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QUESTION 1

Sam, CPA, is one of the partners in a limited liability partnership with other CPAs. Sam avoids personal liability for: 

A. The wrongful acts of employees acting under his supervision. 

B. His own negligent acts. 

C. The malpractice of his partners regarding errors and omissions. 

D. The negligent actions of his subordinates under his direct control. 

Correct Answer: C 

Choice "c" is correct. 

Rule: A partner in a LLP is personally liable for tort liabilities arising from his own negligence and the 

negligence of his direct subordinates and for breach of contract damages. He is NOT personally liable for 

the negligent actions committed by his partners. 

Choices "a", "b", and "d" are incorrect, per the above rule. 

 

QUESTION 2

Gartshore Inc. is a mail-order book company. The Company recently changed its credit policy in an attempt to increase
sales. Gartshore\\'s variable cost ratio is 70 percent and its required rate of return is 12 percent. The company projects
that annual sales will increase from the current level of $360,000 to $432,000, but the average collection period on
receivables will go from 30 days to 40 days. Ignoring any tax implications, what is the cost of carrying the additional
investment in accounts receivable, using a 360day year? 

A. $1,512 

B. $2,000 

C. $2,160 

D. $12,600 

Correct Answer: A 

Choice "a" is correct. The cost of carrying accounts receivable now is the variable cost of creating the account
receivable times the cost of that capital during the collection period. The cost of the investment in accounts receivable is
now: 
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Choice "c" is incorrect. This considers the entire account receivable as a cost. Choices "b" and "d" are incorrect, per the
above calculation. 

 

QUESTION 3

One approach to measuring divisional performance is return on investment. Return on investment is expressed as
operating income: 

A. Divided by the current year\\'s capital expenditures plus cost of capital. 

B. Divided by fixed assets. 

C. Divided by current assets. 

D. Divided by total assets. 

Correct Answer: D 

Choice "d" is correct. Return on investment is operating income divided by total assets. 

Choice "a" is incorrect. Current year\\'s capital expenditures plus cost of capital would be a meaningless 

denominator. 

Choice "b" is incorrect. This omits the current assets employed by the division. 

Choice "c" is incorrect. This omits fixed assets. 

 

QUESTION 4

The Moore Corporation is considering the acquisition of a new machine. The machine can be purchased for $90,000; it
will cost $6,000 to transport to Moore\\'s plant and $9,000 to install. It is estimated that the machine will last 10 years,
and it is expected to have an estimated salvage value of $5,000. Over its 10year life, the machine is expected to
produce 2,000 units per year with a selling price of $500 and combined material and labor costs of $450 per unit.
Federal tax regulations permit machines of this type to be depreciated using the straight-line method over 5 years with
no estimated salvage value. Moore has a marginal tax rate of 40 percent. 

What is the net cash flow for the tenth year of the project that Moore Corporation should use in a capital budgeting
analysis? 

A. $81,000 

B. $68,400 

C. $63,000 

D. $60,000 

Correct Answer: C 

Choice "c" is correct. $63,000 net cash flow for the tenth year. 
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Alternate Computation: 

In year 10, Moore will generate a $100,000 profit from the incremental sales (2000 units ?($500 - $450)). This profit will
be taxed at 40%, so the net after-tax increase in cash flow is $60,000. The machine is fully depreciated in year 10
because it was depreciated over a 5-year life. The tax basis of the machine is zero on the date Moore receives a $5,000
salvage value for the machine. The gain on the machine of $5,000 ($5,000 SV - $0 Basis) is taxed at 40%, or $2,000 in
total tax outflow for the gain, so the net inflows on the salvage is $3,000. Therefore, the total after-tax cash flows in year
10 for the new machine is $60,000 + $3,000 = $63,000. 

 

QUESTION 5

If the federal government were to regulate a product or service in a competitive market by setting a maximum price that
is below the equilibrium price, then in the long run this action will: 

A. Result in a surplus. 

B. Result in a shortage. 

C. Cause a decrease in price. 

D. Have no effect on the market. 

Correct Answer: B 
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Choice "b" is correct. Setting a maximum or ceiling price, which is below the equilibrium price dictated by a 

competitive market, would result in a shortage as a result of excess demand. 

Choices "a", "c", and "d" are incorrect, per the above Explanation. 

 

QUESTION 6

A limited liability company taxed under subchapter K of the Internal Revenue Code (the partnership subchapter): 

A. Must pay federal income tax. 

B. Is generally not considered a legal entity separate and apart from its owners. 

C. Must have written articles of organization. 

D. Must provide for apportionment of liability for the company\\'s debts. 

Correct Answer: C 

Choice "c" is correct. A limited liability company must have written articles of organization, which must be filed with the
state. Choice "a" is incorrect. An LLC taxed under subchapter K of the Internal Revenue Code (the partnership
subchapter) does not pay federal income tax; the members are taxed on their share of the LLC\\'s income. Choice "b" is
incorrect. Unlike a general partnership, but like a corporation and a limited partnership, an LLC is considered a legal
entity separate and apart from its owners. Choice "d" is incorrect. An LLC does not have to provide for apportionment of
liability for LLC debts; the members of an LLC have limited liability. 

