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WGU Financial Management VBC1 Sample Questions (Q75-Q80):
NEW QUESTION # 75 
Why might a firm's net income not equal its cash flows from operations for a period?

A. Net income represents profits from investing activities only, while cash flows from operations reflect all earnings.
B. Cash flows from operations are calculated for tax purposes only and may not align with actual income earned.
C. Net income may reflect noncash charges and revenue recognition that differ from a firm's actual cash flows.
D. Net income projects future earnings, while cash flows from operations deal with past cash transactions.

Answer: C

Explanation:
Net income and cash flow from operations are not the same because net income is prepared using accrual accounting, while cash
flow from operations focuses on actual cash movement. Under accrual accounting, revenue may be recorded when earned rather
than when cash is received, and expenses may be recorded when incurred rather than when cash is paid. In addition, net income
includes noncash expenses such as depreciation and amortization, which reduce accounting profit without reducing current-period
cash. Changes in working capital accounts, such as accounts receivable, inventory, and accounts payable, also create differences
between net income and operating cash flow. For example, a company may report strong sales and net income, but if many
customers have not yet paid, cash flow from operations may still be low. Financial statement analysis places strong emphasis on
understanding these differences because cash flow is essential for liquidity, debt repayment, and ongoing operations. Choice A is
correct because it directly captures the main reasons net income and cash flow from operations differ. The other choices incorrectly
describe the purpose or nature of net income and cash flow reporting.
========

NEW QUESTION # 76 
In the capital asset pricing model (CAPM), what does a beta (#) greater than 1 signify for a portfolio?

A. The portfolio is expected to move in the opposite direction of the market.
B. The portfolio has more risk than the market.
C. The portfolio will always outperform the market.
D. The portfolio has less risk than the market.

Answer: B

Explanation:
Within the CAPM framework, beta quantifies the degree of systematic risk relative to the market portfolio, which by definition has a
beta of 1. A portfolio with a beta greater than 1 carries more systematic risk than the market, meaning its returns are expected to be
more sensitive to market movements. This higher sensitivity increases both upside potential and downside exposure. According to
CAPM, investors require a higher expected return for bearing this additional risk. Importantly, a higher beta does not guarantee
superior performance; it simply reflects greater volatility relative to the market. Option B accurately captures this risk-based
interpretation.

NEW QUESTION # 77 
In the statement of cash flows, what is the most commonly used method by financial analysts to calculate cash flows from operations
(CFO)?

A. The indirect method
B. The direct method
C. The asset disposal method
D. The balance sheet method

Answer: A

Explanation:
The indirect method is the most commonly used approach to calculate cash flows from operations (CFO). Under this method,
analysts begin with net income and adjust for non-cash expenses (such as depreciation and amortization) and changes in working
capital accounts (current assets and current liabilities). This method highlights the reconciliation between accrual-based net income
and actual cash generated by operations. Financial analysts favor the indirect method because it provides insight into how accounting



profits translate into cash flows and helps identify earnings quality issues. Although the direct method shows actual cash inflows and
outflows from operations, it is less commonly used due to higher data requirements. The indirect method is widely accepted under
accounting standards and dominates published financial statements, making it the standard tool in financial statement analysis and
valuation work.

NEW QUESTION # 78 
Why is understanding exchange rate risk crucial for multinational corporations?

A. Because it allows companies to avoid the complexities of international operations
B. Because multinational operations simplify the financial planning process
C. Because fluctuations in exchange rates can impact firm value
D. Because exchange rates are stable and enhance investment outcomes

Answer: C

Explanation:
Understanding exchange rate risk is crucial because exchange-rate movements can change the value of a multinational corporation's
future cash flows, assets, liabilities, and reported earnings. A firm may sell products abroad, import raw materials, repay foreign-
currency loans, or own subsidiaries in other countries. If exchange rates move unfavorably, the domestic-currency value of those
transactions can decline, reducing profitability and potentially lowering the overall value of the firm. Exchange rate risk affects both
operating decisions and financing decisions. For example, it can influence where a firm produces goods, which currency it borrows
in, how it prices exports, and whether it should hedge future receipts or payments. This makes exchange-rate analysis a central part
of international financial management, not a side issue. Choice A is incorrect because exchange rates are not stable. Choice C is
incorrect because understanding the risk does not eliminate the complexity of international operations. Choice D is also incorrect
because multinational business generally makes financial planning more difficult, not simpler. Therefore, B is correct because
exchange-rate fluctuations can materially affect shareholder value and the financial performance of multinational corporations.
========

NEW QUESTION # 79 
In the capital asset pricing model (CAPM), what does a beta (#) greater than 1 signify for a portfolio?

A. The portfolio is expected to move in the opposite direction of the market.
B. The portfolio has more risk than the market.
C. The portfolio will always outperform the market.
D. The portfolio has less risk than the market.

Answer: B

Explanation:
Within the CAPM framework, beta quantifies the degree of systematic risk relative to the market portfolio, which by definition has a
beta of 1. A portfolio with a beta greater than 1 carries more systematic risk than the market, meaning its returns are expected to be
more sensitive to market movements. This higher sensitivity increases both upside potential and downside exposure. According to
CAPM, investors require a higher expected return for bearing this additional risk. Importantly, a higher beta does not guarantee
superior performance; it simply reflects greater volatility relative to the market. Option B accurately captures this risk-based
interpretation.

NEW QUESTION # 80
......
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