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PART A 

1. Each of the following is an essential characteristic of a liability, except:

a) it is a result of past transactions or events.

b) The dollar amount of the obligation is known for certain.

c) It represents a probable future sacrifice of economic benefits

d) It represents an obligation to transfer assets or provide services to another entity in the future.

2. The primary objective of the matching process is to:

a) Record expenses in the period that the related revenues are recognized.

b) Provide timely information to decision makers.

c) Promote comparability between financial statement of different periods.

d) Provide full disclosure.

3. External users of general-purpose financial statements include which of the following groups?

a) Creditors

b) Shareholders

c) Owners

d) All of the above

4. Depreciation (amortization):

a) is a process of asset valuation

b) affects only the income statement

c) allocates an asset’s cost to the period benefited, in a rational and systematic manner

d) is a cash expense

5. Kathy Kiska earned a salary of $400 for the last week of September. She will be paid on October 1. The adjusting entry for Kathy’s employer at September 30 is:

a) No entry is required

b) Salaries expense
$400

Salaries payable     
$400

c) Salaries expense
$400

Cash


$400

d) Salaries payable
$400

Cash


$400

6. Daisy Limited completed is first year of business. The general ledger data was wiped off the hard disk drive due to a computer virus. The accountant found a printout of the following information:

Cash, beginning of year

$  1,600

Collection from customer

$40,350

Payment to Suppliers


$37,130

Accounts Receivable, end of year
$  6,700

Accounts Payable, end of year
$  8,400

Ending inventory


$  2,270

Rent expense



$    150

What is the balance in the cash account at the end of the year?

a) $4,820

b) $2,400

c) $4,670

d) $4,520

7. Before month-end adjustments are made, the January 31 trial balance of Rover Excursions contains revenues of $27,900 and expenses of $17,340. Adjustment are necessary for the following items:

· Portion of prepaid rent applicable to January period is $1,440

· Depreciation for January $1,440

· Portion of fees collected in advance earned in January, $3,300

· Fees earned in January, not yet billed to customer $1,950

Net income for Rover Excursion for the month of January should be:

a) $7,680

b) $9,120

c) $10,980

d) $12,930

8. The public accounting firm auditing Mason Street Recording Studio found that Retained Earnings was understated and liabilities were overstated. Which of the following errors could have been the cause?

a) Making the adjustment entry for depreciation expense twice

b) Failure to record the earned portion of fees received in advance.

c) Failure to record interest accrued in a note payable

d) Failure to make the adjusting entry to record revenues which had been earned but not billed to clients

9. Ski Powder Resorts had a terrific first year of operations. The ski season began on November 1st. The following are their results for the first four months of operations. Ski Powder Resorts deals in both cash and open account (credit sales).





Credit Sales      Accounts Receivable 
Cash Collect


November 30

$30,000

$10,000

$29,000


December 31

$60,000

$35,000

$59,000


January 31

$70,000

$65,000

$80,000


February 28

$60,000

$20,000

$120,000

What is the best month for Lift ticket Revenue:

a) November

b) December

c) January

d) February

10. Walters Inc. had the following transactions during the month of March 2003:

· Cash received from bank loans $10,000
· Revenue earned and received in cash were $8,500
· Dividends of $4,000 were paid to shareholders
· Expenses incurred and paid were $5,000
What would the net income show on the income statement for the month of March 2003:

a) $9,500

b) $13,500

c) $500

d) $3,500

PART B

For each of the following items, state whether it is likely to be an asset, liability or equity account .

Company


   Item



Asset, liability or Equity?

1. Walt Disney Co.
List of subscribers to Discover Magazine


2. Interpacific Forest Products Ltd.
Funds collected from employees, to be repaid to them after retirement as pensions


3. Wal- Mart
Wal-Mart’s satisfied customers


4. Canada Safeway Ltd.
Land that Safeway has agreed to sell to a real estate developer once it has been surveyed


5. Edmonton Eskimos Football Club
Players under contract to the team


6.  The Brick Warehouse
Deposits received from customers of The Brick for Furniture not yet delivered to them.


7. Sears Inc.
A fleet of delivery trucks leased by Sears from several truck-leasing firms


8. Keg Restaurants Ltd.
The phrase “The Keg” and the round logo, both registered trademarks


9. Torstar Corp.
Profits earned by the Toronto Star, but not yet paid out to the owners as dividends.


10. Redpath Industries Ltd.
Funds owing to Redpath by a customer who recently declared  bankruptcy.


PART C

Rosie Rotini was fed up with her administrative career at a big ice cream company. Rosie always dreamed of owning her own business, so she decided to leave the ice cream company and start manufacturing and selling fresh pasta and a line of associated sauces.  In order to increase her profit margin, Rosie diversified her product line by also selling cookware and other equipment to go with the food. Before she made a single sale, it took her several weeks to get set up.

Before She opened the Doors

1. Rosie put personal savings of $45,000 into a new bank account opened in the company’s name. She decided that $35,000 of that would go for shares of the company and the rest would be a loan she hoped the company could pay back in a few years.

2. Rosie also provided her large set of recipes and her minivan, to be owned by the new company. She thought the recipes would be worth about $500 and the minivan about $7,500. She was in no hurry to be paid for these items, but thought they should be included in the company’s assets.

3. A group of friends and relatives gave her company $25,000 in cash, in return for shares.

4. The company rented space in a small strip mall and paid $2,000 as rent in advance

5. The company bought food processing and storage equipment for $63,250, paying $28,000 in cash and signed a note agreeing to pay the rest in five equal annual installments, beginning in six months.

6. Rosie purchased pasta, sauces and other processed goods for resale costing $47,250. As well she purchased cookware for resale costing $3,910. She paid $1,000 in cash (for both of the purchases), with the remainder to be paid in 60 days.

7. The company paid a lawyer $1,800 for cost of incorporation expenses. 

After 6 months of business

1. Customers took away pasta, sauces, cookware, etc. for which they promised to pay $87,340. By the end of six months, Rosie had collected $78,670 of this, had taken back $420 of defective merchandise (which she had to just throw away) and had given up on collecting $510 so that amount has to be transferred to expense. She expected the $7,740 remainder to be collected within a month or two.

2. Rosie purchased $32,990 of pasta and sauces and $19,320 of cookware for resale. By the end of the six months, she had paid the suppliers $47,550 toward these purchases.

3. At the end of the six months, there was $48,400 of pasta and sauces and $14,120 of cookware on hand for resale.

4. Rosie estimated the following for the six months: depreciation on equipment $3,950; depreciation of minivan, $750. 

5. The company paid $8,000 in rent during the six months (including the original amount paid when the lease was signed). The landlord was charging $2,000 per month and was concerned because Rosie had fallen 2 months behind by $4,000 at the end of the six months. Rosie promised to pay the rent more promptly in the future.

6. The company paid the first $7,050 installment on the equipment liability, plus $1,410 interest on the total debt.

7. Rosie set her monthly salary at $2,100. She took only $8,000 of that in cash (ignore payroll deductions). Rosie decided to take the remaining salary amount in a few months when she wanted to go on a holiday.

8. Other expenses for the six months came to $6,440, all but $760 having been paid by the end of the period.

9. Rosie’s tax accountant said that the company should estimate $1,500 of taxes for the first six months.

10. Everyone agreed that no dividends to the owners should be declared yet, but they hoped that about $3,000 of the first six months’ income would eventually be paid as dividends.

Required

1. Prepare journal entries for all financial transactions (do not provide explanations).

2. Prepare an income statement for the first six months of operations (use proper format).

3. Do you think Rosie should continue her business? (Please give only 2 reasons)
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