
 

Account ing -  Analysis and Uses of Financial Statem ents -  
Final Exam
1 0 5  Quest ions 

1 . _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  are least  interested in financial statem ent  
analysis.

A. Auditors

B. Tax lawyers

C. I nvestors

D. Creditors

2 . According SFAC ( Statem ent  of Financial Account ing Concepts)  No. 1 , the 
object ives of financial report ing for  business firm s are based on

A. Report ing on m anagem ent 's stewardship

B. The need for m aterialit y

C. The inform at ional needs of the users

D. GAAP

3 . Representat ional fa ithfulness is part  of the pr im ary decision- specific 
quality of _ _ _ _ _ _ _ _ .

A. Predict ive value

B. Reliabilit y

C. Consistency

D. Relevance

4 . The going concern or  cont inuity assum pt ion

A. I s applicable to all f inancial statem ents

B. Prim arily involves periodic incom e m easurem ent

C. Must  be adhered to in order for the statem ents to be prepared under GAAP

D. Requires that  account ing procedures be the sam e from  period to period

5 . Valuing assets at  their  liquidat ion values is NOT consistent  w ith

A. Conservat ism

B. Mater iality

C. Going concern

D. Tim e period

6 . The business being separate and dist inct  from  the ow ners is an integral 
part  of the

A. Tim e period assum pt ion

B. Going concern assum pt ion

C. Business ent ity  assum pt ion

D. Realizat ion assum pt ion

7 . The account ing assum pt ion requir ing that  financial inform at ion be 
m easured and accounted for  in the basic m onetary unit  of the country in 
w hich the enterprise is located is



A. Monetary unit

B. Histor ical cost

C. Realizat ion

D. Going concern

8 . The assum pt ion that  enables us to prepare periodic statem ents betw een 
the t im e that  a  business com m ences operat ions and the t im e it  goes out  of 
business is

A. Tim e period

B. Business ent ity

C. Histor ical cost

D. Transact ion

9 . Valuing inventory at  the low er of cost  or  m arket  is an applicat ion of the

A. Tim e period assum pt ion

B. Realizat ion pr inciple

C. Going concern pr inciple

D. Conservat ism  pr inciple

1 0 . Charging off equipm ent  that  cost  less than $ 2 0  w ould be an exam ple of 
the applicat ion of

A. Going concern

B. Cost

C. Matching

D. Materialit y

1 1 . The basic financial statem ents include a

A.
Balance sheet , incom e statem ent , statem ent  of retained earnings, and 
statem ent  of changes in retained earnings

B.
Balance sheet , incom e statem ent , statem ent  of retained earnings, and 
statem ent  of cash flows

C.
Statem ent  of financial posit ion, incom e statem ent , statem ent  of retained 
earnings, and statem ent  of changes in retained earnings

D.
Balance sheet , statem ent  of financial posit ion, incom e statem ent , and 
statem ent  of changes in retained earnings

1 2 . _ _ _ _ _ _ _ _  is NOT norm ally classified as a current  liability on the balance 
sheet .

A. Accounts payable

B. Accrued expenses

C. Prepaid expenses

D. Unearned revenue

1 3 . W hich of the follow ing is NOT one of the four basic financial statem ents?

A. Balance sheet

B. Statem ent  of retained earnings

C. Audit  report

D. Statem ent  of cash flows

1 4 . W hich of the follow ing regarding retained earnings is FALSE?



A. Retained earnings is increased by net  income and decreased by a net  loss

B.
Retained earnings is a com ponent  of stockholders' equity on the balance 
sheet

C. Retained earnings is an asset  on the balance sheet

D.
Retained earnings represents earnings not  dist r ibuted to stockholders in the 
form  of dividends

1 5 . W hich of the follow ing is NOT a typical footnote included in an annual 
report?

A.
A note describing the auditor 's opinion of the m anagem ent 's past  and future 
financial planning for the business

B.
A note providing m ore detail about  a specific item  shown in the financial 
statem ents

C. A note describing the account ing rules applied in the financial statem ents

D.
A note describing financial disclosures about  item s not  appearing in the 
financial statem ents

1 6 . W hich of the follow ing w ould be classified as a  current  liability?

