
1.
If the rate of interest is 12% compounded annually, the effective rate of interest 
is

a) 12%


b) 3%

c) 1%

d) 12.55%

2.
If the rate of interest is 12% compounded quarterly, the nominal rate of interest 
(annual) is

a) 12%

b) 12.55%

c) 3%

d) None of the above answers.

3.
If the rate of interest is 12% compounded quarterly, the effective rate of interest 
(annual) is


a) 12%

b) 12.55%

c) 3%


d) None of the above answers.

4.
If the rate of interest is 12% compounded quarterly, the actual quarterly rate of 
interest is


a) 12%

b) 3%

c) 4%

d) 1%

5.
If the rate of interest is 12% compounded continuously, the nominal rate of interest is

a) 12%

b) 12.55%

c) 12.75%

d) None of the above answers.

6.
If the rate of interest is 12% compounded continuously, the effective rate of interest is

a) 12%

b) 12.55%

c) 12.75%

d) None of the above answers.

7.
Which nominal rate of interest compounded annually is equivalent to an actual quarterly rate of 2%? 

a) 8%

b) 2%

c) 8.9%

d) None of the above answers.

8.
The actual monthly rate of interest equivalent to a nominal rate of 12% compounded monthly is

a) 12%

b) 1%

c) 12.986%

d) None of the above answers.

9.
The nominal rate of interest will exceed the effective rate of interest when
a) simple interest is used
b) compounding tends to infinity
c) when the nominal rate exceeds 28%

d) None of the above answers.

10.
What is the dollar amount AA in Table 1 below if $10,000 is invested for three (3) 
years at a “simple interest” of 10% per year?
a) $12,000

b) $12,100

c) $11,000

d) None of the above answers.
	TABLE 1

	End-of-year (EOY)
	AMOUNT INVESTED
	INTEREST INCOME FOR YEAR
	EOY AMOUNT

	0
	$10,000
	
	$10,000

	1
	$0
	
	

	2
	$0
	
	AA

	3
	$0
	
	


11.
What is the dollar amount BB in Table 2 below if $10,000 is invested for three (3) 
years at 10% compounded semi-annually?  A calculator must be used to answer 
this question. 
a) $12,000

b) $12,100

c) $11,000

d) None of the above answers

	TABLE 2

	End-of-year (EOY)
	AMOUNT INVESTED
	INTEREST INCOME FOR YEAR
	EOY AMOUNT

	0
	$10,000
	
	$10,000

	1
	$0
	
	

	2
	$0
	
	BB

	3
	$0
	
	


12.
A project with a positive annual equivalent worth must have an internal rate of return greater than the MARR. 

a) True

b) False

13.
The External Rate of Return (ERR) method assumes that cash inflows generated by a project will be reinvested at the MARR. 

a) True

b) False

14.
The incremental internal rate of return (IRR) is the rate of return on the different cash flows between two projects.
 
a) True

b) False

15.
Mutually exclusive projects A and B are of equal duration and have individual internal rates of return that exceed the MARR. Project A's first cost (P) is less than Project B's first cost. If the Incremental Internal Rate of Return between the two projects exceeds the MARR, which project would you select?

a)  A

b)  B

c)  A and B

d)  Neither A nor B

e) Cannot decide from information provided.

16.
Mutually exclusive projects A and B have individual external rates of return greater than the MARR. Project A's first cost (P) is greater than Project B's first cost. If the Incremental External Rate of Return between the two projects is less than the MARR, which project would you select?

a)  A

b)  B

c)  A and B










d)  Neither A nor B

e) Cannot decide from information provided.

17.
Mutually exclusive projects A and B have 5-year and 10-year lives respectively and positive Present Worth values (before adjustment for their different lives).  Project A’s Present Worth is greater than Project B’s.  Which project is better?

a)  A

b)  B

c)  A and B

d) Insufficient information to decide on the better project.

