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1. Which of the following is not one of the three fundamental methods of firm 

valuation?  

a) Discounted Cash flow  

b) Income or earnings - where the firm is valued on some multiple of accounting 

income or earnings.  

c) Balance sheet - where the firm is valued in terms of its assets.  

d) Market Share  

2. What is the value of the firm usually based on? 

(a) The value of debt and equity.  

(b) The value of equity.  

(c) The value of debt.  

(d) The value of assets plus liabilities.  

3. Which of the following defines the market to book value?  

(a) The ratio of stock market valuation divided by the value of its NAV.  

(b) The ratio of NAV value divided by stock market valuation.  

(c) The market value of tangible assets divided by the book value of tangible 

assets.  

(d) The market value of intangible assets divided by the book value of 

intangible assets.    

4. Shareholders wealth increases with the increase in ___  

(a) EPS  

(b) Market value of the firm  

(c) Dividend & market value of the firm  

(d) Market price of the equity share  

  

5. Promotion of welfare of human by corporate is called as_______  

a) Social service  

b) Philosophy  

c) NGO work  

d) Corporate philanthropy  

  

6. Leasing of machinery can be categorized as______  

a) Fixed asset  

b) Investment decision  
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c) Financing decision  

d) Capital budgeting decision  

  

  

7. A mutually exclusive decision means:  

a) Accepting of an alternative, leads to rejecting of other  

b) Accepting of both alternatives  

c) Rejecting of both alternatives  

d) Both c & d  

  

  

8. Which of the following has Net profit as basis for calculation  

a) Net present value  

b) Average rate of return  

c) Internal rate of return  

d) Payback period  

  

9. Internal rate of return is …  

a) Rate at which discounted cash inflow is more than discounted cash outflow   

b) Rate at which discounted cash inflow is less than discounted cash outflow   

c) Rate at which discounted cash inflow is equal to the discounted cash 

outflow  d) Either  a or b   

    

10. Corporate wealth maximization is the value maximization for_____  

a) Equity shareholders  

b) Stakeholders  

c) Employees  

d) Debt capital owners    

11. Book value of assets includes  

a) Fixed assets, current asset  

b) Fixed assets, current asset, intangible asset  

c) Fixed assets, current asset, fictitious asset  

d) Fixed assets, current asset, intangible asset, fictitious asset  

12. Listed companies can be valued at  

a) Book Value  

b) Market value  

c) Salvage value  

d) Liquidation value  



MAHARSHI DAYANAND COLLEGE  MCOM  CORPORATE FINANCE  

13. Unlisted company can be valued at   

a) Net asset Method  

b) Market value method  

c) Both a & b  

d) None of the above  

 

14. Which of the following valuation methods is based on “Going concern concept”  

a) Market value method  

b) Book value method  

c) Liquidation method  

d) Salvage value method  

15. A company has a profit attributable to ordinary shareholders of £100,000. The 

number of ordinary shares of £1 in issue during the year was 300,000. The market 

value of the company’s shares at the year end was £6.50. The price/earnings ratio 

for this company is: a) 0.05 times  

b) 0.33 times  

c) 6.5 times  

d) 19.5 times  

16. What does the price/earnings (PE) ratio measure?  

a) The multiple that the stock market places on a company’s earnings  

b) The number of times that dividends paid are covered by profits  

c) The return received by way of dividends as a percentage of current share price  

d) The amount of profits available to ordinary shareholders  

    

17. What does the price-to-earnings ratio (P/E) tell you?  

  

a)  How much each of a company's products sells for on average.  

b)  How much investors are willing to pay per unit of a company's earnings.  

c)  How much tax per unit investors are willing to pay.  

d)  

  

None of the above    

18. How is the P/E ratio calculated?  

a)  Market value/quick ratio  

b)  Earnings per share/market capitalization  

c)  Market value per share/earnings per share  

d) None of the above  

19. If a company has a share price of $100 and its earnings per share averaged $2, 

what is its P/E ratio?  

a) 20  

b) 50  

c) 80  
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d) 70    

20. If a company's earnings per share is $20 and it has a share price of $600, what is 

the P/E ratio?  

a) 30  

b) 40  

c) 50  

d) 20  

21. Making gifts of money, goods, or time to help non-profit organizations, groups or 

individuals is:  

