CHAPTER 2

Conceptual Framework
for Financial Reporting
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The Need for a Conceptual Framework (sla jb) 1) dalal)
€ To develop a coherent set of standards and rules. =) sill 5 julaall (1 A80laie Ae gana yy shail
€ To solve new and emerging practical problems. AU 5 3uaal) Aleal) JSLELN dal

Development of Conceptual Framework — asliall jUaY) gl
The FASB has issued seven Statements of Financial Accounting Concepts (SFAC) for business
enterprises.
Jlee VI il sal (SFAC) Alall danlaall asalial by dass Adlall dpdaal) julaea gl jaal
SFAC No.1 - Objectives of Financial Reporting (superseded by SFAC No. 8)
(8 &) ol alae o) AIW) Ly jlil) cilaal - 4 a8y laal)
SFAC No.2 - Qualitative Characteristics of Accounting Information. (Superseded by SFAC No. 8)
(8 A e 4lae ) gl e ol e il (il - 2 by Gl
SFAC No.3 - Elements of Financial Statements. (Superseded by SFAC No. 6)
(6 4 ol alas Ja) Al il yualic - 3 o8y oy
SFAC No.5 - Recognition and Measurement in Financial Statements.
AL il 3 Gl s ol i) - 6 by ol
SFAC No.6 - Elements of Financial Statements (replaces SFAC No. 3).
(3 ke dae Ja) Gl il pealic - 6 a8 Gl
SFAC No.7 - Using Cash Flow Information and Present Value in Accounting Measurements.
Fralaall clulall 8 IS dadll 5 il 38 il slaa alain - 7 2l Gl
SFAC No.8 - The Objective of General-Purpose Financial Reporting and Qualitative Characteristics of
Useful Financial Information (replaces SFAC No. 1 and No. 2)
sl ALl il slaall e il ailiadll 5 dabadl (il e S ALyl Slac) (e Cangdl - 8 a8y Gl
(28551 a8 Oy dae da)
O b e 1 sl cec 9 )il ing 3 5m5n (o MGl (s (oS T 2 o Lt Ll : (@) Aagee LS (o i de
oo Jlee ) ilianssal (e o815 4 o

l—{ Recognition, Measurement, and Disclosure Concepts

l

ASSUMPTIONS PRINCIPLES CONSTRAINTS
1. Economic entity . Measurement 1. Cost

2. Going concern . Revenue recognition 2. Industry practice
3. Monetary unit Expense recognition
4. Periodicity . Full disclosure

Third level:
The "how"—
implementation

AW

QUALITATIVE
CHARACTERISTICS ELEMENTS
1. Fundamental qualities
A. Relevance 1. Assets
(1) Predictive value 2. Liabilities
(2) Confirmatory value 3. Equity
&) L s . 4. Investment by owners Second level: Bridge
B. Faithful representation 5. Distribution to owners between levels 1 and 3
g}} gorrlpl?_tteyness 6. Comprehensive income
ieutralr
7. Revenues
(3) Free from error
2. Enhancing qualities g Expenses
(1) Comparability - aains
(2) Verifiability 10. Losses
(3) Timeliness

(4) Understandability

OBJECTIVE

Provide information
about the reporting
entity that is useful
to present and potential
equity investors,
lenders, and other
creditors in their
capacity as capital
providers.

First level: The "why"—
purpose of accounting
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("Bosmall aa agaiia gia Lia) Lua ) cly gial) g0 gy A oY) dadial) 4lgd 3 ) guall | gl
The Conceptual Framework (aaliall jUsY)
@ First Level = Basic Objectives Al Calaa Yl = Jg¥ o stall
@ Second Level = Qualitative Characteristics and Elements
e all paliall g pailadll = g_}m\ 8 Ssal)
@ Third Level = Recognition, Measurement, and Disclosure Concepts.
2l i s il 5 il e V) = G (g il