18.
If two mutually exclusive projects A and B are compared using the IRR method and the ERR method, each method will always lead to the same decision as to the better project.   

a) True

b) False

19.
You are asked to determine the economic validity of projects A and B using the External Rate of Return method (ERR). Is a common period of analysis necessary to arrive at this decision?  

a) Yes

b) No

20.
You are asked to determine if mutually exclusive projects A and B are valid only using the Future Worth Method. Is a common period of analysis necessary for this decision?  

a) Yes

b) No

21.
The incremental external rate of return (ERR) is a rate of return calculated on the net cash flow between two projects.

 
a) True

b) False

	INFORMATION FOR QUESTIONS 22 to 24



	P ≡ initial cost of a project

	N ≡ project life or duration


22.
Given two mutually exclusive projects A and B: PA > PB; NA = NB and ERRA > ERRB. Which project would you select?

a)  A

b)  B

c)  A and B

d)  Neither A nor B

e)  Need more information.

23.
Given two mutually exclusive projects A and B: PA > PB; NA > NB and NPWA < NPWB. Which project would you select?

a)  A

b)  B

c)  A and B

d)  Neither A nor B

e)  Need more information.

24.
Given two mutually exclusive projects A and B: PA > PB; NA > NB and IRRA < IRRB. Which project would you select?

a)  A

b)  B

c)  A and B

d)  Neither A nor B

e) Need more information.

	INFORMATION FOR QUESTIONS 25 TO 33



	DETAILS
	PROJECT A
	PROJECT B

	First Cost($)
	35,000
	90,000

	Economic Life (years)
	5
	10

	Annual Revenues ($)
	20,000
	30,000

	Annual operating cost ($)
	10,000
	9,000 in the first year followed by annual decreases of $500 (e.g., 8,500 in year 2; 8,000 in year 3, etc.)

	Salvage Value ($)
	0
	‑5,000

	MARR (%)
	10
	10


25.
Which of the following answers is the Annual Equivalent Worth of Project A?

a) -35,000(A/P,10%,5)+20,000-10,000 

b) -35,000(A/P,i*,5)+10,000  

c) -35,000-10,000(A/P,10%,5)+20,000(A/P,10%,5) 

d) -35,000(A/P,10%,5)+10,000(F/A,10%,5)

e)  None of the above answers.

26.
Project A’s Future Worth is found from which of the following?


a) -35,000(F/P,10%,5)+20,000-10,000 

b) -35,000(F/P,i*,5)+10,000(P/A,i*,5)  

c) -35,000(F/P,10%,10)+10,000(F/A,10%,10) 

d) -35,000(F/P,10%,5)+10,000(F/A,10%,5)

e)  None of the above answers.

27.
Project A’s Internal Rate of Return (i*) would NOT be found from which of the following?

a) -35,000(A/P,i*,5)+10,000 = 0

b) -35,000(F/P,i*,5)+10,000(F/A,i*,5) = 0

c) -35,000+10,000(P/A,i*,5) = 0

d) {-35,000(A/P,i*,5)+20,000 – 10,000}(A/P,i*,5) = 0

e)  None of the above answers.

28.
You are contemplating investing $1 million in project A or project B. After a thorough analysis, you opt for the “Do Nothing” alternative at the MARR. The rate of return on your investment will be

a) 0%

b) = MARR

c) Greater than MARR

d) Less than MARR

29.
Project A’s External Rate of Return (i*) is found from 

a) -35,000(F/P,10%,5)+10,000(F/P,10%,5) = 0 

b) -35,000(F/P,i*,5)+10,000 = 0  

c) -35,000(F/P,10%,5)-10,000(F/A,i*,5) = 0 

d) -35,000(F/P,i*,5)+10,000(F/A,10%,5) = 0

e)  None of the above answers.

30.
Project B’s Present Worth is found from which of the following?

a)  -90,000(P/A,10%,10)+ 21,000-5,000(P/F,10%,10) -500(P/G,10%,10)

b)  -90,000+5,000(P/F,10%,10)+21,000(P/A,10%,10) -500(F/G,10%10)

c)  -90,000-5,000(P/F,10%,10)+21,000(P/A,10%,10) +500(P/G,10%10)

d)  -90,000-5,000(P/F,10%,10)+21,000(P/A,10%,10)-500(P/G,10%,10)

e)  None of the above answers.

31.
Project B’s external rate of return is found from which of the following?

a)  -90,000(F/P,i*,10)+21,000-5,000(A/F,10%,10)+500(P/G,10%,10) = 0

b)  -90,000-5,000+21,000(P/A,10%,10)-500(F/G,10%10) = 0

c)  -90,000(F/P,i*,10)-5,000+{21,000-500(A/G,10%10)}(F/A,10%,10) = 0

d)  -90,000(F/P,10%,10)-5,000+21,000 -500(P/G,10%10) = 0

e)  None of the above answers.

