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CHAPTER 2: BUILD: BALANCE SHEET, RISK, FINANCING, AND DIVERSIFICATION
TRUE/FALSE

1. Because they own a lot of valuable items that make more money, wealthy people become even more wealthy.
Answer: True

Diff: Easy
Page Ref: 31
Goal: Making Money Work for You
2. Finding the right balance between revenues and spending can mean all the difference between success and failure.
Answer: True

Diff: Easy
Page Ref: 32

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

3. Liquidity is the ability of an asset to be converted into cash.
Answer: True

Diff: Easy
Page Ref: 33

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

4. The fundamental accounting equation is Assets = Liabilities + Owners' Equity.
Answer: True

Diff: Easy
Page Ref: 34
Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

5. The income statement, cash flow statement, and balance sheet are all equally important to business operation.
Answer: True

Diff: Easy
Page Ref: 35

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

6. A balance sheet is helpful both on a business level and on a personal level.
Answer: True

Diff: Easy
Page Ref: 36

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

7. A risk is any circumstance in which the outcome of a decision or action is uncertain.
Answer: True

Diff: Easy
Page Ref: 37

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
8. A company's weaknesses are the internal factors that will help it achieve its objective.
Answer: False

Diff: Easy
Page Ref: 38

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
9. A company's opportunities are external conditions that can assist the company in achieving its objectives.
Answer: True

Diff: Easy
Page Ref: 39

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
10. When making a decision, the cost of passing up another option is known as opportunity cost.
Answer: True

Diff: Easy
Page Ref: 40

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
11. Giganto Corporation makes tanker ships and corn syrup. The company decides to get out of the tanker ship industry. This is an example of diversification.
Answer: False

Diff: Moderate
Page Ref: 41

Goal: Use the concept of diversification to not only manage risk, but also thrive in it.
12. Mergers and acquisitions are different methods to diversify risk.
Answer: True

Diff: Easy
Page Ref: 42

Goal: Use the concept of diversification to not only manage risk, but also thrive in it.
13. The long tail describes the idea that companies can succeed selling a few units of millions of products.
Answer: True

Diff: Moderate
Page Ref: 43

Goal: Use the concept of diversification to not only manage risk, but also thrive in it.
14. Financing for a period of one year or less is generally known as short-term financing.
Answer: True

Diff: Easy
Page Ref: 44

Goal: Make short-term and long-term financing decisions based on risk and diversification.
15. When a bank lends money with no collateral backing it up, the bank is making a secured loan.
Answer: False

Diff: Easy
Page Ref: 44

Goal: Make short-term and long-term financing decisions based on risk and diversification.
16. A bond is an agreement to lend money that will be repaid at a later date.

Answer: True
Diff: Easy
Page Ref: 45
Goal: Make short-term and long-term financing decisions based on risk and diversification.
17. When a company borrows money that it has a legal obligation to repay, the company is using equity financing.

Answer: False

Diff: Easy
Page Ref: 46
Goal: Make short-term and long-term financing decisions based on risk and diversification.
18. A portfolio is a collection of several different types of investments.

Answer: True
Diff: Easy
Page Ref: 47
Goal: Become a wise investor who makes decisions based on risk and diversification.
19. Vertical diversification is the situation in which you have assets that address different aspects of the same situation.

Answer: False
Diff: Easy
Page Ref: 48
Goal: Become a wise investor who makes decisions based on risk and diversification.
20. Investments in objects, such as coins, stamps, and art, are considered to be very liquid.
Answer: False
Diff: Easy
Page Ref: 49
Goal: Become a wise investor who makes decisions based on risk and diversification.
MULTIPLE CHOICE
21. Most wealthy people know that ________.
a. just wanting a million dollars is enough
b. the more money you earn, the less you pay in taxes and expenses
c. you cannot put all your financial "eggs" in one basket
d. spending a lot of money is the path to riches
Answer: c

Diff: Moderate
Page Ref: 31

Goal: Making Money Work for You

22. In order to make more money for themselves, rich people ________.
a. pay taxes
b. take out loans for personal uses
c. charge purchases with credit cards
d. own stocks, property, and their own businesses
Answer: d

Diff: Moderate
Page Ref: 31

Goal: Making Money Work for You

23. Owning items that make you money gives you the ability to acquire ________ items that make you ________ money.
a. more; no
b. more; even more
c. no; no
d. no; even more
Answer: b

