HOMEWORK CH.1 & 2: ANSWER SHEET


NAME: _______________________________________________________

INSTRUCTIONS: YOU NEED TO ANSWER ALL THE QUESTIONS ON THIS HOMEWORK AND UPLOAD YOUR COMPLETED HOMEWORK ON CANVAS NO LATER THAN THE TIME IT IS DUE.  TO RECEIVE CREDITS YOU NEED TO SHOW YOUR ANSWERS ON THIS ANSWER SHEET BY CIRCLING OR HIGHLIGHTING IN YELLOW THE CORRECT ANSWER FOR EACH QUESTION.  NO CREDIT WILL BE GIVEN FOR ANSWERS NOT PRESENTED ON THIS ANSWER SHEET! 
(NOTE: IF THERE ARE LESS THAN 30 QUESTIONS ON THE HOMEWORK, IGNORE THE REMAINING QUESTIONS/CHOICES ON THIS ANSWER SHEET) 
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BUS305 CH.1 & 2 HOMEWORK

NAME: ________________________

Instructions: Write your name above. You need to answer all the questions. To receive credits you need to present your answers on the answer sheet given on the first page.

1. Which of the following is a basic source of funds for a firm?
A)	Debt
B)	Equity
C)	Asset liquidations
D)	Both A and B 

2. The capital budgeting decision process addresses
A)	how a firm's day-to-day financial matters should be managed.
B)	how a firm should finance its assets.
C)	which productive long-term assets a firm should invest in.
D)	all of the above.

3. Working capital management decisions help to determine:
A)	how a firm's day-to-day financial matters should be managed.
B)	how a firm should finance its assets.
C)	which productive long-term assets a firm should invest in.
D)	all of the above.

4. When analysts and investors determine the value of a firm's stock, they should consider:
A)	the size of the expected cash flows associated with owning the stock.
B)	the timing of the cash flows.
C)	the riskiness of the cash flows.
D)	all of the above.

5. Which of the following mechanisms can help to align the behavior of managers with the goals of stockholders?
A)	Well-designed management compensation
B)	Managerial labor market
C)	An independent board of directors
D)	All of the above

6. Which of the following is NOT one of the strategies incorporated in the Sarbanes-Oxley Act of 2002?
A)	Attain greater board independence
B)	Establish compliance programs
C)	Establish ethics programs
D)	Dictate maximum compensation levels

7. What is the major complaint concerning the Sarbanes-Oxley Act of 2002 by firms?
A)	The legislative maximum allowable compensation for a CEO.
B)	The legal requirement to disclose project information.
C)	The cost of compliance.
D)	The cost of maintaining an SEC employed officer at the firm's premises.

8. Corruption in business
A)	creates inefficiencies in an economy.
B)	inhibits growth in an economy.
C)	slows the rate of economic growth in a country.
D)	all of the above

9. One of the main services offered by investment banks to companies is:
A)	helping companies sell new debt or equity issues in the security markets.
B)	making loans to companies.
C)	taking deposits from companies.
D)	all of the above.

10. If a firm sells common stock to the public for the very first time, it is known as _____.
A)	an underwriting
B)	an initial public offering (IPO)
C)	a financial intermediation
D)	an origination

11. If a firm needs to adjust its liquidity position, then it would participate in:
A)	the money market.
B)	the bond market.
C)	the stock market.
D)	the auction market.

12. If a firm needs to finance a new corporate headquarters building, then it would most likely seek the funds in the:
A)	money market.
B)	capital market.
C)	futures market.
D)	all of the above.

13. Which of the following theories states that security prices reflect all public (including historical) information, but not all private information?
A)	Weak-form efficiency.
B)	Semistrong-form efficiency.
C)	Strong-form efficiency.
D)	Nominal-form efficiency.

14. If your firm primarily borrows from commercial banks, then it primarily accesses the capital markets through:
A)	direct financing. 
B)	indirect financing.
C)	a legal loophole that allows all commercial banks the ability to underwrite securities.
D)	none of the above.

15. The nominal rate of interest is made up of:
A)	the real rate of interest.
B)	compensation for inflation.
C)	a commodity cross-index return.
D)	both A and B .

16. The real rate of return can be justified, at a basic level, by:
A)	compensation for inflation.
B)	compensation for deferring consumption.
C)	compensation for the level of international borrowing.
D)	all of the above.

17. If inflation is anticipated to be 5 percent during the next year, while the real rate of interest for a one-year loan is 5 percent, then what should the nominal rate of interest be for a risk-free one-year loan?
A)	5 percent.
B)	10 percent.
C)	25 percent.
D)	None of the above.

18. During an economic expansion, we would expect:
A)	interest rates to increase.
B)	interest rates to decrease.
C)	interest rates to remain the same.
D)	the cost of money to decrease.

19. In the United States, the real rate of interest has historically been around:
A)	1 percent.
B)	3 percent.
C)	5 percent.
D)	7 percent.

20. If the supply of loanable funds decreases relative to the demand for those funds, then we would expect:
A)	interest rates to remain unchanged.
B)	interest rates to increase.
C)	interest rates to decrease.
D)	the cost of money to remain unchanged.

21. A stakeholder is:
A)	someone who has a claim on the cash flows of the firm.
B)	someone geographically close to the firm's headquarters.
C)	some government agency.
D)	all of the above. 

22. [bookmark: _GoBack]Which of the following is an appropriate goal for a firm?
A)	Profit maximization
B)	Revenue maximization
C)	Firm’s value maximization 
D)	All of the above

23. Which of the following business organizational form(s) is/are the easiest one(s) to raise capital?
A)	Sole proprietorship
B)	Partnership
C)	Corporation
D)	Both A and B 

24. Which of the following owners is protected by limited liability?
A)	A sole proprietor
B)	A limited partner
C)	Owner of a corporation
D)	Both B and C

25. A financial system's primary concern is funneling money from:
A)	wealthy individuals to non-wealthy individuals.
B)	lender-savers to borrower-spenders. 
C)	borrower-spenders to lender-savers. 
D)	the government to wealthy individuals.

26. _____ are the principal lender-savers in the economy.
A)	Households
B)	Investment banks
C)	State governments
D)	Businesses

27. The financial market where a new security is sold for the first time is:
A)	a primary market.
B)	a secondary market.
C)	an indirect financial market.
D)	none of the above.

28. If you just purchased a share of IBM through a New York Stock Exchange-based transaction, you participated in:
A)	a primary market transaction.
B)	a secondary market transaction.
C)	a futures market transaction.
D)	none of the above.

29. The ease with which a security can be sold and converted into cash at fair market value is called:
A)	convertibility.
B)	liquidity.
C)	marketability.
D)	none of the above. 