32.
Which of the following answers would give the incremental internal rate of return between Projects A and B? 

a) -35,000(A/P,i*,5)+20,000 - 10,000 


= -90,000(A/P,i*,10) + 21,000 - 5,000(A/F,10%,10) + 500(A/G,i*,10)

b) -35,000(A/P,i*,5)+10,000 


= -90,000(A/P,i*,10)+21,000-5,000(A/F,i*,10)-500(A/G,i*,10)

c) {-35,000+10,000(P/A,i*,5)}[1+(P/F,i*,5)] 


= -90,000+21,000(P/A,i*,10)-5,000(P/F,i*,10)-500(F/G,i*,10)

d) {-35,000+10,000(P/A,i*,5)}[1+(F/P,i*,5)] 


= -90,000(F/P,i*,10)+21,000(F/A,i*,10)-5,000(P/F,i*,10) -500(F/G,10%,10)

e)  None of the above answers

33.
Which of the following answers would give the incremental external rate of return between Projects A and B? 

a) -35,000(F/P,i*,5)+10,000 


= -90,000(F/P,i*,10)+21,000-5,000(A/F,10%,10)+500(A/G,i*,10)

b) -35,000(F/P,i*,5)+10,000 


= -90,000(F/P,i*,10)+21,000-5,000(A/F,i*,10)-500(A/G,i*,10)

c) {-35,000+10,000(P/A,i*,5)}[1+(P/F,i*,5)] 


= -90,000+21,000(P/A,i*,10)-5,000(P/F,i*,10)+500(A/G,i*,10)

d) -35,000{1+(P/F,10%,5)}(F/P,i*,10)+10,000(F/A,10%,10) 


= -90,000(F/P,i*,10)+21,000(F/A,10%,10)-5,000-500(F/G,10%,10)

e)  None of the above answers

	INFORMATION FOR QUESTIONS 34 and 35

	Projects A to F

· are ranked in ascending order of their first cost

· have identical lives (N)

· have negligible salvage values (SV=0).

	PROJECTS
	RATES OF RETURN

	
	A
	B
	C
	D
	E
	F

	A
	23
	-
	-
	-
	-
	-

	B
	20
	22
	-
	-
	-
	-

	C
	19
	20
	20
	-
	-
	-

	D
	18
	19
	18
	17
	-
	-

	E
	16
	16
	16
	15
	14
	-

	F
	13
	14
	14
	12
	10
	8


34.
If MARR = 9% and projects A, B, C, D, E and F are mutually exclusive, the best project is:

            a) A

b) C

c) D

d) E

e) F

35.
If MARR = 19% and projects A, B, C, D, E and F are mutually exclusive, the best project is:

      
a) A

b) C

c) D

d) E

e) None of the above answers.

*  END  *
1.
The half-year rule was introduced by the Government of Canada in 1981 to


a) provide incentives to businesses for the purchase of more physical assets


b) alleviate the income tax burden of businesses with significant income from operations


c) minimize the income tax advantage arising from the purchase of physical assets.

d) None of the above answers.

2.
A capital (physical) asset’s annual accounting depreciation is defined as 

a) its current market value less its total depreciation 

b) its purchase price less its total depreciation

c) its market value at the beginning of the year less its market value at the end of the year 

d) None of the above answers.

