 1) Which of the following statements is correct?


	[image: ] 
	A time line is not meaningful unless all cash flows occur annually.



	[image: ] 
	Time lines cannot be constructed for annuities where the payments occur at the beginning of the periods.



	[image: ] 
	Time lines cannot be constructed in situations when the cash flows occur at yearly and quarterly frequencies.



	[image: ] 
	Time lines are useful for visualizing complex problems prior to doing actual calculations.




2.) Which of the following statements about the time value of money concept is true?


	[image: ] 
	It assumes that inflation rate remains constant for the foreseeable future.



	[image: ] 
	It assumes that people prefer to consume things at some time in the future rather than today.



	[image: ] 
	It refers to the fact that higher cash flows in earlier years are less desirable.



	[image: ] 
	It means a dollar received today is worth more than a dollar received tomorrow.

	

	

	
	


3) Which of the following statements about the time value of money concept is true?


	[image: ] 
	A dollar received today is worth more than a dollar to be received in the future because future dollars are not affected by inflation.



	[image: ] 
	A dollar received today is worth less than a dollar to be received in the future because future dollars are not affected by inflation.



	[image: ] 
	A dollar received today is worth more than a dollar to be received in the future because funds received today can be invested to earn a return.



	[image: ] 
	A dollar to be received in the future is worth more than a dollar received today because it would have less risk associated with it.



4.) Juan Vinson is planning to buy a house in five years. He is looking to invest $25,000 today in an index mutual fund that will provide him a return of 12 percent annually. How much will he have at the end of five years? (Round to the nearest dollar.)


	[image: ] 
	$44,059



	[image: ] 
	$45,000



	[image: ] 
	$28,530



	[image: ] 
	$28,000



5) Which of the following statements is true of annual percentage rate (APR)?


	[image: ] 
	The annual percentage rate (APR), and not the effective annual interest rate (EAR), represents the true economic interest rate.



	[image: ] 
	The Truth-in-Savings Act and Truth-in-Lending Act require by law that the APR be disclosed on all consumer loans and savings plans.



	[image: ] 
	The Truth-in-Savings Act was passed by Congress to ensure that the true cost of credit was disclosed to consumers.



	[image: ] 
	The Truth-in-Lending Act was passed to provide consumers an accurate estimate of the return they would earn on an investment.




6) Robert White will receive cash flows of $4,450, $4,775, and $5,125from his investment. If he can earn 7 percent on any investment that he makes, what is the future value of his investment cash flows at the end of three years? (Round to the nearest dollar.)


	[image: ] 
	$15,427



	[image: ] 
	$16,427



	[image: ] 
	$14,427



	[image: ] 
	$15,329

	
 7) Scottie Barnes has an investment that will pay him $6,400, $6,450, $7,225, and $7,500 over the next four years. If his opportunity cost is 10 percent, what is the future value of the cash flows he will receive? (Round to the nearest dollar.)


	[image: ] 
	$27,150



	[image: ] 
	$30,455



	[image: ] 
	$32,020



	[image: ] 
	$31,770



	



8) John Mason decided to save $2,250 at the end of each of the next three years to pay for a vacation. If he invests it at 8 percent annually, how much will he have at the end of three years? (Round to the nearest dollar.)


	[image: ] 
	$6,297



	[image: ] 
	$7,010



	[image: ] 
	$7,403



	[image: ] 
	$7,304

	9) Your inheritance will pay you $100,000 a year for five years beginning now. You can invest it in a CD that will pay 7.75 percent annually. What is the present value of your inheritance? (Round to the nearest dollar.)


	[image: ] 
	$467,812



	[image: ] 
	$401,916



	[image: ] 
	$433,064



	[image: ] 
	$399,356



	



10) Two projects are considered to be mutually exclusive if


	[image: ] 
	both selecting one would automatically eliminate accepting the other and the projects perform the same function.



	[image: ] 
	selecting one would automatically eliminate accepting the other.



	[image: ] 
	the projects perform the same function.