 

QUESTION 7

A divisional manager receives a bonus based on 20% of the residual income from the division. The results of the
division include: Divisional revenues, $1,000,000; divisional expenses, $500,000; divisional assets, $2,000,000; and the
required rate of return is 15%. What amount represents the manager\\'s bonus? 

A. $200,000 

B. $140,000 

C. $100,000 

D. $40,000 

Correct Answer: D 

Choice "d" is correct as shown in the computation below: 
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Choice "a" is incorrect. The amount of the residual income itself is not the amount of the bonus. 

Choice "b" is incorrect. The difference between revenues (before consideration of divisional expenses) and 

the hurdle amount is not residual income. The bonus would be improperly calculated if residual income 

were to be inflated by divisional expenses as suggested by this answer. 

Choice "c" is incorrect. The difference between the hurdle amount and the residual income ($100,000) is 

not the bonus amount. 

 

QUESTION 8

To address the problem of a recession, the Federal Reserve Bank most likely would take which of the following
actions? 

A. Lower the discount rate it charges to banks for loans. 

B. Sell U.S. government bonds in open-market transactions. 

C. Increase the federal funds rate charged by banks when they borrow from one another. 

D. Increase the level of funds a bank is legally required to hold in reserve. 

Correct Answer: A 

Choice "a" is correct. During a recession, real GDP has fallen and unemployment has risen. To stimulate the economy,
the Fed can lower the discount rate. This causes the money supply to increase, which, in turn, causes aggregate
demand to shift right. As a result, real GDP would increase and unemployment would decrease. Choice "b" is incorrect.
If the Fed sells U.S. government bonds in the open market, the money supply will decrease. This causes aggregate
demand to shift left. As a result, real GDP would decrease and unemployment would increase. Choice "c" is incorrect.
Increasing the federal funds rate would increase interest rates. Higher interest rates cause the aggregate demand curve
to shift left. As a result, real GDP would decrease and unemployment would increase. Choice "d" is incorrect. An
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increase in the required reserve ratio causes the money supply to decrease. This causes aggregate demand to shift left.
As a result, real GDP would decrease and unemployment would increase. 

 

QUESTION 9

A sole proprietorship would be an ideal form of business to select if: 

A. The individual desired no liability beyond his capital investment. 

B. The individual wanted to be able sell the business at will. 

C. The individual wanted the business to be a separate entity from the sole proprietor. 

D. The individual wanted the business to continue indefinitely. 

Correct Answer: B 

Choice "b" is correct. A sole proprietor is free to transfer or sell the business at will. 

Choice "a" is incorrect because a sole proprietor is personally liable for all obligations of the business. 

Choice "c" is incorrect. A sole proprietorship is not considered an entity separate from the sole proprietor. 

Choice "d" is incorrect because a sole proprietorship ends with the death of the sole proprietor. 

 

QUESTION 10

A company has two divisions. Division A has operating income of $500 and total assets of $1,000. Division B has
operating income of $400 and total assets of $1,600. The required rate of return for the company is 10%. The
company\\'s residual income would be which of the following amounts? 

A. $0 

B. $260 

C. $640 

D. $900 

Correct Answer: C 

Choice "c" is correct. Residual income is the difference between net income and the required return. The required return
is net book value (total assets) times the hurdle rate (required rate of return). The calculations are as follows: 

Choice "a" is incorrect. Residual income would certainly not be $0 in this question because the operating 
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income is greater than the required return for both Division A and Division B. 

Choice "b" is incorrect. The $260 is the total required return, not the total residual income. 

Choice "d" is incorrect. The $900 is the total operating income, not the total residual income. 

 

 

QUESTION 11

The imputed interest rate used in the residual income approach for performance measurement and evaluation can best
be characterized as the: 

A. Historical weighted average cost of capital for the company. 

B. Average return on investment that has been earned by the company over a particular time period. 

C. Average return on assets employed over a particular time period. 

D. Average prime lending rate for the year being evaluated. 

Correct Answer: A 

Choice "a" is correct. Historical weighted average cost of capital is usually used as the target or hurdle rate 

in the residual income approach. 

Choices "b", "c", and "d" are incorrect, per the above definition. 

 

QUESTION 12

A partnership agreement must be in writing if: 

A. Any partner contributes more than $500 in capital. 

B. The partners reside in different states. 

C. The partnership intends to own real estate. 

D. The partnership\\'s purpose cannot be completed within one year of formation. 

Correct Answer: D 

Choice "d" is correct. Under the statute of frauds, a partnership agreement must be in writing if by its terms the
agreement cannot be completed within one year. Choice "a" is incorrect. No such rule. Although the statute of frauds
requires a contract for the sale of goods for $500 or more to be evidenced by a writing, a writing is not required to
contribute more than $500 in capital to a partnership. 

