[image: image1.jpg]5) The board of directors at Ethan Manufacturing has developed the following list of
investment projects for 2003.

Project Estimated rate of return
New factory in Ohio 13

New company Airplane 2

Factory outlet store 12

New computer network B

Cafeteria for workers 6

a) If the interest rate is currently 8%, which projects should Ethan Manufacturing invest
in? "

b) Which economic principle did you use to make this decision?




[image: image2.jpg]9) You are considering opening a chain of coffee houses that will specialize in Kona
Coffee.  You have chosen four possible locations for coffee houses, with
investment requirements and expected rates of return summarized below.

Location Investment Cost Expected Rate of Return
(percentage)

North County 50,000 10

Ladue 100,000 15

St. Charles 90,000 13

St. Louis Center 30,000 5

If the market interest rate is 8%, which coffee houses will you open? Which coffee houses will you open if the market interest
rate is 14%?




