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Topic: Bottom Line Approach 

 

 

 

(SOLUTION CONTINUED BELOW) 
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Anthony, Walker, and Lyndi enter into a business arrangement.  Under this arrangement, 

Anthony will pay Walker 1000 at time 0 and will pay Lyndi 2000 at time 2.  Also, Walker will pay 

Lyndi 1200 at time 2.  Finally, Lyndi will pay Anthony 3600 at time 4. 

 

Using the bottom line approach, determine the annual effective interest rate being earned by 

Anthony is this arrangement. 

 

Solution: 

Anthony's cash flows are as follows:

Time 0 1000

Time 2 2000

Time 4 3600

Using the calculator:

0 1000 ; 01 0 02 2000 03 0 04 3600
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David, Max, and Andrew enter into a financial agreement.  Under this agreement, David will pay 

Max 1000 today.  David will also pay Andrew 800 at the end of one year.  Max will pay Andrew 

1100 at the end of one year.  Finally, Andrew will pay David 2000 at the end of two years. 

 

Calculate the yield rate that David will receive under this financial arrangement. 

Solution: 

 

 

David's cash flows are a payment of 1000 at time 0, a payment of 800 at time 1, and

receipt of a payment of 2000 at time 2.

To find the yield rate, we can use our calculator:

0 1000; 01 800; 02 2000;CF C C− − 

2

2

2

; 6.9694%

:

1000(1 ) 800(1 ) 2000     Let 1

1000 800 2000 0

800 (800) (4)(1000)( 2000)
1 1.069694 6.9694%

(2)(1000)

IRR CPT
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Sam, Moses, and Jacquelyn enter into a business agreement.   

 

Under this agreement, Sam will pay Moses 1000 today.  He will also pay Jacquelyn 2000 at the 

end of two years.   

Further, Moses will pay Jacquelyn 500 at the end of four year and he will pay Sam 700 at the end 

of two years. 

Finally, Jacquelyn will pay Sam 3000 at the end of six years. 

 

Calculate Jacquelyn’s annual effective interest rate on this business agreement. 

Solution: 

4 2

Jacquelyn's payments are:

Receives 2000 at time 2 from Sam

Receives 500 at time 4 from Moses

Pays 3000 at time 6 to Sam

We will use time 6 as our point of value.

2000(1 ) 500(1 ) 3000        Let (1i i x i+ + + = = + 2

2

2

2 0.5

)

500 500 (4)(2000)( 3000)
2000 500 3000 0 1.106107225

(2)(2000)

(1 ) 1.106107225 (1.106107225) 1 0.051716324

Or we can use our calculator and starting with the first payment

0 2000

x x x

x i i

CF
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= + = == = − =

= − ; 01 0; 02 500; 03 0; 04 3000
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