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PART A
1. Given the following three T/ledger accounts, determine what transaction(s) occurred.

Cash


Prepaid Rent


Rent Expense


   (1) 6000       900 (2)        (2)  900        300 (3)               (3)  300

a) There may have been a sale to a customer for $6,000

b) Cash of $900 was paid in advance for rent

c) Use of the rental property during the period amounted to $300

d) All of the above

2. Which of the following statements is false?

a) A transaction can increase the balance in one account and decrease the balance in another account

b) A transaction can increase the balance in two accounts.

c) A transaction can increase the balance in two accounts and decrease the balance in one account

d) A transaction can decrease the balance in two accounts

e) A transaction affecting only the two asset accounts can increase both accounts

3. The Boralis Company’s records were partially destroyed in a flood. The company does not know what sales have been for the year, but they do know all sales were on account. Also, the beginning accounts receivable balance was $37,000 and its accounts receivable balance at the time of the flood was $45,000. From the beginning of the year until the flood, cash collections from customers was $472,000. Given this information, what were The Boralis Company’s sales?

a) $467,000

b) $480,000

c) $504,000

d) $549,000

e) $586,000

4. Expenses sometimes make their contribution to revenue in a different period than when the expense is paid. When salaries are incurred in one period and paid in the next period, this often leads to which account appearing on the balance sheet at the end of the first period?

a) Due from employees

b) Due to employer

c) Salaries payable

d) Salaries expense

5. The Hail Company acquired some office furniture, including a desk costing $800. The owner of the business next door said that they had been searching for a desk just like that one, so The Hail Company sold the desk to their business neighbor at cost, receiving $300 in cash, with the remainder to be paid in 30 days. The effect of this transaction on the Hail Company would be to:

a) Increase the balance in the cash account by $300, increase the balance in the capital account by $500, and decrease the balance in the furniture account by $800

b) Increase the balance in the cash account by $300, increase the balance in the accounts payable account by $500, and decrease the balance in the furniture account by $800

c) Increase the balance in the cash account by $300, decrease the balance in the accounts payable account by $500, and decrease the balance in the furniture account by $800

d) Increase the balance in the cash account by $300, increase the balance in the accounts receivable account by $500, and decrease the balance in the furniture account by $800

e) Increase the balance in the cash account by $300, decrease the balance in the accounts receivable account by $500, and decrease the balance in the furniture account by $800

6. The Newton Company determines that depreciation amounts to $700 for the period. As the accountant, you would tell the bookkeeper to:

a) Debit depreciation expense and credit accumulated depreciation for $700

b) Debit accumulated depreciation and credit fixed assets for $700

c) Debit depreciation expense and credit fixed assets for $700

d) Debit fixed assets and credit accumulated depreciation for $700

e) Debit accumulated depreciation and credit depreciation expense for $700

7. An example of an adjusting entry is:

a) The payment of wages which have been accrued

b) The accruing of interest expense

c) The return of defective inventory

d) The payment of rent in advance

e) Collection of a accounts receivable

8. Which of the following reflect the balances of Prepaid accounts prior to adjustment? (Assume that the original payment was recorded as follows: Debit – Prepaid Asset, Credit – Cash)
a) Balance sheet accounts are understated and statement of earnings accounts are understated

b) Balance sheet accounts are overstated and statement of earnings accounts are overstated

c) Balance sheet accounts are overstated and statement of earnings accounts are understated

d) Balance sheet accounts are understated and statement of earnings accounts are overstated

9. Total assets and total liabilities of Coolrite Inc., as shown by its balance sheet at the beginning and end of the year were as follows:

Beginning of Year
Ending of Year

Assets



$600,000

$770,000

Liabilities


$200,000

$220,000

During the year dividends of $15,000 were declared and $30,000 of capital stock was redeemed by it’s sole shareholder. Compute the net income or net loss from operations.

a) $135,000

b) $195,000

c) $150,000

d) $130,000

10. Indicate the generally accepted principles that is being violated:

A blanket manufacturer recognized 0 depreciation expense on its quilter machine because the machine is made of metal and is oiled on a weekly basis.