Diff: Moderate
Page Ref: 31

Goal: Making Money Work for You

24. Anything you own or control, which you can exchange for some value is a(n) ________.
a. liability
b. asset
c. retained earning
d. equity
Answer: b

Diff: Easy
Page Ref: 32

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

25. Accounts receivable is _______.
a. any money that you or a business are owed
b. property, manufacturing plants, and equipment
c. any money that you owe to a business
d. credit that is extended to a business for necessary purchases
Answer: a

Diff: Easy
Page Ref: 32

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

26. Which of the following is a fixed asset?
a. an item of intellectual property
b. a patent
c. a manufacturing plant
d. a copyright
Answer: c

Diff: Easy
Page Ref: 32

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

27. Which of the following is an intangible asset?
a. property
b. a manufacturing plant
c. a patent
d. equipment
Answer: c

Diff: Easy
Page Ref: 32

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

28. An example of an asset that can earn money while you own it is a(n) ________.
a. MP3 music player that you listen to while eating dinner
b. shoebox of cash hidden under your bed
c. computer server that your business uses to double the number of Web site visitors
d. console that only you use to play video games 
Answer: c

Diff: Moderate
Page Ref: 33

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

29. A legal obligation that an individual or company has to pay back is a(n) _______,
a. inventory
b. liability
c. owners' equity
d. asset
Answer: b

Diff: Easy
Page Ref: 33

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

30. ________ consist of credit that is extended to a business for necessary purchases.
a. Accounts receivable
b. Accounts payable
c. Intangible assets
d. Retained earnings
Answer: b

Diff: Easy
Page Ref: 33

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

31. The assets you keep after you have paid off all your liabilities make up your ________.
a. current assets
b. net worth
c. balance sheet
d. long-term assets
Answer: b

Diff: Easy
Page Ref: 34

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

32. Owners' equity can be also known as ________ equity.
a. current
b. long-term
c. shareholders'
d. asset
Answer: c

Diff: Moderate
Page Ref: 34

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

33. A record of a company's assets and liabilities at a fixed point in time is known as a(n) ________.
a. cash flow statement
b. balance sheet
c. account payable
d. income statement
Answer: b

Diff: Easy
Page Ref: 34

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

34. All of the following are included in the fundamental accounting equation EXCEPT ________.
a. assets
b. owners' equity
c. bonds
d. liabilities
Answer: c

Diff: Easy
Page Ref: 34

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

35. From looking at Apple Inc.'s balance sheet in Figure 2.2, an investor knows that Apple would not be forced to sell fixed assets to cover its debts because ________ are more than enough to pay off all its liabilities.
a. property, plant, and equipment
b. current assets
c. intangible assets
d. common stock
Answer: b

Diff: Challenging
Page Ref: 34-35

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

36. From Apple Inc.'s balance sheet in Figure 2.2, an investor knows that Apple is financing its business from the sale of stock and retained earnings because its long-term debt is ______.
a. $0
b. over $39 billion
c. about $4 billion
d. about $19 billion
Answer: a

Diff: Challenging
Page Ref: 35

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

37. The greater the risk, the ________ difference between a favorable or unfavorable outcome.
a. less important is the
b. more likely there is no
c. larger the
d. smaller the
Answer: c

Diff: Easy
Page Ref: 37

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
38. Risk affects ________.
a. neither your personal nor your business life
b. both your personal and your business lives
c. only your business life and not your personal life
d. only your personal life and not your business life
Answer: b

Diff: Moderate
Page Ref: 37

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
39. All of the following are financial risks reflected on the balance sheet EXCEPT ________.
a. excess inventory
b. not enough cash
c. zero long-term debt
d. too much debt
Answer: c

Diff: Moderate
Page Ref: 37

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
40. A factor in SWOT analysis is ________.
a. officers
b. workers
c. strengths
d. terminations
Answer: c

Diff: Easy
Page Ref: 38

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
41. What are internal factors that will help a company achieve its objective?
a. strengths
b. weaknesses
c. opportunities
d. threats
Answer: a

Diff: Easy
Page Ref: 38

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
42. High quality employees are an example of a(n) ________.
a. strength
b. weakness
c. opportunity
d. threat
Answer: a
Diff: Moderate
Page Ref: 38

