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Module 10 –  Financial Statement Analysis & Valuation, 4th Edition by Easton, McAnally, Sommers 
& Zhang 

 
Practice Quiz 
 
 
1. Continental discloses the following in the footnotes to its 10-K report relating to its leasing activities. 
 

 
Operating leases are not reflected on-balance-sheet. In our analysis of a company, we often desire to 
capitalize these operating leases, that is, add the present value of the future operating lease 
payments to both the reported assets and liabilities.  Compute the present value of Continental’s 
operating lease payments assuming a 7% discount rate (the approximate implicit rate on the 
capitalized leases). 

 
a. $11,068 million 
b. $8,752 million 
c. $7,464 million 
d. $5,170 million 

 
 
2. American Express discloses the following pension footnote in its 10-K report. 
 

 
 

How much pension expense does American Express report in its 2005 income statement? 
 
a. $104 million 
b. $221 million 
c. $80 million 
d. $112 million 
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3. YUM! Brands, Inc., discloses the following pension footnote in its 10-K report. 
 

 
 

The fair market value of YUM!’s plan assets is $610 million as of 2005. What is the funded status of 
the plan, and how will this be reflected on YUM!’s balance sheet? 

 
a. Underfunded, $205 million liability 
b. Underfunded, $205 million asset 
c. Underfunded, not reflected on the balance sheet 
d. Underfunded, $815 million liability 

 
 
4. Fortune Brands, Inc., reports the following footnote relating to its leased facilities in its 2005 10-K 

report. 
 

Future minimum rental payments under noncancelable operating leases as of December 31, 
2005 are as follows: 

 

 
 

Compute the present value of these operating leases using a discount rate of 7%. 
 

a. $140.7 million 
b. $179.2 million 
c. $127.3 million 
d. $154.9 million 
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5. Verizon Communications, Inc., provides the following footnote relating to its leasing activities in its 
10-K report. 
 

The aggregate minimum rental commitments under noncancelable leases for the periods 
shown at December 31, 2005, are as follows: 

 

 
 

Assuming that this is the only available information relating to its leasing activities, what amount does 
Verizon report on its balance sheet for its total lease obligations? 

 
a. $95 million 
b. $112 million 
c. $166 million 
d. $4,452 million 
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6. Ford Motor Company reports the following pension footnote in its 10-K report. 
 

 
 
What is the total amount paid to retirees during fiscal 2005 for its U.S. and non-U.S. plans? 
 
a. $1,364 million 
b. $187 million 
c. $2,787 million 
d. $4,211 million 
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7. Xerox reports the following pension footnote as part of its 2005 10-K report. 
 

 
 

 
 
What is the actual return on pension and health care plan investments in 2005? (In millions) 
 

a. Pension:  $527 Healthcare:  ($54) 
b. Pension:  $933 Healthcare: $ 0 
c. Pension:  ($622) Healthcare: $ 0 
d. Pension:  $98 Healthcare: $31 
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8. Verizon reports the following pension and health care benefits footnote as part of its 10-K report. 
 

 
 

 
 

What does Verizon’s income statement report for both its pension and health care plans in 2005? (In 
millions) 
 
a. Pension:  $852 expense Healthcare:  $1,085 expense 
b. Pension:  $721 expense Healthcare: $373 expense 
c. Pension:  $366 income Healthcare: $2,104 expense 
d. Pension:  $3,348 income Healthcare: $353 income 
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9. The Abercrombie & Fitch 10-K report contains the following footnote relating to its leasing activities.  
This is the only information it discloses relating to its leasing activity. 

 
At January 28, 2006, the Company was committed to non-cancelable leases with remaining 
terms of one to 15 years. A summary of operating lease commitments under non-cancelable 
leases follows (thousands): 

 

 
 
Assuming that its operating leases relate to real estate, and that A&F depreciated such assets on a 
straight-line basis with no salvage value and useful life of 8 years, estimate the effect on the 
company’s 2006 income before tax of capitalizing these operating leases.  Use a 7% discount rate. 
 
a. Reduce income before taxes by $10,585,000 
b. Increase income before taxes by $187,674,000 
c. Reduce income before taxes by $187,674,000 
d. Reduce income before taxes by $198,259,000 
 
 

10. Which of the following is not a component of net pension expense? 
 

a. Interest cost 
b. Expected return on plan assets 
c. Benefits paid to retirees 
d. Amortization of prior service cost 
 
 
 


