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‘Which of the following i the most relevant measure of rsk for capital budgeting purposes?

Overview

(4 Unsystematic risk

OF.  Symbiotic risk

OF. Project standing alone risk
OO, Contribution ~to ~ firm risk

Click to select your answer.
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‘This Question: 4 pts This Test: 100 pt= Time Remaining: 01:58:47 00f30 complete [

(Cost of debi) Belton s issuing a $1.000 par value bond that pays 6 percent anmal inferest and matures in 11 years. Investors are willng to pay $930 for the bond. Flotation costs will be 13 percent of
market value. The company is in 2 38 percent tax bracket. What vill be the firm's afier-tax cost of debt on the bond?

‘The firm's after-tax cost of debt on the bond will be [_|%. (Round to two decimal places.)

Enter your answer in the answer box.
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‘This Question: 3 pts This Test: 100 pt= Time Remaining: 01:58:38 00f30 complete 7

Overview

‘Sunk costs are

O# recoverable.
OB, not deductble for tax purposes.
OF. incremental.
OD.  not relevant in capital budgeting.

Click to select your answer.
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‘This Question: 4 pts This Test: 100 pt= Time Remaining: 01

TC, Inc. has $15 million of outstanding bonds with a coupon rate of 10 percent. The yield to maturity on these bonds is 12.5 percent. If the firm's tax rate is 30 percent, what i relevant cost of debt financing to
Kendall Inc.?

a1 00f30 complete 7

Q& 875 percent
OB, 13.75 percent
OC. 7.00 percent
OD. 3.75 percent

Click to select your answer.
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Using the weighted average cost of capital as the required rate of return for every project will

Overview

O#. cause a firm to accept projects that were too risky.
OB, cause 2 firm to reject projects that should have been accepted.
OF. result in maximization of sharcholder wealth.

©OD. AandB above.

Click to select your answer.
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‘Which of the following methods of evaluating investment projects can properly evaluate projects of unequal ives?

Overview

O#. The payback.

OB, The net present value.

OF. The equivalent anmual anmuity
OD. The internal rate of retum.

Click to select your answer.
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‘The calculation of incremental free cash flows over a project's life should include

Overview

O#. labor and material saving.
OF.  additonl reveme.

OF. interest to bondholders.
©OD. AandB.

Click to select your answer.
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‘This Question: 3 pts This Test: 100 pt= Time Remaining: 01:58:01 00f30 complete 7

‘Humongous Corporation is 2 multidivisional conglomerate. The Food Division is undergoing  capital budgeting analysis and must estimate the division's beta. This division has a different level of systematic risk
than s typical for Humongous Corporation as 2 whole. The most appropriate method for estimating this beta is

Overview

(4. The regression coeffcient from a time series regression of Food Division's net income on the Humongous Corporation's return on assets
(OB, The regression coeffcient from a time series regression of Food Division's return on assets on a market index.

OF. The regression coeffcient from a time series regression of Humongous Corporation stock refurns on a market index

©OD. To multply the company's beta by the ratio of the Food Division's total assets/Humongous Corporation total assets

Click to select your answer.
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‘This Question: 3 pts This Test: 100 pt= Time Remaining: 01:57:53 00f30 complete 7

Overview

Two factors that cause the investor's required rate of refurn to differ from the company's cost of capital are:

O#. taxes and transactions costs,
6. risk and opporunity cost differences.
OF. transactions costs and risk.

OD. taxes and risk

Click to select your answer.
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DYI Construction Co. s considering 2 new inventory system that wil cost $750,000. The system is expected to generate positive cash flows over the next four years in the amounts of $350.000 in year one,
$325,000 in year two, $150,000 in year three, and $180,000 in year four. DYT's required rate of return is 8%. What s the internal rate of return of this project?

04
o8
ot
oo

Click to select your answer.

