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QUESTION 1

Speech Co.\\'s budgeted sales and budgeted cost of sales for the coming year are $212,000,000 and $132,500,000,
respectively. Short-term interest rates are expected to average 5%. If Speech could increase inventory turnover from its
current 8.0 times permeate 10.0 times per year, its expected cost savings in the current year would be 

A. $165,625 

B. $0 

C. $3,312,500 

D. $828,125 

Correct Answer: A 

If cost of sales is $132,500,000, and the inventory turnover rate is 8.0 times per year, the average inventory is
$16,562,500 ($132,500,000 ?8). If the turnover increases to 10.0 times annually, the average inventory will decline to
$13,250,000 ($132,500,000 ?10), a decrease of $3,312,500. At a 5% rate, reducing working capital by $3,312,500 will
save the company $165,625 ($3,312,500 x .05). 

 

QUESTION 2

A company is considering the purchase of a new machine to replace a five-year old machine and has gathered the
following information: Purchase price of new machine $50,000 Installation cost of new machine 4,000 Market value
(selling price) of the old machine 5,000 Book value of the old machine 2,000 Increase in net working capital if new
machine is installed 1,000 Effective income tax rate 40% It the company replaces the old machine with the new
machine, what is the cash flow in period 0? 

A. $(49,000) 

B. $(51.200) 

C. $(51.800) 

D. $(53.000) 

Correct Answer: B 

 

 

QUESTION 3

The market value of a share of stock is $50, and the market value of one right prior to the ex-rights date is $2.00 after
the offering is announced but while the stock is still selling rights-on. The offer to the shareholder is that it will take three
rights to buy an additional share of stock at a subscription price of $40 per share. If the theoretical value of the stock
when it goes ex-rights is $47.50, then the shareholder 

A. Does not receive any additional benefit from a rights offering 

B. Receives an additional benefit from a rights offering. 
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C. Merely receives a return of capital 

D. Should redeem the right and purchase the stock before the ex-rights date 

Correct Answer: A 

 

 

QUESTION 4

Basic product , expected product, augmented product, and potential product are 

A. Elements of the customer value hierarchy 

B. Items in the product hierarchy 

C. Product classifications 

D. Product lines 

Correct Answer: A 

A product may be analyzed in terms of the customer value hierarchy. (1) core benefits (e.g., transportation), (2) basic
product (car that functions), (3) expected product (a car with standard features and quality) , (4) augmented product (a
car that exceeds expectations), and (5) potential product (a car that reflects every possible augmentation and new ways
to differentiate the product) 

 

QUESTION 5

The internal rate of return is 

A. The breakeven borrowing rate for the project in question. 

B. The yield rate/effective rate of interest quoted on long-term debt and other instruments. 

C. Favorable when it exceeds the hurdle rate. 

D. All of the answers are correct. 

Correct Answer: D 

The internal rate of return (IRR) is the discount rate at which the present value of the cash flows equals the original
investment. Thus, the NPV of the project is zero at the IRR. The IRR is also the maximum borrowing cost the firm could
afford to pay for a specific project. The IRR is similar to the yield rate/ effective rate quoted in the business media. 
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