FIRST LEVEL: BASIC OBJECTIVES  (p¢ ol liia) doalal) Calaal) O 5 giaal)
Objective of financial reporting: tbal) B3 e agd)
To provide financial information about the reporting entity that is useful to present and potential
equity investors, lenders, and other creditors in making decisions about providing resources to the
entity.
CrAY) Cplilall ¢ Cada jBall g ¢ Galataall g Gulad) (o palienal) G2l 1ada a8l ey (3 GLSH Jon Alle e glaa b il
LS ) gall gl L ) 8N JAS B
SECOND LEVEL: FUNDAMENTAL CONCEPTS  4uibu¥) sk Uall :g-“fd\ & Simsal)
T gl jealiall 2 Ao gl (alaadlh g 1 (e (0sSh A (s sinsall i1V Cay il Can
1. Qualitative Characteristics of Accounting Information 4xwlaall Gl glaall Le 53l ailadl)
“The FASB identified the qualitative characteristics of accounting information that distinguish better
(more useful) information from inferior (less useful) information for decision-making purposes.”
oo (328 Y1) Jumdl) il sleall et A1 dpdaall il laall A 6 pailadd) Adlal) dpalaad) pulaa Galaa 20a"
(it 2 (L)) Dbl 1 Cliia ) dasia Gailiadl) Legda) "l il aiia Gl 2 Y (5250 J8Y1) 0V e sledll

(Cogtal g &y g i) Jodll (il ) e

Primary users of CAPITAL PROVIDERS (Investors and Creditors)

accounting information AND THEIR CHARACTERISTICS ‘graiead s
Adanall il glaall () gl gaidieall

Constraint =i COST i

P":":’,:.i‘,’gj:iiﬂ“" DECISION-USEFULNESS i 5 ] dxiia

I
| ]

g RELEVANCE . +| FAITHFUL REPRESENTATION

qualities _ ;
) sl AN e o A oo | g g pally Aluall A8 |

| 1
Ingredients of
fund tal Predictive Confirmatory Free
e Materiality Completeness | || Neutrality from

qualities a Vall‘le . Valu-e e Als YW error

Gl o) cilheall Lo gha|  Aad gl el sl At Al a1 ¢
RIS R EY

Enhancing ! " . .I » . I. I "

qualities Comparability Verifiability Timeliness Understandability
Al il T A% ga b gl Al ALy

Capital J)sa¥) Guss, asia ad Apulaal) cila glaall ¢ gl () gaddiial) Ue Ual Lut) 3 guall (8 o g gl b
YA (e Bl o) Amdia gl) ()9S A 0¥ AN ¢ ARSI oo abady ) (O Rall) G ditall 5 09 pafianal) s ) Providers
((Jaiilly bl £ 32 7 i 7 ) L ) dpplaal) cilaglaall B dBlaaal) 5 ) 8l 3Ada o il s
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A. Fundamental Quality—Relevance &) 3aia o 3l gaa ™A 11" Lulud) cliial)
To be relevant, accounting information must be capable of making a difference in a decision.
DA B 38 &laa) e 30l dpulaall e glad) (685 o cang ¢ Ala @l g8l

1. Financial information has predictive value if it has value AN 3 e S sua
as an input to predictive processes used by investors to Fundamantal RELEVANCE
form their own expectations about the future. ﬂfﬂ? Tl bl I
) A8 giall Cllaall Ja00S G L CulS 1) dad gia dagd Dl e slaall D —— [ 1 1
Jaisall J s Aaldl) agilad o8 LSIEN (g paiiosall Leaddiny | poao o) Predictive Confirmatory Materiality
2. Relevant information also helps users confirm or correct | guality mﬂuf‘m‘ Lm\g‘llim 00 T

prior expectations.

o ALl culad i) 2l e Wanl aeadiial) Alall ¢l cila slaal) aclod
3. Information is material if omitting it or misstating it could influence decisions that users make on
the basis of the reported financial information.
Ll e slaall Gl e () geadioal) Waday ) @l ) 81 e g 38 Ledy a8 of Ledda 1S 13) 4y 8 g Sile glaall jias
Lo g
Fundamental Quality—Faithful Representation 4#laaal) [ Gball Jiadll  duulul) cilial)
Faithful representation means that the numbers and descriptions match what really existed or

happened.
oo sl Jailly 13 5m 5e (S Le a3 Calia sV 5 8 01 o iy Adlaaal) [ (galall Jifial)

