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1.
Most breakeven analyses have a fixed cost component because


a) variable costs are unknown

b) average variable costs are linear 


c) they are long term analyses


d) None of the above answers 

2.
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

	INFORMATION FOR QUESTIONS 3TO 5
· P = $300,000

· SV = $60,000

· AR = $100,000

· AC = $50,000

· N = 10 years

· MARR = 10%
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3
The Present Worth of cell AA is 

a) -300,000(1.05)+(100,000-50,000)(P/A,10%,10)+60,000(P/F,10%,10)

b) -300,000+(100,000(1.05)-50,000)(F/A,10%,10)+60,000(P/F,10%,10)

c) -300,000 + (100,000-50,000)(P/A,10%,10)(1.05) +60,000(0.85)(P/F,10%,10)

d) -300,000+(100,000-50,000(1.1))(P/A,10%,10) + 60,000(P/F,10%,10)

e) None of the above answers.

4
The Present Worth of cell BB is 

a) -300,000+(100,000-50,000)(P/A,10%(0.9),10)+60,000(P/F,10%,10)

b) -300,000(0.9)+(100,000-50,000)(F/A,10%,10)(1.1))+60,000

c) -300,000+(100,000-50,000)(P/A,10%,10(1.1))+60,000(P/F,10%,10(1.1))

d) -300,000+(100,000-50,000)(P/A,10%,10(0.9))+60,000(P/F,10%,10(0.9))

e) None of the above answers.

5
The Present Worth of cell CC is 

a) -300,000+(100,000-50,000)(P/A,10%,10(1.05))+60,000(P/F,10%,10)

b) -300,000+(100,000-50,000)(F/A,10%,10(1.05))+60,000

c) -300,000 + (100,000-50,000)(0.85)(P/A,10%,10) +60,000(P/F,10%,10)

d) -300,000+(100,000-50,000)(P/A,10%,10(1.05))+60,000(P/F,10%,10(1.05))

e) None of the above answers.

6.
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

	INFORMATION FOR QUESTIONS 7 to 11
· A firm purchased a truck for $600,000.  
· It is expected to last 3 years with a salvage value of $50,000 at that time.
· Revenues from operations are expected to be $700,000 in year 1 and to be fully responsive to inflation thereafter. 
· Operating and maintenance costs are expected to be $300,000 in year 1 and to grow by 4% thereafter.  

· Depreciation:  DB method with a 20% rate.

· Half-year rule.

· 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 $400,000 at 10% which is repaid as follows:

· 20% at end of year 1; 30% at end of year 2; 50% at end of year 3
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	Year 0
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	Year 2
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	7. ATCF (Actual $)
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7.
The value of AA in the previous table is

a) -600,000

b) -200,000

c) -400,000
d) None of the above answers.


8.
The value of BB in the previous table is

a) 700,000
b) 735,000

c) 423,000
d) None of the above answers.

9.
The value of CC in the previous table is

a) 400,000
b) 423,000
c) 380,952
d) 383,673
e) None of the above answers.


10.
The value of DD in the previous table is

a) -600,000

b) -400,000

c) -200,000
d) -181,406

e) None of the above answers.

11.
The value of EE in the previous table is

a) -571,429 (to nearest dollar)
b) -380,952 (to nearest dollar)
c) -190,476 (to nearest dollar)
d) -200,000

e) None of the above answers

12.
What is the total variable production cost if the car manufacturer were to make

10,000 car parts?

a) $0

b) $1,000,000
c) $100(10,000) 

d) $150(10,000)
13.
What is the breakeven point between buying and making car parts?

a) 40,000
b) 20,000
c) 10,000
d) None of the above answers.

14.
For what range of car parts is it cheaper (less costly) to purchase car parts? 

a) 0 to 10,000
b) 10,000 to 20,000
c) 20,000 to 40,000
d) Over 40,000.

15.
One strength of scenario analysis is that all project parameters are estimated independently of each other.

a) True


b) False


[image: image1]
16.
What is Mary’s actual (or current) rate of return (to 2 decimals) on the GIC?

a) 5.00%

b) 4.76%

c) 5.24%

d) 10.00%


e) None of the above answers

17.
If Mary can always reinvest the annual interest income from the GIC at 10%, what will be the value (to the nearest dollar) of the $10,000 investment and interest income on December 2010 in current (nominal) dollars?

a) $15,000

b) $16,105
c) $12,619
d) None of the above answers.

