MOS2310A – Section 002
Final Exam Review
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1. The annual annuity stream of payments with the same present value as a project's costs is called the project's:
	
	Incremental cost.

	
	Sunk cost.

	
	Opportunity cost.

	
	Erosion cost.

	
	Equivalent annual cost.


	Chapter 10 pg. 273

2. Total cash flow from a project is defined as:
	
	Operating cash flow minus capital spending minus the change in net working capital.

	
	Earnings before interest and taxes minus taxes plus depreciation.

	
	Earnings before interest and taxes plus taxes minus depreciation.

	
	Operating cash flow minus the change in net working capital plus capital spending.

	
	Operating cash flow plus depreciation minus capital spending.


Chapter 10 pg. 255

3. Your company currently sells oversized golf clubs. The Board of Directors wants you to look at replacing them with a line of supersized clubs. Which of the following is NOT relevant?
	
	A reduction in revenues of $300,000 from terminating the oversized line of clubs.

	
	Land you own with a market value of $750,000 that may be used for the project.

	
	$200,000 spent on research and development last year on oversized clubs.

	
	$350,000 you will pay to Fred Singles to promote your new clubs.

	
	$125,000 you will receive by selling the existing production equipment which must be upgraded if you produce the new supersized clubs.


Chapter 10 pg. 251



4. Which of the following describes the "bottom-up" approach to defining operating cash flow?
	
	EBIT + D – Taxes

	
	NI + D

	
	(S - C) (1 - TC) + DTc

	
	S - C – Taxes

	
	NI + D – taxes


Chapter 10 pg. 263

5. Which of the following describes the "top-down" approach to defining operating cash flow?
	
	EBIT + D – Taxes

	
	S - C - Taxes + D

	
	(S - C) (1 - TC) + DTc

	
	S - C – Taxes

	
	NI + D


Chapter 10 pg. 264

6. Which of the following describes the "tax shield" approach to defining operating cash flow?
	
	EBIT + D – Taxes

	
	NI + D

	
	(S - C) (1 - Tc) + DTc

	
	S - C – Taxes

	
	EBIT + DTc


Chapter 10 pg. 264




7. A project requires the purchase of machinery for $40,000. The machinery belongs in a 20% CCA class and will have a salvage value of $4,000 at the end of the 4 year project. It will require a net working capital investment of $5,000 up-front. The firm has a tax rate of 34% and a required return of 10%. The project generates annual after-tax operating income of $10,001. What is the project's NPV?
	
	-$2,724

	
	$881

	
	$1,393

	
	$2,394

	
	$2,942


	
	
	Year 1
	Year 2
	Year 3
	Year 4

	Machinery
	(40,000)
	
	
	
	

	Salvage 
	
	
	
	
	4,000

	Working Capital
	(5,000)
	
	
	
	5,000

	Annual Operating Income
	
	10,001
	10,001
	10,001
	10,001

	PV Salvage
	2,732.05
	
	
	
	

	PV Working Capital Recovery
	3,415.07
	
	
	
	

	PV Annual Operating Income
	31,701.82
	
	
	
	

	PV CCA Tax Shield
	8,035.28
	
	
	
	

	NPV
	884.22
	
	
	
	









8. You purchase a machine for $22,000 which belongs in a 30% CCA class. What is the present value of the CCA tax shield on the machine if it is sold at the end of the third year for $6,000, your tax rate is 34%, and the appropriate discount rate is 15%?
	
	$1,014

	
	$3,510

	
	$5,011

	
	$4,418

	
	$6,994


PV CCA Tax Shield = (22000 x .3 x .34)/(.3 + .15) x (1 + .5 x .15)/(1 + .15) – (6000 x .3 x .34)/(.3 + .15) x 1/(1 + .15)3
= 5,311.88 – 894.22 = 4,417.66

9. You are considering the purchase of one of two machines used in your manufacturing plant. Machine A has a life of two years, costs $40 initially, and then $60 per year in maintenance costs. Machine B has a life of three years, costs $70 initially, and requires $45 in annual maintenance costs. Either machine must be replaced at the end of its life. Which is the better machine for the firm? The discount rate is 15% and the tax rate is zero.
	
