7-2 

Value of the future yield increase = Vn


5 MBF 
x 
$100 
= $500


10 cords 
x 
$10 
= 100




Vn
= $600

(a) Present value and earning rate:


(1 + i)n = (Vn / V0) = ($600 / $75) = 8.0


at n = 40 years, (1 + i)n = 8.0 for i = 0.0534, so the earning rate is 5.34%.

(b) The net present value:


V0 = (Vn / (1 + i)n ) = ($600 / (1.10)40 ) = ($600 / 45.26) = $13.26


NPV = $13.26 - $75.00 = -$61.74

(c) No, the PCT treatment is not recommended.  The earning rate is less than the alternative rate of return, and the net present value of revenue ($13.26) is considerably less than the present value of the costs ($75).

(d) The maximum you could spend on the treatment is simply the present value of the future return at the given interest rate, or in this case, $13.26.

Check:


(1 + i)n = ($600 / $13.26) = 45.26


Which, for n = 40, has i = 0.10.

