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Please Note:

1. You have 90 minutes to complete Partial Examination #3 which consists of 25 multiple choice questions.

2.
Questionnaires and answer sheets are colour coded.  Ensure that your copies 
have matching colours.
· Questionnaire colour: indicated in the footer

· The Scantron (answer sheet) colour: marker on upper right-hand corner.
3.
All questions must be answered on the Scantron sheet.

4.
Please indicate your name, student number and course number on the front of 
the Scantron sheet.  Failure to provide this information could result in the 
cancellation of your examination.

5.
Correct answers are worth one (1) point and incorrect answers zero (0).

6.
You may keep the examination questionnaire.

7.
You MUST show your University of Ottawa I.D. card as you hand-in the answer 
sheet AND sign the attendance sheet.

8.
Thank you.
******************************************************************************
1.
The strength of scenario analysis is that all project parameters within a specific scenario (e.g., an optimistic scenario) are estimated independently of each other.

a) True


b) False

2. 
The method used to construct the probability distribution of an outcome 
performance 
measure of a project (e.g., NPW) by repeating sampling from the 
input random variable probability distributions is known as

a) Decision tree analysis.

b) Sensitivity analysis

c) Expected value analysis

d) Monte Carlo simulation

e) Capital rationing.


3.
The strength of breakeven analysis is that


a) project parameters are interdependent

b) project parameters are contingent

c) project parameters are independent

d) None of the above answers.
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4.
The actual (combined) rate of return on Johnny’s investment was
a) 10%

b) 11.8%

c) 5%

d) None of the above answers.

5.
What was the real or constant dollar value (i.e., in January 1, 2000 dollars) of Johnny’s $35,000 (to the nearest 100 dollars)?

a) $35,000

b) $27,400

c) $20,000

d) None of the above answers.

6.
The real rate of return (inflation-free) on Johnny’s investment was
a) 5.8%

b) 6.5%

c) 10%


d) None of the above answers.
7.
Scenario analysis allows the analyst to examine the sensitivity of a summary measure (e.g., Present Worth) to independent changes to project parameters. 

a) True


b) False

	INFORMATION FOR QUESTIONS 8 TO 10
ABC Toy Company is developing new toys X and Y for which profits are very sensitive to future economic conditions. The company’s profits (losses) for the two toys based on two polar economic forecasts are shown below. 



	Toys
	Favorable Economic Conditions

(prob. = 0.4)
	Unfavorable Economic Conditions

(prob. = 0.6)

	X
	$500,000
	($50,000)

	Y
	$400,000
	$50,000


8.
Based on the expected value of profits, the company should market (pro1*500000+pro2*50000) and compare to(0.4*400.000+the other one and check which one is the best men el jawa wel fog

a) Toy X

b) Toy Y

c) Both toys X and Y

d) Neither toy X nor toy Y
9.
What is the expected value of perfect information?


a) $170,000


b) $190,000


c) $230,000


d) None of the above information.

10.      What is the maximum amount ($) that company ABC should pay for perfect information (should it be available)? (perfect2- the expected1)
a) $40,000

b) $20,000

c) $0

d) None of the above answers.

11.
Which of the following defines unit project contribution?

a) Average production cost less selling price


b) Average fixed cost less average variable cost.


c) Total revenues less total production cost

d) Selling price less average variable production cost
e) None of the above answers.
	INFORMATION FOR QUESTIONS 12 TO 15
· P = $20,000

· SV = $500

· AR = $8,000

· AC = $1,000

· N = 5 years

· MARR = 10%




	
	-15%
	-10%
	-5%
	0
	+5%
	+10%
	+15%

	P =
	$9,846
	AA
	
	
	
	
	$3,846

	AOR =
	2,297
	
	
	
	
	
	11,395

	AOC =
	6,846
	
	
	
	
	
	6,277

	SV =
	6,799
	
	
	
	
	BB
	6,893

	N =
	3,648
	
	
	
	CC
	
	9,823

	MARR =
	7,917
	
	
	
	
	
	5,839


12.
The Present Worth of cell AA is 

a) -20,000(1.1)+(8,000-1,000)(P/A,10%,5)(1.10)+500(P/F,10%,5)

b) -20,000(1.1)+(8,000-1,000)(F/A,10%,5)+500(P/F,10%,5)

c) -20,000(0.9)+(8,000-1,000)(P/A,10%,5)(0.9)+500(0.9)(P/F,10%,5)

d) -20,000(0.9)+(8,000-1,000)(P/A,10%,5)+500(P/F,10%,5)

e) None of the above answers.