3.
The two major perspectives on the replacement of physical assets are

a) Insider and cash flow

b) Insider and owner

c) Insider and consultant

d) Outsider and consultant 

	INFORMATION FOR QUESTIONS 4 to 8 


	Balance Sheet for XYZ Company

at December 31, 2005



	ASSETS

	Current Assets

	Cash
	60,000

	Accounts Receivable
	35,000

	Raw Materials Inventory
	10,000

	Finished Goods Inventory
	30,000

	Total Current Assets
	135,000

	Long Term Assets

	Equipment
	100,000

	Accumulated depreciation
	20,000

	Buildings
	200,000

	Accumulated depreciation
	100,000

	Land
	100,000

	Total Long Term Assets
	280,000

	TOTAL ASSETS
	415,000

	LIABILITIES AND OWNERS’ EQUITY

	Current Liabilities

	Accounts Payable
	50,000

	Loan due in six (6) months
	100,000

	Total Current Liabilities
	150,000

	Long Term Liabilities

	Loan due in ten (10) years
	200,000

	TOTAL LIABILITIES
	350,000

	Common Stock: 10,000 shares @$5
	50,000

	Retained Earnings
	15,000

	Total Owners’ Equity
	65,000

	TOTAL LIABILITIES & OWNERS’ EQUITY
	415,000


	Income and Expense Statement 

for XYZ Company from 

January 1 to December 31, 2005
	

	REVENUES
	

	Sales
	200,000

	Cost of Goods Sold
	75,000

	Net sales
	125,000

	EXPENSES
	

	Operating Expenses
	12,500

	Depreciation Expense
	25,000

	Interest Expense
	12,500

	Total Expenses
	50,000

	PROFIT BEFORE TAXES
	75,000

	Income Taxes @50% of Profit Before Taxes
	37,500

	PROFIT AFTER TAXES
	37,500


4.
The quick-asset or acid-test ratio for the XYZ Company on December 31, 2005 was


a) 0.90

b) 0.63

c) 1.59

d) 1.11


e) None of the above answers


5.
The “equity ratio” for the XYZ Company on December 31, 2005 was

a) 0.48

b) 2.08

c) 0.157





d) 6.37

e) None of the above answers

6.
The “profitability ratio” for the XYZ Company on December 31, 2005 was

a) 20%

b) 9%

c) 15.7%





d) 2%

e) None of the above answers

7.
The “inventory turnover ratio” for the XYZ Company on December 31, 2005 was

a) 10.84

b) 1.20

c) 6.37





d) 2.78

e) None of the above answers

8.
The after-tax cash flow for XYZ Company in 2005 was

a) 415,000

b) 37,500

c) 62,500





d) 135,000


e) None of the above answers 

9.
Annual income taxes and depreciation charges represent explicit cash flows. 

a) True

b) False

10.
The straight line (SL) method of depreciation is always preferred to the Declining Balance (DB) method because the SL method generates larger annual depreciation charges during the life of the asset. 

a) True

b) False

11.
A business should maintain accurate depreciation records  


a) to track the value of its physical assets


b) to capture true production costs


c) to calculate its income tax liabilities


d) all of the above answers. 

12.
The major reasons for replacing a physical asset include

a) equity, inadequacy, wear and tear

b) deterioration, obsolescence and equity  

c) deterioration, obsolescence, inadequacy

d) obsolescence, inadequacy and equity


[image: image1]
	Item
	End of Year Cash Flows

	
	0
	1
	2
	3

	1. Before Tax Cash Flow
	-300,000
	200,000
	200,000
	250,000

	2. Annual Depreciation
	
	AA
	BB
	

	3. Interest Expense
	
	
	CC
	

	4. Taxable Income
	
	
	
	

	5. Taxes Payable
	
	
	
	

	6. After Tax Cash Flow
	-300,000
	
	
	

	7. Interest Expense
	
	
	
	

	8. Loan Repayment
	
	
	DD
	

	9. Cash Flow on Owner Equity
	EE
	
	
	


13.
The numerical value of cell AA is


a) $40,000


b) $50,000


c) $20,000


d) $60,000


e) None of the above answers

14.
The numerical value of cell BB is


a) $40,000


b) $32,000


c) $36,000


d) $50,000


e) None of the above answers

15.
The numerical value of cell CC is


a) $6,000


b) $4,500


c) $3,000


d) $2,400


e) None of the above answers

16.
The numerical value of cell DD is


a) $15,000


b) $36,000


c) $21,000


d) $60,000


e) None of the above answers

17.
The numerical value of cell EE is


a) -200,000


b) -60,000


c) -140,000


d) None of the above answers

18.
Which of the following statements is true?

a) Lower depreciation charges generate a higher taxable income, lower taxes payable and 
lower after-tax cash flows.
b) Higher depreciation charges generate a higher taxable income, higher taxes payable 


and higher after-tax cash flows.
c) Lower depreciation charges generate a lower taxable income, higher taxes payable and 
higher after-tax cash flows. 

d) Higher depreciation charges generate lower taxable income, lower taxes payable 


and higher after-tax cash flows.

e) None of the above answers.

19.
When the service requirements for a capital asset extend beyond the defender’s remaining service life, it is usually assumed that the defender will be replaced by


a) a lower-cost asset


b) the challenger


c) an asset with an identical cost.


d) None of the above answers.