  

a) Corporate social marketing  

b) Cause marketing  

c) Cause-related marketing  

d) Corporate philanthropy  

  

22. The term _____ can be used in a broad sense to describe all the policies, 

procedures, relationships, and systems in place to oversee the successful and legal 

operation of the enterprise.  

a) corporate governance   

b) corporate policy  

c) corporate oversight   

d) corporate strategy  

23. Assume that a firm has accurately calculated the net cash flows relating to two 

mutually exclusive investment proposals. If the net present value of both 

proposals exceed zero and the firm is not under the constraint of capital rationing, 

then the firm should __________.  

a) calculate the IRRs of these investments to be certain that the IRRs are greater than the 

cost of capital  

b) compare the profitability index of these investments to those of other possible 

investments  

c) calculate the payback periods to make certain that the initial cash outlays can be 

recovered within a appropriate period of time  

d) accept the proposal that has the largest NPV since the goal of the firm is to maximize 

shareholder wealth and, since the projects are mutually exclusive, we can only take one  
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24. A project whose acceptance does not prevent or require the acceptance of one or 

more alternative projects is referred to as __________.  

  

i. a mutually exclusive project  

ii. an independent project  

iii. a dependent project  

iv. a contingent project 

25. When operating under a single-period capital-rationing constraint, you may first 

want to try selecting projects by descending order of their __________ in order to 

give yourself the best chance to select the mix of projects that adds most to firm 

value.  

a) profitability index (PI)  

b) net present value (NPV)  

c) internal rate of return (IRR)  

d) payback period (PBP)  

26. Which of the following statements is correct regarding the internal rate of return 
(IRR) method?  

a) Each project has a unique internal rate of return.  

b) As long as you are not dealing with mutually exclusive projects, capital 

rationing, or unusual projects having multiple sign changes in the cash-flow 

stream, the internal rate of return method can be used with reasonable 

confidence.  

c) The internal rate of return does not consider the time value of money.  

d) The internal rate of return is rarely used by firms today because of the 

ease at which net present value is calculated.  

  

27. Which of the following is not a potential for a ranking problem between two 

mutually exclusive projects?  

i The projects have unequal lives that differ by several years.  

ii The costs of the two projects differ by nearly 30%.  

iii The two projects have cash flow patterns that differ dramatically.  

iv One of the mutually exclusive projects involves replacement while the other 

involves expansion.  

   



MAHARSHI DAYANAND COLLEGE  MCOM  CORPORATE FINANCE  

28. A project whose acceptance precludes the acceptance of one or more alternative 

projects is referred to as __________.  

a)  a mutually exclusive project.  

b) an independent project.  

c) a dependent project.  

d) a contingent project 

29. Two mutually exclusive projects are being considered. Neither project will be 

repeated again in the future after their current lives are complete. There exists a 

potential problem though -- the expected life of the first project is one year and the 

expected life of the second project is three years. This has caused the NPV and 

IRR methods to suggest different project preferences. What technique can be used 

to help make a better decision in this scenario? 

a) Rely on the NPV method and make your choice as it will tell you which one is best.  

b) Use the common-life technique to replicate the one-year project three times and 

recalculate the NPV and IRR for the one-year project.  

c) Ignore the NPV technique and simply choose the highest IRR since managers are 

concerned about maximizing returns.  

d) In this situation, we need to rely on the profitability index (PI) method and choose the 

one with the highest PI.  

  

  

30. High P/E ratios tend to indicate that a company will _______  

a) grow quickly  

b) grow at the same speed as the average company  

c) grow slowly  

d) not grow  

31. _________ is equal to (common shareholders' equity/common shares 

outstanding).   

  

a) Book value per share  

b) Liquidation value per share  

c) Market value per share  

d) Tobin's Q  

  

32. The _______ is defined as the present value of all cash proceeds to the investor in 

the stock.   
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a) dividend payout ratio  

b) intrinsic value  

c) market capitalization rate  

d) plowback ratio  

  

33. Historically, P/E ratios have tended to be _________.   

  

a) higher when inflation has been high  

b) lower when inflation has been high  

c) uncorrelated with inflation rates but correlated with other macroeconomic 

variables  

d) uncorrelated with any macroeconomic variables including inflation rates  

  

  

