at the end of the year?

b. What is the effective rate of interest if the loan is for 1 month?
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Instructions

Enter formulas to complete the table in part a. In part b, use the MS Excel SQRT function to
calculate the economic order quantity.

Delivery charge per order 530
Storage cost per month $150 per carton
Cartons used per month 1,000
2 Fillin the following table
Order Size

100 200 250 500
‘Orders per month FORMULA  FORMULA FORMULA FORMULA
Total order cost FORMULA ~ FORMULA ~ FORMULA  FORMULA
Average inventory FORMULA ~ FORMULA ~ FORMULA  FORMULA
Total carrying costs FORMULA ~ FORMULA ~ FORMULA  FORMULA
Total inventory costs FORMULA _FORMULA _FORMULA _ FORMULA

b Calculate the economic order quantity. Is your answer consistent with your feelings in part (@)?
Economic order quantity FORMULA




