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1. The system that included the board of directors and committees of the board of directors is part of the corporate phenomenon known as:
A. Agency costs;
B. Executive management;
C. There is no general term for this;
D. Delegation
E. Corporate governance.

2. Beta is the measurement of
A. A security's total risk.
B. The market's unsystematic risk.
C. The total risk associated with a portfolio.
D. A portfolio's systematic risk.
E. None of the above.

3. An essential aspect of continuous compounding is that:
A. Interest is earned on the reinvestment of previous interest payments;
B. There is an upper limit to the corresponding EAR no matter how large the number of within year compounding periods;
C. It only applies to bonds that pay interest;
D. None of the above.

4. Atlantic, Inc. is considering a project that is expected to produce the following cash flows over the next five years: $22,500, $27,900, $41,800, $33,000, and $15,000 respectively. Atlantic has $98,000 available, which is the amount needed to initiate the project. Should Atlantic accept this project if the required rate of return is 12%? Why or why not?  
A. No; Atlantic would lose $2,407 in today's dollars if they accept the project. 
B. No; The IRR is 13.47%, which is greater than the required return. 
C. No; The PI is 1.04, which is considered a reject signal. 
D. Yes; Atlantic will make $3,567 in today's dollars if they accept the project. 
E. Yes; The PI is .96, which is considered an acceptance signal.

5. It is possible to determine the maturity of a bond (i.e. how many years left in its life) given its current price, face value, coupon rate, coupon payment frequency and yield to maturity, provided that:
A. It is trading at a premium;
B. It is trading at a discount;
C. It is not trading at par;
D. All of the above.

6. As the required rate of return increases, the: 
A. Net present value increases. 
B. Payback period decreases. 
C. Profitability index decreases. 
D. Discounted payback period decreases. 
E. Average accounting return decreases. 



 

7. Which of the following best defines the term best efforts underwriting?
A. Underwriter sells as much of the issue as possible, but can return any unsold shares to the issuer without financial responsibility.
B. Financing for new, often high-risk ventures.
C. Loans made by a group of banks or other institutions.
D. Direct business loans of, typically, one to five years

8. The capital budgeting process for a company refers to:
A. Its budget for revenue and expenses in its most important division;
B. The process of planning and managing a firm’s investment in long-term assets;
C. Budgeting how much capital it needs to carry on business;
D. None of the above.

9. Which of the following is the best definition for the concept of efficient capital market?  
A. The excess return required from an investment in a risky asset over a risk-free investment. 
B. Market in which security prices reflect available information. 
C. A symmetric, bell-shaped frequency distribution that can be defined by its mean and standard deviation. 
D. The average compound return earned per year over a multi-year period. 
E. The hypothesis is that actual capital markets are efficient.

11. Which of the following best defines the term cost of debt?
A. A The return that lenders require on the firm's debt.
B. The return that equity investors require on their investment in the firm
C. The costs associated with the issuance of new securities.
D. Retained earnings divided by net income.
E. None of the above.

12. An investor purchases 1,000 shares of a company at a purchase price of $18.00 at the start of the year. During the year, the company paid out $0.75 of dividends per share. The investor then sells all the shares at a selling price of $19.50. Determine the investor's total percentage return.  
A. 10.50% 
B. 11.00% 
C. 11.50% 
D. 12.00% 
E. 12.50%

13. Which of the following best defines the term cost of equity?
A. A The return that lenders require on the firm's debt
B. The return that equity investors require on their investment in the firm. 
C. The costs associated with the issuance of new securities.
D. Retained earnings divided by net income.
E. None of the above

14. Which of the following statements is/are true about the variance of the possible future returns on a financial asset:
A. The standard deviation of the possible returns on an asset is equal to the square root of the variance of the possible returns.
B. Low-variance securities are high-standard deviation securities.
C. The variance and the standard deviation of the possible returns on a risk-free asset are negative.
D. Standard deviation of returns can be computed without considering probabilities, but variance cannot.
E. None of the above.




15. The BB Drum Co. recently raised several million dollars in an initial public offering. BB received $22 per share from the underwriter, the offering price was $25 per share, and the market price rose to $28 on the first day of trading. The spread paid by BB was _______. 
A. 12.0%
B. 13.6%
C. 24.0%
D. 27.3%
E. 28.0%


16. Which one of the following is an example of diversifiable risk? 
A. The Workers Compensation Premiums just increased nationwide.
B. The employees of Textile, Inc. just voted to go on strike.
C. The government just imposed new safety standards for all employees.
D. The government just lowered corporate income tax rates.
E. None of the above.

17. Companies in general are concerned with the relative levels of their current assets and liabilities. Managing this is known as:
A. Best management practices
B. Working capital management
C. Financial management
D. Earnings management
E. None of the above.


18. Asset A has an expected return of 22% and a beta of 1.8. The expected market return is 14%. What is the risk-free rate? : 
A. 6.0%.
B. 1.2%.
C. 3.0% .
D. 4.0%.
E. None of the above.

19. Discussion about a firm’s capital structure are referring to:
A. The structure of its capital asset acquisition plan;
B. The process of planning and managing a firm’s investment in long-term assets;
C. The mix of debt and equity maintained by a firm;
D. Both a) and b);
E. None of the above.

20. In broad terms, the goal of the financial manager in a publicly traded company is to help the management group?
A. Make sure cash flow is positive;
B. Raise equity to finance the firm;
C. Increase dividends
D. Increase the current value per share of existing issued shares.
E. None of the above.

What happens to WACC if the tax rate increases ?
The WACC will go down, as the after tax cost of debt goes down.
What happens to cost of debt when taxes increases

Cost of debt falls
What happens to WACC when market value increases?

WACC increases
[bookmark: _GoBack]
Does WACC double when market value doubles?

No!

What is the impact on the calculation of DVM if g increases?

Po increases

What happens to return on equity when g increases?

RE increases

Why do we do the DVM?

To find the PV of all future dividends.

If Asset C has double the systematic risk of Asset A, what will Asset C also have?
Double the risk premium of A & so the reward-to-risk ratio balances.
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