	Machine A is better because its NPV is higher than the NPV of machine B.

	
	Machine A is better because its EAC is -$60.24, which is less than the EAC of -$84.60 for B.

	
	Machine B is better because its EAC is -$75.66, which is less than the EAC of -$90.12 for A.

	
	Machine B is better because its EAC is -$75.66, which is less than the EAC of -$84.60 for A.

	
	Neither machine should be chosen since both have a negative NPV.


PV of Costs of Machine A = -40 + (-60/1.15) + (-60/(1.15^2)) = -137.54
Annuity Factor = [1 – (1/1.15)^2}/.15 = 1.6257
EAC of Machine A = -137.54/1.6257 = -84.60

PV of Costs of Machine B = -70 + (-45/1.15) + (-45/(1.15^2) + (-45/(1.15^3)) = -172.75
Annuity Factor = [1 – (1/1.15)^3}/.15 = 2.2832
EAC of Machine A = -172.75/2.2832 = -75.66






10. A furniture manufacturer is planning on buying a new industrial sander costing $118,000 and belonging in a 30% CCA class. The sander has projected maintenance costs of $16,000 annually over the three-year life of the sander. At the end of the three years, the sander will be worthless and will be scrapped. The company has a 34% tax rate, a 16% discount rate. What is the equivalent annual cost?
	
	$36,520

	
	$47,892

	
	$57,694

	
	$55,333

	
	$68,540



	
	
	Year 1
	Year 2
	Year 3

	Initial Cost
	(118,000)
	
	
	

	Maintenance Costs
	
	(16,000)
	(16,000)
	(16,000)

	Salvage Value
	
	13793.10
	11,890.61
	0

	PV of Maintenance Costs
	(35,934.23)
	
	
	

	PV of CCA Tax Shield
	24,360.72
	
	
	

	NPV
	(129,573.51)
	
	
	


Annuity Factor = [1 – (1/1.16^3)]/.16 = 2.24589
EAC = -129,573.51/2.24589 = -57,693.61

11. The degree to which a firm or project relies on fixed production costs is called its:
	
	Operating leverage.

	
	Financial break-even.

	
	Contribution margin.

	
	Cost sensitivity.

	
	Operating break-even


Chapter 11 pg. 304




12. The percentage change in firm (or project) operating cash flow relative to the percentage change in quantity sold is called (the):
	
	Cash flow marginal profit.

	
	Degree of operating leverage.

	
	Gross profit.

	
	Net profit.

	
	Financial break-even.


Chapter 11 pg. 305

13. What is the degree of operating leverage? Sales = 100,000 units; price = $50; variable cost = $30; fixed costs = $950,000; depreciation = $250,000; tax rate = 34%.
	
	1.06

	
	1.22

	
	1.37

	
	1.63

	
	2.22


DOL = 1 + FC/OCF
= 1 + 950,000/[(50 - 30) x 100,000 – 950,000 – 250,000) + 250,000 –((50 -30) x 100,000 – 950,000 – 250,000) x .34)
= 1 +950,000/(1,050,000 – 272,000)
= 1 + 950,000/778,000
=2.22


14. A firm has a DOL = 2.5. If sales decrease by 20%, then OCF will ____________.
	
	decrease by 20%

	
	increase by 5%

	
	increase by 20%

	
	decrease by 12.5%

	
	decrease by 50%


A 20% decrease in sales leads to a 2.5 x .2 = .50 or 50% decrease in OCF
15. A firm is reviewing a project that has fixed costs of $123,500, variable costs of $189,700, sales of $427,600, and a 34% marginal tax rate. The project has no initial cash requirements. What is the degree of operating leverage for this project?
	
	.61

	
	1.22

	
	1.61

	
	1.64

	
	2.64


DOL = 1 + FC/OCF
= 1 + 123,500/[427,600 – 189,700 – 123,500) –(427,600 – 189,700 – 123,500) x .34)
= 1 +123,500/(114,400 – 38,896)
= 1 + 123,500/75,504
=2.64

16. The excess return required on a risky asset over that earned on a risk-free asset is called a:
	
	Risk premium.

