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the best project is: i
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2 Referto the |RR Matnx If A B C, D E and F are Indep mdependent prOJects and MARR 23/0 val:d

projects are

a. ABC R
b. A B
c. ABCE

d A

3. Refer to the IRR Matnx If A, B, C D E and F are mutually exclusive projects and MARR = 30%,

the best (valid) pro;ect is

a. A

b. A B

c. ABE:

d. None of the projects is “best’.

4. Refer to the IRR Matrix. If MARR is not P 1you conc
iven (but is assum
ied b St ect HE t given ( utis a ed to be positive), can you conclude that
a. Yes ‘
‘ b. No T
g Need additional mformatlon
. 4. Projects E and F have the same present worth.

The arithmetic
gradient
a (ATF % NYPIG, % hllr;teres-t rate factoriE@ i%,N) is equaLtQ___

4 PR NRF %N

(NP %, i
WIERNER 0 p )

. 0. "An effective rate of i
ki interest will exceed its ¢
a. tgoe n{riquency of within-year oéreng?gggﬁg?mﬂ S b e
o ‘Eeu;dmg sl ) a very short life. MO
. a project
lﬂﬁn\ltv project tends to d. It cannvc\Jt ezxceed its nominal rate. >A
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DETAILS PROJECT PROJECT B
A
| Initial cost (last year) 120,000 n.a.
0,000
Current Market Value 80,000 16
($)
10
Economic Life (years) 5
Annual Revenue ($) 60,000 75,000

20,000 at EOY1 followed by annual
Annual Operating Cost 30,000 2 eases of $500 (e.g., 19,600 in year 2;

@ 19,000 in year 3, etc.)
Salvage Value ($) -5,000 10,000 \\
MARR (%) 10 10 —
Physical Life (years) 10 15

7. Refer to the Decision Criteria Table. Project A's Net Future Worth (after 5 years) is given by

f

[

1 iture We

r a. -120,000+(60,000-30,000)(P/A,10%,5)-5,000(P/F,10%,5) .

| b. -120,000(P/F,i*%,5)+(60,000-30,000)(F/P,10%,5)-5,000 Q By,

c. -80,000+(60,000-30,000)(P/A,10%,5)-5,000(P/F,i*%.5) Y
d. -80,000(A/P.i*%,5)+(60,000-30,000)-5,000(AFF i*%.5}\

8. Refer to the Decision Criteria Table. The incremental external rate of return (i**) between proji.-ct_s

A and B is given by
a. -80,000(P/F,i**,5)+(60,000-30,000)(F/A,i**,5)-5,000 ><j

= -160,000(P/Fi**,10)+55,000(F/A, 10%,10)+500(F/G,i**,10)+10,000
b. -80,000[1+(P/F,10%,5)](F/P.i**,10)+30,000)(F/A,10%,10)-5,000[1+(F/P,10%,5))
= -160,000(F/P,i**,10)+55,000(F/A, 10%,10)+500(F/G,i**,10)+10,000
c. -120,000(P/F,i**,5)+(60,000-30,000)(F/A,i**,5)-5,000
= -160,000+55,000(F/A,10%, 10)+500(F/G,i**,10)+10,000

d. -80,000(A/P,i**,5)+(60,000-30,000)(F/A,i**,5)-5,000
= -160,000(P/F,i**,10)+55,000(F/A,10%,10)+500(F/G,i**,10)+10,000 >0

9. Refer to the Decision Criteria Table. The incremental internal rate of return (i**) between projects

A and B is given by ’

a. -120,000(P/A,i**,5)+(60,000-30,000)(P/A.,i**,5)-5,000(A/F i** 5)
= -160,000(A/P,i**,10)+(75,000- o
20,000)(P/A,i**,10)+500(P/G,i**,10)+10,000(P/Fi**,10) X (Y on OF

b. -120,000(P/A, i**,5)+(60,000-30,000)(P/A,i**,5)-5,000(A/F i** 5) i 7%
=-160,000(A/P,i**,10)+(75,000- = Y Pvita
20,000)(P/A,i**, 10)+500(P/G, i**,10)+10,000(P/Fi**,10)
c. -8(;,603%%4/:53,!*",5)%60,000-30,OOO)-S,OOO(A/F,i**,S) v
= -160,000(A/P,i**,10)+75,000-20,000+500(A/G, i**,10)+10, 000(A/F. i**
o ! 4 ! L ) Y| ,10
d. -80,000(A/P,i**,5)+(60,000-30,000)-5,000(A/F,i** 5) ) ( ;
= 160,000(A/Pi™,10)+75,000-20,000%500(A/G, i**,10)+10,000(A/F,** 10)

