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Multiple Choice Questions:  
Please answer the 50 multiple choice questions on the scanner sheet provided.  Choose the best answer from the set given for each question. Note, only the scanner sheet will be marked, and anything written on the test paper will be completely disregarded.
1. At 10:59 A.M., the price of Nexus Corp. stock is $25 on the stock exchange.  At 11:00, Nexus management unexpectedly announces that the firm has just struck oil in Northern Timbuktu (a good thing).  There are no other relevant announcements during the day.  At 11:01, Nexus stock is selling for $28.10.   At 12:01, the stock is selling for $28.00 on the stock exchange.  At 4:00 at the close of trading, Nexus stock is still selling for $28.05.  Which of the following statements is most consistent with the above information?

a) The market is weak form efficient

b) The market is not weak form efficient

c) The market is semi-strong form efficient

d) The market is not semi- strong form efficient

e) The market is strong form efficient

2. You have just gotten a mortgage for $150,000. The interest rate on the mortgage is 6% per year, compounded semi-annually. If the amortization period is 25 years, and you are going to make weekly payments what will be the size of each payment?

a) $221.05

b) $590.44

c) $219.27

d) $219.02

e) $302.46
3. In a truly competitive environment in which everyone has the same capabilities, where there are no barriers to entry, where there are no patent or copyright laws, and where everyone has equal access to funding, investments…

a) Will tend to have a net present value of zero

b) Will tend to have a potential profit of zero

c) Will tend to have a positive net present value

d) Will tend to have a negative net present value

e) None of the Above

4. You have been asked to calculate the required rate of return on ABC’s common stock. The stock just paid a dividend of $2. The dividend is expected to increase by 6% per year in perpetuity. The stock’s current price is $10 per share. 

a) 27.2%

b) 26.0%

c) 16.6%

d) 16.0%

e) none of the above

5. Given no change in required returns, the value of a share of stock whose dividend is constant will:

a) increase over time at a rate of r percent 

b) decrease over time at a rate of r percent 

c) increase over time at a rate equal to the dividend growth rate 

d) decrease over time at a rate equal to the dividend growth rate 

e) remain unchanged

6. A bond is issued on January 1st, 1994.   It is a 20-year 5% annual coupon bond with a $1000 face value.  If the price of the bond at issue is greater than $1000,

a) The yield to maturity on the bond will be less than 5%

b) The yield to maturity on the bond will be greater than 5%

c) The yield to maturity on the bond will be 5%

d) We cannot determine from the information provided if the yield to maturity on the bond will be greater than, less than, or equal to 5%

e) None of the Above

7. Sunk costs

a) Must be incorporated into the capital budgeting calculation, just like any other cash flow

b) Should not be factored into the capital budgeting calculation

c) Should or should not be factored into the capital budgeting calculation, based on the type of sunk cost involved

d) Are costs that occur after the start of a capital budgeting project

e) None of the Above

8. Risk adverse investors prefer 

 risk for a given level of expected return and 


  expected return for a given level of risk.

a) More, more

b) More, less

c) Less, more

d) Less, less

e) None of the above.

9. You have been asked to determine the cash flow from the assets for ABC Inc. ABC had net income of $100. Its interest expense was $20. The company’s tax rate was 40%. ABC’s capital spending and depreciation was $10. The company’s net working capital for the year did not change. 

a) $  60.00

b) $166.67

c) $120.00

d) $170.00

e) none of the above

10. Assume the anticipated growth rate in dividends is constant for Fly-By-Nite Airlines. The expected value of the firm's stock at the end of four years (P4) is



I. D5/(r – g)



II. P0 * (1 + g)4



III. D0 * (1 + g)/(r – g) 

a) I only 

b) II only 

c) I and II only 

d) I and III only 

e) I, II, and III 

11. The risk free rate in the economy is 7%.  Stock A has an expected return of 13.5% and a beta of 1.2.  Stock B has an expected return of 10.5% and a beta of 0.8.  Suppose that we know that stock A is fairly priced and the betas of stocks A and B are accurate.  Which of the following regarding stock B is correct? 

a) Stock B is also fairly priced 

b) The expected return on stock B is too high 

c) The expected return on stock A is too high 

d) The price of stock B is too high 

e) The price of stock A is too high 

12. You wish to have $200,000 in 20 year’s time. The bank has offered to set up a special account that pays 16% per year, compounded quarterly. How much money do you need to put into the account today to have $200,000 in 20 years?

a) $10,817.58

b) $  8,676.87

c) $  9,206.19

d) $10,277.09

e) none of the above

Use the following information to answer the following two questions

You and your spouse have found your dream home in Brandon, Manitoba. The selling price is $120,000; you will put $20,000 down and obtain a 30-year fixed-rate mortgage at 8.25% compounded semi-annually for the rest.