A. Accounts payable

B. Land

C. Capital stock

D. Accounts receivable

1 7 . The account ing equat ion could be expressed as:

A. Assets -  Stockholders' Equity =  Revenues

B. Liabilit ies +  Stockholders' Equity =  Assets

C. Assets +  Liabilit ies =  Stockholders' Equity

D. Assets -  Liabilit ies =  Revenues -  Expenses

1 8 . The financial statem ent  that  show s the origin and disposit ion of an 
enterprise's cash flow s is called the:

A. Balance sheet

B. Statem ent  of cash flows

C. I ncom e statem ent

D. Retained earnings statem ent

1 9 . W hich of the follow ing is a  pr im ary use of cash?

A. Borrowing

B. I nvestm ent  by owners

C. Operat ing expenses

D. Sale of equipm ent

2 0 . A statem ent  of cash flow s is to be presented in general purpose external 
financial statem ents by w hich of the follow ing?

A. Publicly held business enterpr ises only

B. Privately held business enterprises only

C. All business enterprises

D. All business enterprises and not - for-profit  organizat ions

2 1 . A statem ent  of cash flow s is intended to help users of financial statem ents



A. Evaluate a firm 's liquidity, solvency, and financial flexibilit y

B. Evaluate a firm 's econom ic resources and obligat ions

C. Determ ine a firm 's com ponents of incom e from  operat ions

D. Determ ine whether insiders have sold or purchased the firm 's stock

2 2 . Footnote disclosures usually do NOT include

A. Account ing m ethods

B. Statem ent  of changes in stockholders' equity

C. I nventory pricing

D. Pension fund

2 3 . Sect ion 4 0 4 , in conjunct ion w ith the re lated SEC rules 
and_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ , established by PCAOB, requires 
m anagem ent  of a  public com pany and the com pany's independent  auditor 
to issue new  reports at  the end of every fiscal year.

A. ASC 154

B. AS No. 10

C. AS No. 5

D. Sect ion 302

2 4 . Operat ing expenses do NOT include

A. Manufacturing overhead expenses

B. Selling expenses

C. Depreciat ion expenses

D. General and adm inist rat ive expenses

2 5 . W hich of the follow ing item s is NOT found on a m anufacturer 's incom e 
statem ent  in the cost  of goods sold calculat ion?

A. Beginning inventory of finished goods

B. Cost  of goods m anufactured

C. Ending inventory of work in process

D. Ending inventory of finished goods

2 6 . On its 2 x0 9  balance sheet , Sherm an Books had retained earnings equal to 
$ 5 1 0  m illion. On its 2 x1 0  balance sheet , reta ined earnings w ere also equal 
to $ 5 1 0  m illion. W hich of the follow ing statem ents is m ost  correct?

A. The com pany m ust  have had net  income equal to zero in 2x10

B. The com pany did not  pay dividends in 2x10

C.
I f the com pany's net  incom e in 2x10 was $200 m illion, dividends paid m ust  
have also equaled $200 m illion

D. I f the com pany lost  m oney in 2x10, they m ust  have paid dividends

2 7 . W hich of the follow ing statem ents is m ost  correct?

A. Accounts receivable show up as current  liabilit ies on the balance sheet

B.
Dividends paid reduce the net  incom e that  is reported on a com pany's 
incom e statem ent

C.
I f a com pany pays m ore in dividends than it  generates in net  income, its 
balance of retained earnings reported on the balance sheet  will fall

D. All of the statem ents above are correct



2 8 . The organizat ion that  has by federal law  the responsibility to adopt  
audit ing standards is

A. New York Stock Exchange (NYSE)

B. The Public Com pany Account ing Oversight  Board (PCAOB)

C. Account ing Principles Board (APB)

D. Financial Account ing Standards Board (FASB)

2 9 . The annual report  of a  public com pany m ust  be filed w ith:

A. Financial Account ing Standards Board

B. New York Stock Exchange

C. Account ing Principles Board

D. Securit ies and Exchange Com m ission (SEC)

3 0 . W hich of the follow ing is NOT a type of audit  opinion?

