
Exam 3 Spring 2004   FINC 4532  Your Name ______________________________ 
YOU HAVE 120 MINUTES TO COMPLETE BOTH PARTS OF THIS EXAM 
 
Instructions: 
1) The part of the exam is closed book and closed notes.  No scrap paper is allowed; use the back of the 
exam if necessary. 
2) Partial points are based on readily observable evidence that you know at least part of the solution 
concept.  The more evidence presented (and the clearer the evidence), the better the chance for partial 
points.  In other words, SHOW ALL WORK! 
3)   True/False questions are worth 3 points.  Multiple-choice questions are worth 4 points.  Short 
answer questions usually take less than three sentences and are worth 5 points.  
 
1. List the 5 C’s of credit?. 
 
1.      2. 
 
3.      4. 
 
5.  
 
2. Briefly describe how an ABC inventory system would work? 
 
 
 
 
 
3. Assuming a supplier’s credit terms did not change, a JIT system would cause a lower accounts payable 
than an ABC system. 
 a. True    b. False 
 
4. What are the steps to a complete financial plan, at a minimum? 
 
 
 
 
 
 
 
5. The most important step in the financial planning process is: 
 a. the capital budget projection. 
 b. the physical inventory budget. 
 c. the sales forecast. 
 d. the cash budget. 
 e. all of the above are equally important. 
 
6. Working capital management consists of managing a firm's current assets and current liabilities (where 
current refers to one year or less).  
 a. True    b. False 
 
7. The cash conversion cycle is the length of time between the payment of accounts receivable and the receipt 
of cash from marketable securities.   
 a. True    b. False 
 
8. Firms use several devices and procedures to manage float including __________.  
a. zero balance accounts.  b. lockboxes.  
c. controlled disbursing.  d. all of the above.  
e. none of the above. 



9. Trade credit is effectively a loan from one firm to another.  
 a. True    b. False 
 
10. A more liberal credit policy should decrease the cost of goods sold and increase the gross profit, bad debt 
expenses, the cost of carrying additional receivables, and administrative costs.   
  a. True    b. False 
 
11. Which of the following statements is false?  
a. Credit scoring models are constructed by using sophisticated statistical methods to analyze the payment 
records of all future customers.  
b. Credit scoring models work best when applied to large populations of loan applicants.  
c. Credit scoring models allow different loan processors to apply consistent standards across all credit 
applicants.  
d. Credit scoring models enable the creditor to accept the clearly good customers and reject the clearly bad 
customers very quickly.  
e. All of the above are false. 
 
12. In the implementation phase, every manager receives a copy of the pro forma financial statements and 
budgets. 
  a. True    b. False 
 
13. Which of the following is typically part of the cash budget? 
a. Payments lag. 
b. Payment for plant construction. 
c. Cumulative cash. 
d. All of the above. 
e. Only answers a and c above. 
 
14. All else equal, which of the following will cause in increase in net operating working capital?  
 a. The firm sells 10,000 units of its product at a profit, but the sale is made on credit.  
 b. The firm increases it cash dividend paid.  
 c. The firm buys $200,000 in raw materials from one of its suppliers.  
 d. The firm uses excess cash reserves to retire some outstanding debt, and decreases its interest expense.  
 e. None of the above would cause an increase in net operating working capital.  

 
15. Which of the following statements about cash management is most correct?  
 a. Depreciation expense appears explicitly on the cash budget, but its tax effects are not included.  
 b. If cash flows are not uniform during the month, then monthly rather than weekly or perhaps daily cash 
budgets should be prepared.  
 c. Cash management involves costs, but there is little management can do to reduce these necessary costs of 
doing business.  
 d. Compensating balance requirements will affect a firm's target cash balance.  
 e. Increases in accounts receivable are not reflected in the cash budget because they are a non-cash item. 
 
16. Which of the following actions are likely to reduce the length of a company’s cash conversion cycle? 
a. Adopting a just-in-time inventory system that reduces the inventory conversion period. 
b. Reducing the average days sales outstanding (DSO) on its accounts receivable. 
c. Reducing the amount of time the company takes to pay its suppliers. 
d. All of the answers above are correct. 
e. Answers a and b are correct. 
 