‘This Question: 4 pts

15.13%
10.87%
11.57%
13.68%

Adam Clonick

Time Remaining: 01 00f30 complete 7
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A project would be acceptable if:

Overview

Ok, The profitabilty index s greater than the net present value.
OF. The net present value s positive.

OF. The equivalent annual anmuity is greater than or equal to the fimn's discount rate.
OD. The payback is greater than the discounted equivalent anmal anmity.

Click to select your answer.
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‘Which of the following cash flows are not considered in the calculation of the intial outlay for a capital investment proposal?

Overview

Ok, cost of issuing new bonds if the project i financed by a new bond issue
OF. increase in accounts receivable

OF. installation costs

OO, none of the above — all are considered.

Click to select your answer.
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‘The cost of retained earings is less than the cost of new common stock because

Overview

O#. dividends are not tax deductble
8. accounting rules allow a deduction when using retained earnings.
OF marginal tax brackes increase.

OO, flotation costs are incurred when new stock s issued.

Click to select your answer.
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‘This Question: 4 pts This Test: 100 pt= Time Remaining: 01:57:14 00f30 complete 7

‘The DEF Company is planning a $64 million expansion. The expansion s to be financed by selling $25.6 millon in new debt and $38.4 million in new common stock. The before ~ tax required rate of return on debt
s 9 percent and the required rate of return on equity i 14 percent. If the company is in the 35 percent tax bracket, whatis the fim's cost of capital?

Overview

04 892%
OB 9.89%
Oc 1150%
Ob. 1074%

Click to select your answer.
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Question: 4 pt= This Test: 100 pt= Time Remaining: 01:57:05 00f30 complete [

(Calculating operating cash flows) Assume that a new project wil anmually generate revemes of $2,000.000. Cash expenses inchuding both fixed and variable costs will be $800.000, 2nd depreciation
will ncrease by $200,000 per year. In addiion, let's assume that the firm's marginal tax rate is 34 percent. Calculate the operating cash flows.

‘What s the firm's operating cash flows?

$[] (Round to the nearest dollar.)

Enter your answer in the answer box.
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‘The net present value always provides the correct decision provided that

Overview

O#. the internal rate of return s posiive.
8. capital rationing is not imposed.

OF. cash flows are constant over the asset's lfe.

OO, the required rate of retur is greater than the internal rate of refurn.

Click to select your answer.
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All else equal an increase in beta results in

Overview

O#. anincrease in the cost of common equity, whether or not the funds come from retained carnings or newly issued common stock.
OF. anincrease in the afier - tax cost of deb.

OF. anincrease in the cost of retained earnings.

OD. anincrease in the cost of newly issued common stock

Click to select your answer.

—
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A firm's weighted average cost of capital is determined using all of the following inputs except

Overview

O#. the firm's capital structure.
OF. the firm's after tax cost of debt.

OF. the probabilty distrbution of expected returns.

OO, the amount of capital necessary to make the investment.

Click to select your answer.
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Which of the following should not be included as investment costs in evaluating a capital asset?

Overview

O, Shipping expenses

OF. Employee training expenses

OF. Interest payments and other financing cash flows that result from raising funds to finance a project
OD. Installation expenses

Click to select your answer.
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Al the following variables are used in computing the cost of debt EXCEPT

Overview

O#. maturity value of the debt
6. mumber of years to maturity
O risk~ free rate

OO, market price of the debt.

Click to select your answer.
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Cost of capital is commonly used interchangeably with al of the following terms except

Overview

O#. the firm's required rate of return.
O the firm's opportunity cost of funds.
OF. the internal rate of return for new investments.
OO, the hurdle rate for new investments.

Click to select your answer.

—
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Capital rationing may be imposed because of all of the following except

Overview

O#. the company's stock price is at an historicaly high level.
OF. management has a fear of deb.
OF. capital market conditions are poor.
OO, stockholder contral problems prevent issuance of additional stock.