13. You decide to make monthly payments starting in one month.  What will each payment be? 

a) $725.01 

b) $741.56

c) $757.76 

d) $825.45 

e) $901.52 

14. How much interest will you pay (in dollars) over the life of the loan? (Assume you make each of the required 360 payments on time.) 

a) $145,583 

b) $166,963

c) $170,457 

d) $190,457 

e) $270,457 

15. The advantage of the payback method is its:
a) Time value of money considerations

b) Application of readily available accounting data.

c) Cut-off point.

d) Long-term perspective

e) Simplicity

16. You are considering the following projects but have limited funds to invest and can’t take them all.  Using the profitability index, rank the projects in the order in which you would accept them.  That is, rank them from best to worst.

	Project
	Initial Investment
	NPV

	A
	$100,000
	$30,000

	B
	80,000
	25,000

	C
	40,000
	17,000


a) A, B, C

b) B, C, A

c) C, A, B

d) C, B, A

e) A, C, B

17. The equipment below is required for your business.  Assume each machine will be replaced as it wears out.  The required return is 15%.  Ignore taxes.  
	
	Machine A
	Machine B

	Initial Cost
	$200,000
	$300,000

	Operating Cost / year
	15,000
	17,500

	Life
	8 years
	10 years


What is the EAC of machine A?
a) -$301,664

b) -$201,676

c) -$48,163

d) -$59,570

e) -$22,437
18. Your parents are saving for their retirement. They have set up a special retirement account. They have deposited $100 into the account every 4 months for the past 12 years. The effective annual rate of return on the account is 20%. How much money is in the account at the end of the 12 years? The payments were made at the end of each 4 month period?

a) $  9,583.63

b) $  8,919.84

c) $10,184.13

d) $12,633.71

e) $15,132.88
19. Twenty years ago your parents set aside $10,000 in a bank account. The account now has $100,000 in it. What was the effective annual rate of return that the account paid?

a) 10.0%

b) 12.2%

c) 12.6%

d) 13.1%

e) –10.9%

20. Which of the following statements is consistent with the concept of market efficiency?

a) The current price reflects all available relevant information

b) The price reacts very quickly to new information

c) In an efficient market, an investor should expect to make a reasonable risk-adjusted return

d) None of the Above

e) a), b) and c) are true.
21. Which of the following statements are true?


I
If the NPV is positive then the IRR is greater than the discount rate


II 
If the NPV is negative then the IRR is greater than the discount rate


III 
If the NPV is zero then the IRR is zero


IV
If the NPV is zero then the IRR is equal to the discount rate

a) I only

b) II only

c) IVonly 

d) I and IV

e) None of the above

22. DEF’s common stock just paid a dividend of $3 per share. You expect the dividend to increase by 5% per year in perpetuity. If you require a 15% rate of return what is the price of the stock today?

a) $20.00

b) $21.00

c) $31.50

d) $30.00

e) none of the above

23. Suppose investors had to invest 100% of their wealth in one of the following four stocks which stock would they choose? 

	Stock
	Expected Return
	Standard Deviation

	A
	10%
	15%

	B
	5%
	12%

	C
	15%
	30%

	D
	25%
	10%


a) Stock A

b) Stock B

c) Stock C

d) Stock D

e) Can’t say

24. You borrowed $30,000 to go to school. The bank agreed that you could repay the loan by making 180 equal monthly payments, starting 12 months from now.   If the bank is charging 8% per year compounded semi-annually, what are your monthly payments?
a) $284.45
b) $305.65
c) $307.65
d) $310.09
e) $334.90
25. You owe $10,000 on your credit card. The card charges interest of 2% per month. If you make payments of $250 per month, at the beginning of each month, how many months will it take you to pay off your credit card?

