You just won the lottery! Asyour prize you will receive $1,200 a month for 100
months. If you can earn 8% on your money, what is this prize worth to you
today?

A. $87,003.69

87,380.23
"$87,962.77 e

J
D. $88,104.26 2o | 5060
E. $90,723.76 o

2. Which of the following are examples of erosion?
the loss of sales due to increased competition in the product market
AHrthe loss of sales because your chief competitor just opened a store across the
strect from your store
@he loss of sales due to a new produet which you recently introduced
_(Bvythe loss of sales due to a new product recently introduced by your
competitor
11 only
. HI and IV only
C. I, Il and IV only
D. T and 1V only
E. T, I, I, and IV



3. Consider a bond with a face value of $1000 which pays 7% semiannually and has
§ years to maturity. The market requires an interest rate of 8% SAIR compounded
semi-annually on bonds of this risk. What is this bond's price?

A.$942.50
B.§911.52

J (CA941.74

' D. $1,064.81

E. Noneg of the above,
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4, The internal rate of return (IRR):
< (Hrule states that a typical investment project (Cy<0) with an IRR that is less than
the required rate should be accepted.
v ((11yis the rate gencrated solely by the cash flows of an investment.
v (111} is the rate that causes the net present value of a project to exactly equal zero.
/(/}'Vfcan etfectively be used to analyze all investment scenarios.
A, land IV only
M1 and Il only
(/,d I, and 1T only
D. 1L, I, and 1V only
E. L IL I, and IV



5. You are examining the following two projects:

__ Year0 | Yearl Year2 | Year 3 Year4 |
Project A -$400 +8100 +§200 +§400 | +100 |
Project B |  -$500 | +$300 | 45600 1

a. What is the NPV of both projects?

b. What is the Profitability index of both projects?

c. What is the Payback Period of both projects?

d. What is the Discounted Payback Period of both projects?

e. What is the Internal Rate of Return for Project B?
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6. You are trying to decide between two machines, A and B. Each machine will
kecp being replaced for the foresecable future. Machine A lasts 5 years, while
Machine B’s lifetime is only 3 years. Using Equivalent Average Cost, which
machine is the better purchase? jfer 107 .

| ) Year 0 | Year | Year 2 Year3 | Year4 Year 5
Machine A | -5600 -$100 -$100 | -$80 -$80 -360
Machine B | -$450 -$125 | -$125 -$100 [ |
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You are looking to purchase a car in 18 months. You will be able to save $50 per
month tor the next 18 months (18 total payments starting one month from now,
until you graduate) for the down payment. You purchase the car, which costs
$35,000 on the day you make the last $50 contribution to your car tund. The rest
will be tinanced with monthly payments for 4 years, starting one month after you
purchase the car. If you can save and borrow at 5% SAIR compounded monthly,

what is the amount of the car payments? 13, 3069 ® gy 2
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8. A stock will pay a dividend of $1 in one year, $1.05 in two years, $1.10 in three
years, and each year thereafter the dividend will increase 7%. If the correct
discount rate for the stock is 12%, what is the price of the stock?
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1. American Fortunes is preparing a bond offering with an 8% coupon rate. The
bonds will be repaid in 10 years. The company plans to issue the bonds at par
value and pay interest semiannually. The face value of the bond is $1000. Given
this, which of the following statements are correct?
v (I) The initial selling price of each bond will be $1,000. ¥~
er the bonds have been outstanding for 1 year, you should use 9 as the
number of compounding periods when calculating the market value of the bond. .
v~ (IIT) Each interest payment per bond will be $40.

v (IV) The yield to maturity when the bonds are first issued is 8%.
© A. TandiTonly

B—ttand III only

C. I, and IV only

D. I,4;and III only

ELULand Vonly  Josk by elimineting T

2. Which of the following are examples of an incremental cash flow?
v (I) a purchase of a machine necessary for the project
v" (1) a decrease in net working capital
¥ (III) an increase in taxes
v (IV) a decrease in the cost of goods sold
A.Iand III only
B. Il and IV only
C.Iand IV only
D. I, III, and IV only
@I, 1L, 111, and IV



3. You are comparing two annuities which offer monthly payments for ten years.
Both annuities make a total of 120 payments and are identical with the exception
of the payment dates. Annuity A pays on the first of each month while annuity B
pays on the last day of each month. Which one of the following statements is
correct concerning these two annuities?
A. Both annuities are of equal value today.
B)Annuity A has a higher future value than annuity B.

. Annuity B has a higher present value than annuity A.

D. Both annuities have the same future value as of ten years from today.

4. You have some property for sale and have received two offers. The first offer is
for $189,000 today in cash. The second offer is the payment of $100,000 today
and an additional $100,000 two years from today. If the applicable discount rate is
8.75%, which offer should you accept and why?

You should accept the $189,000 today because it has the higher net present
value.
B. You should accept the $189,000 today because it has the lower future value.
C. You should accept the second offer because you will receive $200,000 total.
D. You should accept the second offer because you will receive an extra $11,000.

E. You should accept the second offer because it has a present value of
$194,555.42.
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5. You are examining two projects with the following cash flows:

: . Year 0 Year 1 Year 2
Project A -$260 +$270 +$100
Project B -$500 +$300 | +$350

The correct discount rate for projects of this risk is 12%.

a. What is the NPV of both projects?

b. What is the Profitability index of both projects?

c. What is the Payback Period of both projects?

d. If the projects are mutually exclusive, use incremental IRR to choose between
the projects.
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6. Deceptor Sports has decided to sell a new line of freestyle snowboards. The line
of snowboards will be sold for the next three years and sales are shown in the
table. Variable costs are 60% of sales. New production equipment is required
and cost $10.5 million. The equipment will have no salvage value and be straight
line depreciated over three years. Net working capital will need to be increased
by $750,000 immediately and will be recovered at the end of the project. The
new snowboards will erode sales of curre ase sales of the
firm’s line of boots. The changes in‘profit for the other two products arealso
shown in the table. The firm faces a tax rate of 35%. Calculate the NPV &f the

N . : . co .
project if the appropriate discount rate is 15%. prces pcv"' de
Sales Erosion of Boards | Increase of Boot Profit
(in millions) (in millions) (in millions)
Year | $30 $10 $6
Year 2 $35 $10 $8
Year 3 $25 $5 $4
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7. You’re trying to save money for your retirement, and you choose to invest in
CDs. Your first deposit-of $2000 is in-a year, and you make a total of 30 such
yearly deposits. Your tax bracket is 35%. If the interest rate is 7% SAIR

compounded monthly, how much money will you have when you make your final
investment in 30 years?
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8. Suppose a stock is a cash cow and providing a return of $3.15 in dividends per
year. It has 2 million shares outstanding, and its most recent dividend has just

been paid.

a. Ifthe stock is currently trading at $45, what is the discount rate for this stock?
b. If the company finds a project that will cost $5 million immediately but return
$2 million in perpetuity, what is the new stock price?

o 15 2R rr Mg 37

W\‘ n\kgﬂl\"”',' son Lt

W MNPYeO: -5 & = : 23.5%

Q?t 23'3?/2 z ¢ “'?y

phoide prive = ISENTTS $e 79



