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QUESTION 1

Determining what is ues must be addressed and considering the objectives of the desired course of action are
accomplished during which step of the decision-making process? 

A. Defining the problem. 

B. Obtaining information. 

C. Evaluating solutions. 

D. Implementing the decision. 

Correct Answer: B 

During the step in the decision-making process of obtaining information, the decision maker determines which issues
must be addressed, for example, whether to make or outsource a component. The decision maker also considers the
objectives of the desired course of action, for example, to increase return on investment or to enter a new market. 

 

QUESTION 2

An interest swap covers a 3-year period with annual payments on a $1 million notional principal amount. Party X agrees
to pay a fixed rate of 8.5% to Party Z, who will in return pay to X a floating rate equal to the London Interbank Offered
Rate (LIBOR) in effect. LIBOR is the rate offered by major London banks on large dollar deposites. The contract is
initiated on January 1, Year 1. The first payment is due on December 21, Year 

1. The following are the floating rates on LIBOR over the 3-year period: 

Time LIBOR 1/1/Year 1 8.00% 1/1/Year 2 9.00% 1/1/Year 3 9.50% 1/1/Year 4 8.50% 

What is the net payment made to the party that recognized a net gain on the contract? 

A. $0 

B. $10,000 to X 

C. $ 15,000 to X 

D. $15, 000 to Z 

Correct Answer: B 

Party X owed $85,000 ($1,000,000 x .o85) for each of 3 years, a total of $255,00 ($85,000 x 3). Party Z 

owed $80,000 ($1,000,000 x .08) for Year 1,$90,000( $1,000,000 x .09) for Year 2, and $95,000 

($1,000,000 x .095) for Year 3, a total of $265,000. Consequently, Party X received a net cash inflow of $ 

10,000. DQZ Telecom is considering a project for the coming year that will cost $50 million. DQZ plans to 

use the following combination of debt and equity to finance the investment. 

Issue $15 million of 20-year bonds at a price of $101, with a coupon rate of 8%, and flotation costs of 2% 
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of par. 

Use $35 million of funds generated from earnings. The equity market is expected to earn 12% U.S. 

Treasury bonds are currently yielding 5%. The beta coefficient for DQZ is estimated to be .60.DQZ is 

subject to an affective corporate income tax rate of 40%. 

 

QUESTION 3

Epaulets perception may preclude the decision maker from seeing the correct problem. Which of the following is an
example of faulty perception? 

A. A person\\'s needs do not influence what is observed. 

B. A person does not see what (s) he is trained to see. 

C. Group pressure may influence which problems are perceived. 

D. A person does not see what (s) he expects to see. 

Correct Answer: C 

The inability to see all aspects of a situation may prevent accurate problem definition. This inability may be caused by
faulty perception. Faulty perception includes group pressure influencing which problems are perceived or how the
problems are defined. 

 

QUESTION 4

Governments restrict trade to 

I. Help foster new industries. 

II. 

Protect declining industries. Ill. Increase tax revenues. 

A. 

lon\\'. 

B. 

land II only. 

C. 

II and Ill only. 

D. 

I, II, and Ill. 
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Correct Answer: D 

Governmental impediments to global competition are generally imposed for the announced purpose of protecting local
firms and jobs and developing new industries. They also may have the effect of raising revenue. Examples of
impediments are tariffs; duties; quotas; domestic content rules; preferences for local firms regarding procurement, taxes,
RandD, labor regulations, and other operating rules; and laws (e.g., anti-bribery or tax) enacted by a national
government that impede national firms from competing globally. These impediments are most belly when industries are
`iewed as crucial 

 

QUESTION 5

Regal Industries is replacing a grinder purchased 5 years ago for $15,000 with a new one costing $25.000 cash. The
original grinder is being depreciated on a straight-line basis over 15 years to a zero salvage value; Regal will sell this old
equipment to a third party for $6,000 cash, The new equipment will be depreciated on a straight-line basis over 10 years
to a zero salvage value Assuming a 40% marginal tax rate. Regale\\'s net cash investment at the time of purchase if the
old gander is sold and the new one purchased is 

A. $19,000 

B. $15,000 

C. $17,400 

D. $25,000 

Correct Answer: C 

The old machine has a carrying amount of $10,000 [$15,000 cost--S ($15,000 cost +15 years) depreciation]. The loss
on the sale is $4,000 ($10,000-- $6,000 cash received), and the tax savings from the loss is $1,600 ($4,000 x 40%).
Thus, total inflows are $7,600 The only outflow is the $25,000 purchase price of the new machine. The net cash
investment is therefore $17,400 ($25,000-- $7,600). 
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