ADM 2350N, Winter 2018, Quiz #4 solutions
Name:___________________________________________

Student i.d.:______________________________________

IMPORTANT:

· You must always keep 6 decimal digits while performing your calculations. Rough rounding may lead to zero mark for the question. Do not round number of months/years to the whole number!!!
· You must show your work!!! You do not have to use formulas – indicating which numbers you enter in a calculator is sufficient to show your work.

· Pen/pencils, rulers and calculators are allowed. You are encouraged to use Financial Calculators. One-sited cheat-sheet is allowed.

· All payment are at the end of the period unless specifies otherwise
· You must write your solutions and answers on the separate “answer sheet”: nothing written in this booklet will be graded!!!

Question 1: Which of the following is true for a given project with known payments?
A) The project can have several NPVs

B) The project can have several PIs

C) The project can have several IRRs

D) Both (A) and (B)

E) All of the above

F) None of the above
Ans: C

Question 2: Which of the following is true if all project’s future cash flows are non-negative
A) If NPV>0 then IRR is greater than the required rate of return

B) If IRR is greater than the required rate of return then NPV>0 

C) Both (A) and (B)

D) None of the above

Ans: C

Question 3: Which of the following is true if all project’s future cash flows are non-negative?

A) If the project is acceptable using NPV criteria, then it is also acceptable using Payback period criteria

B) If the project is acceptable using Payback period criteria, then it is also acceptable using NPV criteria

C) Both (A) and (B)

D) None of the above

Ans: D

Questions 4-7 are based on the following information:

XYZ inc. considering a new project that costs $2000 today (at t=0) and generates a cash flow of $800, $700, $600, $500, $400, $300 at years t=1, 2, 3, 4, 5, and 6 respectively. The cost of capital (discount rate) is 9%

Question 4: Find NPV of this project
Ans: $579.50
Question 5: Find Payback Period (it is OK to say that it is between two consecutive years)
Ans: between t=2 and t=3
Question 6: Find Discounted Payback Period (it is OK to say that it is between two consecutive years)
Ans: between t=3 and t=4
Question 7: Find Equivalent Annual annuity (EEA)

Give 1 point to everybody
Question 8: ZYX considers a project that costs $1500 today (at t=0), generates a cash from of $1000 in years 1, 2 and 4, and requires an additional investment of $X at t=3. Find X If the project’s Internal rate of Return IRR=20%,

Ans: Taking all money to t=3 gives: 
X=(-1500*1.2^3+1000*1.2^2+1000*1.2+1000/1.2)=$881.33
Problems 9-15 are based on the following information:

XYZ inc. considers an investment project that requires $400,000 in new equipment and $20,000 in extra NWC at the beginning of the project. The projects will lead to an increase in operating pre-tax net revenue of $150,000 per year and will last for 5 years. At the end of the project (beginning of year t=6), the equipment can be sold for the salvage value of $75,000. The equipment belongs to the CCA class with d=30%, the corporate income tax rate is 40% and the cost of capital is 12%
Problem 9: Find CCA for the first year
Ans: 400000*0.3/2=$60,000
Problem 10: Find after-tax TOTAL cash flow for the SECOND year

	time
	UCC(beg)
	CCA
	UCC(End)

	t=1
	400000
	60000
	340000

	t=2
	340000
	102000
	238000

	t=3
	238000
	71400
	166600

	t=4
	166600
	49980
	116620

	t=5
	116620
	34986
	81634


Ans: After-tax cash flow = 150000*(1-0.4)+102000*0.4=130,800
Problem 11: Find UCC at the end of the project (end of year t=5)
Ans: $81634
Problem 12: Find PV of the operating cash flows
Ans: 
PMT=150000*(1-0.4)=90,000; N=5; I=12%; CPT PV find $324,430
Problem 13: Find PV of the total tax shield from depreciation
Ans: $96,004
(0.4*0.3*400000/(0.12+0.3))*(1+0.5*0.12)/1.12-75000*0.3*0.4/((0.12+0.3)*1.12^5)

Problem 14: Find PV of the salvage value

Ans: 75000/1.12^5=$42557
Problem 15: Find NPV of the project
Answer:

Answer from Q12+Answer from Q13 + answer from Q14 + 20000/1.12^5-420000

=324430+96004+42557-420000=$42,991
Give full credit if correctly write 

“Answer from Q12+Answer from Q13 + answer from Q14 + 20000/1.12^5-420000”

even if there was a mistake in questions 12, 13, or 14 and the final answer is wrong
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