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JG Asset Services is recommending that you invest 51,500 in a 5-
year certificate of deposit (CD) that pays 3.5% interest,
compounded annually. How much will you have when the CD
matures?

A 5178153
B. 51,870.61
€. 51,9414
D. 52,062.34
E. $2,165.46
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Lucy's Music Emporium opened its doors on January 1, 2012, and
it was granted permission to use the same depreciation
calculations for shareholder reporting and income tax purposes.
The company planned to depreciate its fixed assets over 20
years, but in December 2012 management realized that the
assets would last for only 15 years. The firm's accountants plan
to report the 2012 financial statements based on this new
information. How would the new depreciation assumption affect
the company’s financial statements?

. The firm’s reported net fixed assets would increase.
. The firm's EBIT would increase.

. The firmis reported 2012 earnings per share would increase.
. The firm's cash position in 2012 and 2013 would increase.

. The firm's net labilties would increase.
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A firm’s new president wants to strengthen the company’s
financial position. Which of the following actions would make it
financially stronger?
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. Increase accounts receivable while holding sales constant.
. Increase EBIT while holding sales constant.

. Increase accounts payable while holding sales constant.

. Increase notes payable while holding sales constant.

. Increase inventories while holding sales constant.
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Which of the following is a primary market transaction?

I A. You sell 200 shares of Johnson & Johnson stock on the NYSE through your
broker.

™ B. Johnson & Johnson issues 2,000,000 shares of new stock and sells them to the
public through an investment banker.

™ C. You buy 200 shares of Johnson & Johnson stock from your younger brother.
You just give him cash and he gives you the stock¥the trade is not made.
through a broker.

™ D. One financial institution buys 200,000 shares of Johnson & Johnson stock from
another institution. An investment banker arranges the transaction.

I E. You invest 510,000 in a mutual fund, which then uses the money to buy $10,000
of Johnson & Johnson shares on the NYSE.
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You recently sold 100 shares of your new company, XYZ
Corporation, to your brother at a family reunion. At the reunion
your brother gave you a check for the stock and you gave your
brother the stock certificates. Which of the following
Statements best describes this transaction?

. This is an example of an exchange of physical assets.
. This is an example of a primary market transaction.

. This is an example of a direct transfer of capital.

. This is an example of a money market transaction.

. This is an example of a derivatives market transaction.
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Considered alone, which of the following would increase a
company’s current ratio?
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. Anincrease in net fixed assets.
. An increase in accrued lsbiities.

. Anincrease in notes payable.

. Anincrease in accounts receivable.

. An increase in accounts payable.
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You recently sold 200 shares of Apple stock to your brother. The
transfer was made through a broker, and the trade occurred on
the NYSE. This is an example of:
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. A futures market transaction.
. A primary market transaction.

. A secondary market transaction.

. A money market transaction.

. An over-the-counter market transaction.
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Which of the following is NOT a relevant cash flow and thus
should not be reflected in the analysis of a capital budgeting
project?
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Changes in net working capital.

. Shipping and installation costs.

Cannibalization effects.

. Opportunity costs.
. Sunk costs that have been expensed for tax purposes.
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Consider two projects, X and Y. Project Xs IRR is 19% and
Project Y's IRR is 17%. The projects have the same risk and the
same lives, and each has constant cash flows during each year of
their lives. If the WACC is 10%, Project Y has a higher NPV than
X. Given this information, which of the following statements is
CORRECT?

. The crossover rate must be less than 10%.
. The crossover rate must be greater than 10%.

. If the WACC s 8%, Project X will have the higher NPV.
. If the WACC is 18, Project Y will have the higher NPV.
. Project X is larger in the sense that it has the higher
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Which of the following statements is CORRECT?
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Hedge funds are legalin Europe and Asia, but they are not permitted to
operate in the United States.

Hedge funds have more in common with commercial banks than with any other
type of financial institution.

Hedge funds have more in common with investment banks than with any other
type of financial institution.

Hedge funds are legalin the United States, but they are not permitted to
operate in Europe or Asia.

The justification for the “light” regulation of hedge funds is that

only “sophisticated” investors with high net worths and high incomes are
permitted to invest in these funds, and such investors supposedly can do the
necessary “due diligence” on their own rather than have it done by the SEC or
some other regulator.
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Which of the following statements is CORRECT?

T A. The maximum federal tax rate on personal income in 2010 was 50%.

I B. Since companies can deduct dividends paid but not interest paid, our tax
system favors the use of equity financing over debt financing, and this causes
companies’ debt ratios to be lower than they would be if interest and dividends
were both deductible.

™ C. Interest paid to an individual is counted as income for tax purposes and taxed
at the individuals regular tax rate, which in 2010 could go up to 35%, but.
dividends received were taxed at a maximum rate of 15%.

™ D. The maximum federal tax rate on corporate income in 2010 was 50%.

