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H #82
In the statement of cash flows, how should an increase in accounts receivable be treated when calculating cash collected from

customers?

A. Tt should be subtracted from cost of goods sold.
B. It should be added to the cost of goods sold.

C. It should be added to revenue.

D. It should be subtracted from revenue.

Ef#: D
fEE -

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. Ifaccounts receivable increased, it means some portion of reported sales has not yet been collected in cash. Therefore, that
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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.

H #83
Which requirement does the Sarbanes-Oxley Act (SOX) impose on company executives?

A. Divest all personal company shares

B. Hold an accounting certification

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

EfE: C

R -

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 criminal penalties. Financial management texts emphasize that this provision aligns executive incentives with
shareholder interests by making leaders directly responsible for financial transparency and accuracy. Option C correctly states this
executive requirenment.

HH #84

A company is expected to pay a dividend of $2 next year, and dividends are expected to grow at 5% per year indefinitely. The
required rate of return on the company's stock is 10%.

What is the value of the stock using the Gordon growth model?

* A $61
e B.$20
e C. 840
e D.S$I5

IEfE: C

L2

The Gordon growth model values a stock assuming dividends grow at a constant rate indefinitely. The formula is:

Stock Value = D# + (r # g),

where D# is the expected dividend next year, r is the required rate of return, and g is the growth rate.

Substituting the values:

$2+(0.10#0.05) = $2 + 0.05 = $40.

This model is widely used in valuation for mature companies with stable dividend growth. It highlights the sensitivity of stock value to
growth expectations and required returns. Option C correctly applies the Gordon growth model fornuila.

HH #85
Considering the fimdamental relationships of the balance sheet, how can a company's assets increase without a corresponding rise in

liabilities?

A. The company could increase the amount of depreciation it recognizes.

B. The company could increase the amount of cash it pays out as dividends.
C. The company could finance the assets by increasing owners' equity.

D. The company could finance the assets by restructuring its long-term debt.

IEf: C



fiR .-

The balance sheet follows the basic accounting equation: Assets = Liabilities + Owners' Equity. This means that if assets increase,
the increase must be matched by either an increase in liabilities, an increase in owners' equity, or some combination of both.
Therefore, assets can rise without liabilities rising if the increase is financed through owners' equity. This might occur if the company
issues new stock, receives additional capital contributions from owners, or retains earnings nstead of distributing them as dividends.
Choice A is incorrect because paying dividends reduces cash, which lowers assets and retained earnings. Choice B is also incorrect
because depreciation reduces the book value of assets over time rather than increasing them. Choice C is not the best answer
because restructuring long-term debt generally changes the form or timing of liabilities but does not explain an increase in assets
without liabilities increasing, From a financial statement analysis perspective, understanding this relationship is essential when
evaluating how a firm finances growth and how changes in the balance sheet affect leverage and ownership claims. Therefore, D is
the correct answer because equity financing allows assets to increase without a matching increase in liabilities.

H #86
What is a consequence of a firm having a longer cash cycle?

A. Immediate increase in net income

B. Instantaneous improvement in liquidity

C. Decreased need to hold cash

D. Increased need to hold cash for operations

IEf#: D

A -

A longer cash cycle means that more time passes between when a firm pays cash for inventory or production inputs and when it
receives cash from customers. As this cycle lengthens, more funds are tied up in operations for a longer period. This increases the
firm's need to hold cash or obtain short-term financing to support day- to-day activities. For example, if inventory sits longer before
being sold or if customers take longer to pay, the firm must continue covering payroll, suppliers, and other operating expenses while
waiting to recover cash.

Financial management views the cash conversion cycle as a critical working capital measure because it directly affects liquidity
needs, financing cost, and operational risk. Choice C is correct because a longer cycle usually requires greater operating cash
support. Choice A is incorrect because longer cycles typically reduce liquidity pressure only if financing is abundant, which is not the
normal interpretation. Choice B is incorrect because a longer cash cycle does not automatically raise profits. Choice D is the
opposite of the correct relationship. Therefore, C is the best answer because longer operating cycles increase the amount of cash a
firm must keep available for operations.
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