	INFORMATION FOR QUESTIONS 20 to 22


	CCA ≡ capital cost allowance

UCC ≡ undepreciated capital cost

(      ) ≡ the disposition of assets.
Assume: 

· d = 20% (Declining Balance)

· t = 50% 

· a half-year rule 


	Year
	Adjustments

to UCC from

Purchases &

Dispositions 
	Base UCC

Amount for

CCA ($)
	CCA

($)
	Remaining UCC ($)
	Tax

Savings

Due to

CCA ($)

	2000
	$200,000
	
	
	AA
	

	2001
	$100,000
	
	BB
	
	

	2002
	($100,000)
	
	
	CC
	

	2003
	$300,000
	
	
	
	


20.
The dollar amount of cell AA is 

a)
$160,000

b)
$180,000







c)
$200,000

d)
None of the above answers.


21.
The dollar amount of cell BB is 

a)
$46,000

b)
$20,000

c)
$42,000

d)
None of the above answers

22.
The dollar amount of cell CC
 is 

a)
$42,000

b)
$46,000

c)
$49,870

d)
None of the above answers

	INFORMATION FOR QUESTIONS 23 TO 27


	The Speedy Coulomb Company purchased a new computer exactly two years ago.  Company officials were informed today that a more efficient computer is currently available.  Defender and challenger details are given below.  MARR = 10%. Use the outsider perspective for all your calculations.



	DETAILS
	DEFENDER
	CHALLENGER

	Initial Cost ($)
	100,000 
	120,000

	Current Trade-in Value ($)
	40,000
	Not applicable

	Economic Life (years)
	2
	5

	Annual operating cost ($)
	20,000 the coming year followed by annual increases of 2,000
	25,000 in the first year followed by annual increases of 10%

	Salvage Value ($)
· In 1 year

· In two years
	· 30,000
· 10,000 
	5,000 at the end of any year within the 5–year period


23.
The annual equivalent cost of the challenger is  

a) -120,000(A/P,10%,5) + 5,000(A/F,10%,5) – [{5(25,000)}/(1+0.1)](A/P,10%,5)

b) -80,000(A/P,10%,5) + 5,000(A/F,10%,5) – [{5(25,000)}/(1+0.1)](A/P,10%,5)

c) -120,000(A/P,10%,5) + 5,000(A/F,10%,5) – 25,000(P/C,10%,10%,5)(A/P,10%,5)

d) -80,000(A/P,10%,5) + 5,000(A/F,10%,5) – 25,000

e) None of the above answers

24.
The annual equivalent cost of the defender (if it is not beyond its economic life) is  

a) -100,000(A/P,10%,2) + 10,00(A/F,10%,2) – 20,000 + 2,000(A/G,10%,2)

b) -40,000(A/P,10%,2) + 10,00(A/F,10%,2) – 20,000 – 2,000(A/G,10%,2)

c) -40,000(A/P,10%,4) + 10,00(A/F,10%,4) – 20,000 – 2,000(A/G,10%,4)

d) -100,000(A/P,10%,2)+ 10,00(A/F,10%,2) – 20,000 – 2,000(A/G,10%,1)

e) None of the above answers

25.
If the defender was beyond its economic life, its annual cost calculations would be based on an incremental (i.e. year-by-year) approach.

a) True

b) False

26.
If the defender was beyond its economic life, its annual equivalent cost calculation for the coming year would be

a) -100,000(A/P,10%,1) + 30,000(A/F,10%,1) – 20,000 

b) -40,000(A/P,10%,1) + 30,000(A/F,10%,1) – 20,000 

c) -40,000(A/P,10%,1) + 30,000(A/F,10%,1) – 20,000 – 2,000(A/P,10%,2) 

d) -100,000(A/P,10%,1)+ 30,000(A/F,10%,1) – 20,000– 2,000(A/P,10%,2) 

e) None of the above answers

27.
Assume that: i) the defender is beyond its economic life and ii) its annual cost for the coming year is less than the challenger’s annual equivalent cost. Hence, the defender would be kept for at least one additional year. The defender’s equivalent annual cost for the second year would be 

a) -30,000(A/P,10%,1) + 10,000(A/F,10%,1) – 20,000

b) -100,000(A/P,10%,1) + 10,000(A/F,10%,1) – 20,000

c) -30,000(A/P,10%,1) + 10,000(A/F,10%,1) – 22,000 

d) -100,000(A/P,10%,1)+ 10,000(A/F,10%,1) – 22,000

e) None of the above answers

28.
The book value of a physical asset at the end of its economic life will diverge from its salvage value under the straight line depreciation method but not under the Declining Balance method.

