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WGU Financial Management VBC1 Sample Questions (Q62-Q67):
NEW QUESTION # 62 
How is the cash ratio calculated?

A. Current Assets ÷ Current Liabilities
B. Cash + Accounts Payable
C. Cash and Cash Equivalents ÷ Total Liabilities
D. Cash and Cash Equivalents ÷ Current Liabilities

Answer: D

Explanation:
The cash ratio is a strict liquidity ratio that measures a company's ability to pay its current liabilities using only its most liquid assets:
cash and cash equivalents. The formula is Cash and Cash Equivalents divided by Current Liabilities. This makes answer A correct.
Unlike the current ratio, which includes all current assets, or the quick ratio, which includes cash, marketable securities, and
receivables, the cash ratio focuses only on immediately available funds. Because it excludes inventory and accounts receivable, it is
the most conservative measure of short-term liquidity. Financial analysts use the cash ratio to evaluate whether a firm could meet
near-term obligations even under stressful conditions where receivables are not collected quickly and inventory cannot be sold
promptly. A very low cash ratio may indicate liquidity risk, while an extremely high cash ratio may suggest inefficient use of idle
funds. Choice B is incorrect because total liabilities include long-term obligations. Choice C defines the current ratio, not the cash
ratio. Choice D is not a meaningful ratio formula. Therefore, A correctly states the formula used to calculate the cash ratio in financial
statement analysis and working capital management.

NEW QUESTION # 63 
Alliah Company produces vaccines at its pharmaceutical facility near a river. It is considering expanding its operations by building a
second facility next to the first. The company holds a public hearing to discuss an extra investment it will make to minimize pollution
and keep the river clean and thriving for the native wildlife.
How does this effort support the overall goal of the firm?

A. Alliah Company is ensuring this action will reduce immediate costs to maximize employee engagement and earnings-
because the ultimate goal of a company is employee-oriented.
B. Alliah Company is seeking to focus initially on maximizing value to the shareholders-or owners-of the firm, and the extra
costs to prevent pollution will increase the immediate earnings available for owners.
C. Alliah Company is focusing on consumers first and foremost to create the greatest value for the company. Reducing this
pollution will directly improve the quality of products the company creates.
D. Alliah Company is considering the long-term impact on shareholder value and the company's social responsibility to all
stakeholders-including the environment and local community.

Answer: D

Explanation:
The firm's overarching financial objective is typically framed as maximizing long-term shareholder value, not just short-term profits.
Actions that reduce environmental harm can support this objective by lowering the probability of costly future liabilities (fines,
cleanup costs, lawsuits), reducing regulatory risk, and protecting the firm's "license to operate" granted by the community and
government. In financial management terms, managers consider not only immediate cash outflows (the pollution-control investment)
but also the present value of avoided future cash outflows and the stability of future cash inflows. A public hearing also reflects
stakeholder orientation: communities, regulators, customers, and employees affect the firm's risk profile and operating continuity.
Protecting the river can strengthen corporate reputation, reduce political and legal pressure, and improve long- run competitive
position-all of which can raise the expected future free cash flows or lower the firm's perceived risk (and therefore its required
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return). Option C best captures the standard finance view that ethical and socially responsible decisions can align with value
maximization when they manage risk and support sustainable, long-term performance.

NEW QUESTION # 64 
Kretsmart anticipates its sales will grow by10% each year for the next two years. Information from the company's current income
statement is given below, andCost of Goods Sold (COGS) is assumed to be a spontaneous account.

What would the company'sprojected gross margin for Year 2?

A. $59.45
B. $71.25
C. $76.00
D. $66.55

Answer: D

Explanation:
When sales grow and cost of goods sold (COGS) is assumed to be a spontaneous account, COGS increases proportionally with
sales. In the current year, Kretsmart's gross margin ratio is calculated as Gross Margin ÷ Sales = $55 ÷ $100 =55%, while COGS
represents45%of sales.
Sales are projected to grow by 10% per year for two years. Therefore, projected sales for Year 2 are:
$100 × 1.10 × 1.10 =$121.00.
Since COGS remains 45% of sales, projected COGS for Year 2 equals:
$121.00 × 0.45 =$54.45.
Gross margin is then calculated as:
$121.00 # $54.45 =$66.55.
Financial management forecasting techniques commonly use percentage-of-sales assumptions for spontaneous accounts such as
COGS, inventory, and receivables. This method allows managers to project future income statements consistently with expected
growth. Option B ($66.55) correctly reflects the projected gross margin for Year 2 under these assumptions.

NEW QUESTION # 65 
Why would a company choose to maintain a certain level of cash as a reserve balance?

A. To pay for major capital expenditures without external financing
B. To safeguard against unforeseen expenses and maintain liquidity
C. To distribute as dividends at the end of the fiscal year
D. To cover the cost of repurchasing shares from the stock market

Answer: B

Explanation:
Maintaining a cash reserve is a core element of prudent working capital management. Firms hold cash to meet transaction needs,
precautionary needs, and sometimes speculative opportunities. The precautionary motive is particularly important, as it allows firms



to handle unexpected expenses, revenue shortfalls, or economic disruptions without relying on costly external financing. Adequate
liquidity reduces the risk of financial distress and enhances operational flexibility. Financial management theory emphasizes balancing
the opportunity cost of holding cash against the benefits of liquidity. Option C accurately reflects this precautionary and liquidity-
focused rationale.

NEW QUESTION # 66 
In the statement of cash flows, how should an increase in accounts receivable be treated when calculating cash collected from
customers?

A. It should be subtracted from revenue.
B. It should be added to revenue.
C. It should be added to the cost of goods sold.
D. It should be subtracted from cost of goods sold.

Answer: A

Explanation:
When calculating cash collected from customers, an increase in accounts receivable must be subtracted from revenue. This is
because revenue includes both cash sales and credit sales, but cash collected reflects only the amount actually received during the
period. If accounts receivable increased, it means some portion of reported sales has not yet been collected in cash. Therefore, that
increase must be deducted to convert accrual- based revenue into a cash basis amount. The general relationship is: Cash Collected
from Customers = Sales Revenue # Increase in Accounts Receivable, assuming no other unusual adjustments. This treatment is
important in preparing or interpreting the operating section of the statement of cash flows, especially under the direct method.
Financial management relies on this distinction because firms may appear profitable on the income statement while still facing liquidity
pressure if collections are slow. The other answer choices are incorrect because accounts receivable relates to sales revenue, not
cost of goods sold. Therefore, A is the correct answer because subtracting the increase in receivables properly adjusts reported
revenue to the actual cash collected from customers during the accounting period.
========
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