A. Unqualified opinion

B. Qualified opinion

C. Adverse opinion

D. Clean opinion

3 1 . W hich of the follow ing statem ents is NOT t rue?

A.
You are likely to regard a qualif ied opinion or an adverse opinion as a serious 
quest ion of the reliabilit y of the financial statem ents

B.
The accountant 's report  expresses an opinion on reviewed financial 
statem ents

C.
A disclaim er of opinion indicates that  you should not  look to the auditor 's 
report  as an indicat ion of the reliabilit y of the statements

D.
I n som e cases, outside accountants are associated with financial statem ents 
when they have perform ed less than an audit

3 2 . I n addit ion to a  balance sheet , incom e statem ent  and the statem ent  of 
cash flow s, a  com plete set  of financial statem ents m ust  include:

A. An auditor 's opinion

B. A ten-year sum m ary of operat ions

C. A footnote disclosure of such item s as account ing policies

D. Histor ical com m on-size (percentage)  sum m aries

3 3 . W hich of the follow ing is NOT a purpose of the statem ent  of cash flow s?

A. To show cash flow from  operat ions

B. To show cash flow from  financing act ivit ies

C. To show operat ing expenses for a per iod of t im e

D. To show cash flow from  invest ing act ivit ies

3 4 . W hich of the follow ing is NOT a typical cash flow  under operat ing 
act ivit ies?

A. Cash inflows from  sale of goods or services

B. Cash inflows from  sale of property, plant , and equipm ent

C. Cash inflows from  interest

D. Cash out flows to em ployees



3 5 . W hich of the follow ing is NOT a typical cash flow  under invest ing 
act ivit ies?

A. Cash inflow from  sales of equity and debt  securit ies of other com panies

B. Cash inflow from  the sale of fixed assets

C.
Cash out flow for paym ents on accounts payable ar ising from  the init ial 
purchase of goods

D. Cash out flow for paym ents to buy fixed assets

3 6 . W hich of the follow ing is NOT a typical cash flow  under financing 
act ivit ies?

A. Cash inflow from  the sale of stock

B. Cash inflow from  sale of debt  securit ies

C. Cash out flow for issuing dividend paym ents

D. Cash out flow for paym ents to suppliers of operat ing expense item s

3 7 . Factors that  an investor considers in evaluat ing a firm s stock include all 
EXCEPT

A. Financial health

B. I ndust ry factors

C. Num ber of future investors

D. Future out look of the com pany

3 8 . Various techniques are used in the analysis of financial data to em phasize 
the com parat ive and relat ive im portance of the data presented and to 
evaluate the posit ion of the firm . W hich of the follow ing is NOT one of the 
techniques used in analysis?

A. Rat io analysis

B. Com m on-size analysis

C. Linear program m ing

D. Exam inat ion of relat ive size am ong firm s

3 9 . W hich of the follow ing is NOT a source of industry stat ist ics?

A. Risk Managem ent  Associates' Annual Statem ent  Studies

B. The Wall St reet  Earnings Sum m ary

C. Value Line

D. Moody's

4 0 . Risk Managem ent  Associates' Annual Statem ent  Studies reported the 
follow ing figures for  m anufacturers of screw  m achine products for the 
rat io of current  assets to current  debt . The follow ing figures are for  a 
part icular  industry's current  rat io: 1 .6 ; 1 .3 ; 1 .2 . W hich best  describes 
these three num bers?

A. One third of each of the com panies experienced each of the rat ios

B. The average rat io was 1.3. The best  firm  had 1.6;  The worst  had 1.2

C.
The median was 1.3. 1.6 is the figure for the upper quart ile;  1.2 is the figure 
for the lower quart ile

D.
The m edian was 1.3. 1.6 is the figure for the lower quart ile;  1.2 is the figure 
for the upper quart ile

4 1 . W hich of the follow ing is a  governm ent  docum ent  that  provides industry 
stat ist ics?