17.  Most U.S. firms have a very short planning horizon, seldom exceeding one year. 
  a. True    b. False 



Exam 3   Spring 2004   FINC 4532  Your Name ______________________________ 
YOU HAVE 120 MINUTES TO COMPLETE BOTH PARTS OF THIS EXAM 
 
Instructions: 
The part of the exam is open book and open notes.  
Point values are listed with the question. 
3) Look over the entire exam before starting. The best strategy is generally to “cherry pick”. In other 
words, solve the easiest (and/or most familiar) problems first.  This will save time (and energy) that can be 
expended on the more difficult problems. 
4) Partial points are based on readily observable evidence that you know at least part of the solution 
concept.  The more evidence presented (and the clearer the evidence), the better the chance for partial 
points.  In other words, SHOW ALL WORK! 
5) If you have additional time remaining, give your work one last check.   
 
1.  (15 points) Your company has $0 in its checking account.  Your company needs to borrow money for one 
year, such that it has a $125,000 remaining balance at the end of one year.  You are offered the following 
loans, all with a quoted 8% annual interest rate.  Two question for each loan. 1) What amount must you 
borrow today in order to have $125,000 at the end of one year? What is the effective annual interest rate for 
each loan? 
 
Interest in Arrears 
 
 Initial Loan Amount = ___________ Effective Interest Rate = _________ 
 
 
 
Discount Loan 
 

Initial Loan Amount = ____________ Effective Interest Rate = _________ 
 
 
 
Interest in Arrears with a 15% Compensating Balance 
 

Initial Loan Amount = ____________  Effective Interest Rate = _________ 
 
 
 
Discount Interest with a 15% compensating balance 
 

Initial Loan Amount = ____________ Effective Interest Rate = _________ 
 
2.  (12 points) For the following trade credit terms, what are the effective and nominal rates. 
 
 
3/10, net 30  Nominal Rate __________ Effective Rate _________ 
 
1/20, net 45  Nominal Rate __________ Effective Rate _________ 
 
2/10, net 15  Nominal Rate __________ Effective Rate _________ 
 
1/30, net 60  Nominal Rate __________ Effective Rate _________ 
 
 
 



3. (12 points) Pemini Beverage has the following historical balance sheet: 
 

Cash                     $220       Accounts payable     $204 
Accounts receivable           60       Notes payable                130 
Inventory             312      Accruals             36 
Total current assets    $  592       Current liabilities     $ 370 
 
Net plant & equipment   $  420      Long-term bonds           $260 
                                     Common stock               270 
                                Retained earnings          112 
Total assets             $1,012      Total liab. & equity    $1,012 

 
Next year Gemini’s sales are forecast to increase from 1200 to 1440.   Several balance sheet items vary 
directly with sales as follows; Accounts Receivable= 5%, Inventory=26%, Net Plant and Equipment=35%, 
Accounts payable =17%, Accruals = 3%.   Cash will remain at $220.  The firm has no plans to issue long-term 
securities.  The firm’s net profit margin is 10%.  The firm pays out 50% of net income as dividends.    Write 
out the new balance sheet, use the Notes Payable account as a plug account to make your balance sheet 
balance.  It is OK if the Notes Payable is negative on your pro forma statement. 
 

 
Cash                     $__________    Accounts payable $__________ 
 
Accounts receivable           $__________    Notes payable  $__________ 
 
Inventory            $ __________   Accruals       $___________ 
 
Total current assets    $  __________   Current liabilities $___________ 
 
Net plant & equipment   $  ___________  Long-term bonds  $___________ 
 
          Common stock $ __________  
 
                                    Retained earnings  $___________ 
 
Total assets             $____________   Total liab. & equity   $____________ 

 
 
 
 
Peer Grading for Group Project, can affect individual group grades by up to 20 points. 
 
You are to grade your peers in the group project.  To do this, list the members of your group excluding 
your name.  Allocate a total of 100 points among the group members.  Do not give less than 0 or more than 
100 points to any member.  If you wish to allocate points equally, write “same” in the points allocated area.  
For your allocation to count, you must correctly list all of your group member’s names, excluding your name, 
and you must allocate  exactly 100 points.  It is your choice as to how you allocate points, but it is expected 
that you will  give higher points to those who made the larger contributions to the projects.  If everyone made 
similar contributions, use “same” to equally allocate points.  Note, this is a zero sum game, increased points 
(grade) for one group member reduces the grade for other group members. 
 
Name        Points Allocated 
 
________________________________   ___________ 
 
________________________________   ___________ 
 
________________________________   ___________ 
       Total Points = 100 


