FIN303

Exam-type questions
Chapter 1

1.
Which of the following statements is most correct?

a.
One advantage of forming a corporation is that you have limited liability. *
b.
Corporations face fewer regulations than sole proprietorships.

c.
One disadvantage of being a sole proprietor is that you have to pay corporate taxes, even though you don’t realize the benefits of being a corporation.

d.
Statements b and c are correct.

2.
The primary goal of a publicly-owned firm interested in serving its stockholders should be to

a.
Maximize expected total corporate profit.

b.
Maximize expected EPS.

c.
Minimize the chances of losses.

d.
Maximize the stock price per share. *
3.
Which of the following actions are likely to reduce agency conflicts between stockholders and managers?

a.
Paying managers a large fixed salary.

b.
Increasing the threat of corporate takeover.   *

c.
Placing restrictive covenants in debt agreements.

d.
All of the statements above are correct.

4.  Which of the following statements is most correct?

a.
A good goal for a corporate manager is maximization of expected EPS.

b.
Most business in the U.S. is conducted by corporations; corporations’ popularity results primarily from their favorable tax treatment.

c.
A good example of an agency relationship is the one between stockholders and managers. *
d.
Corporations and partnerships have an advantage over proprietorships because a sole proprietor is subject to unlimited liability, but investors in the other types of businesses are not.

Chapter 4
5. All else being equal, which of the following will increase a company’s current ratio?

a.
An increase in accounts receivable. *
b.
An increase in accounts payable.

c.
An increase in net fixed assets.

d.
Statements a and b are correct.

6. 
Stennett Corp.’s CFO has proposed that the company issue new debt and use the proceeds to buy back common stock.  Which of the following are likely to occur if this proposal is adopted?  (Assume that the proposal would have no effect on the company’s operating income.)

a.
Return on assets (ROA) will decline.

b.
The Depreciation will increase.
c.
Taxes paid will decline.

d.
Statements a and c are correct.  *
7.
Bedford Hotels and Breezewood Hotels both have $100 million in total assets and a 10 percent return on assets (ROA).  Each company has a 40 percent tax rate.  Bedford, however, has a higher debt ratio and higher interest expense.  Which of the following statements is most correct?

a.
The two companies have the same return on equity (ROE).  
b.
Bedford has a higher return on equity (ROE).  *
c.
Bedford has a lower level of operating income (EBIT).

d.
Statements a and b are correct.

8.
Company J and Company K each recently reported the same earnings per share (EPS).  Company J’s stock, however, trades at a higher price. Which of the following statements is most correct?


a.
Company J must have a higher P/E ratio.  *

b.
Company J must have a higher market to book ratio.


c.
Company J must be riskier.


d.
Company J must have fewer growth opportunities.

9.   As a short-term creditor concerned with a company’s ability to meet its financial obligation to you, which one of the following combinations of ratios would you most likely prefer?

  Current        

 ADVANCE \l2Debt

 
  ratio   
  TIE     ratio

a.
0.8      
   1.3      0.3
b.
1.2    
   1.2      0.8
c.
1.7    
   1.2      0.8   
d.
2.0    
   1.3      0.55  *
10. Russell Securities has $100 million in total assets and its corporate tax rate is 40 percent.  The company recently reported that its basic earning power (BEP) ratio was 15 percent and its return on assets (ROA) was 9 percent.  What was the company’s interest expense?


a.
$         0  *

b.
$ 2,000,000


c.
$ 6,000,000


d.
$15,000,000

11.  You are given the following information:  Stockholders’ equity = $1,250; price/earnings ratio = 5; shares outstanding = 25; and market/book ratio = 1.5.  Calculate the market price of a share of the company’s stock.

a.
$ 33.33

b.
$ 75.00  *
c.
$ 10.00

d.
$166.67

12. 
Culver Inc. has earnings before interest and taxes (EBIT )of $300.  The company’s times interest earned ratio is 7.00.  Calculate the company’s interest charges.

