
Please Note:
1. You have 75 minutes to complete Partial Examination 3 which consists of 25 multiple choice questions.

2. All questions must be answered on the Scantron sheet.

3. 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 Partial Examination.

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

5. You MUST show your University of Ottawa I.D. card as you hand-in the answer sheet.

********************************************************************

1.
The process of examining the impact on a summary measure (e.g., Future Worth) of changing one project parameter at a time includes 
a) Sensitivity plots and breakeven analyses

b) Breakeven analyses and scenario analyses

c) Scenario analyses and sensitivity plots
d) None of the above answers

2.
Breakeven analyses allow an analyst to examine the sensitivity of a summary measure (e.g., Future Worth) to concurrent (together) changes to all project parameters. 

a) True


b) False

3.
In an uncertain environment, the decision-maker has sufficient information to determine the probability of occurrence of future events or outcomes.

a) True

b) False

4.
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 the other? 

a) maximum criterion


b) minimum criterion


c) a minimum and a maximum criterion 


d) none of the above answers.
5.
Analyses by scenario allow the analyst to examine the sensitivity of a summary measure (e.g., Present Worth) to project parameters estimated in a specific future state. 
a) True


b) False

6.
The strength of scenario analysis is that all project parameters are estimated independently of each other.

a) True


b) False

7.
Most breakeven analyses have a fixed cost component because


a) variable costs are not reliable


b) fixed costs are linear 

c) they are short term analyses

d) they are long term analyses.
8.
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. 

9.
In Monte Carlo simulation, the probability distributions of the individual random 
variables pertaining to a project are known in advance.


a) True


b) False

10.
By randomly sampling values for project parameters from their probability 
distributions, Monte Carlo simulation 

i) produces a sample of the overall performance measure of a project

ii) imitates the randomness in the performance measure as a result of the 
randomness of the project variables or inputs.

a) both i) and ii) are correct


b) i) is correct but ii) is incorrect.


c) i) is incorrect but ii) is correct

 
d) both i) and ii) are incorrect.

	INFORMATION FOR QUESTIONS 11 TO 15


	A lawn care company needs an additional tractor to complete a "big" job on time.  It can buy or lease the tractor. 


	
DETAILS
	
BUY
	
LEASE

	First Cost ($)
	
30,000
	
----

	Life (years)
	
6
	
----

	Salvage value ($)
	
4,000
	
----

	Operating Expenses ($)
	
50/day
	
----

	Maintenance contract ($)
	
3,000/year
	
----

	Leasing cost ($)
	
----
	
130/day

	MARR (%)
	
10
	
10


11.
The buy option’s annual equivalent fixed cost is about 

a) $6,370
b) 520
c) 9,370
d) None of the above answers

12.
The buy option’s total annual variable cost is [where "N" is days per year] 

a) 130N
b) 50N
c) 80N
d) None of the above answers

13.
The break-even point (days per year) between the buy and lease options is about 
a)
117 days per year
b)
79 days per year

c)
 86 days per year

d)
None of the above answers.

14. 
If the estimated use of the tractor is 90 days per year, the better option is 
a)
Buy
b)
Lease
c)
Can’t decide from the available information

d)
Neither project

15. 
If the estimated use of the tractor is 130 days per year, the better option is 
a)
Buy

b)
Lease
c)
Can’t decide from the available information

d)
Neither project

16.
The Benefit-Cost method uses a net benefit concept whereby annual operating costs are subtracted from all revenues and cost savings generated by a project.  

a) True

b) False

17.
Assume that public projects A and B have valid simple benefit-cost ratios.  Project A has a larger first cost and a higher benefit-cost ratio than Project B. Can you conclude that Project A is better than Project B? 

a) Yes

b) No.

	INFORMATION FOR QUESTIONS 18 to 19

	Project
	FIRST

COST (M$)
	Individual

B/C Ratio
	INCREMENTAL B/C RATIOS

     A                 B                  C                   D

	A
	10
	1.6
	
	
	
	

	B
	15
	2.7
	1.5
	
	
	

	C
	20
	1.7
	0.9
	1.2
	
	

	D
	29
	1.3
	1.1
	0.9
	1.3
	

	E
	35
	1.1
	0.8
	0.5
	0.8
	0.9


18.
If public projects A, B, C, D and E are independent (there is no budget constraint), the acceptable projects are:

           a) A, B, C, D and E

b) A, B, C and D
c) A, B and C
d) None of the above answers.

19.
If projects A, B, C, D and E are mutually exclusive, the BEST project is

           a) A

b) B

c) C
d) D

e) E


[image: image1]
20.
What is the combined (i.e., market interest) rate of interest (to 2 decimals) on the GIC?

a) 5.00%

b) 3.00%

c) 7.00%

d) None of the above answers

21.
What is the real (inflation-free) rate of interest (to 2 decimals) on the GIC?

a) 2.94%

b) 0.97%

c) 7.24%

d) None of the above answers

22.
If John can reinvest the annual interest income from the GIC at a rate equivalent to the rate on the GIC, what will be the future worth (on December 31, 2009 (to the nearest $100) of his total investment in constant (i.e., real or January 1, 2005 dollars)?

a) $20,000
b) $15,700

c) $23,100
d) $18,100
e) None of the above answers.

	Information for questions 23 to 25

	U of O engineering students are planning a major rock concert for all university and college students in Ottawa-Gatineau area. An early May date has been selected for the concert. However, these entrepreneurial students are not sure whether to hold the concert indoors or outdoors for fear of rain (and maybe snow).
Net profits from the concert are shown below.  

	Venues
	Rain (prob. = 0.4)
	Sunshine (prob. = 0.6)

	Football field
	$40,000
	$100,000

	Auditorium
	$60,000
	$80,000


23.      The expected value of the indoor (auditorium) option is

a) $76,000
b) $100,000
c) $72,000
d) None of the above answers.

24.       The expected value of perfect information is 
a) $76,000

b) $84,000

c) $60,000

d) None of the above answers.

25.      The value of perfect information is

a) $76,000

b) $4,000

c) $8,000

d) None of the above answers.
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INFORMATION FOR QUESTIONS 20 TO 22





John bought a five-year $20,000 Guaranteed Income Certificate (GIC) on January 1, 2005 for which he paid $20,000.  He will receive $1,000 in interest income on December 31 of each year from December 2005 to December 2009. 


On December 31, 2009 (the GIC’s maturity date), John’s $20,000 investment will be fully reimbursed.


During the five-year period, inflation is expected to be 2 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,2%,5) = 0.90573; (F/P,2%,5) = 1.1041


(A/P,2%,5) = 0.21216; (P/A,2%,5) = 4.7135


(A/F,2%,5) = 0.19216; (F/A,2%,5) = 5.2040
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