a) 81.3 months

b) 77.5 months

c) 71.7 months

d) 69.2 months

e) 89.4 months
26. Finance Inc had cash flow from the assets last year of $5,000. It paid $1,000 in interest to its bondholders. It did not make any payments on the principal. It did not issue any new debt. The company paid $500 in dividends to its common shareholders. What was the Cash Flow to the Shareholders last year?

a) $3,500

b) $4,000

c) $5,000

d) $   500

e) $       0
27. You have $1000 of your own money to invest.  You borrow a further $1000 from the bank at a 5% per year compounded annually.  You invest the entire $2000 in the market portfolio which is expected to earn 11% annually.  If you cash out your investment after one year and pay back the bank and the actual market return matches the expected market return, what percent return will you have made on your original $1000 equity investment?

a) 5%

b) 11%

c) 14%

d) 17%

e) 22%

28. Which of the following describe(s) a portfolio that plots below the security market line? 

a) The security is undervalued 

b) The security is providing a return that is higher than expected 

c) The security is overvalued

d) The security's beta is too low 

e) The security provides a return that exceeds the average return on the market 

29. The preferred shares of TX Bank pay a constant dividend of $2.50 per year. A dividend has just been paid.  The required rate of return for the first 3 years is 6% per year compounded annually and the required return thereafter is 8% per year compounded annually.  What is the current intrinsic value of the shares? 

a) $31.25
b) $31.49 

c) $32.92 

d) $41.67
e) $125.00
30. What is the portfolio beta with 25% in the market portfolio, 25% in an asset with twice as much risk as the market portfolio and the rest in a risk free asset? 

a) 0.50

b) 0.75

c) 1.00

d) 1.25

e) 1.50

31. You expect bond yields to decrease in the near future. You are advising your parents which of the bonds listed below to purchase. All of the bonds have been issued by the Government of Canada. Your parents wish to maximize their rate of return.
I. A zero coupon bond with 20 years to maturity

II. A zero coupon bond with 10 years to maturity

III. A 20 year coupon bond, with a coupon rate of 10%

IV. A 10 year coupon bond, with a coupon rate of 10%

a) I only

b) II only

c) III only

d) IV only

e) Can’t be determined

32. You purchase a 10 year, 1,000 face value bond that has a 6% coupon rate (the coupons are paid semi-annually).  The yield to maturity on the bond is 6% per year compounded semi-annually. Five years later you decide to sell the bond for $1,050.  What is your average annual rate of return on this investment?  Express your answer as a rate per year compounded semi-annually.

a) 3.00%
b) 3.42%
c) 6.47%
d) 6.86%
      e)   7.14%
33. The Really Expensive Bank Inc is offering a special deal. You may borrow $1,000 today and make payments of $20 per week, at the end of each week for the next 2 years to pay off the loan. What is the effective annual rate of interest is charging you?

a) 0.15%

b) 1.63%

c) 2.31%
d) 65.7%
e) 131.4%

34. The risk-free rate is 4% per year and the market risk premium is 5% per year.  The beta of XYZ Corp common shares is 1.2.  Through some independent analysis you think the return on XYZ over the next year will be 12%.  The shares of XYZ are expected to pay a dividend of $5.00 per share next year.  You expected the dividends to grow at a constant rate of 2% for the foreseeable future.  Would you consider common shares of XYZ to be overvalued or under valued relative to the CAPM?
a) Undervalue since you expect a higher return than predicted by the CAPM
b) Undervalued since you expect a lower return than predicted by the CAPM

c) Properly valued since your expectation are in line with the CAPM
d) Overvalued since you expect a higher return than predicted by the CAPM
e) Overvalued since you expect a higher return than predicted by the CAPM

35. DEF Inc will pay a dividend of $1.00 per share tomorrow. This dividend will increase by 100% the next year, thereafter the dividend will increase by 5% per year in perpetuity. If investors require a 10% rate of return what is the price of the stock today?

a) $10.50

b) $41.00

c) $40.00

d) $21.00

e) none of the above

Use the information in the table below to answer the next two questions:

	Probability
	Equity Fund
	Bond Fund

	30%
	-15%
	12%

	50%
	10%
	5%

	20%
	35%
	-10%


36. What is the expected return on the equity fund?

a) 10.0%

b)  7.5%

c)  5.9%

d)  7.0%

e)  14%
37. What is the standard deviation of returns for the equity fund?

