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20. Shop-Til-You-Drop Inc. recently reported net income of $5.2 million and depreciation of $600,000. What is its net cash flow? Assume it has no amortization expense.
a) $5,400,000
b) $5,600,000
c) $5,800,000
d) $6,000,000
e) $6,200,000
21. Companies generate income from their “regular” operations and from things like interest on securities they hold, which is call non-operating income. Mitel Metals recently reported $9,000 of sales, $6,000 of operating costs other than depreciation, and $1,500 of depreciation. The company had no amortization charges and no non-operating income. It had issued $4,000 of bonds that carry a 7% interest rate, and its federal-plus-state income tax rate was 40%. What was the firm’s operating income, or EBIT?
a) $1,100
b) $1,200
c) $1,300
d) $1,400
e) $1,500
22. Temple Square Inc. reported that its retained earning for 2005 were $490,000. In its 2006 financial statements, it reported $60,000 of net income, and it ended 2006 with $510,000 of retained earnings, How much were paid as dividends to shareholders during 2006?
a) $20,000
b) $25,000
c) $30,000
d) $35,000
e) $40,000
23. Which of the following statements is CORRECT?
a) Four key financial statements are the balance sheets, the income statement, the statement of cash flows, the statements of retained earning.
b) The balance sheet gives us a picture of the firm’s financial situation over a period of time.
c) The income statement gives us a snapshot of what is happening at a point in time.
d) The statement of cash flows tells us how much cash the firm has in the form of currency and demand deposits.
e) The statement of cash needs tells us how much cash the firm will require during some future period, generally a month or a year.
24. Which of the following items is NOT included in current assets?
a) Accounts payable.
b) Inventory
c) Accounts receivable
d) Cash.
e) Short-term highly liquid, marketable securities.
25. A start-up firm is making an initial investment in new plant and equipment. Assume that currently its equipment must be depreciated on a straight-line basis over 10 years, but Congress is considering legislation that would require the firm to depreciate the equipment over 7 years. If the legislation becomes law, which of the following would occur in the year following the change?
a) The firm’s tax payments would increase.
b) The firm’s reported net income would increase.
c) The firm’s taxable income would increase.
d) The firm’s net cash flow would increase.
e) The firm’s operating income (EBIT) would increase.
26. Ramala Corp’s sales last year were $48,000, and its total assets were $25,500. What was its total assets turnover ratio (TATO)?
a) 1.88
b) 1.99
c) 1.10
d) 1.21
e) 1.32
27. Ruby Corp’s sales last year were $435,500, its operating costs were $350,000, and its interest charges were $10,000. What was the firm’s times interest earned (TIE) ratio?
a) 8.29
b) 8.42
c) 8.55
d) 8.68
e) 8.81
28. Roberts Corp’s sales last year were $300,000, and its net income after taxes was $25,000. What was its profit margin on sales?
a) 7.65%
b) 7.82%
c) 7.99%
d) 8.16%
e) 8.33%
29. Reynolds Corp’s total assets at the end of last year were $300,000 and its net income after taxes was $25,000. What was its return on total assets?
a) 8.15%
b) 8.33%
c) 8.51%
d) 8.69%
e) 8.87%
30. Rollins Corp’s total assets at the end of last year were $300,000 and its EBIT was $75,000. What was its basic earning power (BEP)
a) 17.50%
b) 20.00%
c) 22.50%
d) 25.00%
e) 27.50%
31. Raleigh Corp’s total common equity at the end of last year was $300,000 and its net income after taxes was $55,000. What was its ROE?
a) 18.33%
b) 18.67%
c) 19.00%
d) 19.33%
e) 19.67%
32. Rutland Corp’s stock price at the end of last year was $30.25 and its earnings per share for the year were $2.45. What was its P/E ratio?
a) 11.65
b) 12.00
c) 12.35
d) 12.70
e) 13.05
33. Rand Corp’s stock price at the end of last year was $40.00, and its book value per share was $24.50. What was its Market/Book ratio?
a) 1.03
b) 1.18
c) 1.33
d) 1.48
e) 1.63
34. Midwest Lumbar had a profit margin of 5.1%, a total assets turnover of 1.6, and an equity multiplier of 1.8. What was the firm’s ROE?
a) 14.39%
b) 14.69%
c) 14.99%
d) 15.29%
e) 15.59%
35. An investor is considering starting a new business. The company would require $500,000 of assets, and it would be financed entirely with common stock. The investor will go forward only if she thinks the firm can provide a 15.0% return on the invested capital, which means that the firm must have an ROE of 15.0%. How much net income must be expected to warrant starting the business?
a) $45,000
b) $55,000
c) $65,000
d) $75,000
e) $85,000
36. Which of the following would indicate an improvement in a company’s financial position, holding other things constant?
a) The current and quick ratios both decline.
b) The EBITDA coverage ratio increases.
c) The total assets turnover decreases.
d) The TIE declines.
e) The DSO increases.
37. A firm wants to strengthen its financial position. Which of the following actions would INCREASE its current ratio?
a) Borrow using short-term debt and use the proceeds to repay debt that has a maturity of more than one year.
b) Reduce the company’s day’s sales outstanding ratio to the industry average and use the resulting cash savings to purchase plant and equipment.
c) Use cash to increase inventory holdings.
d) Use cash to repurchase some of company’s own stock.
e) Issue new stock and use some of the proceeds to purchase additional inventory and hold the remainder of the funds received as cash.
38. If 10-year T-bonds have yield of 5.2%, 10-year corporate bonds yield 7.5%, the maturity risk premium on all 10-year bonds is 1.1%, and corporate bonds have a 0.2% liquidity premium versus a zero liquidity premium for T-bonds, what is the default premium on the corporate bond?
a) 1.0%
b) 1.1%
c) 1.2%
d) 2.0%
e) 2.1%
39. The real risk-free rate is 3%, inflation is expected to be 2% this year, and the maturity risk premium is zero. Ignoring any cross-product terms, what is the equilibrium rate of return on a 1-year Treasury bond?
a) 4.90%
b) 5.00%
c) 5.10%
d) 5.20%
e) 5.30%
40. Suppose 1-year Treasury bonds yield 3.0% while 2-year T-bonds yield 4.5%. Assuming the pure expectations theory is correct and thus the maturity risk premium is zero, what should the yield be on a 1-year T-bond one year from now?
a) 5.91%
b) 6.02%
c) 6.13%
d) 6.24%
e) 6.35%
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Which of the following statements is CORRECT?
/A) One of the advantages of the corporate form of organization is that it avoids double taxation.
B) Itis easier to transfer one's ownership interest in a partnership than in a corporation.
C) One of the disadvantages of a sole proprietorship is that the propristor is exposed to unlimited labilty.
D) One of the advantages of a corporation from a social standpoint is that every stockholder has equal voting fights, i.e., "one person, one vote."
E) Corporations of all types are subject to the corporate income tax.