	
	Return premium.

	
	Excess return.

	
	Average return.

	
	Variance.


Chapter 12 pg. 325

17. An efficient capital market is one in which:
	
	Brokerage commissions are zero.

	
	Taxes are irrelevant.

	
	Securities always offer a positive rate of return to investors.

	
	Security prices are guaranteed (by the Ontario Securities Commission) to be fair.

	
	Security prices reflect available information.


Chapter 12 pg. 335


18. The hypothesis that market prices reflect all available information is called efficiency in the:
	
	Open form.

	
	Strong form.

	
	Semi-strong form.

	
	Weak form.

	
	Stable form.


Chapter 12 pg. 339

19. The hypothesis that market prices reflect all publicly-available information is called efficiency in the:
	
	Open form.

	
	Strong form.

	
	Semi-strong form.

	
	Weak form.

	
	Stable form.


Chapter 12 pg. 339

20. The hypothesis that market prices reflect all historical information is called efficiency in the:
	
	Open form.

	
	Strong form.

	
	Semi-strong form.

	
	Weak form.

	
	Stable form.


Chapter 12 pg. 339





21. Over the past 50 years, which of the following investments has been the least risky?
	
	Canadian common stocks

	
	U.S. common stocks

	
	Treasury bills

	
	Long bonds

	
	Canadian small stocks


Chapter 12 pg. 330

22. Which of the following statements about historical security returns is/are true?

I. Stocks of small companies have higher average returns than those of larger companies.
II. Risky securities have higher average returns than riskless securities.
III. Long bonds have higher average yields than Treasury bills.
IV. Historical information about capital markets is useful for drawing conclusions about the relationship between risk and return.
	
	I and III only

	
	I, II, and III only

	
	III and IV only

	
	I and II only

	
	I, II, III, and IV


Chapter 12

23. Which of the following is true about risk and return?
	
	Riskier assets will, on average, earn lower returns.

	
	The reward for bearing risk is known as the standard deviation.

	
	Based on historical data, there is no reward for bearing risk.

	
	An increase in the risk of an investment will result in a decreased risk premium.

	
	In general, the higher the risk the higher the expected return.


Chapter 12 pg. 325


24. You purchased a bond on January 1, 2002 for $839.67. The bond has a $1,000 face value, an 8% annual coupon, and can be sold for $842.33 on December 31, 2002. What is your total dollar return for the year?
	
	$2.66

	
	$10.66

	
	$72.34

	
	$77.34

	
	$82.66


Capital gains + coupons received = total dollar return
(842.33 – 839.67) + (1000 x .08) = 2.66 + 80 = 82.66


25. You purchased 200 shares of preferred stock on January 1, 2002 for $42.27 per share. The stock pays an annual dividend of $7 per share. On December 31, 2002 the market price is $46.88 per share. What is your total dollar return for the year?
	
	$478

	
	$922

	
	$1,400

	
	$2,322

	
	$2,678


Capital gains + dividends = total dollar return 
(46.88 x 200) – (42.27 x 200) + (7 x 200) = 9,376 - 8,454 + 1,400 = 2,322

26. A stock produced total returns of 10.4%, -11.9%, - 21.7%, and 31.2% over the past four years, respectively. What is the average rate of return for this period of time?
	
	1.50%

	
	1.67%

	
	2.00%

	
	2.34%

	
	2.67%


Average rate of return = (.104 - .119 - .217 + .312)/4 = .02 = 2%



27. You purchased 300 shares of stock at a price of $35.86 per share. Over the last year, you have received total dividend income of $336. What is the dividend yield?
	
	1.1%

	
	3.1%

	
	6.8%

	
	9.4%

	
	10.7%


Dividend per share = $336/300 = $1.12; Dividend yield = $1.12/$35.86 = 3.1%


28. One year ago, you purchased a stock at a price of $40 a share. Today, you sold the stock and realized a total return of 30%. Your capital gain was $8 a share. What was your dividend yield on this stock?
	