34. All of the following influence capital budgeting cash flows EXCEPT:  

  

a) Accelerated depreciation  

b) Salvage value  

c) Tax rate changes  

d) Method of project financing used  

  

35. A capital investment is one that  

  

a) Has the prospect of long term benefit  

b) Has the prospect of short term benefit  

c) Is only undertaken by large corporations  

d) Applies only to investment in fixed assets  

  

36. Companies may adopt an aggressive or a conservative working capital policy. An 

aggressive policy means that a company  

a) holds high levels of cash and inventories  

b) expects a lower level of profitability  

c) has a low level of flexibility  

d) faces a low level of risk  

 

37. Which of the following would be consistent with a more aggressive approach to 

financing working capital?  

a. Financing short-term needs with short-term funds.  

b. Financing permanent inventory buildup with long-term debt.  

c. Financing seasonal needs with short-term funds.  
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d. Financing some long-term needs with short-term funds.    

  

38. Which of the following illustrates the use of a hedging (or matching) approach to 

financing?  

a) Short – term assets financed with long term liabilities  

b) Permanent working capital financed with long-term liabilities.   

c) Short – term assets financed with equity.  

d) All assets financed with a 50 percent equity, 50 percent long-term debt mixture.  

 

39. Permanent working capital  

  

a. Varies with seasonal needs.  

b. Includes fixed assets.  

c. Is the amount of current assets required to meet a firm's long-term minimum 

needs.  

d. Includes accounts payable.  

  

40. Which of the following would not be financed from working capital?  

  

a) Cash float  

b) Accounts receivable  

c) Credit sales  

d) A new personal computer for the office  

  

41. When economic value added is used as the performance measure, value is only 

created if the after-tax operating income exceeds   

i. cost of investing capital    

ii. investment  

iii. working capital  

iv. sales  

  

42. Which of the performance evaluation methods takes into consideration tax 

effects?   

a) Economic value added  

b) Return on sales  

c) Residual income  

d) Return on investment  

43. Which of the following best describes "Market Value Added"?  
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a) The value added to the product the firm produces above and beyond the costs of 

the inputs.  

b) The difference between the book value of equity and debt versus the market value 

of the firm.  

c) The difference between the market value of the firm and the amount of 

contributed capital.  

d) None of the above accurately describes Market Value Added.  

44. Market price per share of a firm having equity capital of Rs. 100000 consisting of 

shares of Rs. 10 each, profit after tax of Rs. 82000, & P/E ratio of 8 is  

  

a) Rs. 65.70  

b) Rs.10.25   

c) Rs.65.60  

d) Rs.1.025  

 

45. Financial Decisions involve …    

A. Investment Decisions  

B. Financing Decisions  

C. Sales Decisions  

D. All of the above 

  

46. Objectives of Financial Planning are …. 

A. Determining Financial Structure 

B. Framing Financial Policies  

C. Determining Capital Requirements  

D. All of the above  

 

47. Profit maximisation fails because it ignores all except  

A. The timing of returns  

B. Earnings per share  

C. Cash flow available to stockholders 

D. Risk  

 

48. Which of the following statements represent the financing decisions of a 

company?  

A. Procuring new machineries for the R & D activities. 

B. Recruiting new employees in order to increase the productivity of the company.  

C. Designing an optimal Capital structure by using suitable Financial Instruments.  

D. None of these 
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49. What makes an organisation sustainable? 

A. Have an adequate administrative and financial infrastructure.  

B. Have a clear strategic direction. 

C. Be able to attract, manage and retain competent staff. 

D. All of the above  

50. Present value is ………Future Value (Time Value of Money & Bond Valuation)  

A. Current Value  

B. Past Value  

C. Total Value  

D. None of these  

 

51. A bond carries a specific interest rate known as …. 

A. Market Rate 

B. Coupon Rate 

C. Book Rate 

D. All of these  

 

52. When interest rates are declining, investors have to reinvest their interest income 

and any return of principal, at lower prevailing rates, it is called……. 