I E. Corporations obtain capital for use in their operations by borrowing and by
raising equity capital, either by selling new common stock or by retaining
‘earnings. The cost of debt capital s the interest paid on the debt, and the
cost of the equity is the dividends paid on the stock. Both of these costs are
deductible from income when calculating income for tax purposes.
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AUS. Treasury bond will pay a lump sum of $1,000 exactly 3
years from today. The nominal interest rate is 6%, semiannual
compounding. Which of the following statements is CORRECT?

oo aana

A. The periodic interest rate is greater than 3%.
. The periodic rate is less than 3%.
C. The present value would be greater if the lump sum were discounted back for

more periods.

. The present value of the 51,000 would be smaller if interest were compounded

monthly rather than semiannually.

. The PV of the 51,000 lump sum has a higher present value than the PV of a 3-

year, $333.33 ordinary annuity.
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Cyberhost Corporation's sales were $225 milion last year. If sales
grow at 6% per year, how large (in milions) will they be 5 years
later?

A 774
B. 5286.05
. 530110
D. 531616
E. 53319
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Ellen now has $125. How much would she have after 8 years if
she leaves it invested at 8.5% with annual compounding?

L 5205.83
. 5216.67
. s28.07
. 5240.08
L 5252.08
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Which of the following statements is CORRECT?

A. Itis generally more expensive to form a proprietorship than a corporation
because, with a propristorship, extensive legal documents are required.

B. Corporations face fewer regulations than sole proprietorships.

C. One disadvantage of operating a business as a sole proprietorship is that the
firm is subject to double taxation, at both the firm level and the owner level.

D. One advantage of forming  corporation s that equity investors are usually
‘exposed to less liabilty than in a regular partnership.

E. If a regular partnership goes bankrupt, each partner is exposed to labilties.
only up to the amount of his or her investment in the business.

a0 aa oA




image21.png
Suppose a State of North Carolina bond will pay $1,000 ten years.
from now. If the going interest rate on these 10-year bonds is
5.5%, how much is the bond worth today?

A. 5585.43
B. 561470
C. Se45.44
D. Se77.71
E. 571159
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Companies A and C each reported the same earnings per share
(EPS), but Company A’s stock trades at a higher price. Which of
the following statements is CORRECT?

. Company A probably has fewer growth opportunities.
. Company A s probably judged by investors to be riskier.
. Company A must have a higher market-to-book ratio.

. Company A must pay a lower dividend.

. Company A trades at a higher P/E ratio.

aaaana
me o e




image23.png
The WACC for two mutualy exclusive projects that are being
considered is 8%. Project K has an IRR of 20% while Project Rs
IR is 15%. The projects have the same NPV at the 8% current
WACC. However, you believe that money costs and thus your
WACC wil also increase. You also think that the projects wil not
be funded until the WACC has increased, and their cash flows will
not be affected by the change in economic conditions. Under
these conditions, which of the following statements is CORRECT?

I A. You should delay a decision until you have more information on the projects,
‘even if this means that a competitor might come in and capture this market.

T B you should recommend Project R, because at the new WACC it will

have the higher NPV.

You should recommend Project K, because at the new WACC it will
have the higher NPV.

I D. You should recommend Project K because it has the higher IRR and will
continue to have the higher IR even at the new WACC.

I E. You should reject both projects because they wil both have negative NPVs.
under the new conditions.
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Which of the following statements is CORRECT?

7 A. One of the disadvantages of incorporating a business is that the owners then
become subject to liabiities in the event the firm goes bankrupt.

I B. Sole proprietorships are subject to more regulations than corporations.

I C. In any type of partnership, every partner has the same rights, privileges, and
iability exposure as every other partner.

I D. Sole proprietorships and partnerships generally have a tax advantage over many
‘corporations, especially large ones.

I E. Corporations of all types are subject to the corporate income tax.
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McPherson Company must purchase a new miling machine. The
purchase price is §50,000, including installation. The machine
has a tax life of 5 years, and it can be depreciated according to
the following rates. The firm expects to operate the machine for
4 years and then to sell it for $12,500. If the marginal tax rate
is 40%, what wil the after-tax salvage value be when the
machine is sold at the end of Year 47

Year Depreciation Rate

1 0.20
2 0.32
3 0.19
4 0.12
5 0.1
3 0.06
A saem
e 5935
I ocosomr
I . 510,355
I E 510,900
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Which of the following statements is CORRECT?

T A Corporations are at a disadvantage relative to partnerships because

they have to file more reports to state and federal agencies, including
the Securities and Exchange Administration, even if they are not
publicly owned.

I B. In a regular partnership, tiability for the firm's debts is limited to the amount a
particular partner has invested in the business.

I C. Afastgrowth company would be more fikely to set up as a partnership for its
business organization than would a slow-growth company.

I D. Partnerships have difficulty attracting capitalin part because of their unlimited
iability, the lack of impermanence of the organization, and difficulty in
transferring ownership.

I E. Amajor disadvantage of a partnership relative to a corporation as a form of
business organization is the high cost and practical difficulty of its formation.
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Which of the following statements is CORRECT?

