PreReview Questions

I.
The current market rate, here quoted as a nominal annual interest rate compounded monthly, is 12%.

A.
The effective annual rate is (give 4 significant figures, SF, in your answer):






_______12.68%_____________

B.
The annual rate to be used in the continuous discounting formulas is (4 SF):






________11.94%____________

C.
If the annual rate of inflation is 5% then the inflation-free effective annual interest rate is (4 SF):






_______7.314%_____________

II.
Consider the following equation that gives the biomass, Q, (measured in tons per acre) at any specified time, t (measured in years):

Q = (0.001)(2500 t2 - t4)

A.
At what age does biomass per acre reach a maximum (4 SF)?






______35.36______________

B.
At what age should harvesting occur in order to maximize total biomass output over time if a perpetual series of harvests are planned (4 SF)?






________28.87____________

III.
Consider the following two production models. In both cases the output at time t is given by a sigmoid shaped curve Q(t), a fixed price P is received per unit of output and the production process will be run in perpetuity. The biological rotation model corresponds to maximizing the total physical output over time and the economic rotation age is found by maximizing the present net worth of the process over time. (Math is not required to answer this question - think about what the models are doing.)

A.
The biological rotation age will equal the economic rotation age if the interest rate is?






_________0___________

B.
In general here we would expect the economic rotation age to be     longer than      equal to      shorter than      the biological rotation age (circle one of the three italicized options).

IV.
During the next five years a forestry company will "ramp-up" its investment in road maintenance eventually reaching, at the end of five years, a level of investment per unit time that will remain constant indefinitely. The present value of their total investment during the ramp-up period using continuous compounding and cash flow is given by
:
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A.
What is the present value of their expected expenditures during the ramp-up period if r = 0.05?






_______1,059,960_____________

B.
How much money will they expend per year once they get past the ramp-up period?






______500,000______________

V.
The Excel spreadsheet tool called Goal Seek must be used cautiously to find the IRR for a project because
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__________Multiple IRRs are possible__________________________________________






� note:	