A. Reinvestment Risk  

B. Liquidity Risk  

C. Default Risk  

D. None of these 

 

53. The bond with shorter maturity will have …… duration.  

A. Higher  

B. Lower  

C. Moderate  

D. None of these  

 

54. Face value is the value stated on the face of the bond and is also known as ….. 

A. Par Value  

B. Market Value  

C. Redemption Value  

D. Intrinsic Value  

 

55. High P/E ratios tend to indicate that a company will _______  

A. grow quickly  

B. grow at the same speed as the average company  

C. grow slowly  
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D. not grow  

 

56. A gross profit and the administrative expenses of P Ltd. for 2018-19 were ₹ 

3,00,000 and ₹ 2,00,000 respectively. In 2019-20 the gross profit increased by 

20% and 2019-20 administrative expenses also increased by 10%. If the sales 

during 2019-20 were ₹ 8,00,000 , the net profit margin for the year …… 

A. 17.50% 

B. 12.50% 

C. 6.25% 

D. None of these  

57. All of the following influence capital budgeting cash flows EXCEPT:  

A. Accelerated depreciation  

B. Salvage value  

C. Tax rate changes  

D. Method of project financing used  

58. A capital investment is one that  

A. Has the prospect of long term benefit  

B. Has the prospect of short term benefit  

C. Is only undertaken by large corporations  

D. Applies only to investment in fixed assets   

59. Companies may adopt an aggressive or a conservative working capital policy. An 

aggressive policy means that a company  

A. holds high levels of cash and inventories  

B. expects a lower level of profitability  

C. has a low level of flexibility  

D. faces a low level of risk  

 

60. High degree of Financial leverage means …. 

A. High debt proportion 

B. Lower debt proportion  

C. Equal Debt & Equity  

D. No Debt  

 

61. If a firm has DOL of 4.9 it means… 

A. If sales increase by 4.9%, the EBIT will increase by 1%.  

B. If EBIT increase by 4.9%, the EPS will increase by 1%. 

C. If sales rise by 1% EBIT will rise by 4.9% 

D. None of the above  
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62. If sales are of ₹ 1,000, Variable cost - ₹300, Fixed cost -₹200, Contribution - 

₹700, Interest- ₹100, Profit before Interest & Tax- 400. Calculate Financial 

Leverage.  

A. 1.25  

B. 1.50 

C. 1.75 

D. 2.00 

 

63. Total Expenses are ₹ 8,00,000, Sales – ₹ 10,00,000, Capital employed ₹ 

40,00,000. Return on Capital is …… 

A. 5% 

B. 6% 

C. 7% 

D. 9% 

64. If the Earnings before Interest & Tax is ₹ 5,00,000 and Value of Firm is 40,00,000 

then Overall cost of capital will be ….. 

A. 12.5% 

B. 13.5% 

C. 8.2% 

D. 10.00% 

 

65. A ₹ 1000 par value bond bearing a coupon rate of 14% matures after 5 years; the 

required rate of return on this bond is 13%. What will be value of bond?  

A. ₹ 1,035.38 

B. ₹ 946.12 

C. ₹887 

D. ₹1,134 

 

66. Which of the following valuation method is based on ‘Going Concern Concept’? 

A. Market Value Method  

B. Book Value Method  

C. Liquidation Method 

D. Salvage Value Method 

 

67. A project whose acceptance does not prevent or require the acceptance of one or 

more alternative projects is referred to as ….. 

A. A Mutually Exclusive Projects  

B. An Independent Project  

C. An Dependent Project  

D. A Contingent Project 
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68. The ……. Is defined as the present value of all cash proceeds to the investor in the 

stock.  

A. Dividend Payout Ratio 

B. Intrinsic Value  

C. Market Capitalisation Rate  

D. Plowback Ratio  

 

69. The security of which the rate of dividend is not fixed is 

  (a) Equity shares 

  (b) Preference shares 

  (c) Debentures 

  (d) Public Deposits 

70. The security which is last claimant is 

  (a) Equity shares 

  (b) Preference shares 

  (c) Debentures 

  (d) Public Deposits 

 

71. Following is not fixed income bearing security 

 (a) Equity shares 

 (b) Preference shares 

 (c) Debentures 

 (d) Public Deposits 

72.  Financial Function comprises  

 (a) Safe custody of funds only 

 (b) Expenditure of funds only 

 (c) Procurement of finance only 
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 (d) Procurement & effective use of funds 