A. The Wall St reet  Journal

B. Dun and Bradst reet

C. The DC Financial Report

D. Standard and Poor 's I ndust ry Survey

4 2 . Statem ents in w hich all item s are expressed only in relat ive term s 
( percentages of a  base)  are term ed:

A. Digital Statem ents

B. Horizontal Statem ents

C. Funds Statem ents

D. Com m on-Size Statem ents

4 3 . W hich of these statem ents is fa lse?

A.
I n vert ical analysis, a figure from  the year 's statem ent  is com pared with a 
base selected from  the prior statem ent

B. A rat io can be com puted from  any pair  of num bers

C.
Horizontal analysis discloses changes on item s in financial statem ents over 
t im e

D.
Trend percentages show horizontally the degree of increase or  decrease, but  
they do not  indicate the reason for the changes.

4 4 . I n financial statem ent  analysis, rat ios are

A. The only type of analysis where indust ry data are available

B. Absolute num bers converted to a com m on base

C. Fract ions usually expressed in percent  or t imes

D. The only indicat ion of the financial posit ion of the firm

4 5 . Rat ios assum e significance w hen they are com pared w ith

A. Market  value rat ios

B. Previous rat ios of the sam e firm

C. S&P rat ios

D. Betas

4 6 . Denver Dynam ics has net  incom e of $ 2 ,0 0 0 ,0 0 0 . Oakland Enterprises has 
net  incom e of $ 2 ,5 0 0 ,0 0 0 . W hich of the follow ing best  com pares the 
profitability of Denver and Oakland?

A. Oakland Enterpr ises is 25%  m ore profitable than Denver Dynam ics

B. Further inform at ion is needed for a reasonable com parison

C.
Oakland Enterpr ises is m ore profitable than Denver Dynam ics, but  the 
com parison can't  be quant ified

D.
Oakland Enterpr ises is only m ore profitable if it  is sm aller than Denver 
Dynam ics

4 7 . W hich of the follow ing is NOT be a m eaningful com parison in financial 
statem ent  analysis?

A. Past  rat ios and figures

B. I ndust ry averages

C. Rat ios of S&P firm s

D. Rat ios of m ajor com pet it ion



4 8 . Liquidity rat ios can be used

A. To m easure the degree of protect ion of long- term  suppliers of funds

B. To m easure the firm 's abilit y to m eet  its current  obligat ions

C. To m easure borrowing capacity

D. To m easure the earning abilit y of a firm

4 9 . _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  com pares a user- selected com pany to others 
in its industry and assigns a num ber indicat ing the com pany's rank on a 
specific rat io or  data point , w ith '1 ' being the top ranking.

A. Moody's

B. EdgarScan

C. Value Line

D. Risk Managem ent  Associates

5 0 . W hich of these statem ents is fa lse?

A. Many com panies will not  clear ly fit  into any one indust ry

B.
A com pany com parison should not  be m ade with indust ry averages if the 
com pany does not  clearly fit  into any one indust ry

C.
The analysis of an ent ity 's financial statem ents can be m ore m eaningful if the 
results are com pared with indust ry averages and with results of com pet itors

D.
When using indust ry averages, it  is often necessary to use an indust ry that  
the firm  best  fit s

5 1 . W hich one of the follow ing is NOT a problem  w ith rat io analysis?

A. Rat ios reflect  past  condit ions, t ransact ions, events, and circum stances

B.
Rat ios can ident ify significant  fundamental and st ructural relat ionships and 
t rends

C. Rat ios reflect  book values, not  real econom ic values or price- level effects

D. The com putat ion of rat ios is not  com pletely standardized

5 2 . W hich of the follow ing is an exam ple of liquidity rat ios?

A. Tim es interest  earned

B. Quick rat io

C. Return on equity

D. P-E rat io

5 3 . I n com paring the current  rat ios of tw o com panies, w hy m ight  it  be 
incorrect  to assum e that  the com pany w ith the higher current  rat io is in a  
bet ter  financial posit ion?