1. Completeness means that all the information that.is Zaand [ goall g
necessary for faithful representation is provided. Fundamental
. ! FAITHFUL REPRESENTATION
-y oery . . s “ . - 1
_d_LA\ Ju.mﬂ 473)}).43\ ;_1\..453:_&\ CJ.AA &JJ u_m_a (‘QAIS)GU:HMY\ qua It)' -
2. Neutrality means that a company cannot select | |
information to favor one set of interested parties Ingredients of the
over another. fundamental Completeness Neutrality Free from error
e game bl e shed) JLaa) kit ¥ AS a0 o g dad) | 2 s Ry Al on

GAY e ddga) Gl lY

3. Aninformation item that is free from error will be a more accurate (faithful) representation of a
financial item.
Lol and (3lig) Ay ST M Uaddl cpa (A e sleall e () sSi
B. Enhancing Qualities (dsebudl) cilial) 35a% jlaiily) dbuadl) cilial)
]

Enhancing | - ) _I . . I_ : o
gualities Comparability Verifiability Timeliness Understandability

Fbatll cdial — — -
g = TR Lgde (ghadl) af / A8 g 2 gl AL At

-

1. Information that is measured and reported in a similar manner for different companies is considered
comparable.
A Rl 2105 Fikia e S A0 ABLaa 38y sl Lt Y1 Ll oy i o sheal) o
2. \Verifiability occurs when independent measurers, using the same methods, obtain similar results.
Al il e ¢l udi aladiuly ¢ O sl () saie Juany Loie (g8l 4ulSa) Cuaas
3. Timeliness means having information available to decision-makers before it loses its capacity to
influence decisions.
A b Ll e L8 s o J8 ) Al pailal il sleal) dal) ey G gl Gua
4. Understandability is the quality of information that lets reasonably informed users see its

significance. ‘
Ll A5 e 88 pallaal) Gpeatitondl] i ) e sladl 3358 58 ol
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2. Basic Elements 4sbud) jualiall
Concepts Statement No. 6 defines ten interrelated elements that relate to measuring the performance

and financial status of a business enterprise.
A e A sal ) a5 2101 iy (3le Adasl jia jualic 5 e asy 6 ) asalial) oly

“Moment in Time” (sl (s 4aal “period of Time” (x) ¢y 5
® Assets € Investment by owners AWl Gl 7 Dl i e ey
@ Liabilities @ Distribution to owners (Ch,)\ s [ lsa) D e a5l
¢ Equity € Comprehensive income Jelill Janl)
€ Revenue i g2l
@ Expenses i juadll
€ Gains LY
€ Losses il

& ) gl 4 G (Adaad Sl o e 5 ke s8) (el e ABalll 5 Moment in time & Period in time ¢ Al
12031 S/ Gl gkl m i JAN s yemnl L Sa a3 coa ) Lt ¢ (psica) o sl i

Netincome .1 : a5 ool 3 (e 0580 ¢ Jalill Jadll 2 5 Comprehensive income (2 5 s 58 U Wlixan) 5 e b

Jie 055 (4 Sl 8 syl o 2 ) LAY Alalill Jsaall sl Other Comprehensive items .2 « Jaal) dla iy

asaid) e ylaall §f ~L Y Unrealized gains or losses : Jsaall sl

Note: 1. Realized ((@8adall):  (33ais 2la 5 $3000 L) Walins $15000 L s 120009 sixs 4815 Sia &l 5 e Jiny
2. Unrealized (8aie y£): 48,80 e 46S5 g JS5 aen 1000 o) el i) 8 agul Lasie Sl Lie 48,30

(L Lo ) $5000 i o Ly 1 Laline $15 48 gl siaid Ll Lainy $10000 55 il Llad 3,00 iy $10<

Third Level: Recognition and Measurement (bl g i e (&) 5 giual)

rLadyl g bl g 1 s aalia
[— Recognition, Measurement, and Disclosure Concepts —l

-

bl iy l sgdlaall asds
ASSUMPTIONS PRINCIPLES CONSTRAINT
1. Economic entity s2badyl oLl 1. Measurement Ll 1. Cost 4t
2. Going CDr‘ICEI’nEJJM“-“ 4,0 5u12, Revenue recognition A,