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
43. What are internal factors that may stop a company from achieving its objective?
a. threats
b. strengths
c. weaknesses
d. opportunities
Answer: c

Diff: Easy
Page Ref: 38

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
44. An unknown brand in the marketplace is an example of a(n) ________.
a. strength
b. weakness
c. opportunity
d. threat
Answer: b

Diff: Moderate
Page Ref: 38

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
45. What are external conditions that can assist the company in achieving its objective?
a. weaknesses
b. strengths
c. threats
d. opportunities
Answer: d

Diff: Easy
Page Ref: 39

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
46. A major customer looking for a new company for its advertising campaign is an example of a(n) ________.
a. strength
b. opportunity
c. threat
d. weakness
Answer: b

Diff: Moderate
Page Ref: 39

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
47. What are external conditions that may deter a company from achieving its objective?
a. threats
b. opportunities
c. strengths
d. weaknesses
Answer: a

Diff: Easy
Page Ref: 39

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
48. A weak economic environment in which customers cannot pay on time or at all is an example of a(n) ________.
a. threat
b. opportunity
c. strength
d. weakness
Answer: a

Diff: Easy
Page Ref: 39

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
49. Companies use SWOT to analyze________ risks and benefits.
a. neither internal nor external
b. only external
c. both internal and external
d. only internal
Answer: c

Diff: Moderate
Page Ref: 40

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
50. You are thinking about attending a business conference. But spending three days on the trip will mean falling behind on your current project. By considering the value of lost time, you are applying the concept of ________.
a. SWOT analysis
b. diversification
c. opportunity cost
d. merger
Answer: c

Diff: Moderate
Page Ref: 40

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
51. Spreading resources out over several different areas is called ________.
a. diversification
b. risk
c. opportunity
d. liability
Answer: a

Diff: Easy
Page Ref: 41

Goal: Use the concept of diversification to not only manage risk, but also thrive in it.
52. Diversification is a method of managing ________.
a. risk
b. strengths
c. retained earnings
d. dividends
Answer: a

Diff: Easy
Page Ref: 41

Goal: Use the concept of diversification to not only manage risk, but also thrive in it.
53. When Google announced that it was developing software for cell phones, the company showed that it was ________ its sources of income.
a. diversifying
b. risking
c. merging
d. factoring
Answer: a

Diff: Easy
Page Ref: 42

Goal: Use the concept of diversification to not only manage risk, but also thrive in it.
54. What is a merger?
a. two companies agree to go forward as a single new company
b. one company takes over another company and sets itself up as the new owner
c. one company divides into two or more companies
d. three or more companies spread resources out over several different areas
Answer: a

Diff: Easy
Page Ref: 42

Goal: Use the concept of diversification to not only manage risk, but also thrive in it.
55. What is an acquisition?
a. one company takes over another company and sets itself up as the new owner 

b. three or more companies spread resources out over several different areas
c. one company divides into two or more companies
d. two companies agree to go forward as a single new company
Answer: a

Diff: Easy
Page Ref: 42

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
56. Which of the following is a reason for two companies to join together?
a. expanding the size of each company
b. closing stores in other geographic areas in order to concentrate on just one area
c. giving up control over a competitive advantage
d. increasing risk
Answer: a

Diff: Easy
Page Ref: 42

Goal: Use the concept of diversification to not only manage risk, but also thrive in it.
57. When a business borrows money, it pays a fee for the use of that money. The fee is called ________.
a. collateral
b. factoring
c. equity
d. interest
Answer: d

Diff: Easy
Page Ref: 44

Goal: Make short-term and long-term financing decisions based on risk and diversification.
58. For which of the following purchases would a company use short-term financing?
a. property
b. manufacturing facility
c. equipment
d. inventory or supplies
Answer: d

Diff: Moderate
Page Ref: 44

Goal: Make short-term and long-term financing decisions based on risk and diversification.
59. A loan that is backed by something of value, such as property or inventory, is known as a(n) ________.
a. credit card balance
b. unsecured loan
c. line of credit
d. secured loan
Answer: d

Diff: Easy
Page Ref: 44

Goal: Make short-term and long-term financing decisions based on risk and diversification.
60. A kind of loan that is generally given only to trusted customers or to companies perceived to be extremely financially stable is called a(n) ________.
a. unsecured loan
b. secured loan
c. factoring arrangement
d. credit card balance
Answer: a

