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1)  The primary emphasis of the financial manager is the use of  
A) accrued earnings.  
B) cash flow.  
C) organization charts.  
D) profit incentives.  
 
2)  The key role of the financial manager is  
A) decision making.  
B) the presentation of financial statements.  
C) the preparation of data for future evaluation.  
D) the collection of financial data.  
 
3)  The conflict between the goals of a firm's owners and the goals of its nonowner managers is  
A) the agency problem.  
B) incompatibility.  
C) serious only when profits decline.  
D) of little importance in most large U.S. firms.  
 
4)  The __________ is created by a financial relationship between suppliers and demanders of short-term 
funds.  
A) stock market  
B) capital market  
C) financial market  
D) money market  
 
5)  To compensate for the uncertainty of future interest rates and the fact that the longer the term of a loan 
the higher the probability that the borrower will default, the lender typically  
A) charges a higher interest rate on long-term loans.  
B) reserves the right to change the terms of the loan at any time.  
C) includes excessively restrictive debt provisions.  
D) reserves the right to demand immediate payment at any time.  
 
6)  As a form of financing, equity capital  
A) has a maturity date.  
B) is only liquidated in bankruptcy.  
C) is temporary.  
D) has priority over bonds.  
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7)  The __________ represents a summary statement of the firm's financial position at a given point in 
time.  
A) income statement  
B) balance sheet  
C) statement of cash flows  
D) statement of retained earnings  
 
8)  Firm ABC has operating profits of $100,000, taxes of $17,000, interest expense of $34,000 and 
preferred dividends of $5,000.  What is the firm's net profits after taxes?  
A) $66,000  
B) $49,000  
C) $44,000  
D) $83,000  
 
9)  The primary concern of creditors when assessing the strength of a firm is the firm's  
A) profitability.  
B) leverage.  
C) short-term liquidity.  
D) share price.  
 
10)  __________ ratios are a measure of the speed with which various accounts are converted into sales or 
cash.  
A) Activity  
B) Liquidity  
C) Debt  
D) Profitability  
 
11)  $100 is received at the beginning of year 1, $200 is received at the beginning of year 2, and $300 is 
received at the beginning of year 3.  If these cash flows are deposited at 12 percent, their combined future 
value at the end of year 3 is  
A) $1,536.  
B) $672.  
C) $727.  
D) $1,245.  
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12)  The present value of a $20,000 perpetuity at a 7 percent discount rate is  
A) $186,915.  
B) $285,714.  
C) $140,000.  
D) $325,000.  
 
13)  Which asset would the risk-averse financial manager prefer? (See below.) 

 
Asset A B C D 

 
Initial investment$15,000 $15,000 $15,000 $15,000 
Annual rate of return 
Pessimistic 8% 5% 3% 11% 
Most likely 12% 12% 12% 12% 
Optimistic 14% 13% 15% 14% 

  
A) Asset A  
B) Asset B  
C) Asset C  
D) Asset D  
 
14)  Combining two assets having perfectly negatively correlated returns will result in the creation of a 
portfolio with an overall risk that  
A) remains unchanged.  
B) decreases to a level below that of either asset.  
C) increases to a level above that of either asset.  
D) stabilizes to a level between the asset with the higher risk and the asset with the lower risk.  
 
15)  A beta coefficient of \'2B1 represents an asset that  
A) is more responsive than the market portfolio.  
B) has the same response as the market portfolio.  
C) is less responsive than the market portfolio.  
D) is unaffected by market movement.  
 
16)  Preferred stock is valued as if it were  
A) a fixed-income obligation.  
B) a bond.  
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C) a perpetuity.  
D) a common stock.  
 
17)  If the required return is less than the coupon rate, a bond will sell at  
A) par.  
B) a discount.  
C) a premium.  
D) book value.  
 