a) True

b) False

29.
Economic life is defined as


a) the period of time after which an asset can no longer be repaired or refurbished so that 
it can perform a useful function


b) the period of time after which an asset cannot perform its intended function without a   


major overhaul) 


c) the period of time over which a prudent owner will retain an existing facility to   


minimize costs.


d) the length of time an asset might reasonably be expected to be useful in the production 


of income.

30.
The after-tax or net income of a business is equal to its

a) before-tax cash flow + taxes paid. 

b) after-tax cash flow - taxes paid.

c) before-tax cash flow – taxes paid + annual depreciation.

d) after-tax cash flow – annual depreciation

e) None of the above answers.

1.
If you apply a breakeven analysis to two mutually exclusive projects that have identical revenues but different costs, which of the following criterion would you use to determine the range over which one project is better than another? 


a) maximum criterion


b) minimum criterion


c) a minimum and a maximum criterion 


d) none of the above answers.


2.
What is the fixed production cost if the car manufacturer were to make 1 million car parts?

a) $0

b) $65x

c) $8500 + $65X 

d) $8500

3.
What is the breakeven point between buying and making car parts?

a) 50 million

b) 100 million

c) 75 million

d) None of the above answers.

4.
For what range of car parts is it cheaper (less costly) to make car parts? 

a) 0 to 50 million

b) 50 million to 75 million

c) Over 100 million

d) None of the above answers.

5.
For what range of car parts is it cheaper (less costly) to buy the parts? 
a) 0 to 50 million

b) 50 million to 100 million

c) Over 100 million

d) None of the above answers.

6.
In a risk environment, the decision-maker has sufficient information to determine the probability of occurrence of future events or outcomes.

a) True

b) False

7.
The concept of cost, in this course, is defined as economic or opportunity cost. Hence, economic cost differs from accounting cost because


a) it excludes explicit costs


b) includes both explicit and implicit costs


c) excludes both explicit and implicit costs


d) none of the above answers. 

8.
A weakness of scenario analysis is that project parameters are estimated independently of each other.

a) True


b) False

9.
Sensitivity analyses that allow an analyst to examine the impact on a summary measure (e.g., Present Worth) of changing only one project parameter at a time include 

a) Sensitivity plots and breakeven analyses

b) Breakeven analyses and scenario analyses

c) Scenario analyses and sensitivity plots

d) None of the above answers

10.
Most breakeven analyses have a fixed cost component because


a) variable costs are not reliable


b) average variable costs are nonlinear 


c) they are long term analyses


d) they are short term analyses


	The firm gets a $100,000 loan (at a 10% rate of interest) which is repaid as follows:



	Loan Repayment at End of Year
	Percentage of Loan Repaid

	1
	30%

	2
	30%

	3
	40%


	
	Years

	Item
	0
	1
	2
	3

	1. BTCF (Actual $)
	‑300000
	175000
	175000
	175000+

100000

	2. BTCF (Constant $)
	AA
	
	
	BB

	3. Interest on Loan
	-
	10000
	7000
	4000

	4. Depreciation
	-
	75000
	56250
	42188

	5. Taxable Income
	-
	90000
	111750
	128812

	6. Taxes Payable
	-
	45000
	55875
	64406

	7. ATCF (Actual $)
	
	
	119125
	

	8. ATCF (Constant $)
	
	
	CC
	

	9. Repayment of Loan
	-
	30000
	30000
	40000

	3. Interest on Loan
	-
	10000
	7000
	4000

	10. CFOE (Actual $)
	‑200000
	90000
	82125
	112948.7

	11. CFOE (Constant $)
	DD
	85714
	74490
	97569.3


11.
The value of AA in the previous table is

a) -300,000

b) -200,000

c) -285,714

d) -190,476

e) None of the above answers.


12.
The value of BB in the previous table is

a) 275,000

b) 250,000

c) 206,610 (approx.)

d) None of the above answers.

13.
The value of CC in the previous table is

a) 108,050

b) 119,125

c) 98,450

d) 113,452

e) None of the above answers.


