Gb530 Word Exercises
Chapter 1. Role of Managerial Finance.
1-1. Maximizing profits is a more useful goal than maximizing wealth. Do you agree? Explain your reasoning.
1-2. Of the three tasks to achieve liquidity, raising funds is the most important. Do you agree? Explain your reasoning.
Chapter 2. Financial Accounting.

2-1. What is the lesson from the story of two telephone companies agreeing to merge?
2-2. What is the lesson from the story of the bank and insurance company discussing a merger?
2-3. Figure 2-2 in the textbook shows a zero at the end of the trial balance. Is that a mistake? Why or why not?

2-4. Depreciation shows an asset is wearing out over time. Therefore, depreciation is a use of funds. Do you agree? Explain your reasoning.
2-5. There is little difference between permanent and time period balances on a trial balance. Do you agree? Explain your reasoning.
Chapter 3. Financial Statements.

3-1. In Europe, analysts rely more on the balance sheet than the income statement to judge financial strength. In the United States, the reverse seems to be true. Who is right? Explain your reasoning.
3-2. Gross profit margin is always greater than operating income. Do you agree? Explain your reasoning.
3-3. Cash from investing and cash from financing are the same thing on a cash flow statement. Do you agree? Explain your reasoning.
3-4. Figure 3-2 in the textbook shows flow of funds for a firm. In your view, which source of cash is the most important? Explain your reasoning.
3-5. Working capital refers to cash and all other assets used for operations. Do you agree? Explain your reasoning.
Chapter 4. Profit Planning.

4-1. The total of variable costs and fixed costs is always greater than cost of goods sold. Do you agree? Explain your reasoning.
4-2. Marginal contribution can be expressed in dollars but not as a percent. Do you agree? Explain your reasoning. 
4-3. An analyst claims breakeven analysis is not as useful as profit-volume analysis when forecasting profits. Do you agree? Explain your reasoning.
4-4. Analysts should not limit profit planning solely to future earnings per share. Do you agree? Explain your reasoning.
Chapter 5. Financial and Other Leverage

5-1. Asset turnover is more important than profit margin during the process of profit planning. Do you agree? Explain your reasoning.
5-2. Asset leverage improves a firm’s profits. Do you agree? Explain your reasoning.
5-3. Profit margin leverage is totally different from asset leverage. Do you agree? Explain your reasoning.
5-4. A high degree of operating leverage occurs near the breakeven point. Do you agree? Explain your reasoning.
5-5. No financial leverage exists when the return on investment equals the interest rate. Do you agree? Explain your reasoning.
Chapter 6. Financial Analysis.

6-1. Ratios cannot point out relationships that are not obvious from raw data. Do you agree? Explain your reasoning.
6-2. The quick ratio is a better measure of liquidity than the current ratio. Do you agree? Explain your reasoning.
6-3. Inventory turnover is a good measure of liquidity. Do you agree? Explain your reasoning.
6-4. A shareholder is more interested in return on equity than on profit margin. Do you agree? Explain your reasoning.
6-5. A company with a high debt-equity ratio cannot also have a high debt-asset ratio. Do you agree? Explain your reasoning.
6-6. There is no easy way to determine the financial norms used in ratio analysis. Do you agree? Explain your reasoning.
