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Calculate B-D. 

2000 

You borrow 200,000 to be repaid with level monthly payments of 2,000. You have the choice of 

paying the loan off with a final balloon payment, B, or a final drop payment, D. The interest 
rate on your loan is an annual effective rate of 5%. 
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2. You have the option to purchase one of the following: 
a A perpetuity where the first payment occurs at the beginning of the first year in the 

amount of 100. Each quarter thereafter, the payment increases by 1%. 

worteo 

b. A annuity with 20 annual payments. The first payment occurs at the end of the first year 
in the amount of 500. Each year thereafte, the payment increases by a constant, 

Calculate . 

(00 

The present value of these options are equivalent today using an annual effective interest rate 
of 7%. 
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