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University of Phoenix 
FIN 486 - Strategic Financial Management 
Final Exam – 25 Questions worth 165 points. 
 
20 Multiple Choice Questions – 3 points each  
 

1. The main goal of the financial manager is to 
a. maximize profit. 
b. maximize stakeholder wealth. 
c. minimize cost. 
d. maximize shareholder wealth. 
e. none of the above. 

 
2. The key aspects of the financial planning process are 

a. investment planning and profit planning. 
b. cash planning and financing. 
c. cash planning and investment planning. 
d. cash planning and profit planning. 
e. none of the above. 

 
3. A person who prefers more risk to less risk and who does not require additional return to 

compensate for increased risk is 
a. risk averse. 
b. risk neutral. 
c. a risk seeker. 
d. all of the above. 
e. none of the above. 

 
4. A project having the conventional pattern of cash flows exhibits all of the following EXCEPT 

a. operating cash inflows. 
b. a terminal cash flow. 
c. operating cash outflows. 
d. an initial investment. 
e. all of the above are correct. 

 
5. Carter Corporation has current assets of $120 million and inventory equal to $30 million.  If 

Carter’s current liabilities are $100 million, what will the current ratio be?  
a. 0.90 
b. 1.20 
c. 4.00 
d. 1.71 
e. 0.65 
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6. Net present value and internal rate of return analyses 
a. always result in the same ranking of projects. 
b. always result in the same accept/reject decision. 
c. may result in differing rankings of projects. 
d. both b and c are correct. 
e. none of the above is correct. 

 
7. Which of the following is not a normal risk consideration unique to multinational firms? 

a. exchange rate risk. 
b. political risk. 
c. tax issues related to transfer pricing. 
d. market risk. 
e. all of the above are normal risk considerations. 

 
8. The cost of capital reflects the cost of funds 

a. over the short run. 
b. at current book values. 
c. set by the federal government. 
d. over the long run. 
e. none of the above. 

 
9. The portion of a firm’s current assets financed with long-term funds may be called 

a. inventory. 
b. working capital. 
c. net working capital. 
d. accounts receivable. 
e. none of the above. 

 
10. The cost of forgoing a cash discount under the terms of sale 2/10 net 30 (assume a 360-day year) 

is 
a. 12.44% 
b. 8.35% 
c. 24.49% 
d. 36.73% 
e. none of the above. 

 
11. Current liabilities for an individual include all of the following except 

a. outstanding home mortgage balance. 
b. student loan payments due next June. 
c. unpaid bills from your local electric company. 
d. VISA credit card balances. 
e. none of the above. 
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12. The wealth of the shareholders of a corporation is represented by 

a. price of stock. 
b. earnings per share. 
c. profits. 
d. cash flows. 
e. none of the above. 

 
13. Key inputs to short-term financial planning are 

a. leverage analysis. 
b. economic forecasts. 
c. sales forecasts; operating and financial data. 
d. financial budgets. 
e. none of the above. 

 
14. The cash flows in an expansion project are different from those in a replacement project in that 

the cash flows from the old asset in an expansion project  
a. will be evaluated on an after-tax basis. 
b. will always be zero. 
c. will always be negative. 
d. will always equal the terminal cash flow. 
e. none of the above. 

 
15. A firm with sales of $500,000, net profits after taxes of $20,000, total liabilities of $200,000 and 

stockholders’ equity of $100,000 will have a return on equity of 
a. 5% 
b. 20% 
c. 10% 
d. 40% 
e. 30% 

 
16. Unlike the IRR criteria, the NPV approach assumes the interest rate equal to the  

a. market interest rate. 
b. project’s internal rate of return. 
c. risk free rate of return. 
d. firm’s cost of capital. 
e. none of the above. 

 
17. The amount by which the required discount rate exceeds the risk-free rate is called the  

a. risk equivalent. 
b. risk premium. 
c. excess risk. 
d. market risk function. 
e. none of the above. 
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18. The firm’s optimal mix of debt and equity is called its 

a. target capital structure. 
b. maximum wealth ratio. 
c. optimal mix. 
d. debt-to-equity ratio. 
e. none of the above. 

 
19. One way to improve the cash conversion cycle is to  

a. speed up collections. 
b. borrow funds. 
c. reduce inventory turnover. 
d. speed up disbursements. 
e. none of the above. 

 
20. If the beta of an asset is 1.25, the risk-free rate of interest is 0.04, and the return on the market 

portfolio is 0.12, what is the required return on the asset? 
a. 0.12 
b. 0.14 
c. 0.16 
d. 0.24 
e. none of the above. 

