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EE #42
‘Which requirement does the Sarbanes-Oxley Act (SOX) impose on company executives?

A. Hold an accounting certification

B. Divest all personal company shares

C. Certify the accuracy of financial information
D. Assumre responsibility for the company's debts

ig: C

o
M

MY

Under the Sarbanes-Oxley Act, senior executives-specifically the CEO and CFO-are required to certify that the company's financial
statements fairly present the firm's financial condition and results of operations. This requirement increases executive accountability
and ensures that financial reporting integrity is taken seriously at the highest level of management. False certification can result in
severe civil and crimnal penalties. Financial management texts emphasize that this provision aligns executive incentives with
shareholder mterests by making leaders directly responsible for financial transparency and accuracy. Option C correctly states this
executive requirement.

HE #43

A recent news article reported that a popular tech start-up has not yet reached profitability or experienced a period of positive cash
flows from operations. Instead, the company has been focused primarily on capturing market share and attracting new customers.
What does the continued negative cash flow from operations (CFO) signal about this firm?

A. Tt indicates the firm s effectively managing its assets and using themto generate earnings for the firm.

B. It suggests the firm is burning cash in its operations and may eventually run out of funding sources.

C. It implies the firm is mvesting mnimally in the future growth of the company and its operations.

D. It shows the firmis generating too much cash from operations and will not be able to continue to do so.

He:. B

dE:

Cash flow from operations reflects the cash generated (or consumed) by a firml's core business activities. When CFO is consistently
negative, it indicates that operating expenses and working capital needs exceed cash inflows from sales. For start-ups, this is
common during early growth phases, as firms spend heavily on marketing, technology, and customer acquisition to build scale and
future revenue potential. However, froma financial management perspective, negative CFO also signals cash burn. Unless offset by
financing inflows (equity or debt) or expected future positive cash flows, continued operating losses can threaten liquidity and
solvency. Analysts closely monitor burn rate, finding runway, and the firm's ability to transition to sustainable operations. Option C
accurately captures this risk-focused interpretation, whereas the other options either mischaracterize negative CFO or contradict its
fundamental meaning,

EE #4
What is the purpose of the Sarbanes-Oxley Act requirement for the board of directors to effectively represent shareholders?

A. To manage daily operations

B. To increase stock prices

C. To ensure the board's financial gain

D. To represent shareholders' interests in good faith

He:. D

Y.
The Sarbanes-Oxley Act reinforces the board of directors' fiduciary duty to act in the best interests of shareholders. This includes
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providing independent oversight of management, ensuring financial reporting integrity, and protecting shareholder rights. SOX
emphasizes board independence, particularly through audit committees composed of independent directors. Financial management
theory recognizes the board as a key mechanism for reducing agency conflicts between management and shareholders. Option D
correctly reflects this governance-focused objective.

HEE #45
Which type of security has voting rights associated with it?

A. Convertible note
B. Preferred stock
C. Secured bond
D. Common stock

HE: D

Y.

Voting rights are a defining characteristic of common stock and represent ownership and control in a corporation. Holders of
common stock typically have the right to vote on key corporate matters such as electing the board of directors, approving major
mergers or acquisitions, and authorizing significant changes to corporate governance. These rights align with the role of shareholders
as residual claimants, meaning they receive what is left after all other obligations-such as debt and preferred dividends-are met.
Preferred stockholders usually do not have voting rights under normal conditions, as preferred stock is structured to resemble a
hybrid between debt and equity, emphasizing fixed dividend payments rather than control. Bondholders and holders of convertible
notes are creditors, not owners, and therefore have no voting power in corporate decisions. Froma financial management
perspective, voting rights are a key factor in ownership structure, agency relationships, and corporate governance.

Option D correctly identifies common stock as the security that carries voting rights.

EE #46
What does the DuPont equation decompose return on equity (ROE) into?

A. Operating margin, current asset turnover, and debt ratio
B. Pre-tax profit margin, total liabilities, and quick ratio

C. Net margin, total asset turnover, and debt-to-equity ratio
D. Gross margm, fixed asset turnover, and current ratio

HE. C

dE:

The DuPont equation breaks return on equity (ROE) into three key components to show how profitability, efficiency, and leverage
nteract to drive shareholder returns. The classic three-step DuPont formula expresses ROE as:

ROE = Net Profit Margin x Total Asset Turnover X Equity Multiplier (or leverage measure).

Net profit margin reflects operating and cost efficiency, total asset turnover measures how effectively assets generate sales, and the
equity multiplier (closely related to the debt-to-equity ratio) captures the impact of financial leverage. This decomposition allows
analysts and managers to identify whether changes in ROE are driven by margins, asset utilization, or financing decisions. Option D
correctly aligns with this framework by identifying net margin and asset turnover along with a leverage measure (debt-to-equity). The
other options include ratios not used in the DuPont framework or omit a critical component. The DuPont analysis is widely used in
financial management to diagnose performance issues and guide strategic improvements.
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