A. A high current  rat io m ight  include large am ounts of obsolete inventory

B.
A high current  rat io could indicate a com pany's inability to pay current  debts 
as they m ature

C. The current  rat io includes long- term  assets

D. The current  rat io includes long- term  debts

5 4 . I f a  business enterprise has a current  rat io of 3  to 1 , w hich of the 
follow ing t ransact ions increases the rat io?

A. I ssuance of long- term  bonds for cash

B. Borrowing cash on a nine-m onth note

C. Collect ing a large am ount  of accounts receivable



D. Declar ing a 5%  stock dividend

5 5 . Are the follow ing included in the acid- test  ( quick)  rat io? 

Account  receivable I nventories

A. No No

B. No Yes

C. Yes No

D. Yes Yes

A. A.

B. B.

C. C.

D. D.

5 6 . I f current  assets exceed current  liabilit ies, paym ents to creditors on the 
last  day of the m onth w ill

A. Decreases current  rat io

B. I ncreases current  rat io

C. Decreases net  working capital (assets m inus liabilit ies)

D. No change

5 7 . All e lse being equal, w hich of the follow ing w ill increase a com pany's 
current  rat io?

A. An increase in accounts receivable

B. An increase in accounts payable

C. An increase in net  fixed assets

D. All of the statem ents above are correct

5 8 . Pepsi Corporat ion's current  rat io is 0 .5 , w hile Coke Com pany's current  
rat io is 1 .5 . Both firm s w ant  to 'w indow  dress' their  com ing end- of- year 
financial statem ents. As part  of its w indow  dressing st rategy, each firm  
w ill double its current  liabilit ies by adding short - term  debt  and placing the 
funds obtained in the cash account . W hich of the statem ents below  best  
describes the actual results of these t ransact ions?

A. The t ransact ions will have no effect  on the current  rat ios

B. The current  rat ios of both firms will be increased

C. The current  rat ios of both firms will be decreased

D. Only Pepsi Corporat ion's current  rat io will be increased

5 9 . A com pany's current  rat io is 2 .2  to 1  and quick ( acid test )  rat io is 1 .0  to 1  
at  the beginning of the year. At  the end of the year, the com pany has a 
current  rat io of 2 .5  to 1  and a quick rat io of .8  to 1 . W hich of the follow ing 
could help explain the divergence in the rat ios from  the beginning to the 
end of the year?

A. An increase in inventory levels during the current  year

B. An increase in credit  sales in relat ionship to cash sales

C. An increase in the use of t rade payables during the current  year

D. An increase in the collect ion rate of accounts receivable

6 0 . W hat  rat io is used to m easure a firm 's pressing liquidity?

A. Debt  rat io

B. Asset  turnover



C. Cash burn rate

D. Return on equity

6 1 . The rat io of cash divided by current  liabilit ies is called

A. Current  rat io

B. Acid- test  rat io

C. Doom sday rat io

D. Working capital rat io

6 2 . Given the follow ing data: Sales = $ 2 0 0 0 ; Cost  of good sold =  $ 1 5 0 0 ; 
Average receivables =  $ 1 0 0 , calculate the average collect ion period.

A. 24.33

B. 18.25

C. 137

D. 20.00

6 3 . W hich of the follow ing statem ent  is FALSE regarding accounts receivable 
rat ios?

A.
Although average accounts receivable m ay be com puted annually, quarter ly, 
or m onthly, the rat io is m ost  accurate when the longer period available is 
used

B.
I n general, the higher the accounts receivable turnover, the bet ter since the 
com pany is collect ing quickly from  custom ers

C.
The the num ber of days' sales in receivables rat io is the num ber of days it  
takes to collect  on receivables

D.
Accounts receivable rat ios are exam ined by short - term  creditors as an 
indicat ion of corporate liquidity

6 4 . An increase in the current  rat io w hile the quick rat io rem ains constant  
m eans a buildup in

