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Mid-term Exam

Solutions
Part A

1. C

2. B

3. C

4. B

5. D

6. D

7. D

8. D

9. C

10. B

11. D

12. D

13. D

14. E

15. A

16. E

17. D

18. D

19. A

20. D

21. B

22. B

23. A

24. B

Part B

1. C

2. D

3. B

4. C

5. A

6. C

7. D

8. B

9. C

10. C

Some solutions worked out
15. A        
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; NPVA = $2,326.46


CF0

-$48,000

C01 

$18,400

F01

1

C02

$31,300
F02

1

C03

$11,700

F03

1

I = 11.25%

NPV CPT


$2,326.46
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; NPVB = $1,991.56


CF0

-$126,900

C01 

$69,700

F01

1

C02

$80,900
F03

1

I = 10.75%

NPV CPT


$1,991.56

Difference in NPVs = $2,326.46 - $1,991.56 = $334.90

The answer states that the NPV of Project A exceeds the NPV of project B by 

about $335.
20. D
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A

; EAC = $132,912.13 = $132,912 (rounded)
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; EAC = $121,312.15 = $121,312 (rounded)


Machine B lowers the annual cost of the equipment by about $11,600, which is 


$132,912 less $121,312.

23. A    NPV1 = Pr[COST + CFAT*A.17,4] = NPV1 = .6[$-100,000,000+$66,000,000(2.7432)] = $48,632,106

24. B
NPV0 = NPV1/(1+r) C0 = ($48,632,106/1.17) $20,000,000) = $21,565,903
Part B  First 5 questions.

1)G=plowback x ROE

5%
=(2/6)* 15%

Po= D1/r-g

40= 4/(.15-.05)

2) D3 =d1/(1+g)3

    4.41= 4/( 1.05)3

3) P3=  D4/(r-g)

    46.30= 4.63/(0.15-0.05)

4)Po= d1/(1+r)+ d2/(1+r)2+d3/(1+r)3+  d4/(r-g)*1/(1+r)3

206= 2.5/(1.25)+6.25/(1.25)2+15.63/(1.25)3+ 18.75/(0.25-0.20)*1/(1.25)3
5) P3=D4/(r-g)

375=18.74/(0.25-0.2)

Part B  Second 5 questions

1.

	
	Project A
	Project B

	Payback
	             1.61 
	3.07

	NPV
	$8,311.99 
	$11,134.59 

	IRR
	38.83%
	29.42%

	MIRR
	29%
	21%

	EA
	($3,640.46)
	($2,333.52)
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