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Question 1

Which of the following business valuation methods is based on estimating the present value of expected
future cash flows?

Options:

A. Discounted Cash Flow Analysis

B. Market Capitalization

C. Price-to-Earnings Ratio

D. Book Value Method

Answer: A

Explanation:

Discounted Cash Flow Analysis is a method that evaluates a company by projecting its future cash flows
and discounting them to their present value using an appropriate discount rate. This method reflects the
time value of money, unlike alternatives that rely solely on current market data or static financial metrics.

Question 2

Which of the following statements best reflects the primary objective of a company's dividend policy?
Options:
A. To maximize growth by retaining all earnings.

B. To balance fund distribution to shareholders with reinvestment for growth.
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C. To minimize shareholder returns by reducing payouts.

D. To allocate profits solely based on managerial discretion.
Answer: B

Explanation:

A company's dividend policy aims to find an optimal balance between distributing earnings to shareholders
and retaining sufficient funds for reinvestment to foster future growth. This approach considers both
shareholder expectations and long-term business expansion, making Option B the most accurate.

Question 3

Which ethical principle is most focused on protecting sensitive information in professional interactions?
Options:

A. Confidentiality

B. Integrity

C. Objectivity

D. Accountability

Answer: A

Explanation:

Confidentiality is the ethical principle that emphasizes safeguarding sensitive data. In professional settings,
it is essential for maintaining trust and ensuring that private information is disclosed only on a need-to-know
basis, thereby protecting the interests of all parties involved.

Question 4

What is the primary objective of financial management in a corporation?
Options:

A. Maximizing shareholder wealth

B. Minimizing operational costs

C. Enhancing employee benefits

D. Increasing market share

Answer: A

Explanation:
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Financial management primarily focuses on maximizing shareholder wealth by making decisions on
investments, financing, and dividend policies that increase the firm's value. This objective guides the
company in balancing risk and return to ensure long-term growth and profitability while maintaining
sustainable operations.

Question 5

Which of the following best describes the role of budgeting in financial planning and control?
Options:

A. It forecasts future cash flows.

B. It allocates resources based on strategy.

C. It determines employee bonuses.

D. It analyzes competitor performance.

Answer: B

Explanation:

Budgeting serves as a financial roadmap by aligning the organization’s expenditures with its strategic
goals. It allocates available resources efficiently, ensuring that funds are directed to priority areas and
supporting overall financial stability and growth. This essential process provides benchmarks for
performance evaluation and helps in identifying deviations from planned financial outcomes.

Question 6

Which of the following best describes the trade-off theory in financing decisions?
Options:

A. Balancing risk through diversification of investments

B. Balancing the tax benefits of debt with the costs of potential financial distress
C. Maximizing returns by exclusively using equity financing

D. Minimizing operating costs by reducing investment in assets

Answer: B

Explanation:

The trade-off theory posits that companies balance the tax advantages provided by debt financing against
the increased costs of potential financial distress. This approach helps in identifying an optimal capital
structure that minimizes overall costs while maximizing firm value.
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Question 7

In international financial management, which hedging strategy is commonly used to manage exchange rate
risk?

Options:

A. Forward Contracts

B. Equity Swaps

C. Fixed Interest Rate Bonds

D. Dividend Reinvestments

Answer: A

Explanation:

Forward contracts are widely utilized in international financial management to mitigate exchange rate risk.
They allow companies to lock in an exchange rate for future transactions, reducing uncertainty and
potential financial losses associated with fluctuating rates. This strategy provides predictability in cash flows
and helps in effective budgeting and planning.

Question 8

Which of the following best describes the concept of Net Present Value (NPV) in investment appraisal?
Options:

A. The present value of future cash flows minus the initial investment

B. The rate of return that makes future cash flows grow exponentially

C. The simple sum of all future cash flows without discounting

D. The percentage increase over the initial investment regardless of time

Answer: A

Explanation:

Net Present Value (NPV) measures the difference between the present value of cash inflows and the initial
investment in a project. It incorporates the time value of money by discounting future cash flows to their
present value and deducting the initial cost. A positive NPV indicates that the project is expected to
generate profit over the cost of capital, thereby creating value.

Question 9
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In risk management, which process involves evaluating the probability and impact of potential risks to
prioritize mitigation efforts?

Options:

A. Risk identification
B. Risk assessment
C. Risk transfer

D. Risk elimination
Answer: B

Explanation:
Risk assessment is the process used to evaluate both the probability and the impact of potential risks so
that organizations can prioritize and implement appropriate measures to manage them effectively.

Question 10

Which of the following best describes working capital management?
Options:

A. Managing a company’s fixed assets and long-term investments
B. Managing a company’s current assets and current liabilities

C. Managing market expansion strategies

D. Managing debt financing and equity investment

Answer: B

Explanation:

Working capital management focuses on managing a company’s short-term assets and liabilities to ensure
sufficient liquidity for day-to-day operations. It involves optimizing the balance between current assets and
current liabilities to meet financial obligations efficiently.
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