14.
The value of DD in the previous table is

a) -300,000

b) -200,000

c) -190,476

d) -181,406

e) None of the above answers.

15.
To determine the after-tax nominal (or current) rate of return of this project you would use:

a) -300,000 + 175,000(P/F,20%,1) + 175,000(P/F,20%,2) + 275,000(P/F,20%,3)

= 0

b) -300,000 + 130,000(P/F,10%,1) + 119,125(P/F,10%,2) + 181,688(P/F,10%,3)

= 0

c) -300,000 + 123,810(P/F,5%,1) + CC(P/F,5%,2) + 156,949(P/F,5%,3)

= 0

d) DD + 85,714(P/F,5%,1) + 74,490(P/F,5%,2) + 97,569(P/F,5%,3)

= 0

e) None of the above answers.

16.
To determine the after-tax real (inflation-free) rate of return of this project you would use:

a) -300,000 + 175,000(P/F,20%,1) + 175,000(P/F,20%,2) + 275,000(P/F,20%,3)

= 0

b) -300,000 + 130,000(P/F,10%,1) + 119,125(P/F,10%,2) + 181,688(P/F,10%,3)

= 0

c) -300,000 + 123,810(P/F,5%,1) + CC(P/F,5%,2) + 156,949(P/F,5%,3)

= 0

d) DD + 85,714(P/F,5%,1) + 74,490(P/F,5%,2) + 97,569(P/F,5%,3)

= 0

e) None of the above answers.

17.
To determine the after-tax real (inflation-free) rate of return on owner equity you would use:

a) -300,000 + 175,000(P/F,20%,1) + 175,000(P/F,20%,2) + 275,000(P/F,20%,3)

= 0

b) -300,000 + 130,000(P/F,10%,1) + 119,125(P/F,10%,2) + 181,688(P/F,10%,3)

= 0

c) -300,000 + 123,810(P/F,5%,1) + CC(P/F,5%,2) + 156,949(P/F,5%,3)

= 0

d) DD + 85,714(P/F,5%,1) + 74,490(P/F,5%,2) + 97,569(P/F,5%,3)

= 0

e) None of the above answers.

18.
Breakeven analyses allow the analyst to examine the sensitivity of a summary measure (e.g., Present Worth) to changes to all project parameters at a time 

a) True


b) False


[image: image2]
19.
What is the exact (to 2 decimals) real (inflation-free) rate of interest on the GIC?

a) 5.00%

b) 4.76%

c) 5.24%

d) 10.00%


e) None of the above answers

20.
If Mary’s annual interest income from the GIC can always be reinvested at 10%, what will be the value of the $10,000 investment and interest income on December 2008 in current (nominal) dollars?

a) $10,000

b) $13,310

c) $10,429

d) $11,576

e) None of the above answers.

21.
If Mary’s annual interest income from the GIC can always be reinvested at 10%, what will be the value of the $10,000 investment and interest income on December 2008 in January 1, 2006 dollars (i.e., real or constant dollars)?

a) $10,000

b) $13,310

c) $10,429

d) $11,576

e) None of the above answers.

	INFORMATION FOR QUESTIONS 22 TO 25
· P = $200,000

· SV = $50,000

· AR = $90,000

· AC = $30,000

· N = 10 years

· MARR = 10%



	PRESENT WORTH VALUES

	
	-15%
	-10%
	-5%
	Base Case
	5%
	10%
	15%

	P ($)
	AA
	
	
	
	
	
	

	SV ($)
	
	
	
	
	
	
	

	AR ($)
	
	
	
	
	
	
	

	AC ($)
	
	BB
	
	
	
	
	

	N (yrs)
	
	
	
	
	CC
	
	

	MARR


(%)
	
	DD
	
	
	
	
	


22.
The Present Worth of cell AA is 

a) -200,000(1.15)+(90,000-30,000)(P/A,10%,10)(1.15)+50,000(P/F,10%,10)

b) -200,000+(1.15)+(90,000-30,000)(F/A,10%,10)+50,000(P/f,10%,10)

c) -200,000(0.85)


+(90,000-30,000)(P/A,10%,10)(0.85)+50,000(0.85)(P/F,10%,10)

d) -200,000(0.85)+(90,000-30,000)(P/A,10%,10)+50,000(P/F,10%,10)

e) None of the above answers.