a.
$42.86 *
b.
$50.00  
c.
$40.00

d.
$60.00

13.
The Wilson Corporation has the following relationships:
Sales/Total assets
2.0(
Return on assets (ROA)
4.0%

Return on equity (ROE)
6.0%

What is Wilson’s profit margin and debt ratio?

a.
2%; 0.33  *
b.
4%; 0.33

c.
4%; 0.67

d.
2%; 0.67

14. A fire has destroyed a large percentage of the financial records of the Carter Company.  You have the task of piecing together information in order to release a financial report. You have found the return on equity to be 18 percent.  If sales were $4 million, the debt ratio was 0.40, and total liabilities were $2 million, what would be the return on assets (ROA)?

a.
10.80%  *
b.
 0.80%

c.
 1.25%

d.
12.60%

15. A firm that has an equity multiplier of 4.0 will have a debt ratio of

a.
4.00

b.
3.00

c.
1.00

d.
0.75  *
16. The Merriam Company has determined that its return on equity is 15 percent. Management is interested in the various components that went into this calculation.  You are given the following information: total debt/total assets = 0.35 and total assets turnover = 2.8.  What is the profit margin?

a.
 3.48%  *
b.
 5.42%

c.
 6.96%

d.
 2.45%
USE THE FOLLOWING INFORMATION FOR THE NEXT TWO PROBLEMS


You are provided with the following information for a company.

	 Sales
	
	35000

	 Receivables
	
	750

	COGS
	
	
	20000

	 Inventory
	
	3000

	 Payables
	1500


17.
Calculate DSO (days sales outstanding) ratio




a)
7.83  *



b)
8.4



c)
55.1



d)
36.7

18. Calculate the inventory turnover ratio




a)
27.23




b)
13.3




c)
55.43




d)
11.67  *
You are provided with the following information about MaxCorp.

	Net sales
	
	
	5000

	Total Assets
	
	3000

	Depreciation
	
	260

	Net Income
	
	600

	Long term Debt
	
	2000

	Equity
	
	
	2160


  19.    Calculate the return on equity (ROE)




a)
20.4%




b)
17.8%




c)
22.4%




d)
27.8%  *
USE THE FOLLOWING INFORMATION FOR THE NEXT FIVE PROBLEMS

THE BRITISH PUB CORPORATION 

INCOME STATEMENT

FISCAL YEAR ENDING 12/31/199X

(DOLLARS IN THOUSANDS)

 --------------------------------------------------------------



Net sales



$1025



Cost of goods sold

  
682







-----



EBITDA


 
 343



Depreciation


  31



Operating expense

 
 103



Administrative expense   

  127







-----



EBIT



   82



Interest Expense


   27







-----



EBT


   
   55



Taxes



   17







-----



Net income



   38


 

THE BRITISH PUB CORPORATION 

BALANCE SHEET

FISCAL YEAR ENDING 12/31/199X

(DOLLARS IN THOUSANDS)

 -----------------------------ASSETS                 
           LIABILITIES




Cash


 $ 61     Notes payable
        
  $223




Accounts receivable  
  286     Accounts payable
152





Inventory           

   354     Accruals

 32

                    




  ----
                                          ----




Total current assets   
701     Total current liab.
407





Net fixed assets  

     802     Long term debt
306

                     



 ----     




Total Assets        

 $1503     Common stock
102








Retained earnings
688











 ----






       Total liabilities and







       stockholders' equity   


  $1503





The company has 68,000 shares outstanding.
20.   What was British Pub's current ratio for 199X?




a)
0.55

              

b)
1.73  *
           

c)
1.02




d)
1.37

21. What was British Pub's return on total assets for 199X?




a)
2.53%   *



b)
3.47%




c)
4.81%




d)
6.73%

22. What was British Pub's return on owners' equity in 199X?




a)
 4.81%   *



b)
 5.93%




c)
 6.75%




d)
 8.37%

23.  What was British Pub's book value per share at year-end 199X?




a)
$ 7.74




b)
$ 8.29




c)
$11.62   *



d) 
 $11.90

Chapter 5
24.
Which of the following statements is most correct?