Cheers Inc. operates as a partnership. Now the partners have decided to convert the business into a corporation. Which of the following statements is CORRECT?
A) Cheers' shareholders (the ex-partners) will now be exposed to less lability.
B) Cheers will now be subject to fewer regulations.
C) Assuming Cheers is profitable, less of its income will be subject to federal income taxes.
D) Cheers' investors will be exposed to less liabilty, but they willfind it more difficult to transfer their ownership.
E) Cheers will find it more difficult to raise additional capital.

‘The primary operating goal of a publicly-owned firm interested in serving its stockholders should be to
/A) Maximize its expected total corporate income.
B) Maximize its expected EPS.
C) Minimize the chances of losses.
D) Maximize the stock price per share over the long run, which is the stock's intrinsic value.
E) Maximize the stock price on a specific target date.

Which of the following actions would tend to reduce confiicts of interest between stockholders and bondholders?
/A) Including restrictive covenants in the company's bond indenture (which is the contract between the company and its bondholders).
B) Compensating managers with more stock options and less cash income.
C) The passage of laws that make it harder for hostile takeovers to succeed.
D) A government regulation that banned the use of convertible bonds.
E) Have the firm use only long-term deb, e.g., debt that matures in 30 years or more rather than in less than one year.

Which of the following actions would be most likely to reduce potential conflicts of interest between stockholders and managers?
/A) Pay managers large cash salaries but give them no stock options.
B) Change the corporate charter so as to make it easier for outside investors to acquire a controlling interest in the firm.
C) Beef up the restictive covenants in the firn's debt agreements.
D) Eliminate a requirement that members of the board of directors must hold a high percentage of their personal wealth in the fim's stock.

