	
	Extra Questions Capital Budgeting: Cash Flow Estimation

	

	Question 1 
	5 points   
	Save   

	 
	Capital budgeting is the process of evaluating and selecting short-term investments consistent with the firm's goal of owner wealth maximization. 
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  Question 2 
	5 points   
	Save   

	 
	A firm with limited funds must ration its funds by allocating them to projects that will maximize share value. 
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  Question 3 
	5 points   
	Save   

	 
	Independent projects are projects that compete with one another, so that the acceptance of one eliminates the others from further consideration. 
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  Question 4 
	5 points   
	Save   

	 
	The following three projects are examples of mutually exclusive projects.
(1)
installing air conditioning in the plant
(2)
acquiring a small supplier
(3)
purchasing a new computer system
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  Question 5 
	5 points   
	Save   

	 
	To increase its production capacity, a firm is considering: 1) to expand its plant, 2) to acquire another company, or 3) to contract with another company for production. These three projects are examples of independent projects.
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  Question 6 
	5 points   
	Save   

	 
	The relevant cash flows for a proposed capital expenditure are the incremental after‑tax cash outflows and resulting subsequent inflows.
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  Question 7 
	5 points   
	Save   

	 
	Sunk costs are cash outlays that have already been made and therefore have no effect on the cash flows relevant to the current decision. As a result, sunk costs should not be included in a project’s incremental cash flows.
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  Question 8 
	5 points   
	Save   

	 
	If a firm is subject to capital rationing, it has only a fixed number of dollars available for capital expenditures, and numerous projects compete for these dollars. Only several projects out of all profitable independent ones will be selected. 
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  Question 9 
	5 points   
	Save   

	 
	A corporation is considering expanding operations to meet growing demand. With the capital expansion, the current accounts are expected to change. Management expects cash to increase by $20,000, accounts receivable by $40,000, and inventories by $60,000. At the same time accounts payable will increase by $50,000, accruals by $10,000, and long‑term debt by $100,000. The change in net working capital is
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a decrease of $120,000. 

[image: image35.wmf]
a decrease of $40,000. 
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an increase of $120,000. 
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an increase of $60,000. 
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  Question 10 
	5 points   
	Save   

	 
	A corporation is selling an existing asset for $21,000. The asset, when purchased, cost $10,000, was being depreciated under MACRS using a five‑year recovery period, and has been depreciated for four full years. If the assumed tax rate is 40 percent on ordinary income and capital gains, the tax effect of this transaction is
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$0 tax liability. 
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$7,720 tax liability. 
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$4,400 tax liability 
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$7,560 tax liability. 



	Question 11 
	15 points   
	Save   

	
	
	

	 
Question 12 
	Table 8.5

Fine Press is considering replacing the existing press with a more efficient press. The new press costs $55,000 and requires $5,000 in installation costs. The old press was purchased 2 years ago for an installed cost of $35,000 and can be sold for $20,000 net of any removal costs today. Both presses are depreciated under the MACRS 5‑year recovery schedule. The firm is in 40 percent marginal tax rate.
1) Calculate the book value of the existing press being replaced. 
2)  Calculate the tax effect from the sale of the existing asset
3)  Calculate the initial investment of the new asset. 

	
	
	

	Question 13 
	5 points   
	Save   

	 
	Your company purchased a piece of land five years ago for $150,000 and subsequently
added $175,000 in improvements. The current book value of the property is $225,000.
There are two options for future use of the land: 1) the land can be sold today for
$375,000 on an aftertax basis; 2) your company can destroy the past improvements and
build a factory on the land. In consideration of the factory project, what amount (if any)
should the land be valued at? 
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The original $150,000 purchase price of the land itself. 
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The sales price of $375,000 less the book value of the improvements. 

[image: image47.wmf]
The present book value of $225,000. 
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The aftertax salvage value of $375,000. 
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