Chapter 6
Financial Reporting and Analysis

1. The following terms relate to the qualitative characteristics of accounting. Match the key    

    letter of the correct term with the descriptive statements below.
a. Feedback value               f. Faithful representation

b. Neutrality                       g. Timeliness

c. Predictive value             h. Understandability

d. Relevance                      i. Verifiability

e. Reliability

_____ 1. Applying GAAP without bias

_____ 2. Providing information before the decision is made

_____ 3. Providing information that can be confirmed or duplicated by independent parties

_____ 4. Providing information that can be interpreted

_____ 5. Providing information that will make a difference when making a decision

_____ 6. Providing information that agrees with what it is meant to portray

2. Each of the following statements is justified by a concept or convention of accounting.   

    Match the key letter to each statement corresponding to the concept or convention 
    involved.
a. Consistency               d. Full disclosure

b. Materiality                 e. Cost-benefit

c. Conservatism

_____ 1. This convention best enhances comparability of financial statements between years.

_____ 2. A merger agreed on just after the balance sheet date nevertheless is reported in the notes to the financial statements.

_____ 4. A company uses lower-of-cost-or-market to value inventory.

_____ 5. A large company rounds its financial statement figures to the nearest $10,000.

3. Each of the following statements violates a concept or convention of accounting. Match   

   the key letter to each statement corresponding to the concept or convention violated.
a. Consistency                   d. Full disclosure

b. Materiality                     e. Cost-benefit   

c. Conservatism

_____ 1. A note to the financial statements indicating a change in inventory methods is omitted.

_____ 2. When management is unsure of which estimates to use in a given situation, the estimate resulting in the largest net income is always used.

_____ 3. In 20x1, a company uses straight-line depreciation and in 20x2 the company changes to another method of depreciation.

_____ 4. A small company expenses all expenditures under $10,000.

_____ 5. A small company purchases a $50,000 computer to save $3,000 per year in bookkeeping wages.

4. The following lettered items represent a classification scheme for a balance sheet, and the 
    numbered items represent accounts. In the blank next to each account, select the letter 
    indicating to which category it belongs.
a. Current assets                               e. Current liabilities  

b. Investments                                  f. Long-term liabilities

c. Property, plant, and equipment    g. Owner’s equity 

d. Intangible assets                           h. Not on balance sheet 

_____ 1. Accumulated Depreciation

_____ 2. Revenues Received in Advance

_____ 3. Interest Expense

_____ 4. Wages Payable

5. Using the following amounts taken from the balance sheet and income statement of a 
    business, compute the measures listed below. After each answer, write “L” if it is a 
    measure of liquidity or “P” if it is a measure of profitability. Round to two decimal 
    places.
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a. Current ratio

b. Return on equity

c. Return on assets

d. Working capital

6. Using the following amounts taken from the balance sheet and income statement of a   

    business, compute the measures listed below. After each answer, write “L” if it is a 
    measure of liquidity or “P” if it is a measure of profitability. Round to two decimal 
    places.
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a. Return on assets

b. Working capital

c. Return on equity

d. Current ratio

7. Using the following data, prepare a classified balance sheet as of December 31, 20xx for a 
    sole proprietorship called Yankello Company.
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8. Use the information from the following single-step income statement to prepare a 

   condensed multistep income statement in proper form.
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9. Use the information from the following multistep income statement to prepare a single-  

    step income statement in proper form.
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ANSWERES

1.
1. b       4. h 

2. g       5. d

3. i        6. f

2.
 1. a       4. c

2. d       5. b

3. e

3.
1. d       4. b

2. c       5. e 

3. a

4.
 1. c         7. d 

2. e         8. f 

3. h         9. h 

4. e        10. a

5. g        11. b

6. a

5.
 a. 1.5 L ($7,500  $5,000)

b. 5% P ($750  $15,000)

c. 2.5% P ($750  $30,000)

d. $2,500 L ($7,500 - $5,000)

6.
 a. 8% P ($3,200  $40,000)

b. $2,000 L ($8,000 - $6,000)

c. 16% P ($3,200  $20,000)

d. 1.33 L ($8,000  $6,000)

7.
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