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R #52
Why is understanding exchange rate risk crucial for multinational corporations?

e A. Because exchange rates are stable and enhance mvestment outcomes

¢ B. Because fluctuations in exchange rates can impact firm value

e C. Because it allows companies to avoid the complexities of international operations
e D. Because multinational operations simplify the financial planning process

£%: B

fE R A -

Understanding exchange rate risk is crucial because exchange-rate movements can change the value of a multinational corporation's
future cash flows, assets, liabilities, and reported earings. A firm may sell products abroad, import raw materials, repay foreign-
currency loans, or own subsidiaries in other countries. If exchange rates move unfavorably, the domestic-currency value of those
transactions can decline, reducing profitability and potentially lowering the overall value of the firm. Exchange rate risk affects both
operating decisions and financing decisions. For example, it can influence where a firm produces goods, which currency it borrows
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in, how it prices exports, and whether it should hedge future receipts or payments. This makes exchange-rate analysis a central part
of international financial management, not a side issue. Choice A is incorrect because exchange rates are not stable. Choice C is
incorrect because understanding the risk does not eliminate the complexity of international operations. Choice D is also incorrect
because multinational business generally makes financial planning more difficult, not simpler. Therefore, B is correct because
exchange-rate fluctuations can materially affect shareholder value and the financial performance of multinational corporations.

=8 #53
What is a holding cost in inventory management?

A. The expense associated with the potential damage or price changes of inventory
B. The purchase of equipment to turn material into finished nventory

C. The discount given to customers for bulk purchases of inventory

D. The time incurred until accounts receivable are collected from inventory sold

ER: A

i RE S -

Holding cost, also called carrying cost, refers to the costs a firm incurs by keeping inventory on hand over time. These costs include
storage, insurance, obsolescence, deterioration, spoilage, and the risk of price declines or damage. In addition, financial management
often includes the opportunity cost of capital tied up in inventory as part of carrying cost. The key idea is that inventory is not free to
hold; it uses space, requires protection, and can lose value while sitting unsold. Choice D is correct because it captures an important
category of holding cost: the expense related to damage or unfavorable price changes. Choice A is incorrect because a discount to
customrers is a selling decision, not a holding cost. Choice B describes a production nvestment rather than an inventory carrying cost.
Choice C relates more to receivables collection than to mventory holding. Effective inventory management ains to balance holding
costs against ordering costs and stockout risk. Therefore, D is the correct answer because holding costs arise from maintaining
mventory and facing the risk that stored goods may deteriorate, become obsolete, or lose value over time.

P RE #54
What is a potential drawback of lowering the annual dividend payment?

A. It could possibly increase the company's net margin.

B. It can lead to an immediate increase in the company's stock price.
C. It might lead to higher sales growth for the company.

D. It may cause the company's stockholders to react negatively.

ZE: D

fRRERR A

Dividend policy carries important signaling effects in financial markets. Investors often view dividends as a signal of management's
confidence in the firm's future cash flows. When a company lowers its dividend, shareholders may interpret the action as a sign of
financial distress, declining profitability, or uncertainty about future earnings. This negative perception can result in a decline in the
firm's stock price and reduced mnvestor confidence. While dividend reductions may free up cash for remvestment and improve long-
term financial flexibility, the short-term market reaction is often unfavorable.

Financial management literature stresses that dividend changes should be made cautiously and clearly commumicated to avoid
misinterpretation. Option D correctly identifies this key drawback.

il RE #55
Use Whole Pine Inc.'s financial statements for 20X3 below to answer the following question.
What is Whole Pine Inc.'stotal asset turnoverfor 20X3?

A 233
B.2.50
C.1.25
D. 0.50



ER: C

R A -

Total asset turnover measures how efficiently a firmuses its assets to generate revenue. It is calculated as Sales + Total Assets. For
Whole Pine Inc., sales for 20X3 are $10,000 and total assets are $8,000.

Dividing $10,000 by $8,000 yields a total asset turnover of 1.25. This means the company generates

$1.25 in sales for every $1.00 invested in assets. Froma financial management perspective, this ratio is a key indicator of operating
efficiency and is commonly compared across firms within the same industry or across time. A higher turnover suggests more efficient
use of assets, while a lower turnover may indicate underutilized capacity or inefficient asset deployment. Asset turnover is also a
component of the DuPont analysis, linking operational efficiency to return on equity. Option B correctly reflects both the calculation
and interpretation consistent with standard financial analysis practice.

i /8 #56
What is a primary benefit of maintaining inventory?

A. Increases the cash conversion cycle

B. Reduces a company's storage costs

C. Decreases the cost of goods sold

D. Allows companies to meet customer demand

ZX: D

BB -

A primary benefit of maintaining inventory is that it allows a company to meet customer demand promptly and consistently. Inventory
ensures that goods are available when customers want them, which supports sales, customer satisfaction, and competitive
performance. Without adequate inventory, firms face stockouts that may lead to lost sales, damaged customer relationships, and
reduced market share. Financial management recognizes that although inventory carries costs such as storage, insurance,
obsolescence, and tied-up capital, it also provides important operational and strategic benefits. Choice D is correct because
mventory exists largely to support uninterrupted operations and customer service. Choice A is incorrect because increasing the cash
conversion cycle is generally a cost, not a benefit. Choice B is incorrect because simply holding inventory does not automatically
decrease cost of goods sold. Choice C is also incorrect because maintaining nventory usually increases, rather than reduces, storage
costs. Therefore, D is the correct answer because the main reason firms hold nventory is to ensure product availability and fulfill
customer demand in a timely manner while supporting stable operations.
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