18.
What is Mary’s real (inflation-free) rate of return (to 2 decimals) on the GIC?

a) 10.00%

b) 5.00%

c) 4.76%

d) 5.24%


19.
If you apply breakeven analysis to two mutually exclusive projects that have different revenues but identical 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.

20.
The concept of cost, in this course, differs from accounting cost because it

a) excludes both explicit and implicit costs.

b) includes both explicit and implicit costs


c) excludes implicit costs but includes explicit costs


d) none of the above answers. 


21.
The first simulation of the project’s NPW is calculated from specific deterministic 
and random variables. If the random number associated with the annual cost for 
this simulation was 0.234567, the calculation of the NPW would based on annual 
costs of  


a) $5,000

b) $6,000

c) $7,000

d) $60,000
e) None of the above answers

 22.
The second simulation of the project’s NPW is calculated from specific 
deterministic 
and random variables. If the random number associated with the 
annual revenues for this simulation was 0.85555, the calculation of the NPW 
would 
based on annual revenues of  


a) $10,000

b) $15,000

c) $20,000


d) $25,000


e) None of the above answers.
23.
The following table provides information on discrete random project variables (two for each project descriptor) and their probabilities of occurrence.  

	 

First Cost (P)

	P1 =
	-5000
	0.2

	P2 =
	-8000
	0.8

	 
	 
	 

	 

Net annual revenues (AR-AC)

	AR1-AC1 =
	3000
	0.7

	AR2 - AC2 =
	6000
	0.3

	 
	 
	 

	 

Salvage Value (SV)

	SV1 =
	2000
	0.5

	SV2 =
	4000
	0.5

	 
	
	 

	 

MARR

	MARR1 =
	5%
	0.6

	MARR2 =
	10%
	0.4

	 
	 
	 

	 

Project Life (N)

	N1 =
	6
	0.9

	N2 =
	10
	0.1



Which of the following answers would provide the net present worth (NPW) of the project based on the expected values of each parameter?


a) NPW = -EV(P) + EV(AR-AC)(P/A,EV(MARR),EV(N)) 




+ EV(SV)(P/F,EV(MARR),EV(N))

b) NPW = the sum of each NPW calculated from each possible combination (in 
this case 24 = 16) of P, (AR-AC), SV and MARR weighted by their 
respective joint probabilities

c) None of the above answers.

	INFORMATION FOR QUESTIONS 24 to 25


	Projects
	Net Present Worth of Profits

	
	Future States of Nature

	
	W
	X
	Y
	Z

	A
	6
	9
	6
	5

	B
	5
	6
	7
	10

	C
	4
	6
	8
	9

	D
	9
	5
	5
	4

	E
	6
	7
	9
	7


24.
Based on the Laplace principle, the best project is


a) A

b) B

c) C

d) D

e) None of the above answers.



25.
Based on the Hurwicz principle (with an index of optimism = 0.6), the best project is


a) A

b) C
c) D

d) E


e) None of the above answers. 
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INFORMATION FOR QUESTIONS 12 TO 14





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


The total cost (C) of making the parts is C = $1,000,000 + 100x  ($) 


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





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





INFORMATION FOR QUESTIONS 21 to 22


The economic viability of a specific project depends on its deterministic and random variables. 


Project managers are convinced that the following three parameters are known with complete certainty:


MARR = 10%


Life = 5 years


Initial Cost  $60,000 


Three project variables are randomly distributed namely:


Salvage value (two possible values as shown in the following table)


Annual revenues (four possible values as shown in the following table)


Annual cost (three possible values as shown in the following table). 





Random variables �
�
Salvage Value ($)�
Annual


Cost ($)�
Annual


Revenues ($)�
�
$5,000�
$5,000�
$10,000�
�
$10,000 �
$6,000�
$15,000�
�
�
$7,000�
$20,000�
�
�
 �
$25,000�
�






INFORMATION FOR QUESTIONS 16 TO 18





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


Mary will receive annual interest income of $1,000 from December 31, 2006 December 31, 2010.


On December 31, 2010 (i.e., 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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