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HA #41

A stock has a dividend per share of $5 and is expected to grow at a constant rate of 3% indefinitely. The required rate of return is
9%.

What is the value of the stock?

e A $57.22
e B.§171.67
e C.$85.83
e D. $100.50


https://www.passtest.jp/Financial-Management-mondaishuu.html
https://www.passtest.jp/Financial-Management-exam.html
https://www.pass4test.jp/Financial-Management.html
https://www.jpshiken.com/Financial-Management_shiken.html

IEf: C

R -

This question applies the Gordon growth (constant growth dividend discount) model, which values a stock as the present value of an
infinite stream of dividends growing at a constant rate. The model assumes that dividends grow steadily and that the required rate of
return exceeds the growth rate, ensuring a finite value. The formula is:

Stock Value = D# + (r # g),

where D# is the dividend expected next year, r is the required rate of return, and g is the growth rate. Ifthe current dividend is $5,
the next dividend equals $5 x (1 +0.03) = $5.15. Substituting into the fornula gives:

$5.15+(0.09 #0.03) = $5.15 + 0.06 = $85.83.

This valuation approach is commonly used for mature firms with stable dividend policies and predictable growth. Financial managers
and analysts rely on this model to estimate intrinsic stock value and assess whether a stock is overvalued or undervalued relative to
its market price.

H #42
What is an advantage of using the Gordon growth model to estimate the cost of common equity?

e A It calculates the impact of beta on stock returns.

¢ B. It incorporates future dividend growth expectations.
e C. It measures the systematic risk of the company.

e D. It considers historical stock performance.
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A major advantage of the Gordon growth model is that it explicitly incorporates expectations about future dividend growth. By
linking the stock's value to anticipated dividends and their growth rate, the model aligns valuation with investors' forward-looking
expectations rather than solely historical data.

This forward-looking nature is consistent with modern financial management principles, which emphasize expected future cash flows
as the primary driver of value. Unlike CAPM, which focuses on risk via beta, the Gordon growth model directly reflects dividend
policy and growth prospects. For mature firms with stable growth, this provides a practical and intuitive estimate of the cost of
equity.

Option C correctly identifies this strength of the model.

B #43
Which group does the Securities and Exchange Commission (SEC) work with closely to oversee broker- dealers?

A. The Federal Reserve

B. The Financial Industry Regulatory Authority (FINRA)
C. The Commodity Futures Trading Commission (CFTC)
D. The Federal Deposit Insurance Corporation (FDIC)
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The Securities and Exchange Commission (SEC) is the primary federal regulator of U.S. securities markets, but it works closely with
self-regulatory organizations to oversee market participants. The Financial Industry Regulatory Authority (FINRA) is the main self-
regulatory organization responsible for supervising broker- dealers, enforcing rules, and protecting investors. FINRA operates under
SEC oversight, creating a layered regulatory framework that combines government authority with industry-specific expertise. This
collaboration enhances market integrity and investor protection. Option C correctly identifies FINRA as the SEC's primary partner
in broker-dealer oversight.

B #44

To answer this question, refer to the cash flow worksheet and the internal rate of return (IRR) calculations.

The hospital is only interested in accepting projects with an IRR that exceeds 11%. Assuming the hospital has sufficient capital for
both projects and is willing to invest for up to 10 years, which project(s) would the hospital accept?

e A Project A



¢ B. Both Project A and Project B
e C. Neither Project A nor Project B
e D. Project B
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The internal rate of return (IRR) represents the discount rate at which a project's net present value (NPV) equals zero. Financial
management theory states that a project should be accepted if'its IRR exceeds the firmi s required rate of return (or hurdle rate),
assuming conventional cash flows and no capital rationing,

In this scenario, the hospital has a minimum required return of 11% and sufficient capital to undertake all acceptable projects. Based
on the provided IRR calculations, both Project A and Project B have IRRs exceeding 11%, making them financially acceptable
under the IRR decision rule. Because there is no capital constraint and the investment horizon is sufficient, the hospital should accept
both projects.

Financial management texts caution that IRR can sometimes produce misleading rankings when projects differ significantly in scale or
timing, However, when evaluating independent projects with acceptable IRRs, the correct decision is to accept all projects that meet
or exceed the required return. Option B correctly reflects this principle.

HR #45
A company has a return on assets (ROA) of 10% and total assets of $500 million.
What is its net income?

A. $10 million
B. $5 million
C. $50 million
D. $100 million

IEf: C
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Return on assets (ROA) measures how effectively a firmuses its assets to generate profits and is calculated as Net Income + Total
Assets. To find net income, the formula is rearranged:

Net Income = ROA x Total Assets.

With an ROA 0f10% (0.10) and total assets of $500 million, net income equals $50 million. ROA is a critical profitability metric in
financial statement analysis because it links income to the asset base, allowing comparisons across firms and industries regardless of
size. A higher ROA indicates more efficient asset utilization. Option C correctly applies the ROA formula and reflects standard
financial analysis practice.

B #46
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