13.
The Present Worth of cell BB is 

a) -20,000+(8,000-1,000)(P/A,10%,5)+500(P/F,10%,5)

b) -20,000(1.1)+(8,000-1,000)(F/A,10%,5)(1.1)+500(1.1)

c) -20,000+(8,000-1,000)(P/A,10%,5)+500(0.90)(P/F,10%,5)

d) -20,000+(8,000-1,000)(P/A,10%,5)+500(1.1)(P/F,10%,5)

e) None of the above answers.

14.
The Present Worth of cell CC is 

a) -20,000+(8,000-1,000)(P/A,10%,5)(1.05)+500(1.05)(P/F,10%,5)

b) -20,000+(8,000-1,000)(F/A,10%,5(1.05))+500(1.05)(P/F,10%,5)

c) -20,000(1.05)+(8,000-1,000)(085)(P/A,10%,5)+500(0.85)(P/F,10%,5)

d) -20,000+(8,000-1,000)(P/A,10%,5(1.05))+500(P/F,10%,5(1.05))

e) None of the above answers.

15.
This project’s NPW is least sensitive to parameter (the smallest value)last column – the first and get the least value
a) P

b) AOR

c) SV

d) MARR

e) None of the above answers.
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16.
The annual equivalent wiring cost of the specialty wiring device is given by 
(where “x” is the total wiring (in feet) per year)


a) (100,000/10) + {20/50}x

b) 100,000 + x{[20+0.5(A/G,10%,10)]/50}

c) 100,000(A/P,10%,10) + x{[20+0.5(A/P,10%,10)]/50}

d) 100,000(A/P,10%,10) + x{[20+0.5(A/G,10%,10)]/50}

e) None of the above answers

17.
If the company expects its annual wiring to exceed the breakeven point, the 
better 
option is {Please note that no calculation is required to answer this 
question.}


a) The wiring device

b) The worker only option

c) Neither the device nor the worker only option


d) None of the above answers
18.
The total wiring cost per year for the four workers is given by (where “x” is the 
total feet of wiring per year)


a) ) x{[4(15) + 4(0.5)(A/P,10%,10)]/30}

b) x{[4(15) + 4(0.5)(A/G,10%,10)]/30}

c) 4x(15)/30

d) (4x/30)[15 + 0.5(A/G,10%,10)]

e) None of the above answers

	INFORMATION FOR QUESTIONS 19 to 21

	Three successful business partners, John, Paul and Ringo, are considering new business opportunities identified in the table as projects A, B and C. John is somewhat pessimistic about the future world economy while Paul is middle-of-the-road (neither an optimist nor a pessimist). Ringo, on the other hand, is an eternal optimist.



	
	Profits (Losses) For Future States of the Economy

	PROJECT
	EXCELLENT
	MEDIUM
	BAD

	A
	35
	30
	20

	B
	25
	22
	10

	C
	40
	35
	20


19.
Which project would Ringo favour?the highest for the excelent
a) A

b) B

c) C

d) None of the projects. 

20.
Which project would Paul favour? The higher for the middle
a) A

b) B

c) C

d) None of the projects. 

21.
Which project would John favour?

a) A

b) B

c) C

d) None of the projects. 

	INFORMATION FOR QUESTIONS 22 to 25

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 method: DB method; rate = 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%
· The firm borrows $100,000 at 10% which is repaid as follows:

· 30% at end of year 1

· 30% at end of year 2

· 40% at end of year 3


	
	Years

	Item
	0
	1
	2
	3

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

100000

	2. BTCF (Constant $)
	AA
	
	175000+

100000/(1.05)3
	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


22.
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.


23.
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.

24.
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.

25.
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.
INFORMATION FOR QUESTIONS 4 TO 6





Johnny Paintbrush purchased a Canadian painting for $20,000 on January 1, 2000. Five years later (on December 31, 2004), Johnny sold the painting for $35,000. During this period, inflation was 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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INFORMATION FOR QUESTIONS 16 to 19





� SEQ CHAPTER \h \r 1�An electrical contractor is considering the purchase of a specialty wiring device which has a $100,000 price tag and a zero salvage value after 10 years.  The device’s annual operating costs are estimated to be $20 per hour in the first year of operation increasing each year thereafter by $0.50 per hour.  The device is capable of wiring an average of 50 feet per hour.  MARR = 10%





An alternate method of wiring is to hire four (4) workers at $15 per hour per worker with hourly operating costs increasing each year thereafter by $0.50 per hour per worker.  The four workers can install, on average, a total of 30 feet of wire per hour. MARR = 10%. Use a 10-year period of analysis.
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