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QUESTION 1

When a market leader attempts to increase demand in the market through the attraction of new customers, there are
three strategies from which to choose. The focus of a market- penetration strategy is to 

A. Target customers in new locations where the product or service has not previously been offered. 

B. Pursue customers who have never before used the product or service although it was available for purchase in their
locality. 

C. Respond to a competitive move through effective retaliation. 

D. Pocus on customers who might use the product or service. 

Correct Answer: D 

The dominant firm in a market pursues a market-leader strategy. The leader should attempt to increase total demand in
the market because the market leader will gain the most. Demand will increase if the firm attracts new users,
encourages new uses of the product or service, or promotes increased use of the product or service. Three strategies
may be used to attract new users. A market-penetration strategy focuses on customers who might use the product or
service. A new-market segment strategy pursues customers who have never used the product or service. A
geographical-expansion strategy targets users in previously unnerved localities. 

 

QUESTION 2

A depreciation tax shield is? 

A. An after-tax cash outflow 

B. A reduction in income taxes. 

C. The cash provided by recording depreciation. 

D. The expense caused by depreciation. 

Correct Answer: B 

A tax shield is something that will protect income against taxation. Thus, a depreciation tax shield is a reduction in
income taxes due to a company\\'s being allowed to deduct depreciation against otherwise taxable income. 

 

QUESTION 3

Determining the appropriate level of working capital for firm requires 

A. Evaluating the risks associated with various levels of fixed assets and the types of debt used to finance these assets. 

B. Changing the capital structure and dividend policy for the firm. 

C. Maintaining short-term debt at the lowest possible level because it is ordinarily more expensive than long-term debt. 

D. Offsetting the profitability of current assets and current liabilities against the probability of technical insolvency. 
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Correct Answer: D 

A company must maintain a level of working capital sufficient to pay bills as they come due. Failure to do so is technical
insolvency and can result in involuntary bankruptcy. Unfortunately, holding current assets for purposes of paying bills is
not profitable for a company because they usually offer a low return compared with longer-term investments. Thus, the
skillful management of working capital requires a balancing of a firm\\'s desire for profit with its need for adequate
liquidity. 

 

QUESTION 4

Simulation, a widely used technique in decision modeling, is a 

A. Process of modeling in which real activities are represented in mathematical form. 

B. Tool used for allocating scarce resources. 

C. Technique used to add random behavior to simulate uncertain. 

D. Technique used to map out possible actions given probabilistic events. 

Correct Answer: A 

Computer simulation is used when an optimization model cannot be developed, e.g., because the variables exceed the
equations describing them. Simulation involves constructing a mathematical/logical model incorporating most of the
features of the problem. This model is tested in a variedly of hypothetical situations, and the modeled responses can
then be measured. 

 

QUESTION 5

The following data pertain to a 4-year project being considered by Metro Industries: ?A depreciable as set that costs $1,
200,000 will be acquired on January 1 . The asset, which is expected to have a $200,000 salvage value at the end of 4
years, qualifies as 3- year property\\' under the Modified Accelerated Cost Recovery System (MACPS). The new asset
will replace an existing asset that has a tax basis of $150,000 and can be sold on the same January 1 for $180,000. The
project is expected to provide added annual sales of 30,000 units at $20. Additional cash operating costs are: variable,
$12 per unit fixed, $90,000 per year. A $50,000 working capital investment that is fully recoverable at the end of the
fourth year is required. Metro is subject to a 40% income tax rate and rounds all computations to the nearest dollar.
Assume that any gain or loss affects the taxes paid at the end of the year in which it occurred. The company uses the
net present value method to analyze investments and will employ the following factors and rates. 
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The discounted cash flow for the fourth year MACPS depreciation on the new asset is 

A. $0 

B. $17,920 

C. $21,504 

D. $26,880 

Correct Answer: C 

Tax law allows taxpayers to ignore salvage value when calculating depreciation under MACPS. Thus1 the depreciation
deduction is 7% of the initial $1 .200000 cost, or $84,000. Ata4O% tax rate, the deduction will save the company
$33,600 in taxes in the fourth year. The present value of this savings is $21,504 ($33,600 x 0.64 present value of $1 at
12% for four periods). 
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