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QUESTION 1

Panyer Co is a producer of a tank component. This product, J.5, has the following selling price and costs per unit 

Panyer has again received a special, one-time offer for 2.000 units of J-5. Panyer is now operating at full capacity.
10,000 units, at a total cost of $2,300,000. To produce this order would cause a 20% increase in fixed costs what is the
minimum price that is acceptable for this one-time, special order? 

A. $205 

B. $260 

C. $230 

D. $300 

Correct Answer: C 

To determine the minimum price per unit, while at full capacity, the differential costs must be found. The total cost of
producing 12.000 units is $2,760,000 {(12.000 units x $205 variable cost) + [(10,000 units x $25 fixed cost) x I .2]}.
Thus, the total differential cost is $460,000 ($2,760.000 -- $2,300,000), and the unit differential cost is $230 ($460,000
2.000 units). 

 

QUESTION 2

The Keego Company is planning a $200,000 equipment investment which has an estimated 5-year life with no
estimated salvage value. The company has projected the following annual cash flows for the investment. 



The net present value for the investment is 

A. $18,800 

B. $218,800 

C. $100,000 

D. $91,743 

Correct Answer: A 

 

 

QUESTION 3

The Frame Supply Company has just acquired a large account and needs to increase its working capital by $100,000.
The controller of the company has identified the four sources of funds given below. 

1. 

Pay a factor to buy the company\\'s receivables, which average $125,000 per month and have an average collection
period of 30 days. The factor will advance up to 80% of the face value of receivables at 10% and charge a fee of 2% on
all receivables purchased. The controller estimates that the firm would save $24,000 in collection expenses over the
year. Assume the fee and interest are not deductible in advance. 

2. 

Borrow $110,000 from a bank at 12% interest A 9% compensating balance would be required. 

3. 

Issue $110,000 of 6-month commercial paper to net $100,000 (New paper would be issued every 6 months.) 

4. 

Borrow $125,000 from a bank on a discount basis at 20%. No compensating balance would be required. Assume a
360-day year in all of your calculations. Assuming a 360-day year and that CyberAge continues paying on the last day
of the credit period, the company\\'s weighted-average annual interest rate for trade credit (ignoring the effects of
compounding) for these two vendors is 



A. 27.0% 

B. 25.2% 

C. 28.0% 

D. 30.2% 

Correct Answer: B 

 

 

QUESTION 4

Which of the following is a type of research approach used to gather primary information? 

A. Surveying of attitudes, awareness, and customer satisfaction levels. 

B. Using Internet search engines. 

C. Researching government publications. 

D. Subscribing to commercial services. 

Correct Answer: A 

The following are the types of research approaches used to gather primary information: 

observations, e.g., of competitors\\' customers, or employees; focus group discussions guided by a 

moderator and recorded for later analysis; surveys of attitudes, awareness, customer satisfaction levels, 

and other matters that provide descriptive information; customer behavior; and experimentation to 

determine the cause of some observed result by oting the effects of a variable. 

 

QUESTION 5

If a U.S. manufacturer\\'s price in the U.S. market is below an appropriate measure of costs and the seller has a
reasonable prospect of recovering the resulting loss in the future through higher prices or a greater market share, the
seller has engaged in 

A. Collusive pricing 

B. Dumping. 

C. Predatory pricing D. Price discrimination. 

Correct Answer: C 

Predatory pricing is intentionally pricing below cost to eliminate competition and reduce supply. Federal statutes and
many state laws prohibit the practice. The U.S. Supreme Court has held that pricing is predatory when two conditions
are met: (1) The seller\\'s price is below an appropriate measure of its costs," and (2) it has a reasonable prospect of



recovering the resulting loss through higher prices or greater market share. 

 

QUESTION 6

The lye of consumer segmentation based on lifestyle or core values is 

A. Geographic. 

B. Demographic. 

C. Psychographic. 

D. Behavioral. 

Correct Answer: C 

Psychographic segmentation is by personality traits, lifestyle (attitudes, activities, and interests), or core values. Thus,
marketers may attempt to build a brand personality, design offerings targeted to time-constrained or money-constrained
individuals, or appeal to beliefs at a deeper level than attitudes and behaviors. 