23.
The Present Worth of cell BB is 

a) -200,000+(90,000-30,000)(P/A,10%,10)+50,000(P/F,10%,10)

b) -200,000(1.1)+(90,000-30,000)(F/A,10%,10)(1.1)+50,000(1.1)

c) -200,000+(90,000-30,000)(P/A,10%,10)+50,000(1.1)(P/F,10%,10)

d) -200,000(1.1)+(90,000-30,000)(P/A,10%,10)+50,000(1.1)(P/F,10%,10)

e) None of the above answers.

24.
The Present Worth of cell CC is 

a)
-200,000+(90,000-30,000)(P/A,10%,10)(1.05)+50,000(1.05)(P/F,10%,10)

b)
-200,000+(90,000-30,000)(F/A,10%,10(1.05))+50,000(1.05)

c)
-200,000(1.05)+(90,000-30,000)(085)(P/A,10%,10)+50,000(0.85)(P/F,10%,10)

d)
-200,000+(90,000-30,000)(P/A,10%,10(1.05))+50,000(P/F,10%,10(1.05))

e)
None of the above answers.

25.
The Present Worth of cell DD is 

a)
-200,000(0.9)+(90,000-30,000)(P/A,10%,10)(0.9)+50,000(0.9)(P/F,10%,10)

b)
-200,000+(90,000(0.9)-30,000)(F/A,10%,10)+50,000

c)
-200,000+(90,000-30,000)(P/A,10%(0.9),10)+50,000(P/F,10%(0.9),10)

d)
-200,000+(90,000-30,000)(P/A,10%(0.9),10)+50,000(P/F,10%,10)

e)
None of the above answers.
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INFORMATION FOR QUESTIONS 13 TO 17 





� SEQ CHAPTER \h \r 1�A firm is considering the purchase of a truck for $200,000 fully installed.  It is expected to last 3 years with a salvage value of $50,000 at that time.  Revenues from operations will be $300,000 each year and operating and maintenance costs will be $100,000 each year.  





Depreciate the truck using the DB method (d=20%).


The before-tax interest rate is 10%.


The after-tax interest rate is 5%.		


A 50% tax rate on income from operations and the recapturing of depreciation.


The half-year rule applies 





The firm gets a $60,000 loan (at a 10% rate of interest) which is repaid as follows:





Repayment of loan at the end of year�
Percentage of loan repaid�
�
1�
25�
�
2�
35�
�
3�
40�
�












INFORMATION FOR QUESTIONS 2 TO 5





A car manufacturer must decide on purchasing or making specific car parts. 


The cost of making the parts is C = 8500 + 65x  ($) 


Purchasing the car parts from a manufacturer would cost C = 150x  ($)





where "x" represents the annual quantity of car parts in millions.  





Information for questions 11 to 17





A firm is considering the purchase of a truck for $300,000 fully installed.  It is expected to last 3 years with a salvage value of $100,000 at that time.  Revenues from operations will be $250,000 each year and operating and maintenance costs will be $75,000 each year  


Depreciate the truck using the DB method (d=25%)


The half-year rule does not apply.


The before-tax with inflation interest rate is 20%.


The before-tax inflation-free interest rate is 15%.


The after-tax with inflation interest rate is 10%.


The after-tax inflation-free interest rate is 5%.


Inflation is 5% annually.


The tax rate = 50%





INFORMATION FOR QUESTIONS 19 TO 21





Mary bought a five-year $10,000 Guaranteed Income Certificate (GIC) on January 1, 2006 (for which she paid $10,000).  


Mary will receive $1,000 in interest income on December 31 from 2006 to 2010 which represents a 10% rate of return on her investment.


On December 31, 2010 (the GIC’s maturity date), Mary will receive, in addition to her last interest payment of $1,000, the $10,000) that she invested on January 1, 2006. 


During this period, inflation is expected to be 5 percent per year.





(P/F,5%,5) = 0.78353; (F/P,5%,5) = 1.2763


(A/P,5%,5) = 0.23097; (P/A,5%,5) = 4.3295


(A/F,5%,5) = 0.18097; (F/A,5%,5) = 5.5256





(P/F,10%,5) = 0.62092; (F/P,10%,5) = 1.6105


(A/P,10%,5) = 0.2638; (P/A,10%,5) = 3.7908


(A/F,10%,5) = 1.638; (F/A,10%,5) = 6.1051
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