1.1 Which of the following ratios is used to measure a company's ability to meet short-term obligations?
· A: Current Ratio
· B: Debt to Equity Ratio
· C: Return on Equity Ratio
1.2 What does a high Return on Assets (ROA) indicate about a company?
· A: The company has a high level of debt relative to its equity
· B: The company has a large amount of cash reserves
· C: The company is efficiently using its assets to generate profit
1.3 How does a low inventory turnover ratio typically affect a company’s financial performance?
· A: It may indicate excess inventory, leading to higher holding costs and reduced efficiency
· B: It suggests that the company is highly efficient in managing its inventory
· C: It shows that the company has strong sales relative to its inventory levels.
2.1 What does a high Debt to Equity (D/E) ratio suggest about a company’s financial structure?
· A: The company is using a higher proportion of debt to finance its assets, which could increase financial risk
· B: The company is generating high profits from its operations
· C: The company has a high level of equity relative to its debt
2.2 How is the Price-to-Earnings (P/E) ratio interpreted in the context of investment analysis?
· A: A lower P/E ratio always indicates a better investment opportunity
· B: The P/E ratio measures how much profit the company generates from its equity
· C: A higher P/E ratio may indicate that investors expect future growth but could also suggest overvaluation
2.3 When comparing companies across different industries, why must caution be used in interpreting financial ratios?
· A: Because industry-specific factors can lead to significant differences in ratios, making cross-industry comparisons potentially misleading
· B: Because ratios are only useful for comparing companies within the same country
· C: Because financial ratios are irrelevant for comparing companies in different industries
2.4 How might accounting differences affect the interpretation of financial ratios?
· A: Accounting differences have no significant impact on financial ratios
· B: Financial ratios automatically account for all accounting differences
· C: Variations in accounting policies can lead to discrepancies in financial ratios, even among companies with similar operational performance
3.1 Why is it important to use a combination of financial ratios when analyzing a company?
· A: Using multiple ratios provides a more comprehensive view of a company’s financial health by covering different aspects such as liquidity, profitability, and solvency
· B: It simplifies the analysis process by reducing the need for detailed financial review
· C: t guarantees that the analysis will be accurate
3.2 How can trend analysis of financial ratios over multiple periods enhance investment decisions?
· A: It is only useful for short-term investment decisions
· B: It eliminates the need for industry benchmarks
· C: It helps identify whether a company’s performance is improving or deteriorating, providing insights into long-term financial health
3.3 In what scenario could a company with a high current ratio still face liquidity problems?
· A: If the company has a low debt-to-equity ratio
· B: If the company has a high return on equity
· C: If the company’s current assets are primarily composed of inventory that cannot be quickly converted to cash