I A. Capital market instruments include both long-term debt and common stocks.

T B. An example of a primary market transaction would be your uncle transferring
100 shares of Wal-Mart stock to you as a birthday ift.

I C. The NYSE does not exist as a physical location; rather, it represents a loose
collection of dealers who trade stocks electronically.

™ D. i your uncle in New York sold 100 shares of Microsoft through his broker to an
investor in Los Angeles, this would be a primary market transaction.

I E. While the two frequently perform similar functions, investment banks generally

specialize in lending money, whereas commercial banks generally help.
‘companies raise large blocks of capital from investors.
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Collns Inc. is investigating whether to develop a new product. In
evaluating whether to go ahead with the project, which of the
following items should NOT be explicitly considered when cash
flows are estimated?

I A. The company will produce the new product in a vacant building that was used
to produce another product until last year. The building could be sold, leased
to another company, or used in the future to produce another of the firm’s
products.

I B. The project will utitize some equipment the company currently owns but is not
now using. A used equipment dealer has offered to buy the equipment.

I C. The company has spent and expensed for tax purposes 53 milion on research
related to the new detergent. These funds cannot be recovered, but the
research may benefit other projects that might be proposed in the future.

™ D. The new product will cut into sales of some of the firm's other products.

I E. If the project is accepted, the company must invest 52 milion in working
capital. However, all o these funds wil be recovered at the end of the.
project’s ife.
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You plan to analyze the value of a potential investment by
calculating the sum of the present values of its expected cash
flows. Which of the following would lower the calculated value of
the investment?

™ A. The cash flows are in the form of a deferred annuity, and they total to
5100,000. You learn that the annuity lasts for only 5 rather than 10 years,
hence that each payment is for 520,000 rather than for $10,000.

™ B. The discount rate increases.
I C. The riskiness of the investment’s cash flows decreases.

™ D. The total amount of cash flows remains the same, but more of the cash flows
are received in the earlier years and less are received in the later years.

™ E. The discount rate decreases.
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Assume a project has normal cash flows. Al else equal, which of
the following statements is CORRECT?
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. A project’s IRR increases as the WACC declines.
. A project’s NPV increases as the WACC declines.

.+ A project’s MIRR is unaffected by changes in the WACC.

. A project’s regular payback increases as the WACC declines.

. A project’s discounted payback increases as the WACC declines.
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Assume a project has normal cash flows. Al else equal, which of
the following statements is CORRECT?
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. A project’s IRR increases as the WACC declines.
. A project’s NPV increases as the WACC declines.

.+ A project’s MIRR is unaffected by changes in the WACC.

. A project’s regular payback increases as the WACC declines.

. A project’s discounted payback increases as the WACC declines.
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At the end of 10 years, which of the following investments would
have the highest future value? Assume that the effective annual
rate for all investments s the same and is greater than zero.

I A. Investment A pays §250 at the beginning of every year for the next 10 years (a
total of 10 payments).

T . Investment & pays 5125 st the end of every é-month period for the next 10
years (s total of 20 payments).

™ C. Investment C pays $125 at the beginning of every 6-month period for the next
10 years (a total of 20 payments).

T D. Investment D pays 52,500 at the end of 10 years (just one payment).

T . Investment £ pays 5250 at the end of every year for the next 10 years (s total of
10 payments).
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Which of the following statements is CORRECT?
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Itis usually easier to transfer ownership in a corporation than it i to transfer
‘ownership in a sole proprietorship.

Corporate shareholders are exposed to unlimited liability.

Corporations generally face fewer regulations than sole proprietorships.
Corporate shareholders are exposed to unlimited liability, and this factor may
be compounded by the tax disadvantages of incorporation.

Sharcholders in a regular corporation (not an S corporation) pay higher taxes
than owners of an otherwise identical proprictorship.
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A firm wants to strengthen its financial position. Which of the
following actions would increase its current ratio?
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Reduce the company’s days” sales outstanding to the industry average and use
the resulting cash savings to purchase plant and equipment.
Use cash to repurchase some of the company’s own stock.

Borrow using short-term debt and use the proceeds to repay debt that has a
maturity of more than one year.

Issue new stock and then use some of the proceeds to purchase additional
inventory and hold the remainder as cash.

Use cash to increase inventory holdings.
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Which of the following bank accounts has the lowest effective
annual return?
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. An account that pays 8% nominal interest with monthly compounding.

. An account that pays 8% nominal interest with annual compounding.

. An account that pays 7% nominal interest with daily (365-day) compounding.
. An account that pays 7% nominal interest with monthly compounding.

. An account that pays 8% nominal interest with daily (365-day) compounding.
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Which of the following statements is NOT a disadvantage of the
regular payback method?
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. Lacks an objective, market-determined benchmark for making decisions.
. Ienores cash flows beyond the payback period.

. Does ot directly account for the time value of money.

. Does not provide any indication regarding a project’s liquidity or risk.

. Does not take account of differences in size among projects.