73. Preference shares are 

 (a) Redeemable 

 (b) IR Redeemable 

 (c) Secured 

 (d) Unsecured 

74. The finance manager is accountable for. 

 (a) Earning capital assets of the company 

 (b) Effective management of a fund 

 (c) Arrangement of financial resources 

 (d) Proper utilization of funds 

75. Dividend on share capital has 

 (a) Tax benefit 

 (b) No tax benefit 

 (c) Tax liability 

 (d)  No tax liability 

76. Interest on Debenture has 

 (a) Tax benefit 

 (b) No tax benefits 

 (c) Tax liability 

 (d) No Tax Liability 

77. Finance function involve 

 (a) Procurement of finance only 

 (b) Expenditure of funds only 

 (c) Safe custody of funds only 
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 (d) Procurement and effective utilization of funds 

78. Profit maximization as the goal of the firm is NOT ideal because 

 (a) Profits are only accounting measures 

 (b) Cash flows are more representative of financial strength 

 (c) Profit maximization does not consider risk 

 (d) Profits today are less desirable than profit earned in future years  

 79. Shareholder wealth in a firm is represented by 

 (a) The number of people employed in the firm 

 (b) The book value of the firm’s assets less the book value of its liabilities 

 (c) The amount of salary paid to its employees 

 (d) The market price per share of the firm’s common stock 

80. Which of these are Leverage ratios?  

a) Capital gearing, Debt-Equity and Proprietary ratio 

 b) Liquid ratio and Current ratio  

c) Stock turnover ratio and Debtors turnover ratio   

d) Return on investments, Return on Equity capital  

 

81. Which of these are Liquidity ratios?  

 a) Capital gearing, Debt-Equity and Proprietary ratio   

           b) Liquid ratio and Current ratio  

           c) Stock turnover ratio and Debtors turnover ratio   

           d) Return on investments, Return on Equity capital  

82.  Which of these are Coverage ratios?  

 a) Capital gearing, Debt-Equity and Proprietary ratio 

           b) Liquid ratio and Current ratio  

          c) Dividend payout, Debt service ratio      

        d) Return on investments, Return on Equity capital 

83. Which of these are Activity ratios?  

a) Capital gearing, Debt-Equity and Proprietary ratio 

b) Liquid ratio and Current ratio  
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c) Stock turnover ratio and Debtors turnover ratio  

d) Return on investments, Return on Equity capital 

 

84. Which of these ratios are useful for shareholders?  

a) Liquid ratio and Stock-working capital     

b)  Return on Proprietor’s funds and Equity capital  

c)  Operating ratio        

d) Expenses ratio  

    85. Which of these ratios are useful for short-term creditors?  

a) Liquid ratio and Current ratio       

b) Return on Proprietor’s funds and Equity capital  

c) Dividend payout, Debt service ratio      

d) Operating ratio and Expenses ratio 

 

86.  Liquidity ratio indicates the ability of the company to meet its ______________.  

a) current liability    

b) Long-term liabilities   

c) Shareholders claim   

d) tax payable  

 

87.Quick Assets is equal to ____________.  

(a) current assets – (stock - prepaid expenses)   (b) current assets – (stock + prepaid 

expenses)  

(c) current assets + (stock - prepaid 

expenses)  

88.   88. Quick liabilities are equal to 

____________.  

(d) current assets + (stock + prepaid 

expenses)  

 (a) current liabilities + bank overdraft     (b) current liabilities - bank overdraft  

 (c) current assets – current liabilities     (d) current liabilities - stock  

89. Which ratio indicates the relationship between shareholders funds and outsiders’ funds?  

(a) proprietary ratio    
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(b) operating ratio    

(c) debt-equity ratio   

(d) capital gearing  

90) What does a high stock-turnover ratio indicate?  

 (a) quick movement of stock       (b) high cost of goods sold  

 (c) slow movement of stock       (d) low cost of goods sold  

 

91) Financial Decisions involve … 

A. Cash Decisions  

B. Investment Decisions  

C. Both of above  

D. All of the above  

92) Profit Maximisation takes into consideration …. 

A. Risk  

B. Cash Flow  

C. Stock Price  

D. (A) & (B)  

93)The appropriate objective of an enterprise is…. 

A. Maximisation of Sales  

B. Maximisation of wealth  

C. Both (A) & (B)  

D. None of the above  

94)A Financial Manager would play the role of  

A. Financial Analyst  

B. Personal Financial Advisor  

C. Financial Examiners  

D. Budget Analyst  

95) Financial Management helps to…… 

A. Service Firms 

B. Not for Profit entity  

C. Manufacturing Firm  

D. All of the above  

96) The bond with shorter maturity will have …… duration.  

