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WGU Financial Management VBC1 Sample Questions (Q18-Q23):
NEW QUESTION # 18 
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?

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

Answer: A

Explanation:
This question applies the Gordon growth (constant growth dividend discount) model, which values a stock as the present value of an
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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. If the current dividend is $5,
the next dividend equals $5 × (1 + 0.03) = $5.15. Substituting into the formula 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.

NEW QUESTION # 19 
Ratios for Freedom Rock Bicycles are shown below, along with industry average ratios.
What are appropriate recommendations for Freedom Rock Bicycles based on this analysis?

A. To maintain current operating expenses and reduce asset levels to be in line with the industry
B. To increase production expenses and invest in more assets
C. To reduce non-production expenses and evaluate the company's fixed costs
D. To focus solely on increasing gross margins to match industry levels

Answer: C

Explanation:
The data show that Freedom Rock Bicycles has gross margins comparable to or slightly above the industry but significantly lower
operating margins. This indicates that the problem is not production efficiency or cost of goods sold, but rather operating expenses
such as selling, general, and administrative costs or fixed overhead. Additionally, asset turnover is roughly in line with industry
averages, suggesting that asset utilization is not the primary issue. From a financial management perspective, when gross margin is
healthy but operating margin lags, the logical focus is on controlling non-production costs and evaluating fixed cost structures.
Reducing unnecessary overhead, improving operating efficiency, or restructuring fixed expenses can directly improve operating
margin and overall profitability. Option C best reflects this targeted, ratio-driven recommendation. The other options either
misdiagnose the problem or focus on areas already performing adequately relative to peers.

NEW QUESTION # 20 
What costs are considered part of an asset's initial investment?

A. Delivery and installation
B. Market research
C. Depreciation
D. Discounted salvage value

Answer: A

Explanation:
The initial investment for a capital project includes all costs required to acquire and prepare an asset for use. These costs typically
include purchase price, delivery, installation, testing, and any necessary setup expenses. Financial management texts clearly
distinguish these capitalized costs from expenses such as depreciation, which is an accounting allocation over time, and salvage value,
which is considered at the end of a project's life. Market research is usually treated as a separate operating or planning expense
unless directly attributable to asset acquisition. Option B correctly identifies delivery and installation as part of the initial investment.

NEW QUESTION # 21 
Which practice can help an analyst identify the most relevant financial data and ratios when assessing the financial health of a firm?

A. Assuming financial statements from different firms are directly comparable without adjustments
B. Focusing only on the most recent fiscal year's data
C. Ignoring all ratios except liquidity ratios
D. Identifying why differences exist in comparisons between firms and analyzing macroeconomic conditions

Answer: D



Explanation:
Effective financial analysis requires context. Analysts must understand not only numerical differences but also the underlying reasons
for those differences. Variations in firm size, accounting policies, capital structure, industry positioning, and macroeconomic
conditions can significantly affect ratios. By identifying why firms differ and adjusting for external influences such as interest rates,
inflation, or economic cycles, analysts gain more meaningful insights into performance and risk. This comparative, contextual
approach aligns with best practices in financial statement analysis and avoids misleading conclusions drawn from raw numbers alone.
Option D reflects this disciplined analytical process, while the other options oversimplify analysis or ignore critical dimensions of
comparability.

NEW QUESTION # 22 
What is the significance of Section 302 of the Sarbanes-Oxley Act (SOX)?

A. It allows companies to opt out of internal control reporting.
B. It requires management to certify the accuracy of financial reports.
C. It relaxes the requirements for internal control.
D. It requires the external auditor to take responsibility for financial accuracy.

Answer: B

Explanation:
Section 302 of the Sarbanes-Oxley Act requires a company's chief executive officer (CEO) and chief financial officer (CFO) to
personally certify the accuracy and completeness of financial statements and disclosures. This certification affirms that management is
responsible for establishing and maintaining effective internal controls and has evaluated their effectiveness. The provision was
introduced to enhance accountability and restore investor confidence following major accounting scandals. By placing legal
responsibility directly on senior executives, Section 302 strengthens corporate governance and reduces the likelihood of fraudulent
reporting. Financial management and governance literature consistently highlight this section as a cornerstone of SOX compliance.
Option A accurately reflects its purpose.

NEW QUESTION # 23
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