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NEW QUESTION # 35 
Which characteristic is unique to preferred stock?

A. Voting rights in company decisions
B. Ownership equity in the company
C. Potential for capital appreciation
D. Fixed dividend payments for stockholders

Answer: D

Explanation:
Preferred stock is distinguished by its fixed or stated dividend, which is typically paid before any dividends are distributed to
common shareholders. This feature makes preferred stock resemble debt in terms of predictable income, while still being classified
as equity on the balance sheet. Unlike common stockholders, preferred shareholders generally do not have voting rights and have
limited potential for capital appreciation. However, they enjoy priority over common stockholders in dividend payments and, in
liquidation, over residual equity claims. From a financial management standpoint, preferred stock provides firms with a flexible
financing option that does not increase leverage in the same way as debt while offering investors relatively stable income. Option C
correctly identifies the defining characteristic of preferred stock.

NEW QUESTION # 36 
What costs are considered part of an asset's initial investment?

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

Answer: C

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 # 37 
How does country risk affect global financial management decisions?

A. It is typically considered irrelevant in financial planning since it is unpredictable.
B. It only affects firms with domestic operations facing international competition.
C. It reduces the complexity of international investments.
D. It necessitates strategies to mitigate potential losses from instability or unfavorable policies.

Answer: D

Explanation:
Country risk refers to the possibility that political, economic, legal, or social conditions in a foreign country will negatively affect a
firm's operations and cash flows. In global financial management, this risk directly influences investment appraisal, financing choices,
and risk management policies. For capital budgeting, higher country risk can lower expected cash flows (e.g., through capital
controls, expropriation risk, supply disruptions, or taxation changes) and/or increase the discount rate applied to foreign projects.
For financing, lenders and investors demand higher returns in riskier jurisdictions, affecting borrowing costs and feasible capital
structures. Firms respond by using mitigation strategies such as diversification across countries, contractual protections, political risk
insurance, careful partner selection, staging investments, and hedging currency exposures when relevant. Country risk also drives
decisions about where to locate production, how to structure subsidiaries, and whether to denominate contracts and debt in local or
hard currencies. Because country conditions can materially change expected outcomes, it is a core planning input rather than
irrelevant or simplifying, making option A the correct statement.



NEW QUESTION # 38 
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 balance sheet method
B. The asset disposal method
C. The direct method
D. The indirect method

Answer: D

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 # 39 
Which type of company would likely have a high credit rating for its bonds?

A. A financially solid company with low debt and high earnings
B. A company with high debt ratios and low liquidity ratios
C. A new company with unproven market penetration and high operational costs
D. A company with a history of defaulting on its debt obligations

Answer: A

Explanation:
Bond credit ratings assess the likelihood that a borrower will meet its interest and principal obligations.
Rating agencies evaluate factors such as earnings stability, cash flow coverage, leverage, liquidity, and overall business risk.
Companies with strong, consistent earnings and low leverage are viewed as less risky because they have greater capacity to service
debt even during economic downturns. High liquidity further reduces default risk by ensuring near-term obligations can be met.
Option C best matches these criteria. Firms with a history of default, excessive leverage, weak liquidity, or uncertain business models
face higher perceived risk and therefore receive lower credit ratings. High credit ratings allow firms to borrow at lower interest rates,
reducing financing costs and improving financial flexibility-key goals in long-term financial management.
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