E. Higher  

F. Lower  
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G. Moderate  

H. None of these  

97) Calculate the present value of Rs. 1,000 to be received at the end of 8 years. Assume an 

interest rate is of 7%.  

A. Rs. 582.00 

B. Rs. 1,718.19  

C. Rs. 5,971.30  

D. None of these  

98) Face value is the value stated on the face of the bond and is also known as ….. 

E. Par Value  

F. Market Value  

G. Redemption Value 

H. Intrinsic Value 

99) Call option entitles the issuer of bonds to call back and ….. 

A. Redeem them before maturity  

B. Redeem them after maturity  

C. Both (A) & (B) 

D. None of above   

100) Bonds carry interest payment … 

A. Annually  

B. Semi- Annually  

C. Both (A) & (B) 

D. None of the above  

101) Current Ratio is … 

A. Balance Sheet Ratio  

B. Revenue Statement Ratio  

C. Composite Ratio  

D. None of these  

102) Which of the following defines the market to book value?  

A. The ratio of stock market valuation divided by the value of its NAV.  
B. The ratio of NAV value divided by stock market valuation.  
C. The market value of tangible assets divided by the book value of tangible assets.  
D. The market value of intangible assets divided by the book value of intangible 

assets.    
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103) Which of the following has Net profit as basis for calculation  

A. Net present value  

B. Average rate of return  

C. Internal rate of return  

D. Payback period  

  

104) Internal rate of return is …  

A. Rate at which discounted cash inflow is more than discounted cash outflow   

B. Rate at which discounted cash inflow is less than discounted cash outflow   

C. Rate at which discounted cash inflow is equal to the discounted cash outflow   

D. Either A or B   

105) If a company has a share price of ₹100 and its earnings per share averaged ₹ 2, what is its P/E 

ratio?  

A. 20  
B. 50  

C. 80  
D. 70 

106) Which of the following statements is incorrect regarding a normal project?  

A. If the NPV of a project is greater than 0, then its PI will exceed 1.  

B. If the IRR of a project is 8%, its NPV, using a discount rate, k, greater than 8%, 

will be less than 0.  

C. If the PI of a project equals 0, then the project's initial cash outflow equals the PV 

of its cash flows.  

D. If the IRR of a project is greater than the discount rate, k, then its PI will be 

greater than 1.  

107) Companies may adopt an aggressive or a conservative working capital policy. An 

aggressive policy means that a company  

E. holds high levels of cash and inventories  

F. expects a lower level of profitability  

G. has a low level of flexibility  

H. faces a low level of risk  

108) Risk of two securities with different expected return can be compared with… 

A. Co- efficient of variation  

B. Standard deviation of securities  

C. Variance of Securities  

D. None of the above  
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109) If the coupon rate is constant, the value of bond when close to maturity will be will 

be…. 

A. Issued Value  

B. Par Value  

C. Redemption Value  

D. All of these  

110) If the nominal rate of interest is 10% per annum and there is quarterly compounding, the 

effective rate of interest will be … 

A. 10% p.a. 

B. 10.10% p.a. 

C. 10.25% p.a.  

D. 10.38% p.a. 

111) Efficient portfolio can be defined as those portfolios which for a given level of risk provides  

A. Maximum Return  

B. Average Return  

C. Minimum Return  

D. None of the above  

112) Which of the following statement is/are false? 

A. Capital profits can never be distributed as dividends to the shareholders. 

B. Every company should follow the policy of low dividend payment. 

C. Walter model suggest that dividend payment does not affect the market price of 

the share. 

D. All of the above. 

112) Which of the following sources of finance has an implicit cost of capital? 

A. Equity Share Capital  

B. Preference Share Capital  

C. Debenture  

D. Retained Earnings  

113) The …. Capital is the minimum rate of return which a firm requires on investment.  

A. Working Capital  

B. Cost of Capital  

C. Loan  

D. Cash  

114) The degree to which the returns of the two securities change together, is reflected by ….. 
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A. Correlation  

B. Leverage 

C. Covariance  

D. Beta 

115) The term "capital structure" refers to: 

a) long-term debt, preferred stock, and common stock equity 

b) current assets and current liabilities. 

c) total assets minus liabilities. 

d) shareholders' equity. 