3. Monetary unit 430 5as g} 3. Expense recognition wid y uasly il sy
4. Periodicity 4,540 4. Full disclosure Jalsh Lty

Third level:
The "how"—
implementation

1. Basic Assumptions 4sbud) cilia) by
A) Economic Entity — company keeps its activity separate from its owners and other businesses.
AV IS a5 Lglaal e Slaiie Lehalis e 48 ) Jadlas - gabaiiy) olst)
B) Going Concern - company to last long enough to fulfill objectives and commitments.
el V05 Calaal) aia) 88 5 i) AS ) 4o o - galesall @ g il
C) Monetary Unit - money is the common denominator. Gl yiiall anldl) ga Juad) - 483l Baa gl
D) Periodicity - company can divide its economic activities into time periods.
ey Dl b ) AplaiV) Lgihadal apndi 48 520 (K - 4y gal)
2. Basic Principles 4l (salual)
¥l Measurement Principle — The most commonly used measurements are based on historical cost and
fair value.
Aldalad) Aagill g duay ) ARt o ladin) iKY COluldl) aaiad - (ull fase
Issues:

@ Historical cost provides a reliable benchmark for measuring historical trends.
i ALY ) el 5 pn Ve 5 g 1) AL
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€ Fair value information may be more useful. 3aild T Adalad) Aadll) Cila slaa () oS5 o8
€ Recently the FASB has taken the step of giving companies the option to use fair value as
the basis for measurement of financial assets and financial liabilities.
ob) el Alalal) Al aladiin) LA S il elacl 5 shad 154 e Adlall Al julee (ulae 24050
Al il slhadl 5 AL J sayl
@ Reporting of fair value information is increasing. 22 ¥l & 3a] Alalal) dadll Sl glaa (e ¢ 30Y)

¥l Revenue Recognition - requires that companies recognize revenue in the accounting period in which
the performance obligation is satisfied.
212V ) il el sl L iy ) dpsadaall 3 il 8 colal el S AN G et o) calliganlal it il s )
Expense Recognition - “Let the expense follow the revenues.”
MMl a Ca jlaall g o - il g puaally Gl oY)

Type of Cost datel) g g Relationship ~ 4&all Recognition <l i)

Product costs: el s Direct relationship between cost Recognize in period of revenue
e Material 3 5a and revenue. (matching).

e Labor Jlandl / Alaall lall 5 AESE 0 580l AR (AsUadll) Cula) ) 5 B 8 Gl sieY)
e Overhead 3yl e CadlSs

Period costs: 8 dl) s No direct relationship between Expense as incurred.

* Salaries <l gl cost and revenue. LasSs die Ly cal yie V) o

e Administrative costs 4l cadl<s

ikl g AEKE 5 pilae A8 32 g8 Y

B Full Disclosure — providing information that is of sufficient importance to influence the judgment
and decisions of an informed user.

) sasiidl @l ) 8y alsal e alill 268 daal @ld Glaglae b 65 = Jalsl) Zlady)

3. Constraints i) [ 3 gl

Cost Constraint — cost of providing information must be weighed against the benefits that can be

derived from using it.

The following two situations represent applications of the cost constraint.

(a) Rafael Corporation discloses fair value information on its loans because it already gathers this

(b) Willis Company does not disclose any information in the notes to the financial statements unless the

oy jlan slatl Cpaddiiall e glaall dad il 1) Y Al @bl e caadlldl & Gl slas Lﬁi oe Willis 48k madi ¥

Lgalasind (e Lgale J seandl Sy i) 215l 5 il saall b g3 A5y 453 sal) g = AAISEY 3 938
LAQlKl) & gad ilandad bl Uil Jias

information internally.
il Glals e sbaall o2 gant LY Leaan s il Alalall daill e shea e Q1) 3S 5 i

value of the information to users exceeds the expense of gathering it.

JVEPEN
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Q1: Circle the correct answer
1. What are the Statements of Financial Accounting Concepts intended to establish?