 

 

 
3 Problem Solving Questions – 25 points each  
 

21. Given the information below, utilize the percent of sales method to prepare a pro forma balance 
sheet, income statement, and selected ratios. 

  Sales will increase by 25% next year. 

  The following balance sheet items will increase in direct relation to sales: 

 Cash 

 Accounts Receivable 

 Inventory 

 Fixed Assets 

 Accounts Payable 

 Management forecasts that Notes payable will need to increase by $1,000,000 to support the   
increase in sales. 

  Management forecasts that Earnings after Taxes will be $2,750,000 next year. 

  The company intends to pay the same amount of dividends next year. 
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Balance Sheet as of December 31, 2012 
Assets    Liabilities & Equity    

Cash  $ 1,000,000    Accounts Payable   $  3,000,000  
Accounts Receivable    4,000,000    Notes Payable      2,000,000  
Inventories    8,000,000    Total Current Liabilities  $  5,000,000  

Total Current Assets  $13,000,000    Long-Term Debt      1,000,000  
Fixed Assets, Net    2,000,000    Stockholder's Equity      9,000,000  

Total Assets  $15,000,000    Total Liabilities and Equity  $ 15,000,000  

       
Income Statement for the Year Ended December 31, 2012 

Sales     $ 30,000,000  
Operating Expenses, Interest and Taxes      28,500,000  
Earnings after Taxes     $  1,500,000  

Dividends Paid     $    250,000  

       
Financial Ratios 

Current Ratio    2.60 
Debt Ratio    40.0% 
Return on Stockholder's Equity   16.7% 
Net Profit Margin on Sales      5.0% 

Balance Sheet as of December 31, 2013 
Assets    Liabilities & Equity    

Cash    Accounts Payable    
Accounts Receivable    Notes Payable    
Inventories     Total Current Liabilities    

Total Current Assets    Long-Term Debt    
Fixed Assets, Net    Stockholder's Equity    

Total Assets     Total Liabilities and Equity    

       
Income Statement for the Year Ended December 31, 2013 

Sales      
Operating Expenses, Interest and Taxes     
Earnings after Taxes      

Dividends Paid      

       
Financial Ratios 

Current Ratio     
Debt Ratio     
Return on Stockholder's Equity    
Net Profit Margin on Sales      
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22. Stephen Company currently has two mutually exclusive projects under consideration: 

Year 
Project 

A 
Project 

B 

0 -30,000 -60,000 

1 10,000 20,000 

2 10,000 20,000 

3 10,000 20,000 

4 10,000 20,000 

5 10,000 20,000 

   

1.  Calculate the following values for each project using the time value tables:  (Assume a 14% 

      discount rate) 

a. NPV 
b. IRR (Round to the nearest whole percentage.) 
c. Payback period 

 

2.  Which project would you choose?  Why would you choose it? 
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23.  Blackwell Company is planning to expand production because of the increased volume of sales. 
The CFO estimates that the increased capacity will cost $2,000,000. The expansion can be 
financed either by bonds at an interest rate of 12% or by selling 40,000 shares of common stock 
at $50 per share. The current income statement (before expansion) is as follows: 

 

Blackwell Company 
Income Statement 

2013 

Sales  $3,000,000 

Less: Variable costs (40%) $1,200,000  

Fixed costs 800,000  

Earnings before interest and taxes    1,000,000 

Less: Interest expense    400,000 

Earnings before taxes        600,000 

Less: Taxes (@ 35%)    210,000 

Earnings after taxes         390,000 

Shares        100,000 

Earnings per share            $3.90 

Assume that after expansion, sales are expected to increase by $1,500,000. Variable costs will remain 
at 40% of sales, and fixed costs will increase by $550,000. The tax rate is 35%. 

 

Based on the data provided, answer the following questions: 

a. Calculate the degree of operating leverage before and after expansion. 

b. Calculate the degree of financial leverage before and after expansion 

c. Calculate the degree of combined leverage before and after expansion. 

d. Construct the income statement for the two financial plans. 

 
 

 

 

 

 

 

 

 

 

 



Page 8 of 8 
 

2 Essay Questions – 15 points each  

 

24.  What are some examples of factors that can contribute to corporate risk? How can     
organizations mitigate these risks? Why is it important for organizations to manage risk for 
corporate investment and financing activities? 

 

 

25.  What is meant by the term corporate governance? How does corporate governance impact 
financial planning? How can organizations manage this impact? 

What is the Sarbanes-Oxley (SOX) Act? How has the SOX Act impacted organizations? Is the 
impact positive or negative? Explain your answer. 

 