	10%

	
	20%

	
	30%

	
	40%

	
	50%


Capital gains yield = $8/$40 = 20.00%; Dividend yield = 30% - 20% = 10%


29. You purchased 200 shares of Hypex, Inc. stock for $38.12 a share. You have received a total of $290 in dividends and $8,130 in proceeds from selling the shares. What is your capital gains yield on this stock?
	
	3.8%

	
	4.2%

	
	6.6%

	
	8.0%

	
	10.4%


Cost = 200 × $38.12 = $7,624; Capital gains yield = ($8,130 - $7,624)/$7,624 = 6.6%



30. Risk that affects a large number of assets, each to a greater or lesser degree, is called:
	
	Idiosyncratic risk.

	
	Diversifiable risk.

	
	Systematic risk.

	
	Asset-specific risk.

	
	Total risk.


Chapter 13 pg. 360

31. Risk that affects at most a small number of assets is called:
	
	Portfolio risk.

	
	Undiversifiable risk.

	
	Market risk.

	
	Unsystematic risk.

	
	Total risk.


Chapter 13 pg. 360

32. The principle of diversification tells us that:
	
	Concentrating an investment in two or three large stocks will eliminate all of your risk.

	
	Concentrating an investment in two large stocks will cut your risk exactly in half.

	
	Spreading an investment across many diverse assets cannot (in an efficient market) eliminate any risk.

	
	Spreading an investment across many diverse assets will eliminate all of the risk.

	
	Spreading an investment across many diverse assets will eliminate some of the risk.


Chapter 13 pg. 363






33. The linear relation between an asset's expected return and its beta coefficient is the:
	
	Reward to risk ratio.

	
	Portfolio weight.

	
	Portfolio risk.

	
	Security market line.

	
	Market risk premium.


Chapter 13 pg. 368

34. Which of the following is true regarding the beta coefficient?
	
	It is a measure of unsystematic risk.

	
	A beta greater than one represents lower systematic risk than the market.

	
	Generally speaking, the higher the beta the higher the expected return.

	
	A beta of one indicates an asset is totally risk-free.

	
	The risk premium of an asset will increase if the beta of that asset decreases.


Chapter 13 pg. 368

35. Given the following information, what is the portfolio standard deviation?

[image: Picture]
  
	
	0.0128

	
	0.0527

	
	0.0638

	
	0.0703

	
	0.1159


Average return =  (.2 x .3) + (.6 x .21) + (.2 x .08) = .06 + .126 + .016 = .202
Variance = .2 x [(.3 - .202)]2 + .6 x [(.21 - .202)]2 + .2 x [(.08 - .202)]2 = .00192 + .0000384 + .002976 = .0049344
Standard deviation = √.0049344 = .0703


36. You hold four stocks in your portfolio: A, B, C, and D. The portfolio beta is 1.20. Stock C comprises 40% of the dollar value of your holdings and has a beta of 1.60. If you sell all of your holdings in stock C, and replace it with an equal investment in stock E (which has a beta of 1.25), what will be your new portfolio beta?
	
	1.00

	
	1.06

	
	1.12

	
	1.25

	
	1.32


1.2 = A + B + .4 x 1.6 + D 
A+B+D = 1.2 – (.4 x 1.6) = .56
A + B + .4 x 1.25 + D = .56 + (.4 x 1.25) = 1.06


37. Consider a portfolio made up of two risky assets and a risk-free asset. You invest 40% in asset A with a beta of 1.25 and 40% in asset B with a beta of 1.15. What is the beta of the portfolio?
	
	0.84

	
	0.96

	
	1.03

	
	1.12

	
	1.20


Beta of the portfolio = .4 x 1.25 + .4 x 1.15 + .2 x 0 = .96

38. What is the expected return on the following stock?

[image: Picture]  
	
	6%

	
	9%

	
	12%

	
	15%

	
	18%


E(R) = (.15 x .28) + (.65 x .12) + (.2 x -.3) = .042 + .078 - .06 = .06 = 6%
39. What is the expected return on a portfolio that is invested 30% in stock A and 70% in stock B, given the following information?