 

QUESTION 7

Which strategy for a global marketing organization is based on a portfolio of national markets? 

A. Creation of a division o manage international marketing 

B. A multinational strategy 

C. A glocal strategy 

D. Creation of an export department 

Correct Answer: B 

International marketing efforts take three basic forms: creation of a n export department; creation of a division to mange
international marketing, or global organization. The latter encompasses genuinely worldwide functions, e.g.,
manufacturing, marketing, finance, and logistics. Thus, world wide operations are the organization\\'s focus, not merely
that of a department or division of a national firm. A global organization may follow a multinational, global, or glocal
strategy. A multinational strategy adopts a portfolio approach. Its emphasis is on national markets because the need for
global integration is not strong. The product is customized for each market and therefore incurs higher production costs.
Decision making is primarily local with a minimum of central control. This strategy is most effective given large
difference between countries. Also, exchange rate risk is reduced when conducting business in this manner. 

 

QUESTION 8

A small retail business would most likely finance its merchandise inventory with 

A. Commercial paper 

B. A terminal warehouse receipt loan. 



C. A line of credit. 

D. A chattel mortgage. 

Correct Answer: C 

A small retail store would not have access to major capital markets. In fact, the only options available, outside of owner
financing, are bank loans and a line of credit from suppliers. It is this latter alternative that is most often used because it
permits the store to finance inventories for 30 to 60 days without incurring interest cost. A line of credit is an
arrangement between a bank and a borrower in which the bank commits itself to lend up to a certain maximum amount
to the borrower in a given period. 

 

QUESTION 9

A firm\\'s dividend policy may treat dividends either as the residual part of a financing decision or as an active policy
strategy. Treating dividends as an active policy strategy assumes that 

A. Dividends provide information to the market. 

B. The firm should pay dividends only after investing in all investment opportunities having an expected return greater
than the cost of capital 

C. Dividends are irrelevant. 

D. Dividends are costly, and the firm should retain earnings and issue stock dividends 

Correct Answer: A 

Stock prices often move in the same direction as dividends. Moreover, companies dislike cutting dividends. They tend
not to raise dividends unless anticipated future earnings will be sufficient to sustain the higher payout. Thus, some
theorists have proposed the information content or signaling hypothesis. According to this view, a change in dividend
policy is a signal to the market regarding management\\'s forecast of future earnings. Consequently, the relation of stock
price changes to changes in dividends reflects not an investor preference for dividends over capital gains but rather the
effect of the information conveyed. 

 

QUESTION 10

Tonya, Inc. has a cost of capital of 15% and is considering the acquisition of a new machine that costs $800,000 and
has a useful life of 5 years. Tonya projects that earnings and cash flow will increase as follows: 

Interest rate factors at 15% are as follows: 



The net present value of this investment is 

A. $(128,000) 

B. $200,000 

C. $37,200 

D. $400,000 

Correct Answer: C 

 

 

QUESTION 11

If a $1,000 bond sells for $1,125, which of the following statements are true? 

I. The market rate of interest is greater than the coupon rate on the bond. 

II. The coupon rate on the bond is greater than the market rate of interest. 

III. The coupon rate and the market rate are equal 

IV. 

The bond sells at a premium. 

V.

 The bond sells at a discount. 

A. 

I and IV 

B. 

I and V 

C. 

II and lV 



D. 

II and V 

Correct Answer: C 

The excess of the price over the face value is a premium. A premium is paid because the coupon rate on the bond is
greater than the market rate of interest. In other words, because the bond is paying a higher rate than other similar
bonds, its price is bid up by investors. 

 

QUESTION 12

Which of the following is not a category of relevant cash flows\\'? 

A. Annual net cash flows 

B. Project termination cash flows. 

C. Incremental cash flows. 

D. Net initial investment. 

Correct Answer: C 

Relevant cash flows are a much more reliable guide when judging capital projects, since only they provide a true
measure of a project\\'s potential to affect shareholder value. The relevant cash flows can be divided into three
categories. (1) net initial investment, (2) annual net cash flows, and (3) project termination cash flows. An incremental
cash flow is the difference in cash received or disbursed resulting from selecting one option instead of another. It is not
a category of relevant cash Bows. 
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