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Chapter 8

Review Questions

1)How do public accountants differ from management accountants? Who are the key users of the accounting information? What type of information does each stakeholder group need?

Answer: Public accountants provide services such as tax prep or external auditing to clients on a fee basis. Management accountants work within a company and provide analysis and prepare reports also assist managers in their own organization. Key users of the accounting information are managers, stockholders, employees, creditors, suppliers, and government agencies. Managers need information about sales in various regions for various product lines. Stockholders have an interest in company financial performance. Employees need the information because it could help them make a case for pay raises or hefty bonuses. 

2 Financial statements are prepared using generally accepted accounting principles (GAAP). What group is responsible for establishing these principles, and what goals guide their formulation? Why are many generally accepted accounting principles likely to change in the near future? 

Answer: The Financial Accounting Standards Board are responsible for establishing these principles. Their goals are relevance, reliability, consistency, and comparability. Many generally accepted accounting principles are likely to change due to the fact that businesses are always evolving and new issues arise.

3 State the “accounting equation” and define each of its terms. What is the logic behind this equation? How is the structure of the balance sheet related to this equation?

Answer: The accounting equation indicates that assets = liabilities + owners’ equity. This means that the left side of the balance sheet, where assets, debits, are normally listed must be equal to the right side of the balance sheet, where liabilities and owners’ equity, credits, are normally placed for a financial statement to be accurate and properly balanced. 

4 Describe the three basic categories of cash flows reported by a statement of cash flows and give examples of specific cash flows included in each category.

Answer: Operating activities,          investing activities,                   financing activities. 

Changes in liabilities ,                 investments,                            dividends paid 

5 Identify and describe the basic elements of an income statement. Explain how the accrual basis of accounting guides the way the information on the income statement is reported. 

Answer: Net Sales (Revenues), cost of goods sold (Cost of Sales), other operating revenue, and other Income or Expense. It guides the way because there are certain things you may have to add together or multiply or divide in order to get some of the information. 

6 What is the purpose of an external audit by an independent CPA firm? How does an auditor go about conducting an audit? How does a qualified opinion by an auditor differ from an unqualified opinion or an adverse opinion? 

Answer: To make sure everything is right and no mistakes are being reported and that your numbers are matching up. It gathers all their information and does the calculations and making sure the numbers are matching up. Qualified opinion is guaranteed to be correct because they’ve taken all the neccasary steps to become a CPA.

7 What is the purpose of budgeting? What is the master budget, and what are its major components? How does a top down budgeting process differ from a bottom up approach, and what are the advantages and disadvantages of each? 

Answer: The purpose of budgeting is to balance out funds. The master budget is the aggregation of all lower-level budgets produced by a company's various functional areas, and also includes budgeted financial statements, a cash forecast, and a financing plan. 

8 Describe the key differences between financial accounting and managerial accounting.

Answer: Financial accounting must comply with various accounting standards, whereas managerial accounting does not have to comply with any standards when information is compiled for internal consumption

9 How do management accountants view cost? How do implicit costs differ from explicit costs? Give some examples to illustrate the difference. 

Answer: Explicit costs, which represent the actual costs of an activity, and represents a cost that is not recorded but instead implied. For example , a manager  could take a vacation , the explicit costs would include travel expenses, the cost of a hotel room, and costs related to entertainment.
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