[image: Picture]
	
	5.28%

	
	6.60%

	
	7.16%

	
	7.43%

	
	7.90%


E(R) = .3 [(.8 x .08) + (.2 x .15)] +.7[(.8 x .06) + (.2 x  .07)] = .0716 = 7.16%

40. Which of the following is generally true about a firm's cost of debt?
	
	It is equal to the yield to maturity on the firm's outstanding bonds.

	
	It is greater than the cost of equity.

	
	It normally cannot be observed, directly or indirectly, in the marketplace.

	
	It is greater than the average coupon payments on outstanding debt.

	
	It is equal to the coupon rate on the firm's outstanding bonds.


Chapter 14 pg. 393

41. Which of the following correctly describes the computation of the firm's weighted average cost of capital (WACC)?
	
	(E/V) + RE + (D/V) + RD + (1-TC)

	
	(E/V) × RE × (1 - TC) + (D/V) × RD

	
	(D/V) × RE + (E/V) × RD × (1-TC)

	
	(E/V) + RE + (D/V) + RD

	
	(E/V) × RE + (D/V) × RD × (1-TC)


Chapter 14 Pg. 396


42. RMB, Inc. sold a 20-year bond at par 12 years ago. The bond pays an 8% annual coupon, has a $1,000 face value, and currently sells for $893.30. What is the firm's cost of debt?
	
	8.0%

	
	9.2%

	
	9.5%

	
	10.0%

	
	10.5%


Cost of Debt = YTM = [80 coupon + (1000 face value – 893.30 price)/8 years to maturity]/[(1000+893.30)/2] 
= .098597 = 10%


43. Anthony's Anchovies, Inc. sold a 20-year bond issue two years ago. The bond has a 5.35% annual coupon and a $1,000 face value. If the current market price of the bond is $751.64 and the tax rate is 34%, what is the after-tax cost of debt?
	
	4.2%

	
	4.4%

	
	8.0%

	
	6.6%

	
	5.3%


Cost of Debt = YTM = [53.50 coupon + (1000 face value – 751.64 price)/18 years to maturity]/[(1000+751.64)/2] 
= .076839
After tax cost of debt = .076839 x (1 - .34) = .0507 = 5.1%

44. Anthony's Antiques, Inc. has preferred stock outstanding which pays a dividend of $4 per share a year. The current stock price is $32 per share. What is the cost of preferred stock?
	
	8.0%

	
	9.0%

	
	10.0%

	
	11.0%

	
	12.5%


Cost of preferred stock = 4/32 = .125 = 12.5%


45. The market value of DRK Inc.'s debt is $200 million and the total market value of the firm is $600 million. The cost of equity is 15%, the cost of debt is 8%, and the tax rate is 34%. What is this firm's WACC?
	
	11.14%

	
	11.76%

	
	12.25%

	
	12.67%

	
	14.07%


Value of equity = 600 – 200 = 400	
WACC = 400/600 x .15 + 200/600 x (.08 x (1 - .34)) = .10 + .0176 = .1176 = 11.76%


46. The common stock of Chelsea, Inc. has a beta of 1.14, a market price of $38.90, and an expected dividend of $.90 next year. The market risk premium is 6% and the risk-free rate of return is 3%. What is the average expected cost of equity for Chelsea, Inc.?
	
	6.42%

	
	8.31%

	
	9.08%

	
	9.42%

	
	9.84%


RE = .03 + 1.14 x .06 = .0984 = 9.84%

47. A firm uses 55% equity and 45% debt for all of its financing needs. Shares of the common stock sell at $43. The company expects to pay $1.30 in dividends next year and increase that amount by 3% annually. The bonds have a 7% coupon rate and a yield-to-maturity of 6.8%. The company has a beta of 1.39 and a 34% marginal tax rate. What is the WACC?
	
	5.33%

	
	5.48%

	
	5.88%

	
	6.03%

	
	6.37%


WACC = .55 x (1.3/43 + .03) + .45 x .068 x (1 - .34) = .033127 + .020196 = .0533 = 5.33%
48. The common stock of Big Birds Unlimited has a required return of 8 percent and a growth rate of 4 percent. The last annual dividend was $.60 a share. What is the current price of this stock?
	
