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QUESTION 1

The most direct way to prepare a cash budget for a manufacturing firm into include 

A. Projected sales, credit terms, and net income. 

B. Projected net income, depreciation, and goodwill amortization. 

C. Projected purchases, percentages of purchases paid, and net income. 

D. Projected sales and purchases, percentages of collections, and terms of payments. 

Correct Answer: D 

The most direct way of preparing a cash budget requires incorporation of sales projections and credit terms, collection
percentages, estimated purchases and payment terms, and other cash receipts and disbursements. In other words,
preparation of the cash budget requires consideration of both inflows and outflows. 

 

QUESTION 2

The after-tax weighted marginal cost of capital for Rogers\\' second financing alternative consisting solely of bonds
would be 

A. 5.13% 

B. 5.40% 

C. 6.27% 

D. 6.60% 

Correct Answer: D 

The cost of the bonds equals the interest rate times one minus the tax rate, or 66O% [11% x (100% -40%)]. Rogers. Inc.
operates a chain of restaurants located in the Southeast. The company has steadily grown to its present size of 48
restaurants. The board of directors recently approved a large-scale remodeling of the restaurant, and the company is
now considering two financing alternatives. 

o The first alternative would consist of 

o Bonds that would have a 9% coupon rate and reissued at their base amount would net $19.2 million after a 4%
flotation cost 

o Preferred stock with a stated rate of 6% that would yield $4.8 million after a 4% flotation cost 

o Common stock that would yield $24 million after a 5% flotation cost o The second alternative would consist of a public
offering of bonds that would have an 11% market rate and would net $48 million after flotation costs. Rogers\\' current
capital structure, which is considered optimal, consists of 40% long-term debt, 10% preferred stock, and 50% common
stock. The current market value of the common stock is $30 per share, and the common stock dividend during the past
12 months was $3 per share Investors are expecting the growth rate of dividends to equal the historical rate of 6%.
Rogers is subject to an effective income tax rate of 40%. 
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QUESTION 3

Which lye of target market selection occurs when multiple products are sold to one customer group? 

A. Market specialization. 

B. Full market coverage. 

C. Product specialization 

D. Selective specialization 

Correct Answer: A 

Market specialization entails selling multiple products to one customer group. Hence, the risk is that the group will suffer
a loss of purchasing power. The advantage is that the firm may develop considerable customer equity among the
members of the targeted group. The market specialist may then be able to leverage that equity to sell other products to
the group. 

 

QUESTION 4

Motivation is the 

A. Desire and the commitment to achieve a specific goal. 

B. Sharing of goals by supervisors and subordinates. 

C. Extent to which individuals have the authority to make decisions. 

D. Extent of the attempt to accomplish a specific goal 

Correct Answer: A 

Motivation is the desire to attain a specific goal (goal congruence) and the commitment to accomplish the goal
(managerial effort). Managerial motivation is therefore a combination of managerial effort and goal congruence. 

 

QUESTION 5

The Flesher Corporation was recently quoted terms on a commercial bank loan of 6% discounted interest with a 22%
compensating balance. The term of the loan is 1 year. The effective cost of borrowing is (rounded to the nearest
hundredth) 

A. 6.00% 

B. 6.38% 

C. 7.69% 

D. 8.33% 

Correct Answer: D 

Assuming a $1000 loan, the interest at 6% tor 1 year is $60. Hence, the proceeds of the loan with discounted (paid-in-
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advance) interest are $940 ($1,000 --$60). Also, 22% of the note, or $220, cannot be used by the borrower because of
the compensating balance requirement. Consequently, only $720 is available for use. Paying $60 interest for the use of
$720 results in an effective cost of borrowing of 8 33% ($60 - $720) 
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