
1.
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.

2.
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

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.
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.

5.
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.

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

a) 12%


b) 3%

c) 1%

d) 12.55%

7.
What is the dollar amount AA in Table 1 below if $10,000 is invested for three (3) 
years at 10% compounded semi-annually?   
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
	
	


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.

	INFORMATION FOR QUESTIONS 9 and 10

	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


9.
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.

10.
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

11.
A project with a positive annual equivalent worth must have an internal rate of return greater than the MARR. 

a) True

b) False

12.
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.

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

	INFORMATION FOR QUESTIONS 14 TO 22


	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


14.
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.

15.
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.

16.
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.

17.
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

18.
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.

19.
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.

20.
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.

21.
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

22.
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

23.
If the rate of interest is 12% compounded quarterly, the actual quarterly rate of 
interest is


a) 12%

b) 3%

c) 4%

d) 1%
	INFORMATION FOR QUESTIONS 24 to 26



	P ≡ initial cost of a project

	N ≡ project life or duration


24.
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.

25.
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.

26.
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.

27.
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.
28.
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.

29.
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

30.
The incremental internal rate of return (IRR) is the rate of return on the different cash flows between two projects.
 
a) True

b) False

31.
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.

32.
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.

33.
What is the dollar amount BB in Table 2 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 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
	
	


34.
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

35.
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

*  END  *
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