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QUESTION 1

The type of risk that is not diversifiable and affects the value of a portfolio is 

A. Purchasing-power risk. 

B. Market risk. 

C. Nonmarket risk. 

D. Interest-rate risk. 

Correct Answer: B 

Prices of all stocks, even the value of portfolios, are correlated to some degree with broad swings in the stock market.
Market risk is the risk that changes in a stock\\'s price will result from changes in the stock market as a whole. Market
risk is commonly referred to as no diversifiable risk. 

 

QUESTION 2

If two projects are completely and positively linearly dependent (or positively related), the measure of correlation
between them is 

A. 0 

B. + 0.5 

C. +1 

D. 1 

Correct Answer: C 

The measure of correlation when two projects are linearly dependent in a positive way will be +1.0. 

 

QUESTION 3

Hermo Company has just completed a hydro-electric plant at a cost of $21,000,000. The plant will provide the
company\\'s power needs for the next 20 years. Hermo will use only 60% of the power output annually. At this level of
capacity\\', Hermo\\'s annual operating costs will amount to $1,800,000, of which 80% are fixed. Quigley Company
currently purchases its power from MP Electric at an annual cost of $1,200,000. Hermo could supply this power, thus
increasing output of the plant to 90% of capacity\\'. This would reduce the estimated life of the plant to 14 years. The
maximum amount Quigley would be willing to pay Hermo annually for the power is 

A. $600,000 

B. $1,050,000 

C. $1,200,000 

D. Some amount other than those given. 
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Correct Answer: C 

Since Quigley is currently paying $1,200,000, it would not want to pay any more for the same service. 

 

QUESTION 4

A company enters into an agreement with a firm that will factor the company\\'s accounts receivable. The factor agrees
to buy the company\\'s receivables, which average $100,000 per month and have an average collection period of 30
days. The factor will advance up to 80% of the face value of receivables at an annual rate of 10% and charge a fee of
2% on all receivables purchased. The controller of the company estimates that the company would save $18,000 in
collection expenses over the year. Fees and interest are not deducted in advance. Assuming a 360-day year, what is
the annual cost of financing? 

A. 10.0% 

B. 12.0% 

C. 14.0% 

D. 17.5% 

Correct Answer: D 

In an average month, the company will receive $80,000 at the time the receivables are sent to the factor. Over a year\\'s
time, the interest on this average advance of $80,000 would be $8,000 at 10% interest. In addition, the factor will charge
a 2% factor fee, or $24,000 ($100,000 x .02 x 12) over the course of a year. However, this $24,000 fee is offset by the
$18,000 savings in collection expenses, producing a net outlay of only $6,000. Adding the $6,000 to the $8,000 of
interest produces an annual net cost of $14,000. Dividing the $14,000 cost by the $80,000 of advanced funds results in
a cost of 17.5%. 

 

QUESTION 5

In belk Co.\\'s just-in-time production system,costs per setup were reduced from $28 to $2.in the process of reducing
inventory levels,belk found that there were fixed facility and administrative costs that previously had not been included in
changes on belk\\'s economic lot size and relevant costs? 

Lot size Relevant costs 

A. Decrease Increase 

B. Increase Decrease 

C. Increase Increase 

D. Decrease Decrease 

Correct Answer: D 

The economic lot size for a production system is similar to EOQ.example,the cost per set- up is equivalent to the cost
per order (a numberator vaue in the EOQ model).hence,a reduction in the setup costs reduces the economic lot size as
well as the relevant costs.the fixed facilty and administrative costs,however,are not relevant.the basis EOQ model
includes variable costs only. 
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QUESTION 6

An organization\\'s executive committee, meeting to solve an important problem, spent 30 minutes analyzing data and
debating the cause of the problem. Finally, they agreed and could move onto the next step. Possible steps in the
creative problem-solving process are listed below. Which step should the committee perform next? 

A. Select a solution. 

B. Generate alternative solutions. 

C. Identify the problem. 

D. Consider the reaction of competitors to various courses of action. 

Correct Answer: B 

Robert Kreisler [Management, 9th ed., Houghton-Mifflin (2004), page 268] states that "managerial problem solving
consists of a four-step sequence: (1) identifying the problem, (2) generating alternative solutions, 

(3) selecting a solution, and (4) implementing and evaluating the solution." In the first step, management determines
what the actual situation is, what the desired situation is, and the reason for the difference. 

 

QUESTION 7

Capital Invest, Inc. uses a 12% hurdle rate for all capital expenditures and has done the following analysis for four
projects for the upcoming year: 

Which project(s) should Capital Invest, Inc. undertake during the upcoming year if it has only $300,000 of capital funds
available? 

A. Project 1. 

B. Projects 2, 3, and 4. 

C. Projects 3 and 4. 

D. Project 3. 

Correct Answer: D 

CMA PDF Dumps | CMA Practice Test | CMA Exam Questions                              4 / 10

https://www.pass4itsure.com/cma.html
https://www.pass4itsure.com/cma.html
https://www.pass4itsure.com/cma.html


https://www.pass4itsure.com/cma.html
2023 Latest pass4itsure CMA PDF and VCE dumps Download

Given that $300,000 is available and that each project costs $200,000 or more, only one project can be undertaken.
Because Project 3 has a positive NPV and the highest profitability index, it is the best investment. The high profitability
index means that the company will achieve the highest NPV per dollar of investment with Project 3. The profitability
index facilitates comparison of different-sized investments. 

 

QUESTION 8

Which mutually exclusive project would you select if both are priced at $1,000 and your discount rate is 14%: Project A,
with three annual cash flows of $1 .000, Project B, with three years of zero cash flow followed by three years of $1,500
annually? 

