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Finance Quiz

Have a go at the following questions!
Are the answers true or false?

1) The cash figure in the balance sheet is a good determinant of liquidity.

2) A company with a high level of reserves should be very liquid.

3) If a company has made a loss it cannot pay dividends.

4) If total borrowings exceed total shareholders funds the company is technically insolvent.

5) Having goodwill on a balance sheet will boost profits.

6) If we wanted to increase our earnings per share all we have to do is revalue our properties upwards.

7) Acquisition of fixed assets will affect Gross Profit.

8) An increase in turnover will cause a corresponding increase in free cash flow.

9) If we depreciate our machinery by charging against our profits we are in effect saving to replace it in the future.

10)  By raising debt levels we actually boost the return to our shareholders.

11)  A company with a high level of fixed costs is less risky. At least the costs are known in advance and will not fluctuate with activity.

12)  A share buyback can boost the Return on Equity (ROE).

13)  Deferred income is usually shown in a Balance sheet as an asset.

14)  The profitability of a project is best measured by the Internal Rate of Return (IRR).

15)  A Director’s loan (ie loan made to the company by a Director) can only be repaid out current profitability.

16)  Contribution measures the level of contribution towards the recovery of fixed costs from a given level of sales.

17)  Capitalisation of an expense improves both profit and cash flow.

18)  If a company has a positive current ratio (ie excess of current assets over current liabilities) it means that there is no working capital requirement.

19)  A lower than average Price/Earnings ratio implies a low Return on Equity (ROE).

20)  A provision raised for potential future legal charges will reduce net worth.

Email us your answers at jean@jeanpousson.com