 

116) A critical assumption of the net operating income (NOI) approach to valuation is: 

a) that debt and equity levels remain unchanged. 

b) that dividends increase at a constant rate. 

c) that ko remains constant regardless of changes in leverage. 

d) that interest expense and taxes are included in the calculation. 

117) The traditional approach towards the valuation of a company assumes: 

a) that the overall capitalization rate holds constant with changes in financial leverage. 

b) that there is an optimum capital structure. 

c) that total risk is not altered by changes in the capital structure. 

d) that markets are perfect. 

118) Two firms that are virtually identical except for their capital structure are selling in the 

market at different values. According to M&M 

a) one will be at greater risk of bankruptcy. 

b) the firm with greater financial leverage will have the higher value. 

c) this proves that markets cannot be efficient. 

d) this will not continue because arbitrage will eventually cause the firms to sell at the same  

value. 
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119) The cost of monitoring management is considered to be a (an): 

a) bankruptcy cost. 

b) transaction cost. 

c) agency cost. 

d) institutional cost. 

120) What is the value of the tax shield if the value of the firm is $5 million, its value if unlevered would 

be $4.78 million, and the present value of bankruptcy and agency costs is $360,000? 

a) $140,000 

b) $220,000 

c) $360,000 

d) $580,000 

121) The cost of capital for a firm -- when we allow for taxes, bankruptcy, and agency costs -- 

a) remains constant with increasing levels of financial leverage. 

b) first declines and then ultimately rises with increasing levels of financial leverage. 

c) increases with increasing levels of financial leverage. 

d) decreases with increasing levels of financial leverage  

122) When sequential long-term financing is involved, the choice of debt or equity influences the future 

financial  -------- of the firm. 

a) Timing 

b) Flexibility 

c) Liquidity 

125) A single, overall cost of capital is often used to evaluate projects because: 

a. It avoids the problem of computing the required rate of return for each investment proposal. 

b. It is the only way to measure a firm's required return. 

c. It acknowledges that most new investment projects have about the same degree of risk. 

d. It acknowledges that most new investment projects offer about the same expected return. 

126) The weighted average cost of capital for a firm is the: 

a. Discount rate which the firm should apply to all of the projects it undertakes. 

b. Rate of return a firm must earn on its existing assets to maintain the current 
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value of its stock. 

c. Coupon rate the firm should expect to pay on its next bond issue. 

d. Maximum rate which the firm should require on any projects it undertakes. 

e. Required rate which every project's internal rate of return must exceed. 

127) If the project beta and IRR coordinates plot above the SML the project should be: 

a. accepted. 

b. rejected. 

c. It is impossible to tell. 

d. It will depend on the NPV. 

e. None of the above. 

128) Beta measures depend highly on the: 

a. direction of the market variance. 

b. overall cycle of the market. 

c. variance of the market and asset, but not their co-movement. 

d. covariance of the security with the market and how they are correlated. 

e. All of the above. 

129) The formula for calculating beta is given by the dividing the ___________ of the stock 

with the market portfolio by the ___________ of the market portfolio. 

a. variance; covariance 

b. covariance; variance 

c. standard deviation; variance 

d. expected return; variance 

e. expected return; covariance 

130)  The slope of the characteristic line is the estimated: 

a. intercept. 
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b. beta. 

c. unsystematic risk. 

d. market variance. 

e. market risk premium 

131) Betas may vary substantially across an industry. The decision to use the industry or firm beta: to 

estimate the cost of capital depends on 

a. how small the estimation errors are of all betas across industries. 

b. how similar the firm's operations are to the operations of all other firms in the industry. 

c. whether the company is a leader or follower. 

d. the size of the company's public float. 

e. None of th . Comparing two otherwise equal firms, the beta of the common stock of a levered firm is 

132) ____________ than the beta of the common stock of an unlevered firm. 

a. equal to 

b. significantly less 

c. slightly less 

d. greater 

e. None of the above. 

133) A firm with high operating leverage has: 

a. low fixed costs in its production process. 

b. high variable costs in its production process. 

c. high fixed costs in its production process. 

d. high price per unit. 

e. low price per unite above. 

