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EXAM 3 (Revised)
________________________________NAME

ACCT 1302, SP01

MANAGERIAL ACCOUNTING

DR. JENSEN

Print all answers in the accompanying answer sheet.  The Excel version of the answer sheet is on the path J:\courses\acct1302\exam3\exam3q.xls

PROBLEM 1 (10 Points)
Billy’s Bookkeeping Service is considering buying equipment to file electronic tax returns.  Initial equipment cost would be $10;619 depreciation would be $2,000 per year for 5 years.  The equipment is estimated to increase Billy’s net annual cash inflow by $3,000 in year 1, $3,000 in year 2, $3,500 in year 3, $4,000 in year 4, and $2,000 in year 5.  The equipment would be scrapped at the end of year 5, and it would have no salvage value.  What is the estimated payback period for this project rounded to three decimal places?  (Assume cash savings are realized throughout each year.)

Payback__________________________________ (Place answer in answer sheet)

Place all answers on the answer sheet.

PROBLEM 2 (10 Points)
Idaho Potato Company is evaluating an investment in a new potato-processing machine.  This machine would reduce both waste and energy usage.  The machine would cost $725,000, last 5 years, have no salvage value, and generate the following annual cost savings:

	Year 1
Year 2
Year 3
Year 4
Year 5
	$100,000
  200,000
  250,000
  200,000
  200,000


The firm’s discount rate is 12%.  

What is the net present value of this project at the beginning of Year 1?  

What is the future value at the NPV at the end of Year 5?

What is the profitability index?

Place all answers on the answer sheet.

PROBLEM 3 (10 Points)
In the previous problem, what is the internal rate of return (as a percentage rounded to two decimal points)?

IRR = _________________________

Place all answers on the answer sheet
PROBLEM 4 (10 Points)
A firm is considering a project that would generate the following annual depreciation deductions:

	Year 1
Year 2
Year 3
	$625,000
  600,000
  400,000


The firm’s discount rate is 9% and its tax rate is 40%.  What is the present value of the depreciation tax benefit for the proposed investment?  What is the future value at the end of Year 3?  (Round each answer to the nearest dollar.)

Present Value PV at the beginning of Year 1= $_______________________

Future Value FV at the end of Year 3 = $____________________________

Place all answers on the answer sheet
PROBLEM 5

Company XYX purchases a printing press for $1,200,00 by paying $200,000 down and a loan for the remainder due in monthly payments that include both interest and principal reduction.  Other facts are shown below:


($200,000)
= Cash down payment

($1,000,000)
= PV

?
= Loan rate (RATE)

48
= Number of monthly payments

$28,000
= Amount of each payment (PMT)

What is the loan’s effective interest rate?  (5 points)
	                          % = Rate per month (carried to two decimal points

	                              % = APR (carried to two decimal points)


Place all answers on the answer sheet
What is the journal entry to record payment number 13 on the note payable?  (5 points)
	Month
	Account
	Debit
	Credit

	13
	Interest expense
Note payable
     Cash
	
	


Place all answers on the answer sheet
What is the depreciation expense for Month 13 under the three popular depreciation methods?  (10 points)

($1,200,000)
= Cost of the printing press

50000
= Salvage value

96
= Expected economic life in months

	Month
	
	Debit
	Credit

	13
	Depreciation expense – printing press
           Accumulated depreciation
-To record straight-line depreciation on the printing press.
	
	


Place all answers on the answer sheet
	Month
	
	Debit
	Credit

	13
	Depreciation expense – printing press
           Accumulated depreciation
-To record SYD depreciation on the printing press.
	
	


Place all answers on the answer sheet

	Month
	
	Debit
	Credit

	13
	Depreciation expense – printing press
           Accumulated depreciation
-To record DDB depreciation on the printing press.
	
	


Place all answers on the answer sheet
PROBLEM 6
This is a slight revision of Exercise 38.  Ginger Co. is considering an investment in a laborsaving materials handling system.  The system will cost $10 million, have an economic life of eight years, and generates annual cash flows of $2,100,000 before taxes.  The cost of capital is 8% and the tax rate is 30%.

What is the NPV of this investment, assuming straight-line depreciation and an after-tax pattern of cash flows?  Assume the salvage value is $250,000.  (10 Points)
_____________________ = NPV after taxes

Place all answers on the answer sheet

What is the NPV at this investment, assuming double declining balance depreciation and an after-tax pattern of taxes?  Assume the salvage value is $250,000.  (10 Points)
_____________________ = NPV after taxes

Place all answers on the answer sheet
PROBLEM 7

This is a revision of Problem 61 of Chapter 8 in your textbook.  The original problem was solved in detail in class.  The original Problem 61 is reproduced at the end of this exam for your convenience.

What is the NPV of financing internally if the depreciation method is straight-line with a $250,000 ownership salvage value?  (10 points)
_____________________ = NPV

What is the NPV of the bank loan financing alternative with a $300,000 ownership salvage value?  (10 Points)
_____________________ = NPV