	$7.50

	
	$7.80

	
	$10.00

	
	$15.00

	
	$15.60


D1 = (.60 x (1 + .04) = .624
RE = .08 = .624/P0 + .04
.624/P0 = .08 - .04
.624/(.08 - .04) = P0
P0 = 15.60



49. Blackwater Adventures has a bond issue outstanding that matures in sixteen years. The bonds pay interest semi-annually. Currently, the bonds are quoted at 103 percent of face value and carry a 9 percent coupon. The firm's tax rate is 34 percent. What is the firm's after-tax cost of debt?
	
	5.19 percent

	
	5.71 percent

	
	7.86 percent

	
	8.65 percent

	
	11.41 percent


Yield to Maturity = [Coupon + ((Face Value – Price)/years to maturity)]/[(Face Value + Price)/2]
= [90 + (1000 – 1030)/16]/[(1000 + 1030)/2]
= .086822
After tax = .086822 x (1 - .34) = .0573 = 5.73%







50. The Wendell Co. uses 40 percent common stock, 30 percent preferred stock, and 30 percent debt as their capital structure. The flotation costs are 5 percent for debt, 9 percent for preferred stock, and 8 percent for common stock. The corporate tax rate is 35 percent. What is the weighted average flotation cost?
	
	6.0 percent

	
	6.4 percent

	
	6.9 percent

	
	7.1 percent

	
	7.4 percent


Average flotation cost = (.40 × .08) + (.30 × .09) + (.30 × .05 x (1-.35)) = .032 + .027 + .009 = .06875 = 6.9 percent


51. Marshall's has a debt-equity ratio of .60. The pre-tax cost of debt is 9.1% and the required return on assets is 14%. What is the cost of equity if you ignore taxes?
	
	11.06%

	
	11.34%

	
	13.87%

	
	15.48%

	
	16.94%


Re = .14 + (.14 - .091) × .60 = .1694 = 16.94%

52. Lizzie's Kitchen has a debt-equity ratio of .60. The firm's required return on assets is 11% and its cost of equity is 14.7%. What is the pre-tax cost of debt based on M&M II with no taxes?
	
	4.83%

	
	5.39%

	
	5.70%

	
	6.17%

	
	6.67%


147 = .11 + (.11 - Rd) × .60; Rd = .0483 = 4.83%

53. Victoria Dry Goods has expected earnings before interest and taxes of $14,600, an unlevered cost of capital of 15%, and a tax rate of 35%. The company also has $3,500 of debt that carries a 6% coupon. The debt is selling at par value. What is the value of this firm?
	
	$63,267

	
	$64,184

	
	$64,492

	
	$65,211

	
	$66,267



VU = [$14,600 × (1 - .35)]/.15 = $63,266.67; VL = $63,266.67 + (.35 × $3,500) = $64,491.67 = $64,492



54. Back Woods Coffee has expected earnings before interest and taxes of $34,500, an unlevered cost of capital of 14%, and debt with both a book and face value of $20,000. The debt has an annual 7% coupon. The tax rate is 35%. What is the value of the firm?
	
	$167,179

	
	$174,015

	
	$177,778

	
	$203,518

	
	$241,414


VU = [$34,500 × (1 - .35)]/.14 = $160,178.57; VL = $160,178.57 + (.35 × $20,000) = $167,179







55. Uptown Appliances has an unlevered cost of capital of 14%, a tax rate of 35%, and expected earnings before interest and taxes of $8,200. The company has $15,000 in bonds outstanding that have a 7.5% coupon and pay interest annually. The bonds are selling at par value. What is the cost of equity?
	
	16.03%

	
	16.11%

	
	16.24%

	
	16.48%

	
	16.97%


VU = [EBIT × (1 - Tc)]/RU = [$8,200 × (1 - .35)]/.14 = $38,071.43
VL = VU + (Tc × D) = $38,071.43 + (.35 × $15,000) = $43,321.43
VL - VD = VE = $43,321.43 - $15,000 = $28,321.43
RE = RU + (RU - RD) × D/E × (1 - TC) = .14 + [(.14 - .075) × ($15,000/$28,321.43) × (1 - .35)] = 16.24%


56. Webb Street Books has a $130,000 bond issue outstanding. These bonds have an 8% coupon, pay interest semiannually, and have a current market price equal to 101.5% of face value. The tax rate is 35%. What is the amount of the annual interest tax shield?
	