CH2 - ACCT335 (INTERMEDIATE_1) gasili

Additional Question 4¥LaYy) Alicy)
Jadd a5 ¥ AN Jua g g Ubd g ma gl B0 aud G il sl ¢ ddaadla

a. Generally accepted accounting principles in financial reporting by business enterprises.
b. The meaning of “Present fairly in accordance with generally accepted accounting principles.”
c. The objectives and concepts for use in developing standards of financial accounting and
reporting.
d. The hierarchy of sources of generally accepted accounting principles.
2. According to the FASB conceptual framework, the objectives of financial reporting for business
enterprises are based on?
a. Generally accepted accounting principles
b. Reporting on management’s stewardship.
c. The need for conservatism.
d. The needs of the users of the information.
3. According to the FASB conceptual framework, an entity’s revenue may result from
a. A decrease in an asset from primary operations.
b. Anincrease in an asset from incidental transactions.
c. Anincrease in a liability from incidental transactions.
d. A decrease in a liability from primary operations.
4. Which of the following is not true concerning a conceptual framework in accounting?
a. Itshould be a basis for standard-setting.
b. It should allow practical problems to be solved more quickly by reference to it.
c. It should be based on fundamental truths that are derived from the laws of nature.
d. All of these answer choices are true.
5. Which of the following is a characteristic describing the fundamental quality of relevance?
a. Predictive value.
b. Neutrality.
c. Verifiability.
d. Understandability.
6. Which of the following is a fundamental quality of useful accounting information?
a. Comparability
b. Relevance
c. Neutrality
d. Materiality
7. Which of the following is an ingredient of relevance?
a. Completeness
b. Neutrality
c. Timeliness
d. Materiality
8. Neutrality is an ingredient of which fundamental quality of information?
a. Faithful representation
b. Comparability
c. Relevance
d. Understandability
|Page6
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9.

10.

11.

12.

13.

14.

15.

16.

The quality of information that means the numbers and descriptions match what really existed or

happened is

a.
b.
C.
d.

relevance.

faithful representation.
completeness.
neutrality.

Neutrality means that information

a.
b.
C.
d.

According to the FASB conceptual framework, which of the following elements describes

provides benefits which are at least equal to the costs of its preparation.
can be compared with similar information about an enterprise at other points in time.

would have no impact on a decision maker.
cannot favor one set of interested parties over another.

transactions or events that affect a company during a period of time?

Which basic assumption is illustrated when a firm reports financial results on an annual basis?

o

b
c.
d

a. Assets.
b. Expenses.
c. Equity.

d. Liabilities.

Economic entity assumption
Going concern assumption
Periodicity assumption
Monetary unit assumption

The economic entity assumption

a.

b.
C.
d

is inapplicable to unincorporated businesses.
recognizes the legal aspects of business organizations.
requires periodic income measurement.

is applicable to all forms of business organizations.

The measurement principle includes the

Recognition of amortization of an intangible asset illustrates which principle of accounting?
a.

b.
C.
d

Which assumption or principle requires that all information significant enough to affect decisions
of reasonably informed users should be reported in the financial statements?

a.
b.
c.

fair value principle only.
historical cost principle only.
revenue recognition principle and expense recognition principle.

d. historical cost principle and the fair value principle.

o

b
C.
d

Expense recognition
Full disclosure
Revenue recognition
Historical cost

Matching.

Going concern.
Historical cost.
Full disclosure.

|Page?

ploaded By anonymous


https://students-hub.com

CH2 - ACCT335 (INTERMEDIATE_1) (edli

a Gl slua

17. Which of the following is a constraint in presenting financial information?
Cost

Full disclosure

Relevance

Consistency

a.

b.
C.
d

18. Which of the following relates to both relevance and faithful representation?
Cost constraint

Predictive value

Verifiability

Neutrality

a.

oo o

19. The second level of the conceptual framework includes each of the following except
elements.

principles.

enhancing qualities.

fundamental qualities.

a.

b.
C.
d

20. The third level of the conceptual framework does not include
assumptions.

constraint.

elements.

principles.

a.

b.
c.
d

Q2: Indicate whether each of the following statements is true or false.

True 1. A conceptual framework underlying financial accounting is important because it can lead to
consistent standards and it prescribes the nature, function, and limits of financial
accounting and financial statements.

False 2. A conceptual framework underlying financial accounting is necessary because future
accounting practice problems can be solved by reference to the conceptual framework and
a formal standard-setting body will not be necessary.

True 3. The second level of the conceptual framework provides the qualitative characteristics that
make accounting information useful and the elements of financial statements.

True 4. The objective of financial reporting is the foundation of the conceptual framework.

False 5. Timeliness and neutrality are two ingredients of relevance.

False 6. Revenues, gains, and distributions to owners all increase equity.