a) 17.50%

b) 35.24%

c) 422.92%

d) 1268.75%

e) 0%
38. Stock A has an expected return of 10% and a standard deviation of 20%. Stock B has an expected return of 15% and a standard deviation of 25. The correlation between the two stocks is 0.8. If you invested 25% of your wealth in Stock A and 75% in Stock B what would be the standard deviation of this portfolio?

a) 23.75%

b) 526.56%

c) 22.50%

d) 22.95%

e) 10.00%
39. A firm has total assets of $2.5 million and spontaneously increasing liabilities of $1 million.  The firm’s total sales for the year just ended were $4 million and the firm’s manager expects sales to grow 20% next year.  The firm has a net profit margin of 8% and consistently pays out 40% of its net income as dividends.  Using the percentage of sales method, how much external financing will the firm require in the upcoming year?

a) $69,600

b) $108,000

c) $146,400

d) $200,000

e) $800,000
40. Agency costs refer to:

a) The costs incurred by management in their role as agents of shareholders

b) The costs incurred by the firm when they employ agents (lawyers, accountants, etc.) to act on behalf of the firm

c) The costs borne by shareholders, created due to the relationship between management and shareholders 

d) The costs incurred by the firm to set up the corporation as an agency.

e) None of the Above

41. What is the present value of $1,000,000 to be received in 3 months if the required return is 6% per year simple interest?

a) $839,619.28

b) $985,221.67

c) $985,538.36

d) $1,000,000

e) $1,060,000
42. Jamie wants to sell you an investment that will pay $42 every year forever, starting in 4 years.  If you require a return of 9% per year compounded annually, what is the most that you will be willing to pay for this investment?

a) $330.60

b) $360.35

c) $428.13

d) $466.67

e) $502.22
43. Ralph A. Horse is making monthly mortgage payments of $1,500.  He initially amortized the mortgage over 25 years.  If the interest rate is 8% compounded semi-annually, what is the outstanding balance after 5 years?

a) $181,081.24

b) $197,826.35

c) $450,000.00

d) $1,396,729.18

e) $1,405,889.20

Use the information in the table below, about the shares of BMO, to answer the next question:

	Asset
	Expected Return
	Standard Deviation
	Correlations

	
	
	
	BMO
	Risk-Free Rate
	Market

	BMO
	??
	15%
	1.00
	0.00
	0.70

	Risk-Free Rate
	5%
	0.0%
	
	1.00
	0.00

	Market
	15%
	25%
	
	
	1.00


44. What is the expected return on BMO stock according to the CAPM?

a) 5.0%

b) 9.2%

c) 12.0%

d) 15.0%

e) 16.7%

45. Which of the following are conditions for using the CCA tax shied formula in capital budgeting analysis?

I    Depreciation must be calculated on a declining basis

II   Sunk costs must be included

III  Depreciation must be calculated using the straight line method

IV  The asset class must remain open

a) I and III

b) II and III

c) I and IV

d) I, II and IV

e) None of the Above

46. Which of the following statements is consistent with the concept of market efficiency?

a) If you notice that the price of a stock has risen dramatically in the past hour, you should definitely buy at that point because somebody else knows something that you don’t about the stock

b) A recent increase in the volume of shares traded on a particular stock is an important variable to consider when you are deciding whether to buy or sell a stock

c) Management should time their security issuance to coincide with when they believe their stock is most undervalued

d) None of the Above

e) All of the Above

47. The risk-free rate is 4%.  The expected return on the market is 10%.  The standard deviation of the market portfolio is 25%.  What is the standard deviation of a portfolio composed of 30% of the risk-free asset and 70% of the market portfolio?

a) 7%

b) 8.2%

c) 12.5%

d) 17.5%

e) 25.0%
48. Norcam Inc. has just purchased a new Widget machine.  The machine cost $6,000,000 and is expected to be used for 10 years.  A CCA rate of 30% applies to the new machine.  What is the total dollar amount of CCA for tax purposes that Norcam Inc. can claim in the first two years of the new machine’s life?  Assume that the half-year rule applies.
a) $2,430,000

b) $3,400,000

c) $4,200,000

d) $5,000,000

e) $6,000,000
49. A company just purchased a new machine. The machine cost $200,000. The CCA rate is 30%. The tax rate is 40%. The discount rate is 10%. Assuming the machine will operate for 5 years and will have no salvage value at the end of the 5 years, what is the present value of the CCA tax shield?  Assume the half-year rule applies.
a) $60,000.00

