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WGU Financial Management VBC1 Sample Questions (Q65-Q70):
NEW QUESTION # 65 
Why would a company choose to maintain a certain level of cash as a reserve balance?

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

Answer: A

Explanation:
Maintaining a cash reserve is a core element of prudent working capital management. Firms hold cash to meet transaction needs,
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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 
Which type of company would likely have a high credit rating for its bonds?

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

Answer: B

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.

NEW QUESTION # 67 
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
B. $40
C. $15
D. $20

Answer: B

Explanation:
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 formula.

NEW QUESTION # 68 
What is a primary benefit of maintaining inventory?

A. Reduces a company's storage costs
B. Increases the cash conversion cycle
C. Allows companies to meet customer demand
D. Decreases the cost of goods sold

Answer: C

Explanation:
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
inventory 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 inventory usually increases, rather than reduces, storage
costs. Therefore, D is the correct answer because the main reason firms hold inventory is to ensure product availability and fulfill
customer demand in a timely manner while supporting stable operations.

NEW QUESTION # 69 
Use Whole Pine Inc.'s financial statements for 20X3 below to answer the following question.
What is Whole Pine Inc.'squick ratiofor 20X3?

A. 0.65
B. 0.15
C. 2.50
D. 4.00

Answer: C

Explanation:
The quick ratio, also known as the acid-test ratio, measures a firm's ability to meet short-term obligations using its most liquid assets.
It is calculated as:
(Cash + Accounts Receivable + Marketable Securities) ÷ Current Liabilities.



For Whole Pine Inc., quick assets include cash of $2,000 and accounts receivable of $500, totaling
$2,500. Inventory is excluded because it is less liquid and may not be easily converted into cash.
Current liabilities consist of accounts payable of $1,000. Dividing $2,500 by $1,000 yields a quick ratio of 2.50. This indicates that
the firm has $2.50 in highly liquid assets for every $1.00 of short-term obligations, suggesting strong short-term liquidity. Option C
correctly reflects this calculation and interpretation.

NEW QUESTION # 70
......
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