134) A firm with high operating leverage is characterized by __________ while one with high financial 

leverage is characterized by __________. 

a. low fixed cost of production; low fixed financial costs 
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b. high variable cost of production; high variable financial costs 

c. high fixed costs of production; high fixed financial costs 

d. low costs of production; high fixed financial costs 

e. high fixed costs of production; low variable financial costs 

135) Which one of the following statements is correct concerning the weighted average cost of capital 

(WACC)? 

a. The WACC may decrease as a firm's debt-equity ratio increases. 

b. When computing the WACC, the weight assigned to the preferred stock is based on the coupon rate 

multiplied by the par value of the stock. 

c. A firm's WACC will decrease as the corporate tax rate decreases. 

d. The weight of the common stock used in the computation of the WACC is based on the number of 

shares outstanding multiplied by the book value per share. 

e. The WACC will remain constant unless a firm retires some of its debt 

136) Flotation costs should: 

a) Be ignored when analyzing a project because flotation costs are not an actual cost of the project. 

b) Be averaged over the life of the project thereby reducing the cash flows for each year of the project. 

c) Only be considered when two projects have the same net present value. 

d) Be included in the initial cost of a project before the net present value of the project is computed. 

e) Be ignored totally when internal equity funding is utilized. 

137) The cost of equity capital is all of the following EXCEPT: 

a. The minimum rate that a firm should earn on the equity-financed part of an investment. 

b. A return on the equity-financed portion of an investment that, at worst, leaves the market price of 

the stock unchanged. 

c. By far the most difficult component cost to estimate. 

d. Generally lower than the before-tax cost of debt. 

 

138) In calculating the costs of the individual components of a firm's financing, the corporate tax rate is 

important to which of the following component cost formulas? 
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a. Common stock. 

b. Debt. 

c. Preferred stock. 

d. None of the above.  

139) For an all-equity financed firm, a project whose expected rate of return plots should be rejected. 

a. Above the characteristic line 

b. Above the security market line 

c. Below the security market line 

d. Below the characteristic line 

140) Two firms that are virtually identical except for their capital structure are selling in the market at 

different values. According to M&M 

a. One will be at greater risk of bankruptcy. 

b. The firm with greater financial leverage will have the higher value. 

c. This proves that markets cannot be efficient. 

d. This will not continue because arbitrage will eventually cause the firms to sell at the same value 

141) A firm's degree of operating leverage (DOL) depends primarily upon its 

a. Sales variability. 

b. Level of fixed operating costs. 

c. Closeness to its operating break-even point. 

d. Debt-to-equity ratio 

142) An EBIT-EPS indifference analysis chart is used for 

a. Evaluating the effects of business risk on EPS. 

b. Examining EPS results for alternative financing plans at varying EBIT levels. 

c. Determining the impact of a change in sales on EBIT. 

d. Showing the changes in EPS quality over time. 

143) EBIT is usually the same thing as: 
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a. Funds provided by operations. 

b. Earnings before taxes. 

c. Net income. 

d. Operating profit. 

144) If a firm has a DOL of 5 at Q units, this tells us that: 

a. If sales rise by 5%, EBIT will rise by 5%. 

b. If sales rise by 1%, EBIT will rise by 1%. 

c. If sales rise by 5%, EBIT will fall by 25%. 

d. If sales rise by 1%, EBIT will rise by 5% 

145) The further a firm operates above its operating break-even point, the closer its degree of operating 

leverage (DOL) measure approaches 

a. Minus one. 

b. Zero. 

c. One. 

d. Infinity 

146) Retained earnings are 

a) An indication of a company's liquidity. 

b) The same as cash in the bank. 

c) Not important when determining dividends. 

d) The cumulative earnings of the company after dividends. 

147) Which of the following is an argument for the relevance of dividends? 

a) Informational content. 

b) Reduction of uncertainty. 

c) Some investors' preference for current income. 

d) All of the above. 
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148) The dividend-payout ratio is equal to 

a) The dividend yield plus the capital gains yield. 

b) Dividends per share divided by earnings per share. 

c) Dividends per share divided by par value per share. 

d) Dividends per share divided by current price per share. 

149). This type of risk is avoidable through proper diversification. 

a) Portfolio risk 

b) Systematic risk 

c) Unsystematic risk 

d) Total risk 

150) A measure of "risk per unit of expected return." 

a) Standard deviation 

b) Coefficient of variation 

c) Correlation coefficient 

d) Beta 
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