a) Objectivity

b) Realization

c) Cost

d) Matching

Part B
Marcella Wholesalers Inc. has just completed its fourth year of business, year ended December 31, 1999. Marcella Wholesales sells small electronics merchandise. The principal shareholders’ eldest child, a university student who is beginning the third week of an accounting course, prepared a set of financial statements. Following is a list (in no systematic order) of the items appearing in the financial statements prepared by the college student (assume normal balance):


[image: image1.emf]Accounts receivable 183,100               Advertising expense 98,300 $         

Note receivable 36,000                Merchandise inventory 201,900

Cash 101,600               Cost of goods sold 590,000

Capital Stock 684,000               Unearned rent revenue 4,800

Building 360,000               Insurance expense 2,500

Accumulated amortization, 

Building 16,000                Accounts payable 52,500

Land 169,200               Interest expense 600

Sales 936,800               Telephone expense  2,900

Salary expense 124,300               Notes payable (9%) 20,000

Retained earnings: Income before income tax 110,500

  December 31, 1998 164,000               Miscellaneous expense 3,400

  December 31, 1999 274,500               Maintenance expense 4,300


Assume that the following information WAS NOT BUT SHOULD HAVE BEEN considered by the student in preparing the financial statements:

a) Salaries of $5,200 have been earned by employees for the last half of December 1999. Payment by the company will be made on the next payday, January 2, 2000.

b) Interest at 10% per annum on the note receivable has accrued for two months and is expected to be collected by the company when the note is due on January 31, 2000.
c) Part of the building owned by the company was rented to a tenant on November 1, 1999, for six months, payable in advance. This rent was collected in cash and is represented by the item labeled Unearned Rent Revenue.

d) No amortization has been recorded on the building for 1999. The building has an estimated useful life of 30 years and no residual value.

e) Cash dividends of $60,000 were declared in December 1999, payable in January 2000.

f) The interest and repayment of the note payable is due on January 2, 2002. The note payable was a special arrangement made with a supplier for some inventory on May 1, 1999.  
g) Income tax of 40% applies to 1999, all of which is to be paid in the early part of 2000.

Required

a) Prepare the journal entries for the adjustments required. (no explanations are required). You can use additional accounts where necessary.

b) Prepare a schedule to calculate what net income should be after making adjustments as a result of the additional information given above.

c) Prepare, in good form, a balance sheet and a statement of retained earnings for the year ended December 31, 1999.
d) Determine when the building was purchased (Month and Year).

PART C  (10 marks)

Indicate the immediate effect of the following errors on each of the accounting elements described in the column headings below,

O – Overstated

U – Understated

NE – No Effect


[image: image2.wmf]Net 

Income

Total 

Assets

Total Liabilities

Total 

Shareholder's 

Equity

a) Recorded twice a sale of 

services to a customer. All sales 

are cash.

b) Failed to record interest 

accured at end of period on 

notes payable

c) Recorded collection of 

accounts receivable by debit to 

cash and credit to revenue

d) Purchased office equipment 

during the year and recorded too 

much depreciation for this 

period.

e) Failed to record the earnings 

of  a portion of annual 

membership fees which had 

been collected in advance. 

(When Customers purchased 

annual memberships, an 

Unearned Revenue account was 

credited)
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		Accounts receivable		183,100		Advertising expense		$   98,300

		Note receivable		36,000		Merchandise inventory		201,900

		Cash		101,600		Cost of goods sold		590,000

		Capital Stock		684,000		Unearned rent revenue		4,800

		Building		360,000		Insurance expense		2,500

		Accumulated amortization, Building		16,000		Accounts payable		52,500

		Land		169,200		Interest expense		600

		Sales		936,800		Telephone expense		2,900

		Salary expense		124,300		Notes payable (9%)		20,000

		Retained earnings:				Income before income tax		110,500

		December 31, 1998		164,000		Miscellaneous expense		3,400

		December 31, 1999		274,500		Maintenance expense		4,300
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				Net Income		Total Assets		Total Liabilities		Total Shareholder's Equity

		a) Recorded twice a sale of services to a customer. All sales are cash.

		b) Failed to record interest accured at end of period on notes payable

		c) Recorded collection of accounts receivable by debit to cash and credit to revenue

		d) Purchased office equipment during the year and recorded too much depreciation for this period.

		e) Failed to record the earnings of  a portion of annual membership fees which had been collected in advance. (When Customers purchased annual memberships, an Unearned Revenue account was credited)