A. Cash

B. Long- term  debt

C. Current  liabilit ies

D. I nventory

6 5 . Assum ing stable  business condit ions, a  decline in the num ber of days' 
sales in receivables a  com pany's accounts receivable at  year- end from  one 
year to the next  m ight  indicate

A. A st iffening of the com pany's credit  policies

B.
That  the second year 's sales were m ade at  lower pr ices than that  of the first  
year 's sales

C.
A longer discount  period and a m ore distant  due date were extended to 
custom ers in the second period

D. A significant  decrease in the volum e of sales of the second year

6 6 . I f, just  pr ior to a  per iod of r ising pr ices, a  com pany changed its inventory 
m easurem ent  m ethod from  FI FO to LI FO, the effect  in the next  period 
w ould be to

A. I ncrease both the current  rat io and inventory turnover

B. Decrease both the current  rat io and inventory turnover

C. I ncrease the current  rat io and decrease inventory turnover



D. Decrease the current  rat io and increase inventory turnover

6 7 . Shaffer  Com pany presents the follow ing data for 2 0 1 0 . 

Net  Sales, 2 0 1 0 $ 3 ,0 0 7 ,1 2 4

Net  Sales, 2 0 0 9 $  9 3 ,2 4 7

Cost  of Goods Sold, 2 0 1 0 $ 2 ,0 0 0 ,3 2 6

Cost  of Goods Sold, 2 0 0 9 $ 1 ,0 0 0 ,1 2 0

I nventory, beginning of 2 0 1 0 $  3 4 1 ,1 6 9

I nventory, end of 2 0 1 0  $  3 7 6 ,5 2 6

The m erchandise inventory turnover for  2 0 1 0  is:

A. 5.6

B. 15.6

C. 7.5

D. 7.7

6 8 . Mr. Sparks, the ow ner of School Supplies, I nc., is interested in keeping 
control over accounts receivable. He understands that  accounts receivable 
turnover w ill give a  good indicat ion of how  w ell receivables are being 
m anaged. School Supplies, I nc. does seventy percent  of its business 
during June, July and August . The term s of sale are 2 / 1 0 , n/ 6 0 . Net  sales 
for  the year ended Decem ber 3 1 , 2 0 x9 , and receivables balances are given 
below . 

Net  Sales $ 1 ,5 0 0 ,0 0 0

Receivables at  January 1 , 2 0 x9  8 0 ,0 0 0

Receivables at  Decem ber 3 1 , 2 0 x9  7 0 ,0 0 0

The average accounts receivable turnover calculated from  the data above 
is

A. 20.0 t im es

B. 25.0 t im es

C. 22.7 t im es

D. 18.75 t im es

6 9 . I f the firm  has a high current  rat io but  a low  acid- test  rat io, one can 
conclude that

A. The firm  has a large outstanding accounts receivable balance

B. The firm  has a large investm ent  in inventory

C. The cash rat io is ext rem ely high

D. The firm  has a large am ount  of current  liabilit ies

7 0 . W hich of the follow ing m easures the t im e needed to turn cash into 
inventory, inventory into receivables, and receivables back into cash?

A. Operat ing cycle

B. Quick rat io

C. Payout  rat io

D. Return on equity

7 1 . W hat  rat io is used to m easure a firm 's efficiency at  using its product ive 
capacity?

A. Fixed asset  turnover

B. Current  rat io

C. Total asset  turnover



D. Return on equity

7 2 . _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  refers to the extent  that  fixed costs are ut ilized in 
the product ion process during an operat ing cycle.

A. Total leverage

B. Operat ing leverage

C. Asset  turnover

D. Financial leverage

7 3 . W hich of the follow ing is an exam ple of leverage rat ios?

A. Tim es interest  earned

B. Quick rat io

C. Payout  rat io

D. Return on equity

7 4 . I f the debt  rat io is 0 .5  w hat  is the debt- equity rat io?

