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Accounting I KEY
Lesson 22
1. What is different about the heading of a balance sheet and the heading of an income statement? Since the balance sheet only reports one day of the accounting period, the date is written differently. “For the Month Ended” is omitted from the date line.
2. What should you do if the total liabilities and owner’s equity does NOT equal the total assets on the balance sheet? If the totals are not equal, there is an error. Find the error before completing the balance sheet.
3. What do you do on the balance sheet AFTER you have proved the equality of it? When the total assets equal the total liabilities plus owner’s equity, draw a double rule under both the total assets and the total liabilities and owner’s equity amounts.
4. Why would a business owner use ratio analysis? A business owner needs to evaluate financial relationships in order to project the future finances of the business.
5. According to the examples, does Cornerstone Construction have an acceptable quick ratio? Explain your answer. The quick ratio for Cornerstone Construction based on the balance sheet is 1.2:1. A quick ratio of 1:1 is considered ideal. It shows that the business can pay all of its current debts with the cash on-hand. Therefore, Cornerstone Construction has an acceptable ratio.
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