a.
If an investor sells 100 shares of Microsoft to his brother-in-law, this is a primary market transaction.

b.
Private securities are generally less liquid than publicly traded securities.

c.
Money markets are where short-term, liquid securities are traded, whereas capital markets represent the markets for long-term debt and common stock.


d.
Statements b and c are correct.  *
25.   Which of the following statements is most correct?

a.
While the distinctions are blurring, investment banks generally specialize in lending money, whereas commercial banks generally help companies raise capital from other parties.

b.
Money market mutual funds usually invest their money in a well-diversified portfolio of liquid common stocks.

c.
The NYSE operates as an auction market, whereas NASDAQ is an example of a dealer market.   *
d.
Statements b and c are correct.

26.
Which of the following is an example of a capital market instrument?

a.
Commercial paper.

b.
Preferred stock.   *
c.
U.S. Treasury bills.

d.
Banker’s acceptances.

27.
Money markets are markets for

a.
Foreign currency exchange.

b.
Consumer automobile loans.

c.
Corporate stocks.

d.
Short-term debt securities.  *
28.
Which of the following statements is most correct?

a.
Semistrong-form market efficiency means that stock prices reflect all public information.  *

b.
An individual who has information about past stock prices should be able to profit from this information in a weak-form efficient market.

c.
An individual who has inside information about a publicly traded company should be able to profit from this information in a strong-form efficient market.

d.
Statements a and c are correct.

29.    Which of the following statements is most correct?

a.
If the stock market is semistrong-form efficient, all stocks should have the same expected return.

b.
An individual who has information about past stock prices should be able to profit from this information in a weak-form efficient market.

c.
An individual who has inside information about a publicly traded company should be able to profit from this information in a strong-form efficient market.

d.
Semistrong-form market efficiency means that stock prices reflect all public information.  *

Chapter 6
30.   If the yield curve is downward sloping, what is the yield to maturity on a 10-year Treasury coupon bond, relative to that on a 1-year T-bond?

a.
The yield on the 10-year bond is less than the yield on a 1-year bond.   *
b.
The yield on a 10-year bond will always be higher than the yield on a 1-year bond because of maturity risk premiums.

c.
It is impossible to tell without knowing the coupon rates of the bonds.

d.
The yields on the two bonds are equal.

31.  The real risk-free rate of interest, k*, is expected to remain constant at 3 percent.  Inflation is expected to be 3 percent for next year and then 2 percent a year thereafter.  The maturity risk premium is zero. Given this information, which of the following statements is most correct?

a.
The yield curve for U.S. Treasury securities is downward sloping.

b.
A 5-year corporate bond has a higher yield than a 5-year Treasury security.

c.
A 5-year corporate bond has a higher yield than a 7-year Treasury security.

d.
All of the statements above are correct.  *
32.
Which of the following statements is most correct?

a.
If companies have fewer productive opportunities, interest rates are likely to increase.

b.
If individuals increase their savings rate, interest rates are likely to increase.

c.
If expected inflation increases, interest rates are likely to increase.  *
d.
All of the statements above are correct.

33.  Given the following data, find the expected rate of inflation during the next year.

· k* = real risk-free rate = 3%.

· Maturity risk premium on 10-year T-bonds = 2%.  It is zero on 1-year bonds, and a linear relationship exists.

· Default risk premium on 10-year, A-rated bonds = 1.5%.

· Liquidity premium = 0%.

· Going interest rate on 1-year T-bonds = 8.5%.

a.
3.5%

b.
4.5%

c.
5.5%    *
d.
6.5%

34.  One-year government bonds yield 3 percent and 2-year government bonds yield 4 percent. Assume that the expectations theory holds.  What does the market believe the rate on 1-year government bonds will be one year from today?

a.
5.00%   *

b.
5.50%

c.
3.75%

d.
4.00%
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