BREVI ESERCIZI- CONCEPTUAL FRAMEWORK
1. Identify which qualitative characteristic of accounting information is best described in each item below. (Do not use relevance and faithful representation.) 

1. The annual reports of Best Buy Co. (USA) are audited by certified public accountants. 

2. Motorola (USA) and Nokia (FIN) both use the FIFO cost flow assumption. 

3. Starbucks Corporation (USA) has used straight-line depreciation since it began operations. 

4. Heineken Holdings (NLD) issues its quarterly reports immediately after each quarter ends.

2. What accounting assumption, principle, or constraint would Marks and Spencer plc (M&S) (GBR) use in each of the situations below? 

1. M&S records expenses when incurred, rather than when cash is paid. 

2. M&S was involved in litigation over the last year. This litigation is disclosed in the financial statements. 

3. M&S allocates the cost of its depreciable assets over the life it expects to receive revenue from these assets. 

4. M&S records the purchase of a new Dell (USA) PC at its cash equivalent price.

3. Indicate whether the following statements about the conceptual framework are true or false. If false, provide a brief explanation supporting your position. 

1. The fundamental qualitative characteristics that make accounting information useful are relevance and verifiability. 

2. Relevant information has predictive value, confirmatory value, or both. 

3. Conservatism, a prudent reaction to uncertainty, is considered a constraint of financial reporting. 

4. Information that is a faithful representation is characterized as having predictive or confirmatory value. 

5. Comparability pertains only to the reporting of information in a similar manner for different companies. 

6. Verifiability is solely an enhancing characteristic for faithful representation. 

7. In preparing financial reports, it is assumed that users of the reports have reasonable knowledge of business and economic activities.

CASO DI STUDIO – CONCEPTUAL FRAMEWORK

Recently, your uncle, Carlos Beltran, who knows that you always have your eye out for a profitable investment, has discussed the possibility of your purchasing some corporate bonds. He suggests that you may wish to get in on the “ground floor” of this deal. The bonds being issued by Neville Corp. are 10-year debentures which promise a 40% rate of return. Neville manufactures novelty/party items. You have told Neville that, unless you can take a look at its financial statements, you would not feel comfortable about such an investment. Believing that this is the chance of a lifetime, Uncle Carlos has procured a copy of Neville’s most recent, unaudited financial statements which are a year old. These statements were prepared by Mrs. Andy Neville. You peruse these statements, and they are quite impressive. The balance sheet showed a debt-to-equity ratio of 0.10 and, for the year shown, the company reported net income of $2,424,240. The financial statements are not shown in comparison with amounts from other years. In addition, no significant note disclosures about inventory valuation, depreciation methods, loan agreements, etc. are available.
Write a personal letter to Uncle Carlos either recommending the investment or dicouraging him from investing. (You may change Uncle Carlos to a different relative if you so choose.).