Diff: Easy
Page Ref: 44

Goal: Make short-term and long-term financing decisions based on risk and diversification.
61. A line of credit ________.
a. allows a business to borrow short-term funds, up to a set amount, whenever it is necessary without having to apply for a new loan every time
b. requires a company to use property as a collateral
c. requires a company to use accounts receivable as collateral
d. involves selling accounts receivable to a third party at a discounted rate
Answer: a

Diff: Easy
Page Ref: 44

Goal: Make short-term and long-term financing decisions based on risk and diversification.
62. When a business uses accounts receivable as collateral for a bank loan, this is known as ________.
a. factoring
b. long-term financing
c. pledging
d. equity financing
Answer: c

Diff: Easy
Page Ref: 44

Goal: Make short-term and long-term financing decisions based on risk and diversification.
63. The sale of accounts receivable to a third party at a discounted rate in exchange for immediate cash is called ________.
a. factoring
b. pledging
c. long-term financing
d. equity financing
Answer: a

Diff: Easy
Page Ref: 45

Goal: Make short-term and long-term financing decisions based on risk and diversification.
64. Which of the following involves repaying a loan over periods longer than one year?
a. short-term financing
b. equity financing
c. long-term financing
d. retained earnings financing
Answer: c

Diff: Easy
Page Ref: 45

Goal: Make short-term and long-term financing decisions based on risk and diversification.
65. The two main debt-financing options are ________.
a. bonds and factoring
b. bank loans and bonds
c. stocks and retained earnings
d. bank loans and pledging
Answer: b

Diff: Easy
Page Ref: 45

Goal: Make short-term and long-term financing decisions based on risk and diversification.
66. Which of the following occurs when a company raises money by either selling stock to investors or withdrawing it from the owners' retained earnings?
a. debt financing
b. equity financing
c. short-term financing
d. dividend financing
Answer: b

Diff: Easy
Page Ref: 46

Goal: Make short-term and long-term financing decisions based on risk and diversification.
67. Stock is a(n) ________.
a. investor who receives ownership interests in a company
b. share of ownership in a company
c. agreement to lend money that will repaid at a later date
d. portion of a company's earnings
Answer: b

Diff: Easy
Page Ref: 46

Goal: Make short-term and long-term financing decisions based on risk and diversification.
68. Measuring risk versus ________ is the key to any investment decision.
a. portfolio
b. horizontal diversification
c. return
d. interest
Answer: c

Diff: Easy
Page Ref: 47

Goal: Become a wise investor who makes decisions based on risk and diversification.
69. A portion of a company's earnings paid to an owner of stock is called a(n) _______.
a. bond
b. dividend
c. interest
d. credit line
Answer: b

Diff: Easy
Page Ref: 47

Goal: Become a wise investor who makes decisions based on risk and diversification.
70. Mutual funds are organizations that do all of the following EXCEPT ________.
a. issue bonds to investors
b. collect investors' money

c. pool investors' money
d. buy a variety of stocks and bonds
Answer: a

Diff: Easy
Page Ref: 47

Goal: Become a wise investor who makes decisions based on risk and diversification.
71. A major advantage of investing in mutual funds is that ________.

a. the judgment of the fund managers may be wrong

b. you pay fees to the money managers
c. the fund managers do the hard work of research and diversification

d. the fund managers ignore diversification
Answer: c
Diff: Easy
Page Ref: 47

Goal: Become a wise investor who makes decisions based on risk and diversification.
72. A major disadvantage of investing in mutual funds is that ________.
a. the judgment of the fund managers may be wrong 

b. the fund managers do the hard work of research and diversification
c. if one investment fails, the losses should be balanced by gains among other investments
d. there are no fees to be paid to the money managers
Answer: a

Diff: Easy
Page Ref: 47

Goal: Become a wise investor who makes decisions based on risk and diversification.
73. A ________ market happens when the stock market rises for an extended period of time.

a. cow

b. bear

c. bird

d. bull

Answer: d

Diff: Easy
Page Ref: 48

Goal: Become a wise investor who makes decisions based on risk and diversification.
74. The mix of investments in a portfolio is called portfolio ________.