Click to select your answer.
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‘This Question: 4 pts This Test: 100 pt= Time Remaining: 0158100 00f30 complete [

(Cost of equity) The common stock for the Bestsold Corporation sels for $55. If a new issue s sold, the flotation costs are estimated to be 12 percent. The company pays 60 percent of ifs carnings in
dividends, and a $4.20 dividend was recently paid. Eamings per share 4 years ago were $5.00. Earnings are expected to continue to grow at the same anmal rate in the future as during the past 4 years.
‘The firm's marginal tax rate is 37 percent. Calculate the cost of (a) internal common equity and (b) external common equity.

a. Whatis the firm's cost of internal commen equity?

% (Round to two decimal places.)

b. Whatis the firm's cost of external common equity?

% (Round to two decimal places.)

Enter your answer in each of the answer boxes.
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‘This Question: 4 pts This Test: 100 pt= Time Remaining: 01:55:53 00f30 complete [

(Discounted payback period) You are considering a project with the following cash flows:
PROJECT E]
YEAR CASHFLOW
o —$30.000
1 10,000
2 10,000
3 10,000
4 10,000

If the appropriate discount rate is 11 percent, what is the project’s discounted payback period?

The project's discounted payback period is | ] years. (Round to two decimal places.)

Enter your answer in the answer box. @

Prevous Queston ) _text Gueston
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Which of the following should NOT be considered when calculating a firm's WACC?

Ok, Cost of newly issued preferred stock
OF. Afier—tax YTM on a fim's bonds
OF After— tax cost of accounts payable
OD. Cost of newly issued common stock

Click to select your answer. @

Prevous Quesion | (_extQuestion
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‘This Question: 4 pts This Test: 100 pt= Time Remaining: 01:59:48 00f30 complete 7

Project W requires a net investment of $1,000.000 and has a payback period of 5.6 years. You analyze Project W and decide that Year 1 free cash flow is $100,000 too low, and Year 3 free cash flow is $100,000
t00 high. After making the necessary adjustments

Overview

O#. the IRR of Project W will ncrease.
(8. the NPV of Project W will decrease.

OF. the payback period for Project W will be longer than 5.6 years.
OO, the payback period for Project W will be shorter than 5.6 years.

Click to select your answer.
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‘This Question: 3 pts This Test: 100 pt= Time Remaining: 01:59:35 00f30 complete 7

Overview

Jiffy Co. expects to pay 2 dividend of $3.00 per share in one year. The current price of Jffy common stock s $60 per share. Flotation costs are $3.00 per share when Jiffy issues new stock. What is the cost of
internal common equity (retained carmings) if the long — term growth in dividends is projected to be 8 percent indefinitely?

(O# 13 percent

(OB 15 percent

OC 14 percent

(OD. 16 percent

Click to select your answer.
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Advantages of using simulation include:

Overview

¢, graphicaly displays al possible outcomes of the investment.
O s good only for single period investments since discounting is not possible.
OF. adjustment for risk in the resulting ditribution of net present values.
OO, arange of possible outcomes presented.

Click to select your answer.
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‘This Question: 4 pts This Test: 100 pt= Time Remaining: 015911 00f30 complete [

Give 2n example of an option to delay a project.

‘Which of the following is 2n example of an option to delay a project? (Select the best choice below.)

k. The option to enter into the foreign markets.
(8. The option to increase production if the new product launches successfully.

OF. The option to shut down a mining operation du to the depletion of the ore reserves.
D, The option to wait for one year to open a restaurant.

Click to select your answer.
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‘This Question: 4 pts This Test: 100 pt= Time Remaining: 01:53:01 00f30 complete 7

Your firm s considering an investment that will cost $920,000 today. The investment will produce cash flows of $450,000 in year 1, $270.000 in years 2 through 4, and $200.000 in year 5. The discount rate that
‘your firm uses for projects of this type is 11.25%. What s the investment's internal rate of return?

04 2728%
OB 1598%
ot 2126%
Ob. 2053%

Click to select your answer.
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