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NAME_________________________________  EMAIL________________________ 

               (Last Name First) 

 

IE 59000 – Test 1 

Spring 2010 

 

 Closed book, closed notes 

 5 questions, 10 points each; maximum score is 50 points 

 50 minutes; approximately 10 minutes per question 

 Be brief; use illustrations 

 DO NOT WRITE on the back of the test sheets 

 

 

Q1. Consider the following capital investment projects, A and B. 

 

EOY Project A Project B 

0 -10,000 -12,000 

1-5 +3,500 +4,000 

 

a. Calculate the PW, FW, and AW of Projects A and B.  The minimum attractive rate of 

return is 10%.  The value of (F/A,10%,5)=6.1051. 

b. Which project is better? 

c. Are there other considerations that will influence your decision in selecting A or B? 
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Q2. Draw a figure that will illustrate how to forecast the cash flows associated with a capital 

investment project.  Provide enough details to demonstrate your answer indicating what is 

forecasted and what is calculated. 
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Q3. This question refers to the constraints associated with the Capital Allocation Model.   

 

Using the 0-1 variables, write the equations or inequalities that will describe the following 

relationships between projects.   

 

a. X1 and X2 are mutually exclusive. 

b. X3 is contingent on X4. 

c. X5 and X6 are strictly complementary. 

d. X7 and X8 are not strictly complementary. 

 

Provide a small example for each relationship.  Be brief. 
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Q4. Characterize the differences between “financial investments” and “capital investments”. 
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Q5.  The initial investment for a capital project is $10,000, and the savings per year is $2,500 

for 10 years.  The minimum attractive rate of return is 15%. 

 

a. Calculate the payback period. 

b. Calculate the payback rate of return. 

c. For the equation below, the interest rate i is calculated to be 21.4%.  Provide an 

interpretation of the interest rate i. 

 

 

 

 

 

 

 

 

d. How would you use the values calculated in (a), (b), and (c) in evaluating the project? 
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