18)  The use of which of the following valuation methods, utilized in valuing common stock, is superior 
since it considers expected earnings?  
A) liquidation value  
B) book value  
C) P/E multiple  
D) present value of the interest  
 
19)  A capital expenditure is all of the following except  
A) an outlay made for the earning assets of the firm.  
B) expected to produce benefits over a period of time greater than one year.  
C) an outlay for current asset expansion.  
D) commonly used to expand the level of operations.  
 
20) A firm with unlimited funds must evaluate five projects. Projects 1 and 2 are independent and 
Projects 3, 4, and 5 are mutually exclusive.  The projects are listed with their returns. 

 
 Project Status Return(%) 

 
 1 Independent 14 
 2 Independent 12 
 3 Mutually exclusive 10 
 4 Mutually exclusive 15 
 5 Mutually exclusive 12 

 
A ranking of the projects on the basis of their returns from the best to the worst according to their 
acceptability to the firm would be  
A) 4, 1, 2 or 5, and 3.  
B) 4, 1, and 2.  
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C) 3, 2 or 5, 1, and 4.  
D) 4, 1, 5, and 3.  
 
21)  The book value of an asset is equal to the  
A) fair market value minus the accounting value.  
B) original purchase price minus annual depreciation expense.  
C) original purchase price minus accumulated depreciation.  
D) depreciated value plus recaptured depreciation.  
 
22)  A firm is evaluating a proposal which has an initial investment of $35,000 and has cash flows of 
$10,000 in year 1, $20,000 in year 2, and $10,000 in year 3.  The payback period of the project is  
A) 1 year.  
B) 2 years.  
C) between 1 and 2 years.  
D) between 2 and 3 years.  
 
23)  A firm is evaluating three capital projects.  The net present values for the projects are as follows: 

 
 Project NPV 

 
 1 $100 
 2 $0 
 3 -$100 

 
The firm should  
A) accept Projects 1 and 2 and reject Project 3.  
B) accept Projects 1 and 3 and reject Project 2.  
C) accept Project 1 and reject Projects 2 and 3.  
D) reject all projects.  
 
24)  The __________ is the discount rate that equates the present value of the cash inflows with the initial 
investment.  
A) payback period  
B) average rate of return  
C) cost of capital  
D) internal rate of return  
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25)  When the net present value is negative, the internal rate of return is __________ the cost of capital.  
A) greater than  
B) greater than or equal to  
C) less than  
D) equal to  
 
26)  In the context of capital budgeting, risk refers to  
A) the degree of variability of the cash inflows.  
B) the degree of variability of the initial investment.  
C) the chance that the net present value will be greater than zero.  
D) the chance that the internal rate of return will exceed the cost of capital.  
 
27)  A project which has a coefficient of variation of zero is considered  
A) very risky.  
B) slightly risky.  
C) risk free.  
D) a bad investment.  
 
28)  It has been found that the value of the stock of corporations whose shares are traded publicly in an 
efficient marketplace is  
A) generally positively affected by diversification, because of the reduction in risk.  
B) generally negatively affected by diversification, because of the increase in risk.  
C) generally not affected by diversification, unless greater returns are expected.  
D) generally negatively affected by diversification, because of the increase in the required rate of return.  
 
29)  The __________ is the rate of return a firm must earn on its investments in projects in order to 
maintain the market value of its stock.  
A) net present value  
B) cost of capital  
C) internal rate of return  
D) gross profit margin  
 
30)  The four basic sources of long-term funds for the business firm are  
A) current liabilities, long-term debt, common stock, and preferred stock.  
B) current liabilities, long-term debt, common stock, and retained earnings.  
C) long-term debt, paid-in capital in excess of par, common stock, and retained earnings.  
D) long-term debt, common stock, preferred stock, and retained earnings.  
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31)  What is the dividend on an 8 percent preferred stock that currently sells for $45 and has a face value of 
$50 per share?  
A) $3.33  
B) $3.60  
C) $4.00  
D) $5.00  
 
32)  If a firm's fixed operating costs decrease, the firm's operating breakeven point will  
A) decrease.  
B) increase.  
C) remain unchanged.  
D) change in an undetermined direction.  
 
