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QUESTION 1

A company serves as a distributor of products by ordering finished products once a quarter and using that inventory to
accommodate the demand over the quarter. If it plans to ease its credit policy for customers, the amount of products
ordered for its inventory every quarter will be 

A. Increased to accommodate higher sales levels. 

B. Reduced to offset the increased cost of carrying accounts receivable. 

C. Unaffected if safety stock is part of the current quarterly order. 

D. Unaffected if the JIT inventory control system is used. 

Correct Answer: A 

Relaxing the credit policy for customers will lead to increased sales because more people will be eligible for more credit.
As sales increase, purchase orders wi II increase to accommodate the higher sales levels. 

 

QUESTION 2

A firm wishing to sell its well-known brand of men\\'s clothing in a certain foreign country redesigned the products
because of the greater average size of consumers in that country. However, the firm retained the same basic
advertising campaign. According to Keegan\\'s model of adaptation strategies, this firm has adopted a strategy of 

A. Straight extension. 

B. Product adaptation. 

C. Forward invention. 

D. Backward invention. 

Correct Answer: B 

Using a product adaptation strategy, a firm makes changes to the product for each market but not its promotion. This
can reduce profit potential but may also provide a marketing advantage by taking into account local wants and needs. 

 

QUESTION 3

The modeling technique to be used for situations involving a sequence of events with several possible outcomes
associated with each event is 

A. Queuing theory. 

B. Simulation. 

C. Linear programming. 

D. Decision tree analysis. 
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Correct Answer: D 

Decision tree analysis is useful when the most beneficial series of decisions is to be chosen. The possible decisions for
each decision point, the events that might follow from each decision, the probabilities of these events, and the quantified
outcomes should be known. 

 

QUESTION 4

When using the net present value method for capital budgeting analysis1 the required rate of return is called all of the
following except the 

A. Risk-free rate. 

B. Cost of capital. 

C. Discount rate. 

D. Cutoff rate. 

Correct Answer: A 

The rate used to discount future cash flows is sometimes called the cost of capital, the discount rate, the cutoff rate, or
the hurdle rate. A risk1ree rate is the rate available on risk-free investments such as government bonds. The risk-free
rate is not equivalent to the cost of capital because the latter must incorporate a risk premium. 

 

QUESTION 5

Lawson Company has the opportunity increase annual sales by $100,000 by selling to a new, riskier group of
customers. Based on sales, the uncollectible expense is expected to be 15%, and collection costs will be 5%. The
compass manufacturing and selling expenses are 70% of sales, and its effective tax rate is 40%. If Lawson accepts this
opportunely, the company\\'s after-tax profit will increase by 

A. $4,000. 

B. $6,000. 

C. $10,000. 

D. $9,000. 

Correct Answer: B 

The company\\'s manufacturing and selling costs exclusive of bad debts equal 70% of sales. Hence, the gross profit on
the $100,000 increase in sales will be $30,000 ($100,000 x 30%). Assuming $15,000 of bad debts and $5,000 of
collection expense, the increase in pre4ax income will be $10,000 ($30,000--$20,000). Consequently, after-tax income
will increase by $6,000 [$10,000 -- (40% $10,000)]. 
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