A. 0.5

B. 1.0

C. 1.5

D. 2.0

7 5 . A m easure of long- term  debt - paying ability is a  com pany's

A. Length of the operat ing cycle

B. Return on assets

C. I nventory turnover

D. Cash coverage rat io

7 6 . Stock m arket  analyst  has forecasted the follow ing year- end num bers for  
Raedebe Technology: I nsert  table! The com pany's tax rate is 4 0  percent . 
The com pany does not  expect  any changes in its net  operat ing w orking 
capita l. This year the com pany's planned gross capita l expenditures w ill 
total $ 1 2  m illion. ( Gross capita l expenditures represent  capital 
expenditures before deduct ing depreciat ion.)  

Sales $ 7 0  m illion

EBI TDA $ 2 0  m illion

Depreciat ion $  7  m illion

Am ort izat ion $  0

W hat  is the com pany's forecasted free cash flow  for  the year?

A. $ 2.8 m illion

B. $ 7.0 m illion

C. $ 8.0 m illion

D. $12.8 m illion

7 7 . Free cash flow  ( FCF)  is

A. Cash flow from  operat ing act ivit ies

B.
Cash flow from  operat ions m inus cash used to purchase fixed assets m inus 
cash dividends

C. Cash plus cash equivalents

D. Net  incom e plus depreciat ion



7 8 . The degree of financial leverage is

A.

B.

C.

D.

7 9 . Gross profit  m argin is

A. Gross profit s divided by net  sales

B. Net  sales divided by gross profit

C. Sales m ult iplied by gross profit

D. Average assets m ult iplied by gross profit s

8 0 . Operat ing expenses to sales rat io is a  m easure of

A. Act ivity

B. Operat ing efficiency

C. Liquidity

D. Leverage

8 1 . W hat  rat io is used to m easure the profit  earned on each dollar  invested in 
a  firm ?

A. Current  rat io

B. Asset  turnover

C. Return on sales

D. Return on total asset

8 2 . The DuPont  form ula separates return on assets into tw o com ponent  rat ios. 
W hat  are they?

A. I nventory turnover x gross profit  m argin

B. Profit  m argin x total asset  turnover

C. Tim es interest  earned x debt  rat io

D. Return on equity x dividend payout

8 3 . W hich of the follow ing is an appropriate com putat ion for  the return on 
investm ent?

A. Net  income divided by average total assets

B. Net  income divided by total sales

C. Net  sales divided by total assets

D. Net  sales divided by stockholders' equity

8 4 . I f a  com pany is profitable and is effect ively using leverage, w hich one of 
the follow ing rat ios is likely to be the largest?

A. Return on total assets



B. Return on operat ing assets

C. Return on equity (ROE)

D. Return on total shareholders' equity

8 5 . To enhance ROI :

A.
I m prove margin by reducing expenses, raising selling prices, or increasing 
sales faster than expenses

B.
I m prove turnover by increasing sales while holding the invest¬ m ent  in assets 
relat ively constant , or by reducing assets

C. I m prove both

D. Enhance residual incom e

8 6 . Du Pont  form ula I I ,  a lso called m odified Du Pont  form ula, states that  ROE 
is

A. ROI  x equity m ult iplier

B. ROI  x (1 – debt  rat io)

C. ROI  x (Net  I ncom e/ Average total assets)

D. ROI  x debt  rat io

8 7 . The return on total assets ( ROA) :

A. Measures the return to both com m on and preferred shareholders

B.
I ndicates m anagem ent 's perform ance in using the firm 's assets to produce 
incom e

C. Measures the return on operat ing assets

D. I s also called the return on total equity

8 8 . The earnings per share is com puted for

A. Com m on stock

B. Nonredeem able preferred

C. Redeemable preferred

D. Com m on stock and fully diluted preferred stock

8 9 . W hat  type of rat io is book value per share?

