1.1 What is the primary purpose of financial statements?
· A: To provide insight into a company's financial health and performance.
· B: To display the company's marketing strategies.
· C: To determine employee productivity.
1.2 Which financial statement is often referred to as the "report card" of a company?
· A: Cash Flow Statement
· B: Income Statement
· C: Balance Sheet
1.3 What does the term "Gross Profit" represent on an income statement?
· A: The total revenue minus operating expenses.
· B: The difference between revenue and the cost of goods sold (COGS).
· C: The company's net profit after taxes.
2.1 Which ratio would best indicate how well a company is managing its day-to-day operations?
· A: Operating Profit Margin
· B: Gross Profit Margin
· C: Net Profit Margin
2.2 What does the balance sheet primarily show?
· A: The company’s income and expenses over a period of time.
· B: The company's cash flows during a specific period.
· C: A snapshot of the company’s assets, liabilities, and equity at a specific point in time.
2.3 Which of the following is classified as a current asset?
· A: Machinery.
· B: Inventory.
· C: Long Term Investments.
2.4 What does the cash flow statement primarily track?
· A: The company’s profitability over a specific period.
· B: The company's assets and liabilities at a specific point in time.
· C: The actual cash coming in and going out of a company.
3.1 Which component of the cash flow statement reflects cash from a company’s core business operations?
· A: Operating Activities
· B: Investing Activities
· C: Financing Activities
3.2 How does the income statement relate to the balance sheet?
· A: Net profit from the income statement is added to retained earnings on the balance sheet.
· B: Total revenue from the income statement is listed as an asset on the balance sheet.
· C: Gross profit is deducted from liabilities on the balance sheet.
3.3 What happens to accounts receivable on the balance sheet when revenue is recognized on the income statement but the cash has not yet been received?
· A: Inventory decreases.
· B: Accounts receivable increases.
· C: Cash on the balance sheet increases.
3.4 Which ratio would you use to assess a company's ability to pay its short-term obligations?
· A: Debt to Equity Ratio.
· B: Current Ratio.
· C: Net Profit Margin.
4.1 Why is the quick ratio considered more conservative than the current ratio?
· A: It excludes inventory from current assets.
· B: It includes long-term assets in the calculation.
· C: It accounts for the company’s total liabilities.
4.2 How might an increase in inventory on the balance sheet affect the cash flow statement?
· A: Increase Cash flow from investing activities.
· B: It would increase net income on the income statement.
· C:  It would decrease cash flow from operating activities.
4.3 How does depreciation affect both the income statement and the cash flow statement?
· A: It reduces net income but is added back in the cash flow statement under operating activities.
· B: It increases net income but reduces cash flow from operating activities.
· C: It only affects the balance sheet, not the income or cash flow statements.
5.1 If a company’s cash flow from operations is consistently negative, what might this indicate?
· A: The company is profitable and expanding rapidly.
· B: The company may be struggling to generate enough cash from its core business activities.
· C: The company has too many assets.
5.2 When a company has a high debt-to-equity ratio, what is a potential risk?
· A: The company is not investing enough in growth.
· B: The company has too much equity relative to its liabilities.
· C: The company may face difficulty meeting its debt obligations, especially if income decreases.
6.1 What does a declining gross profit margin over time typically indicate?
· A: The company’s cost of goods sold is increasing relative to its sales.
· B: The company is reducing its operating expenses.
· C: The company’s revenue is increasing faster than costs.
6.2 Which scenario would most likely cause an increase in a company's current liabilities?
· A: Purchasing a new building with cash.
· B: Taking out a short-term loan to finance inventory purchases.
· Issuing common stock to raise capital.
6.3 How would selling a piece of equipment affect the cash flow statement?
· A: It would increase cash flow from investing activities.
· B: It would decrease cash flow from operating activities.
· C: It would increase net income on the income statement.
6.4 What does a high quick ratio suggest about a company’s financial health?
· A: The company is over-leveraged and at risk of defaulting on its debt.
· B: The company has too much inventory relative to its liabilities.
· C: The company has a strong ability to meet short-term liabilities without relying on inventory.