E) For a firm that compensates managers with stock options, reduce the time before options are vested, i.e., the time before options can be exercised and the
shares received can be sold.
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Which of the following mechanisms would be most likely to help motivate managers to act in the best interest of shareholders?
A) Decrease the use of restrictive covenants in bond agreements.
B) Take actions that reduce the possibility of a hostile takeover.
C) Have the board of directors allow managers greater freedom of action.
D) Increase the proportion of executive compensation that comes from stock options and reduce the proportion that is paid as cash salaries.
E) Eliminate a requirement that members of the board of directors have a substantial investment in the fim's stock.
‘Suppose you have $2,000 and plan to purchase a 3-year certficate of deposit (CD) that pays 4% interest, compounded annually. How much wll you have when the
CD matures?
A)$2,324.89
B)$2,591.45
©)$2,249.73
D)$2,011.87
E)$2,854.13

A company's 2005 sales were $100 million. If sales grow at 8% per year, how large will they be 10 years later, in 2015, in milions?
A)$190.49

B)$225.54
) s188.32
D)$201.15
E)$215.89
How much would $10,000 due in 100 years be worth today if the discount rate were 10%?
A)S0.73
B)s1.21
C)s2.49
D)s4.83
£)$6.30
The U.S. Treasury offers to sell you a bond for $613.81. No payments will be made until the bond matures 10 years from now, at which time it will be redeemed for
$1,000. What interest rate would you eam if you bought this bond at the offer price?
A)591%
8)6.71%
©)7.10%
D)5.59%
E) 5.00%
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Addico Corp's 2005 eamings per share were $2, and its growth rate during the prior 5 years was 11.0% per year. If that growth rate were maintained, how long would it
take for Addico's EPS to double?

A)6.64 years
B)6.81 years
©)6.99 years
D)7.13 years
E)7.28 years

You want to go to grad school 3 years from now, and you can save $5,000 per year, beginning one year from today. You plan to deposit the funds in a mutual fund
which you expect to retum 9% per year. Under these conditions, how much will you have just fter you make the 3rd deposit, 3 years from now?

A)$18,349.15

B)§16,110.34

©)$17,513.68

D)§17,976.84

£) $16,390.50
What is the PV of an ordinary annuity with 5 payments of $3,000 if the appropriate interest rate is 5%?

A)$12,988.43

B)$13,431.83

©)$14,764.40

D)§17,843.15

E)$15,119.76
Your father is about to retire, and he wants to buy an annuity that will provide him with $50,000 of income per year for 20 years, beginning a year from today. The
going rate on such annuities is 6%. How much would it cost him to buy such an annuty today?

A) $488,349.15

B)$416,110.34

©)$517,513.68

D) $615,976.84

E) $573,496.06

‘Suppose you inerited $200,000 and invested it at 6% per year. How much could you withdraw at the end of each of the next 15 years?
A) $24,764.40
B)$23,431.83
©)$20,592.55
D)§17,843.15
E)$15,119.76
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You just won the state lottery. The state gives you the choice of $1,000,000 today or a 20-year annuity of $75,000, with the first payment coming one year from
today. What rate of retur is built into the annuity?

A)591%
8)6.71%
©)7.10%
D)5.59%
E)4.22%

What's the present value of a perpetuity that pays $100 per year if the appropriate interest rate is 6%2
A)$2,854.13

B)$2,591.45
©)$1,324.89
D)$1,011.87
E) $1,666.67
Ata rate of 8%, what is the future value of the following cash flow stream? $0 at Time 0; $100 at the end of Year 1; $300 at the end of Year 2; $0 at the end of Year
3; and §500 at the end of Year 47
A) $907.91
B)$991.43
C)$943.46
D) $975.89
E) $968.40

Credit card issuers must by law print their Annual Percentage Rate (APR) on their monthly statements. If the APR is stated to be 15%, with interest paid monthly,
what s the EFF% on the card?

A) 15.59%
B)16.71%
©)17.10%
D) 16.08%
E)12.91%

‘Shop-Til-You-Drop Inc. recently reported net income of $5.2 million and depreciation of $600,000. What is its net cash flow? Assume it has no amortization expense.
/A) $5,400,000

B) $6,600,000
) $5,800,000
D) $6,000,000
E) $6,200,000