	$3,515

	
	$3,640

	
	$4,480

	
	$5,920

	
	$6,760


Annual interest tax shield = $130,000 × .08 × .35 = $3,640











57. Janess Corporation is an all equity firm with 500,000 shares outstanding. It is considering changing its capital structure to include debt. If it does, its shares will reduce to 375,000 and it will incur interest of $200,000. Given this information, calculate the indifference EBIT.
	
	$800,000

	
	$850,000

	
	$875,000

	
	$900,000

	
	$925,0000
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58. Identify each of the following dates associated with the payment of dividends by Nasim Corporation: November 17, December 8, December 17, and December 29.
	
	Declaration date, ex-dividend date, record date, payment date

	
	Ex-dividend date, declaration date, record date, payment date

	
	Record date, declaration date, ex-dividend date, payment date

	
	Declaration date, record date, payment date, ex-dividend date

	
	Declaration date, payment date, record date, ex-dividend date


Chapter 17 pg. 492

59. Xilo Corporation has decided on a 20% stock dividend. If the firm currently has 900,000 shares outstanding, how many shares will be outstanding after the stock dividend?
	
	4,500,000 shares

	
	1,080,000 shares

	
	720,000 shares

	
	180,000 shares

	
	90,000 shares


1.2 x 900,000

60. A company currently has a 51 day cash cycle. Assume the firm changes its operations such that it decreases its receivables period by 3 days, increases its inventory period by 4 days, and increases its payables period by 1 day. What will the length of the cash cycle be after these changes?
	
	43 days

	
	47 days

	
	51 days

	
	53 days

	
	57 days



Cash cycle = 51 - 3 + 4 - 1 = 51 days


61. On average, Stuff for Less is able to sell their inventory in 23 days. Stuff for Less takes 60 days on average to pay for their purchases. On the other hand, their average customer charges their purchase on a credit card whereby payment is received in 15 days. Given this information, what is the length of operating cycle?
	
	8 days

	
	38 days

	
	45 days

	
	68 days

	
	75 days


Operating cycle = 23 + 15 = 38 days

62. Joe's Merchandise had a beginning accounts payable balance of $61,800 and an ending accounts payable balance of $67,400. Sales for the period were $580,000 and costs of goods sold were $436,000. What is the payables turnover rate?
	
	6.47 times

	
	6.75 times

	
	7.02 times

	
	8.60 times

	
	8.98 times


Payables turnover = $436,000/[($61,800 + $67,400)/2)] = 6.75 times

































63. Babylon Corporation has an annual demand of 400,000 units for its products. Its carrying cost per unit is $0.75, and its order costs are $120 per order. Given this information, calculated the number of orders the company will make during the year.
	
	38 orders

	
	37 orders

	
	36 orders

	
	35 orders

	
	34 orders


[image: Picture]

64. Each year you sell 1,200 units of a product at a price of $59.99 each. The variable cost per unit is $37.91 and the carrying cost per unit is $4.57. You have been buying 175 units at a time. Your fixed cost of ordering is $80. What is the economic order quantity?
	
	185 units

	
	195 units

	
	205 units

	
	215 units

	
	225 units


EOQ = [image: Picture](2 × 1,200 × $80)/$4.57 = [image: Picture]42,013.13 = 204.97 = 205 units

65. Currently, your firm sells 170 units a month at a price of $140 a unit. You think you can increase your sales by an additional 30 units if you switch to a net 30 credit policy. The monthly interest rate is .6 percent and your variable cost per unit is $100. What is the net present value of the proposed credit policy switch?
	
	$173,200

	
	$187,200

	
	$190,200

	
	$197,000

	
	$200,000


NPV = -[($140 × 170) + ($100 × 30)] + [($140 - $100) × 30]/.006 = $173,200
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