Financial Accounting for Non-Accountants [FAFNA]
(1) Which of the following characteristics are essential to a proper accounting system?
A) Integrity

B) Independence

C) Objectivity

D) A & B

E) B & C

F) A, B & C

(2) Which financial statement measures operating performance [i.e., viability of the business]?

(3) What is the underlying principle for the use of “accrual”, rather than “cash based” accounting?
(4) Based on the following information, prepare a balance sheet. 
Current Assets = $50,000; Property, Plant & Equipment = $125,000;

Accumulated Depreciation = $50,000; Accounts Payable = $10,000;

Notes Payable = $10,000; Total Liabilities = $75,000
(5) If a company shows a loss on its Income Statement, how will this affect (a) the Balance Sheet and (b) Cash Flow? 
(6) The following is a list of financial ratios.  For each ratio list the “category” or “grouping” it belongs to.

a) Current ratio



a) ______________

b) Price-to-Earnings (P/E) ratio
b) ______________

c) Return on assets


c) ______________

d) Inventory turnover


d) ______________

e) Total debt-to-Total assets

e) ______________

(7)For each definition, list the “ratio category (or grouping)” that is described by filling in the blanks from (a) to (f).

a) Determines a company’s ability to pay off short term obligations or debts as they come due. 

________________________

b) Relates company’s internal performance to the external judgment of the marketplace in terms of what it is worth.

​________________________

c) Identifies percentage of earnings paid out to shareholders and what is reinvested for internal growth.

________________________

d) Speed at which company turns over its inventory, receivables and long-term assets.

________________________

e) How a company is financed between debt [lenders] and equity [owners].

________________________

f) Measures return on sales, assets and total capital.

________________________
(8) What will increase the following account items – Debit or Credit?  Fill in the blanks.

Assets _____________

Equity _____________

Losses _____________

(9) What will decrease these account items – Debit or Credit?  Fill in the blanks.

Liabilities __________

Expenses __________

Gains _____________

(10) What is the normal balance for these account items – Debit or Credit?  Fill in the blanks.

Revenue __________

Losses____________

Assets ____________

(11) If a company decides to increase its ratio of total debt / total assets from 30% to 50% as a means of increasing its return on equity (ROE), and it is able to maintain a 4.5% return on assets(ROA), what will be the new return on equity (ROE) after it has increased its debt level?
(12) Which inventory costing method produces a more accurate balance sheet – FIFO or LIFO? ______________

(13) Which inventory costing method produces a more accurate income statement – FIFO or LIFO? ___________

(14) Which of the following are “non-cash” expenses?
a) Depreciation expense

b) Prepaid expense

c) Depletion expense

d) Amortization expense
(15) Calculate the value of “Ending Inventory” based on the following information:

“Beginning Inventory” = $700

Purchases = $300

Cost of sales = $800

(16) Mark the following statement as True or False.  “Except for net income added to retained earnings, transactions affecting Owner’s Equity do not affect the income statement.”
(17) Prepare the journal entries for the following transactions: (a) $2,500 expense for pre-paid insurance (b) $1,300 depreciation expense (c) $2000 payment for accounts payable.

(18) Show how the appropriate balance sheet OR income statement OR cash flow items are affected in terms of account balances for each of the following transactions: (a) Purchase of $500 in raw materials on “credit”, (b) $3,500 payment in cash dividends, (c) $1,200 retained earnings in cash.
(19) Calculate Return on Assets and Return on Equity based on following data:

Sales $10,000                        Total Assets $5,000
Pretax Income $2,000             Total Liabilities $2,000
Net income $1,200

(20) What is the Net Free Cash Flow based on the following data:

Net income $1,200

Depreciation $400

Capital spending $800

Cash Dividends $250

Repayment of long term debt $50