10. Refer 'to the Decision Criteria T ' 's Inter S
2. Answers b, and . able. Project B's Internal Rate of Return () is given by
- ~160,000(A/P.*%,10)+(75,000-20,000): WY bl e ol -
X a_* ' ' T ' 'SOO(AIG'l*O/ 110 _5 ‘%0 s x,\
0 ,1%%‘%%%&”7"5-‘0°/°-10)+(75.000-2_0.000)+500(A/G',if.°°/o,1'3');?;0006:?(&95#&*@‘ _1103 ks e
o 77 PRT5,000-20,000)(PIA, %, 101+500(P/G,i*%10) 8. 000(PIE o "1’0%3'“8‘50" N
- : R\ R E DL AL 7. Us !
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2 e ‘ Ta
to the pecision Criteria G.i*%,10)- 00(P
f6. Belef %,10)+(75: 00-20'000)"‘500(?’ R 000(P/F,i*%.10) =

+75,0

o +(75,000- ,000)(P/A,10%,10)+50Q(F’l(.3*:)1 %,10)-5 =0
: :i%%3%%%&*;@%?;@503;?;‘;?1%3:%5%%5{5,-;;:z,10):5?355z:,F,i*7/0,30) 50

e e
°§m22.‘21d§o2 A c OO0
b. 26.824% lb’“ 7 d. Noneof thesén

18, Ifarate of interest is 249, compoun

no rounding) i$
a 26.24%
b. 24.00%
C. 6.00%

| &

minal interest rates

ded quarterly, the effective _(a/n_ngal) rate of interest (2nd decimal,
/—‘““_——

19. Assume a world without risk.and inflation. You bought 8 ﬁngm:_igiasset for. $20,000 wh_i,chlhas_,a 10-
year life and a rate of interest of 10% _cgmpounded annually. If mc_a%f%‘vest the asset’s appual
interest income at 10%.and _ygur_$20,000_iryg$nent is fully reimburse after 5'years, the/ngt

present worth ($) of your investment is given by =y
a. 20,000(FIP,10%,10)-20,000+20,000(0.10)(P/A,10%,'10) = $20,000 £/
b. Z0,000(AIP,'I0%.10)-20,000+20.000(0.10) =MARR . 0@\0 i/'!%/

c. 20,000(PIF,10%,1 0)-20,000+20,000(0.1)(P/A,1 0%,10) = $0
d. 20|000(FIE1’,1§Q|° 10)-20,000+20,000(0.10)=MARR
cash inflows (revenues) and outflows

20. The project analysis that focuses elgt_l,slvely on a project’s
(expenses) IS Known as g —
a. Multi-criteria Analysis

b. Cost Effectiveness &
. . Financial Analysis : -
4. Economic Analysis

- 21. The type of analysis that focuses on a project’s impact on the i -bei i
(predetermined) target population is k‘:w\JNn as P i bl Lagens B
a. Financial analysis
b Multi-criteria Analysis
¢. Economic analysis

d. Cost effectiveness /’

22. The simple and discounted i
a, Profitability v mEthOdcf fOE}JS ity projest
b. Fluidity d E'g;'i't‘;'ty i
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A p
- A yoar 2
(each 3-month pzeﬁ“ g, Project A generated not cash flows of $500 at the end of each qungrﬁ"'hu
Cash flows on J od) I the rale of interes! was 12% compounded quarterly, the dollar value ot 1
2 500(PA 3:;.“‘:\;3!‘,' 1. 2019 would be given by
D S00(PIA 1% ¢ 500(4)(P/A. 12%.4)
Sm‘p""-3*‘=-~'wvn1z=.a-4r3,12)‘ d 500:43(
24, i a oroiece: g ] |
a Project's annual equivalent worth (AEW) is $0, its External Rate of Return (ERR) will be
ore ',5 no mlahcnsth between a ¢ > MARR — ¢ ol
Project's PW and its IRR g =0
b <MARR d. =MARR

I ' hould
‘ 25. The incremental IRR method is used to determine the better of valid projects A and B. Why s

| You select the "bigger” of projects A and B? Because ;
‘ 3 the rate of return on the incremental  c. the rate of return on ?;‘?J;cfmﬁgtgl

cost of the "rgger” project < MARR. cost of the "bigger proj 2
! b the rate of retumn on the incremental
- cost of the “bigger” project = MARR.

