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AE#11
‘Why might a firmi's net income not equal its cash flows from operations for a period?

A. Net income projects future earnings, while cash flows from operations deal with past cash transactions.

B. Net income represents profits from investing activities only, while cash flows from operations reflect all earnings.
C. Net income may reflect noncash charges and revenue recognition that differ from a firmi's actual cash flows.

D. Cash flows from operations are calculated for tax purposes only and may not align with actual income earned.

HE. C

Y.

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
ncludes 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, mventory, 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.

EE#12
What is the Securities and Exchange Commission's (SEC's) Electronic Data Gathering, Analysis, and Retrieval (EDGAR) system
used for?

A. Electronic trading of securities

B. Online filing and retrieval of company filings
C. Insuring deposit accounts

D. Regulating the Federal Reserve

HE: B

Y.

The SEC's EDGAR system is used for the electronic filing, storage, and retrieval of company disclosures and reports. Public
companies submit documents such as annual reports, quarterly reports, registration statements, proxy materials, and other required
filings through this system. Investors, analysts, regulators, and the general public can then access these filings online to review
financial statements, management discussion, risk disclosures, and other important corporate information. Choice C is correct
because EDGAR's core function is to make company filings available in an organized electronic database. Choice A is incorrect
because EDGAR is not a trading platform Choice B is unrelated because the SEC does not regulate the Federal Reserve through
EDGAR. Choice D is incorrect because deposit insurance is associated with the FDIC, not the SEC. From a financial management
and corporate governance perspective, EDGAR promotes transparency, tirely disclosure, and informed decision-making in capital
markets. Easy access to reliable financial information helps reduce information asymmetry between firms and investors. Therefore, C
is the correct answer because EDGAR is specifically designed for online filing and retrieval of public company disclosures.

HEE#13
In the capital asset pricing model (CAPM), what does a beta (#) greater than 1 signify for a portfolio?

A. The portfolio will always outperform the market.

B. The portfolio is expected to move in the opposite direction of the market.
C. The portfolio has more risk than the market.

D. The portfolio has less risk than the market.

: C

o



Y.

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.

AE#14
What is a potential drawback of lowering the annual dividend payment?

A. Tt might lead to higher sales growth for the company.

B. It could possibly increase the company's net margin.

C. It may cause the company's stockholders to react negatively.

D. It can lead to an immediate increase in the company's stock price.

2
m

d3": C

MY

Dividend policy carries important signaling effects in financial markets. Investors often view dividends as a signal of management's
confidence in the firm's future cash flows. When a company lowers its dividend, shareholders may interpret the action as a sign of
financial distress, declining profitability, or uncertainty about future earnings. This negative perception can result in a decline in the
firm's stock price and reduced mvestor confidence. While dividend reductions may free up cash for reinvestment and improve long-
term financial flexibility, the short-term market reaction is often unfavorable.

Financial management literature stresses that dividend changes should be made cautiously and clearly commumicated to avoid
misinterpretation. Option D correctly identifies this key drawback.

HBE#15
How does the global bond market impact the strategies of multinational corporations?

A. By enhancing incentives to raise capital domestically

B. By reducing the need for currency risk management

C. By ensuring fixed interest rates on all international loans

D. By offering diverse financing options beyond domestic markets

HE. D

ME:

Multinational corporations (MNCs) often seek the lowest-cost and most flexible sources of long-term financing. The global bond
market expands their choices beyond domestic lenders and investors, enabling firms to issue debt in multiple countries, currencies,
and structures (fixed vs. floating rates, maturities, secured vs. unsecured, and different covenant packages). This broad access can
reduce the weighted average cost of capital (WACC) if foreign markets provide lower yields, deeper investor demand, or better
terms for the issuer's credit profile. Global issuance can also support operational needs: an MNC earning revenues in €uros or yen
may issue bonds in those currencies to create a natural hedge, matching debt service with foreign-currency cash inflows and reducing
exchange-rate exposure. However, the global bond market does not remove currency risk automatically (so B is incorrect), nor
does it guarantee fixed interest rates (D is incorrect). While domestic issuance remains important, global markets increase strategic
flexibility, allowing firms to optimize capital structure, diversify fimding sources, manage refinancing risk, and tailor financing to
geographic cash flows-core themes in international financial management.
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