True 7. The historical cost principle would be of limited usefulness if not for the going concern
assumption.

False 8. The expense recognition principle states that debits must equal credits in each transaction.

True 9. Revenues are recognized in the accounting period in which the performance obligation is
satisfied.

False  10. In cost-benefit analysis, costs are generally more difficult to quantify than are benefits.
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Q3:
A) Identify which basic assumption of accounting is best described in each item below.
SUd paie S B Ada g JuaiY) (e M) dpdaall aba) ) @YY s

a) | The economic activities of KC Corporation are divided into 12-month periods for the Periodicity
purpose of issuing annual reports. A0
Aggian Ut Jlaa) (i 1ed 12 Weine <l it IKC A8l Gl Aadil) ands
b) | Solectron Corporation, Inc. does not adjust amounts in its financial statements for Monetary Unit
the effects of inflation. 483 3as o)
pduail) ol LAl A il 8 Jlall Qs | Inc <Solectron A4S yd s s&i Y
c) | Walgreen Co. reports current and noncurrent classifications in its balance sheet. Going Concern

e yandl il a3 2 adl ey Bladl liial e £ UYL Cuondl 5 AS58 a s |/ sainall g g pial
£ 9ial) A ) i

d) | The economic activities of General Electric and its subsidiaries are merged for Economic Entity
accounting and reporting purposes. @alai®y) st

D dlae ) s Lalad) () e Y L Aalal) S il ol <)) J) s A4S il Aabaiy) Al e

B) Identify which basic principle of accounting is best described in each item below.
LU pale JS B dda g JadY) (e o) ) dpulaal) i 2aa

a) | KC Corporation reports revenue in its income statement when it is earned instead Revenue
of when the cash is collected. Recognition
A gen (e Yy L) ie Ly alal) Jaall Gl 8 Culal ) e EOLYL KC 3850 o008 | clal u¥ly Gl ey
b) | Yahoo, Inc. recognizes depreciation expense for a machine over the 2-year period Expense
during which that machine helps the company earn revenue. Recognition
o8 AS Al ATV oa LIDIA ae b Al i) 3538 YA e lead @DlaY) <l g na Yahoo b yiad QGJML}J‘J:Q?‘
) ) ) ) G
c) | Oracle Corporation reports information about pending lawsuits in the notes to its Full Disclosure
financial statements. Jalsl) zlady)
Agllall Wity e i) s ddlaall bl (5 gleal) Jsa cilaslas Oracle 38
d) | Eastman Kodak Company reports land on its balance sheet at the amount paid to Measurement
acquire it, even though the estimated fair market value is greater. bl
On el e ¢ Ll il g saall alially daa sanl L) e & oY) e Eastman Kodak 38 s s
ST aall Aaladl A8 el dagsll o

Q4: Listed below are several information characteristics and accounting principles and
assumptions. Match the letter of each with the appropriate phrase that states its application.
(Items a through k may be used more than once or not at all.)
bl ga Lgra JS i bl ppaalaall il Y 5 ggalall g s slaall Gaibiad (e pandly Aadld Ly Lo 14 G
(LY o Lgaliiiuad ase 51 530 (oo ST K () @ (oa peabial] alaiiad (Say) Al o (ali ) duubial

a. Economic entity assumption g. Expense recognition principle

b. Going concern assumption h. Full disclosure principle

¢. Monetary unit assumption i. Relevance characteristic

d. Periodicity assumption j. Faithful representation characteristic
e. Historical cost principle k. Consistency characteristic

f. Revenue recognition principle
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Solution

Q5: For each item below, indicate to which category of elements of financial statements it belongs.

a) Retained earnings

b) Sales

c) Additional paid-in capital
d) Inventory

P

Solution

(a) Equity

(b) Revenues

(c) Equity

(d) Assets

(e) Expenses

() Losses

(g) Liabilities

(h) Distributions to
(i) Gains

() Investments by

Q6: Identify which basic assumption of accounting is best described in each item below.

(a) The economic activities of FedEx Corporation are divided into 12-month periods for the
purpose of issuing annual reports.
(b) Solectron Corporation, Inc. does not adjust amounts in its financial statements for the

effects of inflation.
(c) Walgreen Co. report

(d) The economic activities of General Electric and its subsidiaries are merged for accounting
and reporting purposes.