a. liquidity 

b. risk
c. dividend
d. diversification
Answer: d
Diff: Easy
Page Ref: 48
Goal: Become a wise investor who makes decisions based on risk and diversification.
75. Vertical diversification ________.
a. focuses your money on just one type of asset 

b. spreads your money between different types of assets
c. involves owning assets that address different aspects of the same situation
d. moves the value of your money only upward
Answer: b
Diff: Easy
Page Ref: 48
Goal: Become a wise investor who makes decisions based on risk and diversification.
76. Horizontal diversification ________.
a. keeps the value of your money level
b. involves owning assets that address different aspects of the same situation 

c. spreads your money between different types of assets
d. focuses your money on just one type of asset
Answer: b
Diff: Easy
Page Ref: 48
Goal: Become a wise investor who makes decisions based on risk and diversification.
77. Although a certificate of deposit (CD) provides a ________ rate of return than a savings account, the CD is ________ liquid than the savings account.

a. lower; less
b. lower; more
c. higher; less
d. higher; more
Answer: c
Diff: Easy
Page Ref: 49
Goal: Become a wise investor who makes decisions based on risk and diversification.
78. All of the following assets are considered to be liquid EXCEPT ______.

a. bank accounts

b. certificates of deposit (CDs)

c. artwork

d. common stock that is traded regularly

Answer: c

Diff: Easy
Page Ref: 49

Goal: Become a wise investor who makes decisions based on risk and diversification.
79. Investments in objects—such as coins, stamps, and art—are ________ liquid.
a. less
b. not at all
c. slightly
d. extremely
Answer: a
Diff: Easy
Page Ref: 49

Goal: Become a wise investor who makes decisions based on risk and diversification.
80. When you make investment decisions, you need to think about ________.
a. the short term, but not the long term
b. neither the short term nor the long term
c. both the short term and the long term
d. the long term, but not the short term
Answer: c

Diff: Easy
Page Ref: 49

Goal: Become a wise investor who makes decisions based on risk and diversification.
SHORT ANSWERS
81. Other than cash, list and define five types of assets.
ANSWER: (1) Accounts receivable is any money that you or a business is owed. (2) Notes receivable is any money that you or a business is owed and that has a written promise for payment. (3) Fixed assets include property, manufacturing plants, and equipment. (4) Intangible assets include intellectual property or patents. (5) Inventory consists of all merchandise, raw materials, and products that have not yet been sold.
Diff: Easy
Page Ref: 32

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

82. What are current assets?
ANSWER: Current assets can be easily converted into cash within one calendar year. Examples include cash, checking accounts, accounts receivable, and notes receivable that are due within one year.
Diff: Easy
Page Ref: 33

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

83. The text describes a townhouse that you can rent out as an example of an asset that generates income. Give another example.
ANSWER: Student answers will vary. Examples might include land that can be rented out for a parking lot, a factory assembly line that produces goods to be sold, and a copyright for a book that generates royalty income.
Diff: Moderate
Page Ref: 33

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

84. What is the difference between an asset and a liability?
ANSWER: An asset is something that a person or a business owns. A liability is a legal obligation that a person or a business has to pay back or something owed. A liability is an asset to the person or business to whom the debt is owed.
Diff: Easy
Page Ref: 32-33

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

85. What kind of liability is a 30-year mortgage on your company's office building?
ANSWER: A 30-year mortgage is a long-term liability.  A long-term liability can be paid over a period of time longer than one year.
Diff: Easy
Page Ref: 34

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

86. On a balance sheet, the sum of total liabilities plus owners' equity must equal what total?
ANSWER: The sum of total liabilities plus owners' equity must equal total assets. In this way the balance sheet represents the fundamental accounting equation.
Diff: Easy
Page Ref: 34

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

87. List people or organizations who might make use of a balance sheet.
ANSWER: Businesses use financial statements, including the balance sheet, to get a complete picture of how well a business is performing. Company leaders, investors, and employees can also use a balance sheet to try to answer questions about the future of a company. Individuals can also use a balance sheet to manage their personal finances.
Diff: Easy
Page Ref: 36

Goal: Differentiate an asset from a liability, recognize assets that generate income, and evaluate an organization's financial position by its balance sheet.

