
Exam Content:

Q1 Users and uses of financial reporting 20 min 18 pts

Q2 Definition–relevance 8 min 6 pts

Q3 Definition–comparability 4 min 4 pts

Q4 Definition–consistency 4 min 4 pts

Q5 Income statement puzzle 10 min 10 pts

Q6 Organizing a balance sheet 15 min 18 pts

Q7 Multiple step Inc. Stmt. – common size   30 min    25 pts

91 min 85 pts
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Instructions:
1. Budget your time wisely.
2. Show all work and computations.  Incorrect answers on the problems that are accompanied by

computations are eligible for partial credit.
3. You may use a calculator and a straight-edge.  You may not use your text, any notes, cell phone,

computer, etc..  This exam is closed-book, closed-notes, and closed-neighbor.
4. An exam is not important enough to compromise your honor.  Please do not cheat.  Anyone caught

cheating will be severely disciplined.  The penalty for cheating on this exam, or facilitating
cheating, is a zero for the test.

5. Dr. Albrecht believes that each question has sufficient information to be worked.  Please let me
know about any typos.

6. If any question calls for words in a solution, use the English language
7. Good luck.



Question 1   What is financial reporting?  Who uses financial reporting, and why do they use it? Give

at least one example of how each user group actually uses financial reporting.



Question 2  In the chapter on accounting concepts and theory, relevance was put forth as one of the

basic concepts of accounting. As best you can, define and describe relevance. Why is the term
relevance important in accounting?



Question 3  In the chapter on accounting concepts and theory, comparability was put forth as one of

the basic characteristics of accounting. As best you can, define and describe comparability. Why is the
term comparability important in accounting?

Question 4  In the chapter on accounting concepts and theory, consistency was put forth as one of the

basic characteristics of accounting. As best you can, define and describe consistency. Why is the term
consistency important in accounting?



Question 5  Reconstructing an income statement.  The Savieti Company

has released only a few clues about its earnings for the most recent year.

Net income as a % of sales 20 %
Gain $75,000
Operating income as a % of sales 19 %
Net income $250,000
Cost of goods sold expense as % of sales 40 %
Income tax expense as % of pretax income ? %

Required: Using the above clues, prepare for Savieti a multiple step income statement in good form. 
The income statement should include columns for labels, numbers and common size percentages. 
Income tax expense is what % of pre-tax income?



Question 6 Organizing a balance sheet.  An accountant at the Zheng

Company dropped the balance sheet and all the items got horribly mixed
up.  Your task is to prepare a classified balance sheet complete with
subtotals and totals and all necessary headings.  You can either use a
separate sheet of paper or the space below.

Loans payable (non-current) 810 
Equipment 915 Treasury stock (60)
Inventories 217 Investments in stock of other companies (non-current) 530 
Bonds payable (non-current) 380 Common stock 540 
Copyrights 27 Accounts receivable 163 
Retained earnings 622 Land 312 
Cash & equivalents 326 Services or products owed 81 
Accum. items of other comprehensive income 64 Funds and fixed term investments (non-current) 52 
Prepaid and other 74 Patents 85 
Accounts and other payables 510 Buildings 610 
Trading securities (short-term investments) 89 Current maturities of long-term debt 453 

 



Question 7  Multiple step income statement. The Taylor Company, a manufacturer of metal

attachments for furniture, has reported the following income statements in single-step format.
 

2011 2010 2009

Sales revenue 10,000,000 7,500,000 5,000,000 

Gains 0 1,000,000 3,000,000 

Interest revenue         100,000         200,000         300,000 

   Total revenues and gains 10,100,000 8,700,000 8,300,000 

Cost of sales 4,000,000 3,750,000 3,000,000 

Selling expenses 1,500,000 1,300,000 1,100,000 

Losses 1,000,000 400,000 200,000 

Administrative expenses 600,000 500,000 400,000 

Interest expense 90,000 70,000 50,000 

R&D expenses   1,200,000     800,000     400,000 

   Total expenses and losses 8,390,000 6,820,000 5,150,000 

Pre-tax income    1,710,000  1,880,000  3,150,000 

Income tax expense        307,800     338,400     567,000 

Net income 1,402,200 1,541,600 2,583,000 

Required:

(1) On a separate sheet of paper, rearrange the income statements into multiple-step format.

(2) Perform a vertical (common size) analysis on your multiple-step income statements.  Please show
tenths of a percentage (e.g., 23.4%).  This may be in a column immediately to the right of the
number.

(3) Perform an horizontal analysis on sales revenue.

(4) Comment on the trends you discern in your analyses.  Be sure to mention the gross margin
percentage in your discussion.  Which was the best year, in your opinion?