. Numbers and descriptions match what really existed or happened.

. Useful standard measuring unit for business transactions.

. Company assumed to have a long life.

. Valuing assets at amounts originally paid for them.

. Application of the same accounting principles as in the preceding year.

. Summarizing significant accounting policies.

13. Presentation of timely information with predictive and confirmatory value.

CH2 - ACCT335 (INTERMEDIATE_1) (edli

mption (do not use historical cost principle).
obligation is satisfied.

ports.
rrals in adjusting and closing process. (Do not use going concern.)

ecessary information to a fair presentation.
ness distinguished from those of its owners.

L) ) ALl ) jualie 458 aas ¢ ol Ak 081 Al 15

(e) Depreciation (h) Dividends
(f) Loss on sale of equipment (i) Gain on sale of investment
(g) Interest payable (j) Issuance of common stock
owners
owners

LU pais JS b dda g Jdaly oA dulaall ulul) ) 58Y) 33s 16

s current and noncurrent classifications in its balance sheet.
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Solution
(a) Periodicity
(b) Monetary unit
(c) Going concern
(d) Economic entity

Q7: The qualitative characteristics that make accounting information useful for decision-
making purposes are as follows.
b LS A Al A () 2 Y Badie el cila gleal) Jaad AN Ae oil) Gailadl) 17 o

Relevance Neutrality Verifiability Faithful representation
Understandability  Predictive value  Timeliness Comparability
Materiality Free from error Completeness Confirmatory value

Identify the appropriate qualitative characteristic(s) to be used given the information provided below.

(a) Qualitative characteristic being employed when companies in the same industry are using the
same accounting principles.

(b) Quality of information that confirms users’ earlier expectations.

(c) Imperative for providing comparisons of a company from period to period.

(d) Ignores the economic consequences of a standard or rule.

(e) Requires a high degree of consensus among individuals on a given measurement.

(f) Predictive value is an ingredient of this fundamental quality of information.

(g) Four qualitative characteristics that are related to both relevance and faithful representation.

(h) Anitem is not recorded because its effect on income would not change a decision.

(i) Neutrality is an ingredient of this fundamental quality of accounting information.

(j) Two fundamental qualities that make accounting information useful for decision-making
purposes.

(k) Issuance of interim reports is an example of what enhancing quality of relevance?

Solution
(a) Comparability. (h) Materiality.
(b) Confirmatory Value. (i) Faithful representation.
(c) Comparability (Consistency.)
(d)  Neutrality. (i) Relevance and Faithful representation.
(e) Verifiability.
(f)  Relevance. (k) Timeliness

(g) Comparability, Verifiability, Timeliness, and Understandability.

Q8: (Assumptions, Principles, and Constraint) Presented below are a number of operational
guidelines and practices that have developed over time.
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Instructions Select the assumption, principle, or constraint that most appropriately justifies these

procedures and practices. (Do not use qualitative characteristics.)
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(a) Fair value changes are not recognized in the accounting records.

(b) Financial information is presented so that investors will not be misled.
(c) Intangible assets are amortized over periods benefited.

(d) Agricultural companies use fair value for purposes of valuing crops.
(e) Each enterprise is kept as a unit distinct from its owner or owners.

(f) All significant post-balance-sheet events are disclosed.

(g) Revenue is recorded when the product is delivered.

(h) All important aspects of bond indentures are presented in financial statements.

(i) Rationale for accrual accounting.

(j) The use of consolidated statements is justified.

(k) Reporting must be done at defined time intervals.

(I) An allowance for doubtful accounts is established.

(m) Goodwill is recorded only at time of purchase.

(n) A company charges its sales commission costs to expense.

Solution
(a) Measurement (historical cost) (i) Expense recognition and revenue
principle. recognition principles.
(b) Full disclosure principle. (j)) Economic entity assumption.
(c) Expense recognition principle. (k) Periodicity assumption.
(d) Measurement (fair value) principle. () Measurement principle, Expense
recognition principle.
(e) Economic entity assumption. (m) Measurement (historical cost)
(f)  Full disclosure principle. principle.
(g) Revenue recognition principle. (n) Expense recognition principle.
(h)  Full disclosure principle.

END OF CHAPTER 2
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