33)  Generally, _________ in leverage result in _________ return and _________ risk.  
A) increases, decreased, increased  
B) increases, decreased, decreased  
C) increases, increased, increased  
D) decreases, increased, decreased  
 
34)  A dividend reinvestment plan __________ on the security.  
A) decreases the return  
B) has no effect on the return  
C) increases the return  
D) has an undetermined effect  
 
35)  The dividend policy must be formulated considering two basic objectives, namely  
A) delaying the tax liability of the stockholder and information content.  
B) maximizing shareholder wealth and delaying the tax liability of the stockholder.  
C) maximizing shareholder wealth and providing for sufficient financing.  
D) maintaining liquidity and minimizing the weighted average cost of capital.  
 
36)  Stock dividends are __________ costly to issue than cash dividends.  
A) less  
B) equally  
C) more  
D) occasionally less  
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37)  The key aspects of the financial planning process are  
A) cash planning and investment planning.  
B) cash planning and financing.  
C) investment planning and profit planning.  
D) cash planning and profit planning.  
 
38)  A firm has projected sales in May, June, and July of $100, $200, and $300, respectively. The firm 
makes 20 percent of sales for cash and collects the balance one month following the sale.  The firm's total 
cash receipts in July  
A) are $220.  
B) are $200.  
C) are $180.  
D) can not be determined with the information provided.  
 
39)  The __________ method of developing a pro forma income statement forecasts sales and values for 
the cost of goods sold, operating expenses, and interest expense that are expressed as a ratio of projected 
sales.  
A) percent-of-sales  
B) accrual  
C) judgmental  
D) cash  
 
40)  Current liabilities can be viewed as  
A) debts due in one year.  
B) debts due in less than a year.  
C) sources of cash inflows.  
D) sources of cash outflows.  
 
41)  If a firm increases its current assets relative to total assets,  
A) it increases return and reduces risk.  
B) it increases return and increases risk.  
C) it reduces return and reduces risk.  
D) it reduces return and increases risk.  
 
42)  Balances held to satisfy the safety motive are generally held as  
A) cash.  
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B) marketable securities.  
C) bonds.  
D) high quality stock.  
 
43)  A firm has an average age of inventory of 90 days, an average collection period of 40 days, and an 
average payment period of 30 days. The firm's operating cycle is __________.  
A) 110  
B) 130  
C) 120  
D) 70  
 
44)  As credit standards are tightened, sales are expected to __________ and the investment in accounts 
receivable is expected to __________.  
A) increase; increase  
B) increase; decrease  
C) decrease; decrease  
D) decrease; increase  
 
45)  2/15 net 45 translates as  
A) 15 percent cash discount if paid in 2 days, net 45-day credit period.  
B) 45 percent of account due in 15 days, payment prior to day 15 receives a 2 percent discount.  
C) 2 percent cash discount if paid prior to 15 days, if customer does not take a cash discount, the balance is 
due in 45 days.  
D) 2 percent of the balance is due in 15 days, the remaining balance is due in 45 days.  
 
46)  If the cash discount period is increased, the firm's investment in accounts receivable due to 
non-discount takers now paying earlier is expected to  
A) increase.  
B) decrease.  
C) not change.  
D) change in an undetermined direction.  
 
47)  A capital or capitalized lease is otherwise know as  
A) an operating lease.  
B) a financial lease.  
C) a direct lease.  
D) a leveraged lease.  
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48)  Convertible securities can usually be sold with interest rates __________ other nonconvertible 
securities.  
A) lower than  
B) equal to  
C) higher than  
D) with no relation to  
 
49)  All of the following are reasons for mergers EXCEPT  
A) increasing managerial skills.  
B) tax considerations.  
C) synergism.  
D) monopoly control of the markets.  
 
50)  The use of a large amount of debt to finance the acquisition of other firms is a  
A) conglomerate merger.  
B) leveraged buyout.  
C) hostile merger.  
D) congeneric buyout.  

  

 


