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__Practice______________

Examination – 1


 


Name

Directions:

1. Read each question carefully.

2. Answer each question in the space provided.  You may not disassemble your exam.

3. SHOW ALL WORK!

4. Label your answer clearly.

5. Budget your time wisely.

Problems  
Use the following information for question 1.  At the end of 1997, the Zedo Company has $100,000 in accumulated depreciation and $120,000 in retained earnings.  

1998               1999

Sales




$600,000

$700,000

Notes Payable


45,000

75,000

Tax Rate



40%


40%

Gross Fixed Assets


$800,000

$1,000,000

Total Current Liabilities

330,000

290,000

Interest Expense


30,000

40,000

Cash




20,000

30,000

Accounts Payable


190,000

160,000

Total Current Assets

340,000

320,000

Total Liabilities


400,000

380,000

Net Income



24,000

48,000

Accounts Receivable

140,000

160,000

Dividends

 

14,000

18,000
Operating Expenses before
70% of sales

70% of sales

    Depreciation/Amortization
1. Calculate for 1999:    [80 points]
a. Inventory turnover
__________________________

Answer

b. Accruals
__________________________

Answer

c. Debt ratio
__________________________

Answer

d. Common Stock

__________________________

Answer

e. Net fixed assets turnover
__________________________

Answer

f. Cash flow from operating activities
__________________________

Answer

g. Cash flow from financing activities
__________________________

Answer

h. Cash flow from investing activities
__________________________

Answer

i. Net Operating Working Capital
__________________________

Answer

j. Free Cash Flow
__________________________

Answer

2. Determination of tax liability   [25 points]
Using the following tax table, determine the average tax rate and the marginal tax rate for a company with 

Sales



$20,000,000

Accounts receivable
$3,000,000
Depreciation expense
$6,000,000

Interest expense

$1,000,000
Notes payable

$1,500,000
Operating expenses
40% of Sales

    Before depreciation
Income Range

Tax Rate
$0 - $50,000 


15%

50,001 - 75,000

25

75,001 - 100,000

34

100,001 - 335,000

39

335,001 - 10,000,000
35

__________________________

Average tax rate
__________________________

Marginal tax rate

Use the following information for questions 3-6.     [5 points each]

The real return is 5% and the maturity, default and liquidity risk premiums are each equal to 0%.

Maturity
Yield

1 10%

2 11

3 12

4 12

5 14

6 15

7 16

3. Estimate expected inflation in year 2.
__________________________

Answer

4. If you wait 1 year to invest, what do you project the yield on a 3-year security to be?
__________________________

Answer

5. If you wait 1 year to invest, what do you project the inflation premium will be on a 4-year security?

__________________________

Answer

6. If you wait 2 years to invest, what do you project the inflation premium will be on a 4-year security?

__________________________

Answer

