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      Microlink IT & Business College 

Department of AIS and Accounting & Finance  

Degree Program Re-Exam for    Financial Management    Course Code Acct 232  

Student’s Name:  _____________________________ ID No.: ______________    Section: ____________    

Department ____________     Exam Date 09/07/2011   Year: 2 nd Semesters: II     Time Given: 1:30hr 

Admission: Regular:                        Add and Drop:                   Total Marks: 50 % 

PART I: Write “TRUE” if the statement is correct and “FALSE” if the statement is in correct in the space on 

lift hand side of each question (1 point each) 

______1.Internal rate of return is very simple to understand& most accurate method. 

______2.ARR and payback period take in to account time value of money. 

______ 3.Sophisticated capital budgeting techniques include, NPV, PI, &IRR, all of 

which take in to account discounted cash flows to evaluate the project. 

______4.PI indicates the increase in the value of the firm created by each birr invested by 

the project. 

______5. NPV=0 implies that cash inflows generated by the company is greater than the 

targeted rate of return. 

Part II: Choose the best answer from the given alternatives and write your answers 

in the space provided in the Lift hand side of each question (1 point each) 

_____1. The level of sales where neither operating income nor losses are incurred is________ 

A. Cost  volume  profit analysis                C. Constant sales mix 

B. Operating break- even point                    D. All 

_____2. The percentage change in the dependent variable divided by the percentage change in 

the independent variable is called_____ 

A. Fixed cost                                               C. Leverage 

B. Dependent variable                                D. All 

______3.  In graphic expression of break –even point, if the expense line is above the sells line, 

then which of the following is true? 

A. It is a profit area                               C. No profit ,no loss 

B. It is a loss area                                   D. Cost volume profit analysis 
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______4. Selling price per unit Br.12, the variable cost per unit Br.8, the fixed cost is Br.25,000 

and the level of output increases from 12,000 to 15,000units .The DOL is approximately 

A. 2.0869                                                   D. 0.25 

B. 0.4789                                                    E. 0.662 

C. 0.522                                                       F. None 

______5. The variability in earnings per share, given a change in operating profits is 

A. Degree of operating leverage                       C. Financial leverage 

B. Degree of financial leverage                         D. Operating leverage 

_______6. Assume percentage change in EBIT is 25% and percentage change in EPS is 35%. 

The DFL approximately is: 

A. 0.714                  B. 1.4                            C.0.1  D. None  

______7. The percentage change in EPS that results from a given percentage change in sales is__ 

A. Degree of operating leverage                     C. Degree of combined leverage 

B. Degree of financial leverage                       D. Cost volume profit analysis 

_______8. ABC company wants to produce goods with a fixed cost of Br.40, 000 and selling 

price per unit of Br.6; variable cost per unit Br.4. Then the break- even point in units is: 

A. 10,000  units                                                C. 6,666.67 units 

B. 20,000  units                                                 D. 4,000  units 

_______9. The break - point in birr is 

A. Br.40,000                                                     C. Br. 80,000 

B. Br. 60,000                                                     D. Br. 120,000 

 ______10.Cost of capital is: 

A. The minimum rate of return required from investment 

B. The minimum rate of return required by suppliers 

C. It is cut-off or the target rate 

D. All of the above 

E. None 

______11.What is the implication of the cost o capital/ 

A. If actual rate of return is greater than its cost of capital and earned with out 

increasing risk, shareholders’ wealth is increased. 

B. If actual rate of return becomes a reverse of A, wealth of firm decreased. 

C. Cost of capital is a minimum return that the firm must earn to maintain the market 

value of the firm. 

D. A &C                    E .All of the above 
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_______12.Different sources of capital kept in order of their expensiveness increases is 

A) Retained earnings—common stock—preferred stock—debt 

B) common stock—Retained earnings—preferred stock—debt 

C) preferred stock— common stock—Retained earnings—debt 

D) Debt---preferred stock---retained earning---common stock 

E) None 

________13.Which of the following cost of capital source is the least expensive? 

A) Cost of dividend                        C) cost of retained earning 

                        B)  Cost of debt                                D) cost of common stock 

_______ 14.From the following source of capital, that does not include flotation cost 

A) Cost of retained earning                

B) Cost of debt                                                              D)All 

C) cost of common stock                                               E) None 

 

_______15. Is a time period by which cash inflows are equal to initial investment? 

A) Internal rate of return              C) pay back period 

B) Net present value                     D) unadjusted rate of return 

_______16. Which of the following statement is false? 

A) Unadjusted rate of return considers time value of money 

B) Payback period ignores time value of money & the period beyond it. 

C) Net present value considers time value of money 

D) Yield of an investment considers time value of money. 

E) None 

  ______17.Distiniction between NPV and PI is 

A) PI applies only investment projects costing the same amount 

B) NPV applies only investment projects costing different amount. 

C) PI applies only investment projects costing different amount 

D) No difference between them. 

  ______18. If the net cash inflow each year is not constant, the formula to calculate payback    

period is 

A) Initial investment\annual cash inflow 

B) Cumulative calculation system 

C) We can use both systems 

D) None 
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Part III: Discussion questions 

1. Define capital budgeting decision(2 points) 

 

 

 

2. Write steps involved in the capital budgeting process(4 points) 

a)___________________________________________________ 

b) _____________________________________________________ 

c) ______________________________________________________ 

d)______________________________________________________ 

 

4. Selection of a project depends on: (2 points) 

       a)______________________________________ 

        b) _______________________________________ 

PART IV: Compute the value of each requirement & Show the necessary steps  

1. ABC Company wishes to open a new diary factory to supply the output via Tigray. 

The project is expected to have 5 years with assumed net investment of $40,000. Cash inflows 

proposed are $20,000; $25,000; $5,000; $10,000; $5,000for 5 years. Expected net income from 

the proposed factory is $25,000; $10,000; $15,000; $10,000 and 5,000 respectively. 

The minimum rate of return is assumed to be 12%. 

Required:   Compute (4 points) 

i) Payback period 

ii) Accounting rate of return 

iii) Net present value 

iv) Profitability Index 

2. Gunna trading plans to sale preferred stock at 95% of par. If the company plans to pay 

semiannual  dividends of $0.60per share and flotation costs of 8% of par, then calculate 

the cost of preferred stock assume that the par value of the preferred stock is $26 per 

share.(3 points) 
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3. The dividend per share on a firm’s common stock is expected to be $1 during next year 

with an expected growth rate of 6% per year. If the cost of the common stock is 14% 

and no flotation costs, then calculate the market price per share of the common 

stock?(3points) 