b) $57,272.73

c) $20,000.00

d) $19,090.91

e) $0
50. A company is trying to decide whether it should purchase a new machine. The machine costs $150,000. The new machine will generate revenues of $100,000 per year. The variable costs associated with the new machine are $40,000 per year. The machine has an expected life of 4 years. The tax rate is 0%. The expected salvage value in 4 years is $50,000. The machine will be depreciated from $150,000 to $50,000, on a straight line basis over the next 4 years. The discount rate is 15%. What is the NPV associated with the investment?

a) $47,402.93

b) $19,367.81

c) $49,886.36

d) $182,086.83

e) $150,000.00
Have a great summer!
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	Current Ratio
	=
	Current Assets
	
	Total Asset 
	=
	Sales

	
	
	Current Liabilities
	
	Turnover
	
	Total Assets

	
	
	
	
	
	
	

	Quick Ratio  
	=
	Current Assets – Inventory
	
	ROA
	=
	Net Income

	
	
	Current Liabilities
	
	
	
	Total Assets 

	
	
	
	
	
	
	

	Inventory Turnover
	=
	COGS
	
	ROE
	=
	Net Income

	
	
	Inventory
	
	
	
	Total Equity

	Cash Ratio
	=
	Cash 
	
	P/E Ratio
	=
	Price/common share

	
	
	Current Liabilities
	
	
	
	EPS

	Receivables
	=
	Sales
	
	Dividend Payout
	=
	DPS

	Turnover
	
	Accounts Receivable
	
	Ratio
	
	EPS

	
	
	
	
	
	
	

	D/E Ratio
	=
	Total Debt
	
	Dividend Payout
	=
	Cash Dividends

	
	
	Total Equity
	
	Ratio
	
	Net Income

	Total Debt Ratio
	=
	Total Debt
	
	Market to Book
	
	Price / Common share

	
	
	Total Assets
	
	Ratio
	=
	Book value of equity

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Equity multiplier
	=
	Total Assets
	
	Profit 
	=
	Net Income

	
	
	Total Equity
	
	Margin
	
	Sales

	
	
	
	
	
	
	

	Net Working
	=
	Net Working Capital
	
	Interval Measure
	=
	Current Assets

	Capital-Total Asset
	
	Total Assets
	
	
	
	Average Daily Operating Costs

	
	
	
	
	
	
	

	Long Term Debt
	=
	Long Term Debt
	
	Cash Coverage
	=
	EBIT + Depreciation

	Ratio
	
	Total Equity + LT Debt
	
	Ratio
	
	Interest

	
	
	
	
	
	

	
	
	
	
	
	
	

	Days’ Sales in
	=
	365 Days
	
	Days’ Sales in
	=
	365 Days

	Receivables
	
	Receivables Turnover
	
	Inventory
	
	Inventory Turnover

	
	
	
	
	
	
	

	Internal Growth
	=
	ROA x R
	
	‘Sustainable
	=
	ROE x R

	Rate
	
	1 – ROA x R
	
	Growth Rate
	
	1 – ROE x R

	
	
	
	
	
	
	

	
	
	
	
	‘Sustainable
	=
	p(S/A)(1+D/E) x R

	
	
	
	
	Growth Rate
	
	1 – p(S/A)(1+D/E) x R

	
	
	
	
	
	
	

	NWC
	=
	Sales
	
	Fixed Asset
	=
	Sales

	Turnover
	
	NWC
	
	Turnover
	
	Net Fixed Assets


	
	
	
	
	
	
	

	Times Interest
	=
	EBIT
	
	CF from Assets = 

Operating CF – Cap Ex – Additions to NWC

Operating CF = EBIT + Deprec – Tax

=Sales – Costs – Taxes 

= (Sales – Costs) x (1 – Tc) + Deprec x Tc

Cap Ex = End Gross FA – Beg Gross FA

Cap Ex = End Net FA – Beg Net FA + Deprec

Add to NWC = End NWC – Beg NWC

CF to Debtholders = Interest – Net New Debt

CF to Shareholders = Divs – Net New Equity

CF from Assets = CF to Debtholders + CF to                            Shareholders

	Earned
	
	Interest Charges
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