Choice "b" is incorrect. No such rule, a far out distracter. 

Choice "c" is incorrect. While a contract to buy or sell real estate will require a writing, a partnership 

agreement to own/buy real estate need not be in writing. 
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QUESTION 13

Hedgehog International has numerous foreign exchange transactions. Management has elected to hedge transactions
as a means of mitigating transaction exposure to exchange rate risk. What is the most effective means that Hedgehog
International can use to avoid overhedging? 

A. Hedgehog should acquire parallel loans to provide a means for liquidating unneeded hedge securities. 

B. Hedgehog should acquire the maximum amount required to hedge known and projected transactions. 

C. Hedgehog should acquire the minimum amount required to hedge known transactions. 

D. Hedgehog should enter into a cross hedging agreement. 

Correct Answer: C 

Choice "c" is correct. Hedgehog should only acquire the minimum amount of hedge contracts needed to offset the effect
of known transactions. Choice "a" is incorrect. Parallel loans represent a swap contract for hedging long-term
transaction exposure and are not specifically designed to mitigate the risk of overhedging. Choice "b" is incorrect.
Acquisition of the maximum number of hedge contracts for known and projected transactions exposes the organization
to greater risk of overhedging since projected transactions might not materialize. Choice "d" is incorrect. Cross hedging
involves techniques related to currencies that do have hedge instruments available to mitigate risk and are not
specifically designed to avoid overhedging. 

 

QUESTION 14

Under the Uniform Partnership Act, which of the following statements is(are) correct regarding the effect of the
assignment of an interest in a general partnership? 

I. The assignee is personally responsible for the assigning partner\\'s share of past and future partnership debts. 

II.

 The assignee is entitled to the assigning partner\\'s interest in partnership profits and surplus on dissolution of the
partnership. 

A. 

I only. 

B. 

II only. 

C. 

Both I and II. 

D. 

Neither I nor II. 

Correct Answer: B 

BUSINESS-ENVIRONMENT-AND-CONCEPTS PDF Dumps | BUSINESS-ENVIRONMENT-AND-CONCEPTS
Practice Test | BUSINESS-ENVIRONMENT-AND-CONCEPTS Braindumps

                            10 / 12

https://www.lead4pass.com/business-environment-and-concepts.html
https://www.lead4pass.com/business-environment-and-concepts.html
https://www.lead4pass.com/business-environment-and-concepts.html
https://www.lead4pass.com/business-environment-and-concepts.html


https://www.lead4pass.com/business-environment-and-concepts.html
2023 Latest lead4pass BUSINESS-ENVIRONMENT-AND-CONCEPTS PDF
and VCE dumps Download

Choice "b" is correct. A partner may assign his or her interest in the partnership. The effect of such an assignment is to
transfer the partner\\'s right to receive the partner\\'s share of profits or surplus only. Such an assignment does not
cause dissolution or make the assignee a new partner. The assignor is still regarded as a partner and is liable for past
and future partnership debts. The assignee, since he is not a partner, is not liable for past and future partnership debts.
Choice "a" is incorrect. The assignee of an interest in a general partnership is not personally responsible for the
assigning partner\\'s share of past and future partnership debts but is entitled to the assigning partner\\'s interest in
partnership profits and surplus on dissolution of the partnership. Choice "c" is incorrect. The assignee of an interest in a
general partnership is entitled to the assigning partner\\'s interest in partnership profits and surplus on dissolution of the
partnership but is not personally responsible for the assigning partner\\'s share of past and future partnership debts.
Choice "d" is incorrect. The assignee of an interest in a general partnership is entitled to the assigning partner\\'s
interest in partnership profits and surplus on dissolution of the partnership but is not personally responsible for the
assigning partner\\'s share of past and future partnership debts. 

 

QUESTION 15

Monopolistic competition is characterized by: 

A. A relatively large group of sellers who produce differentiated products. 

B. A relatively small group of sellers who produce differentiated products. 

C. One or two companies producing similar products. 

D. A relatively large group of sellers who produce a homogeneous product. 

Correct Answer: A 

Choice "a" is correct. Monopolistic competition is characterized by a relatively large number of sellers who 

produce differentiated products. There are few barriers to entry and firms exert some influence over the 

price and the market. Best examples are brand name consumer products. 

Choice "b" is incorrect. Relatively few sellers with differentiated products would indicate an oligopoly. 

Choice "c" is incorrect. One company would be a monopoly, two an oligopoly. 

Choice "d" is incorrect. A relatively large number of sellers and a standardized product indicates perfect 

competition. 
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