: : i back

If two (2) projects have equal recovery periods using the simple pay
method, they must have the same net future worth (NFW).
a. True b. False

| . ; ethod is
| 27. The baseline for accepting or rejecting a project using the discounted payback m

a. MARR (%)

b. 1

c. Industry standard or threshold for the project.
d S0

; i st (2nd decimal,
28 If a rate of interest is 24% compounded monthly, the nominal ar%r'uau\age of g‘ (2 cepinel,
no rounding) is '
a. 26.82% R 'y

£
b. 24.00% > - R
c. 2.00% 4 v. (L L

d. 18.67%

29. The effective rate of interest . :
a. increases with the frequency of wnhuj-year compoundlr)g. ?
b. is insensitive to the frequency of within-year compounding. (” L )
h

c. decreases with the frequency of withfn-year compounding.
d. is sensitive to the duration (life) of a project. \o

30. The External Rate of Return (ERR) method assumes that a project’s net cash inflows are reinvested
at a predetermined interest rate (_sucﬂ_ as MARR). :

a. True b. False

31. During calendar year 2019, project A generated uniform.end-of:month (12) cash flows (12) of $2,000
beginning at the end of January. If the rateof interest was 24% compounded quarterly, the-dollar
value of project A’s cash flows on January-1;-2019 would be given by 5
a. 2,000(4)(PIA24%4) ) c. 2,000(P/A,x%,4) where “x%" is the <~/ -

effective quarterly interest rate ¢~
b. 2,000(P/A,x%,12) where “x%" js the ~ d. 2,000(P/A x%,1) where “x%" is the
effective monthly interest rate © effective annual interest rate

32. You must use a common period of analysis with the Annual Equivalent Worth (AEW) method to
determine the better of two valid projects with unequal lives. s

a. True b. False

33. The opportunity cost recorded.in the discounted payback method_reflects
a. the forgone expense due to the unrecovered first cost of a project.
b. the investment income from the recovered first cost of a project.

c. the forgone (lost) investment income from the unrecovered first cost of a project.
d. the forgone expense due to the recovered first cost of a project. SRR

—_—

34. The Discounted Payback Method is used to determine the better of projects A & B for which the

. Industry tr_\reshgld is 4 years. Your analysis shows that project A’'s recovery is 5 years and project B’s
recovery is 5.5 years. Which project would you select? e St BT P e o R

.3,,:Both Avand Bl e it eanmitisandin s g SR U D i

d. _Ngit\'\:e?r' A nor B.

rnal rates of return (ERR) but only one internal rate of return (IRR).
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b. True

a Fase : 4 uniform end-of-month (12).cash flows (12

t A generatea un ! 1<) of §
= Duing calendar year 23011 % &r;”faie o? interest was 24% compounded annually, the QOf.'a_r_Valuez’Ooi
3. paginning on Janualy = 1 2019 would be given by Yo o 0 T

beg ™ = ash flows on January o 2.000(12)(P/A,24%,12)

et 2 S Th x%, 12) where x%" is the

- 'z_a\};'f’ onthly interest rate 7 oy
flective :12401 12) \ d. ‘2,000(P/A,x%,1)where x%” is the
p. 2O0O[PIAERN L effective annual interest rate)\/j

ual, then MARR=IRR=ERR.

and MARR are €q : ) .
c. Only :@_e project is of infinite duration

.- 1aproject’s IRR
37. Kol the project’s pattern of

z Depends on ) |
annual cash flows.  ~ (life). ”
b. Never. d. M

15 IMARR is positive (> 0%), a project's recovery period will
a. be shorter for the grmp!e payback method than for the discounted method.
b. be longer for the simple payback method than for the discounted method.

c. depend on the project’s salvage value. 0
d. -be \tf_}_g__ia__r@_fo_r_ﬂ_le_s_imp_le and discounted payback methods.

38. Ifaproject's ERR > MARR, its Net Present Worth must exceed 1 50
B PR b. False ol

40. Ifa projeqt's IRR >_N'|ARR, then IRR > ERR.
a. Only if the project is of infinite duration ¢, Depends on the project’s pattern of
o)

life).
" E\le\?er annual cash flows.
A d. Always
0-0-0
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