88. Comment on the suggestion that businesses should avoid all risks.
ANSWER: This is not possible. Almost everything in business involves some kind of risk. Risk, furthermore, often comes with rewards. The goal of a business is to seek opportunities, assess threats and risks, and enjoy rewards.
Diff: Moderate
Page Ref: 37

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
89. Can financial statements be used in SWOT analysis?
ANSWER: Yes, financial statements can be used in SWOT analysis. Some internal strengths and weaknesses are financial. External opportunities and threats also can change financial results. A company must look at its financial statements as part of its SWOT analysis.
Diff: Moderate
Page Ref: 38-39
Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
90. Give an example of a time when you considered opportunity cost in making a decision.
ANSWER: Student answers will vary. Examples in the text include using tax return money to deposit in a savings account instead of paying down credit card debt, eating a free lunch instead of eating something tastier, investing in a partner company instead of putting money into a savings account. Student answers should explore the value of the choice not made. 
Diff: Challenging
Page Ref: 40

Goal: Appreciate the value and necessity of risk in business by conducting a SWOT analysis and considering opportunity costs.
91. Explain why two companies would want to join together in a merger or acquisition.
ANSWER: Mergers and acquisitions help companies diversify and manage risk. 
A company may join with another company that offers different types of products, does business in new geographic areas, or has a specialized piece of information or a patent.
Diff: Easy
Page Ref: 42
Goal: Use the concept of diversification to not only manage risk, but also thrive in it.
92. What is the concept of the long tail?

ANSWER: Instead of selling millions of units of a single product, some companies succeed by selling a few units of millions of products. Movie and music download sites are examples.

Diff: Easy
Page Ref: 43

Goal: Use the concept of diversification to not only manage risk, but also thrive in it.
93. What are the disadvantages to using friends, family, and credit cards for short-term financing?

ANSWER: Relationships with friends and family could be damaged if the borrower cannot pay back the debt or if the lenders do not like how the business is being operated. Credit cards usually have higher interest rates than other types of loans.
Diff: Easy
Page Ref: 44
Goal: Make short-term and long-term financing decisions based on risk and diversification.
94. Describe two methods for using accounts receivable to generate short-term funding.
ANSWER: Pledging involves using accounts receivable as collateral for a bank loan.  Factoring is the sale of accounts receivable to a third party at a discounted rate. These types of financing free up money that is otherwise stuck in accounts receivable.
Diff: Easy
Page Ref: 44-45
Goal: Make short-term and long-term financing decisions based on risk and diversification.
95. What is the relationship between risk and the interest rate on a long-term bank loan?

ANSWER: The greater the risk of a bank issuing a long-term loan, the higher the interest rate the bank charges the business.

Diff: Easy
Page Ref: 45

Goal: Make short-term and long-term financing decisions based on risk and diversification.
96. What should a company consider before issuing bonds?

ANSWER: The company should consider the overall cost, such as the interest rate that must be paid. The company should also consider the length of the repayment period. The longer the bond term, the riskier the issuing of the bonds.
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Goal: Make short-term and long-term financing decisions based on risk and diversification.
97. Define an IPO.
ANSWER: IPO stands for initial public offering. An IPO occurs when a company first makes stock available to the public. The company receives money from the stock purchases, and buyers receive part ownership of the company.
Diff: Easy
Page Ref: 46
Goal: Make short-term and long-term financing decisions based on risk and diversification.
98. Name three types of investments that can make up a portfolio.
ANSWER: (1) Stocks are a small slice of ownership in a company. (2) Bonds are a loan to a company and are more secure than stock. (3) Mutual funds are organizations that collect investors' money, pool it, and buy a variety of stocks and bonds. Mutual funds provide diversification of risk.
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Goal: Become a wise investor who makes decisions based on risk and diversification.
99. What is the ideal way to diversify?
ANSWER: There is no one ideal way to diversify. The mix must be appropriate for a specific investor. In addition, the ideal portfolio diversification will change throughout an investor's lifetime.
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Goal: Become a wise investor who makes decisions based on risk and diversification.
100. Why should you consider liquidity in making investment decisions?

ANSWER: The more liquid an investment is, the lower the return that the investment will earn. A savings account has a lower interest rate than a certificate of deposit. You must also estimate the amount of cash that you will need in any time period. If you have too little money invested in liquid assets, you may have to convert other assets into cash. This can be time-consuming, expensive, and inefficient.
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Goal: Become a wise investor who makes decisions based on risk and diversification.