	[image: ] 
	none of these.



11) Johnson Entertainment Systems is setting up to manufacture a new line of video game consoles. The cost of the manufacturing equipment is $1,750,000. Expected cash flows over the next four years are $725,000, $850,000, $1,200,000, and $1,500,000. Given the company's required rate of return of 15 percent, what is the NPV of this project? (Do not round intermediate computations. Round final answer to nearest dollar.)


	[image: ] 
	$1,169,806



	[image: ] 
	$4,669,806



	[image: ] 
	$3,122, 607



	[image: ] 
	$2,919,806

	
 12) Jackson Inc. is considering two mutually exclusive, equally risky projects S and L. Their cash flows are shown below. The CEO believes the IRR is the best selection criterion, while the CFO advocates for the NPV method. What is the modified IRR (MIRR) for project S?


	WACC:
	7.50%
	
	
	
	

	Year
	0
	1
	2
	3
	4

	CFS
	-$1,100
	$550
	$600
	$100
	$100

	CFL
	-$2,700
	$650
	$725
	$800
	$1,400





	[image: ] 
	10.05%



	[image: ] 
	9.55%



	[image: ] 
	9.67%



	[image: ] 
	10.29%

	
13) Roswell Energy Company is installing new equipment at a cost of $10 million. Expected cash flows from this project over the next five years will be $1,045,000, $2,550,000, $4,125,000, $6,326,750, and $7,000,000. The company's discount rate for such projects is 14 percent. What is the project's discounted payback period? (Do not round intermediate computations. Round your answer to one decimal place.)

[bookmark: _GoBack]
	[image: ] 
	5.0 years



	[image: ] 
	4.2 years



	[image: ] 
	4.4 years



	[image: ] 
	4.8 years

	
14) Carmen Electronics bought new machinery for $5 million. This is expected to result in additional cash flows of $1.2 million over the next seven years. The firm's cost of capital is 12 percent. What is the discounted payback period for this project? If the firm's acceptance period is five years, will this project be accepted? (Do not round intermediate computations. Round your answer to one decimal place.)


	[image: ] 
	5.4 years; no



	[image: ] 
	6.1 years; no



	[image: ] 
	6.1 years; yes



	[image: ] 
	4.2 years; yes

	
 15) LaGrange Corp. has forecasted that over the next four years the average annual after-tax income will be $45,731. The average book value of the manufacturing equipment that is used is $167,095. What is the accounting rate of return? (Round your answer to one decimal place.)


	[image: ] 
	22.3%



	[image: ] 
	29.8%



	[image: ] 
	33.3%



	[image: ] 
	27.4%

	
16) Stump Storage Co. is expecting to generate after-tax income of $155,708, $159,312, and $161,112 for each of the next three years. The equipment used will have an average book value of $251,575 over that period. What is the ARR? (Do not round intermediate computations. Round final answer to one decimal place.)


	[image: ] 
	65.7%



	[image: ] 
	69.4%



	[image: ] 
	63.1%



	[image: ] 
	66.8%

	
17) Quick Sale Real Estate Company is planning to invest in a new development. The cost of the project will be $23 million and is expected to generate cash flows of $14,000,000, $11,750,000, and $6,350,000 over the next three years. The company's cost of capital is 20 percent. What is the internal rate of return on this project? (Do not round intermediate computations. Round final answer to the nearest percent.)


	[image: ] 
	20%



	[image: ] 
	22%



	[image: ] 
	28%



	[image: ] 
	24%

	

18) 
Turnbull Corp. is in the process of constructing a new plant at a cost of $30 million. It expects the project to generate cash flows of $13,000,000, $23,000,000, and 29,000,000 over the next three years. The cost of capital is 20 percent. What is the internal rate of return that Turnbull can earn on this project? (Do not round intermediate computations. Round final answer to the nearest percent.)


	[image: ] 
	44%



	[image: ] 
	43%



	[image: ] 
	41%



	[image: ] 
	42%
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