A. Project A. 

B. Project B. 

C. The IRRs are equal, hence you are indifferent. 

D. The NPVs are equal, hence you are indifferent. 

Correct Answer: B 

 

 

QUESTION 9

Benet, Inc. uses the net present value method to evaluate capital projects. Bonnet\\'s required rate of return is 10%.
Benet is considering two mutually exclusive projects for its manufacturing business. Both projects require an initial
outlay of $120,000 and are expected to have a useful life of four years. The projected after-tax cash flows associated
with these projects are as follows: 

Assuming adequate funds are available, which of the following project options would you recommend that Bennet\\'s
management undertake? 

A. Project X only. 

B. Project Y only. 
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C. Projects X and Y. 

D. Neither project. 

Correct Answer: A 

The net present value of Project X can be determined using the present value factor for an annually 

(3.170) because the cash flows are even over the life of the project. An ordinarqannuilyof$401000 discounted at 10% for
the next four years has a present value of $1 26800. The cash inflows of Project Y are uneven and so must be
discounted with individual factors for each of the four years as follows: Since the projects are mutually exclusive, the
one with the higher net present value is the correct choice. 

 

QUESTION 10

The profitability index approach to investment analysis 

A. Fails to consider the timing of project cash flows. 

B. Considers only the project\\'s contribution to net income and does not consider cash flow effects. 

C. Always yields the same accept/reject decisions for independent projects as the net present value method. 

D. Always yields the same accept/reject decisions for mutually exclusive projects as the net present value method. 

Correct Answer: C 

The profitability index is the ratio of the present value of future net cash inflows to the initial net cash investment. It is a
variation of the net present value (NPV) method and facilitates the comparison of different-sized investments. Because it
is based on the NPV method, the profitability index will yield the same decision as the NPV for independent projects.
However, decisions may differ for mutually exclusive projects of different sizes. 

 

QUESTION 11

According to John Maynard Keynes, the three major motives for holding cash are for 

A. Transactional, psychological, and social purposes. 

CMA PDF Dumps | CMA Practice Test | CMA Exam Questions                              6 / 10

https://www.pass4itsure.com/cma.html
https://www.pass4itsure.com/cma.html
https://www.pass4itsure.com/cma.html


https://www.pass4itsure.com/cma.html
2023 Latest pass4itsure CMA PDF and VCE dumps Download

B. Speculative, fiduciary, and transactional purposes. 

C. Speculative, social, and precautionary purposes. 

D. Transactional, precautionary, and speculative purposes. 

Correct Answer: D 

 

John Maynard Keynes, founder of Keynesian economics, concluded that there were three major motives for holding
cash: for transactional purposes as a medium of exchange. Precautionary purposes and speculative purposes (but only
during deflationary periods). 

 

QUESTION 12

An example of a carrying cost is 

A. Disruption of production schedules. 

B. Quantity discounts lost. 

C. Handling costs. 

D. Spoilage. 

Correct Answer: D 

Inventory costs fall into three categories: order or set-up costs, carrying (holding) costs, and stock out costs. Carrying
costs include storage costs for inventory items plus opportunity cost (i.e., the cost incurred by investing in inventory
rather than making an income-earning investment). Examples are insurance, spoilage, interest on invested capital,
obsolescence, and warehousing costs. 

 

QUESTION 13

A U.S. company currently has domestic operations only. It is considering an equal-size investment in either Canada or
Britain. The data on expected rate of return and the risk associated with each of these proposed investments are given
below. 

The mean return on the company\\'s current, domestic only, business is 20% with a standard deviation of 15%. Using
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the above data and the correlation coefficients, the company calculated the following portfolio risk and return (based on
a ratio of 50% U.S. domestic operations and 50% international operations). 

The company plans to select the optimal combination of countries based on risk and return for the domestic and
international investments taken together. Because the company is new to the international business environment, it is
relatively risk averse. Based on the above data, which one of the following alternatives provides the best risk- adjusted
return to the firm? 

A. Undertake the British investment 

B. Undertake the Canadian investment 

C. Do not undertake either investment. 

D. Unable to determine based on data given. 

Correct Answer: A 

A risk-averse company will select the investment with the lesser risk. Thus, by choosing to invest in Britain, the overall
rate of return will increase from 20% to 21%, and risk, based on the standard deviation, will decline from 15% to 3%.
This gives a better return per unit of risk as compared to the Canadian investment. 

 

QUESTION 14

Catherine and Co. has extra cash at the end of the year and is angling the beltways invest the funds. The company
should invest in a project only if the 

A. Expected return on the project exceeds the return on investments of comparable risk. 

B. Return on investments of comparable risk exceeds the expected return on the project. 

C. Expected return on the project is equal to the return on investments of comparable risk. 

D. Return on investments of comparable risk equals the expected return on the project. 

Correct Answer: A 

Investment risk is anal wed in terms of the probability that the actual return on an investment will be lower than the
expected return. Comparing a project\\'s expected return with the return on an asset of similar risk helps determine
whether the project is worth investing in. If the expected return on a project exceeds the return on an asset of
comparable risk, the project should be pursued. 
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QUESTION 15

The Dawson Corporation projects the following for the year 

If Dawson Corporation\\'s common stock is expected to trade at a price-earnings ratio of eight, the market price per
share (to the nearest dollar) would be 

A. $104 

B. $56 

C. $72 

D. $68 

Correct Answer: B 

Net income is $18,000,000 [($35,000,000 EBIT -- $5,000,000 interest) x (1.0-- .4 tax rate)], and EPS is $7 [($18,000,000
NI -- $4,000,000 preferred dividends) 2,000,000 common shares]. Consequently, the market price is $56 ($7 EPS x 8 P-
E ratio). 
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