A. Market  test  rat io

B. Act ivit y rat io

C. Liquidity rat io

D. Leverage rat io

9 0 . For com put ing earnings per share, a potent ia lly dilut ive security w ould be:

A. Com m on stock that  has been authorized, but  not  issued

B. Treasury stock

C. Bonds payable

D. Convert ible preferred stock

9 1 . Market  test  rat ios do NOT include

A. Product iv ity rat io

B. Price-book value rat io

C. Price-earnings rat io (m ult iple)

D. Price-sales rat io



9 2 . The price- earnings rat io

A. Measures the past  earning abilit y of the firm

B.
I s a gauge of the growth potent ial and the m arket 's evaluat ion of the firm 's 
earnings

C. Relates pr ice to dividends

D. Relates pr ice to total net  incom e

9 3 . Book value per share m ay NOT approxim ate m arket  value per share 
because:

A. The book value is after tax

B. Book values are based on replacement  costs rather than m arket  values

C.
Book value is related to book figures and market  value is related to the 
future potent ial as seen by investors

D. I nvestors do not  understand book value

9 4 . Earnings- per- share disclosures are required

A. Only if the ent ity has a com plex capital st ructure

B. Only for an ent ity that  changes it s capital st ructure

C. I f an ent ity has issued publicly t raded potent ial com m on stock

D. Only in statements of wholly owned subsidiar ies

9 5 . I n calculat ing book value per com m on share:

A. The num ber of com m on shares authorized is used as the denom inator

B. Total stockholders' equity less preferred stock is used in the numerator

C.
Relat ive fair  m arket  values of shares outstanding are used to allocate book 
value between com m on and preferred stock

D. Net  incom e less preferred dividends is used in the num erator

9 6 . How  are dividends per share for  com m on stock used in the calculat ion of 
the follow ing? 

Dividend yield Earnings per share

A. Denom inator  Denom inator

B. Num erator Not  used

C. Denom inator  Not  used

D. Num erator Num erator

A. A.

B. B.

C. C.

D. D.

9 7 . W hich rat io m easures the port ion of current  earnings per com m on share 
paid out  in dividends?

A. Share payout

B. Dividend payout

C. Dividend yield

D. Percentage of earnings retained

9 8 . W hich of the follow ing is NOT a cash adequacy rat io?

A. Cash debt  coverage rat io



B. Cash dividend coverage rat io

C. Cash flow per share

D. Cash interest  coverage rat io

9 9 . I nform at ion presented on the statem ent  of cash flow s can also be used to 
analyze the perform ance of a  firm  from  a cash flow  perspect ive. This does 
NOT include:

A. Cash flow return on assets

B. Earnings before interest  and taxes (EBI T)

C. Cash flow per share

D. Cash flow to operat ing incom e rat io

1 0 0 . _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  is one of m arket  value rat ios.

A. Price/ cash flow rat io

B. Acid- test  rat io

C. Free cash flow

D. The num ber of days in sales

1 0 1 . The rat io that  m easures a  firm 's ability to repay both its short -  and long-
term  debt  is

A. Earnings per share

B. Cash debt  coverage rat io

C. Cash flow to operat ing incom e rat io

D. Cash flow per share

1 0 2 . _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  is an indicator  of the quality of earnings.

A. Cash flow to net  incom e rat io

B. Cash flow per share

C. Cash burn rate

D. Net  incom e plus noncash expenses

1 0 3 . I nter im  financial report ing should be view ed prim arily in w hich of the 
follow ing w ays?

A. As report ing under the I nternal Revenue Code

B. As report ing for an integral part  of an annual period

C. As useful only if act iv it y is spread evenly throughout  the year

D. As if the inter im  period was an annual account ing period

1 0 4 . A segm ent  is reportable if any one of the follow ing condit ions exists 
EXCEPT:

A. Revenue is 10%  or m ore of total corporate revenue

B. Operat ing profit  is 10%  or m ore of total corporate operat ing profit

C. I dent ifiable assets are 10%  or m ore of total corporate assets

D. Foreign operat ions provide 3%  or m ore of total corporate sales

1 0 5 . I nter im  financial reports:

A. May use non-GAAP in their  preparat ion

B. Require that  actual year- to-date tax rates be used

C.
Must  disclose the m ater ial seasonal variat ions of revenues, costs, and 
expenses of the firm



D. Require fewer est im ates in the financial data than in the annual reports


