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1. 	 Howard Company had a transaction that caused a $5,000 increase in both assets and total 

liabilities. This transaction could have been a(n): 

a. 	 Purchase of office equipment for $12,000, paying $7,000 cash and issuing a note payable 

for the balance. 

b. 	 Investment of $5,000 cash in the business by the stockholders. 

c. 	 Purchase of office equipment for $5,000 cash. 

d. 	 Repayment of a $5,000 bank loan. 

2. A company that receives money in advance of performing a service 

a. 	 debits Cash and credits Unearned Service Revenue. 

b. 	 debits Unearned Service Revenue and credits Accounts Payable. , 
c. 	 debits Cash and credits Prepaid Insurance. 

d. 	 debits Cash and credits Accounts Receivable. 

,3.SkypressCompany collected $5,600 in May of 2010 for 4 months of service which would take 

, place from October of 2010 through January of 2011. The revenue reported from this 

transaction during 2010 would be: 

a. 	 $0 

b. 	 $4,200 

c. 	 $5,600 

d. 	 $1,400 

4.Which account will have a zero balance after closing entries have been journalized and posted? 

a. 	 Service revenue. 

b. 	 Advertising Supplies. 

c. 	 Prepaid Insurance. 

d. 	 Accumulated Depreciation. 
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5. At the beginning of the year, Wildcat Athletic had an inventory of $200,000. During the year, the 

company purchased goods costing $700,000. If Wildcat Athletic reported ending inventory of 

$300,000 and sales of $1 ,000,000, their cost of goods sold and gross profit rate would be 

a. $400,000 and 60% 

b. $600,000 and 40% 

c. $400,000 and 40% 

d. $600,000 and 60% 

6. The following information was available for Bowyer Company at December 31,2012: beginning 

inventory $90,000; ending inventory $70,000; cost of goods sold $660,000; and sales 

$900,000. Bowyer's inventory turnover ratio in 2012 was 

a. 9.4 times. 

b. 8.3 times. 

c. 7.3 times. 

d. 6.0 times. 

7. Which of the following is not a basic principle of cash management? 

a. Increase collection of receivables. 

b. Keep inventory levels low. 

c. Pay all liabi~ties early. 

d. Invest idle cash. 

, 8. Which one of the following sections would not appear on a cash budget? 

, a. Cash receipts. 

b. Financing needed. 

c. Investing. 

d. Cash disbursements. 

9.The interest on a $8,000,6%, 60-day note receivable is 

a. $480. 

b. $80. 

c. $160. 

d. $240. 
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1O.The receivables turnover ratio is needed to calculate 

a. the average collection period in days. 

b. market risk. 

c. return on assets. 

d. current ratio. 

11.The financial statements of the Phelps Manufacturing Company reports net sales of $400,000 

and accounts receivable of $80,000 and $40,000 at the beginning of the year and end of 

year, respectively. What is the receivables turnover ratio for Phelps? 

a. 6.7 times. 

b. 10 times. 

c. 5 times. 

d. 8 times. 

12.Equipment was purchased for $51,000 on January 1, 2011. Freight charges amounted to $2,100 

and there was a cost of $6,000 for building a foundation and installing the equipment. It is 

estimated that the equipment will have a $9,000 salvage value at the end of its 5-year useful 

fife. What is the amount of accumulated depreciation at December 31, 2012, if the 

straight-line method of depreciation is used? 

a. $20,040. 

b. $10,020. 

c. $8,580. 

d. $17,160. 

13.Equipment that cost $54,000 and on which $45,000 of accumulated depreciation has been 

recorded was disposed of for $13,500 cash. The entry to record this event would include a 

a. gain of $4,500. 

b. loss of $4,500. 

c. credit to the Equipment account for $13,500. 

d. credit to Accumulated Depreciation for $45,000. 
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14.0n January 1, 2012, $1,000,000, 10-year, 10% bonds, were issued for $970,000. Interest is paid 

annually on January 1. If the issuing corporation uses the straight-line method to amortize 

discount on bonds payable, the monthly amortization amount is 

a. $9,700. 

b. $3,000. 

c. $808. 

d. $250. 

15.Stockholders are most interested in evaluating 

a. 	 liquidity. 

b. 	 solvency. 

c. 	 profitability. 

d. 	 marketability. 

16.A high receivables turnover ratio indicates 

f' customers are making payments quickly. 

b. 	 a large portion of the company's sales are on credit. 

c. 	 many customers are not paying their receivables. 

d. 	 the company's sales have increased. 

17.IFRS is considered to be more 

a. 	principles-based and less rules-based than GAAP. 

b. 	rules-based and less principles-based than GAAP. 

c. detailed than GAAP. 

d. 	none of the above. 

18.Which statement is incorrect? 

a. 	 Periodic inventory systems provide better control over inventories than perpetual 

inventory systems. 

b. 	 Computers and electronic scanners allow more companies to use a perpetual inventory 

system. 

c. 	 Freight-in is debited to merchandise inventory when a perpetual inventory system is 

used. 

d. 	 Regardless of the inventory system that is used, companies should take a physical 

inventory count. 
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19.1f a company is given credit terms of 2/10, n/30', it should 

a. 	 hold off paying the bill until the end of the credit period, while investing the money at 10% 

annual interest during this time. 

b. 	 pay within the discount period and recognize a savings. 

c. 	 pay within the credit period but don't take the trouble to invest the cash while waiting to 

pay the bill. 

d. 	 recognize that the supplier is desperate for cash and withhold payment until the end of 

the credit period while negotiating a lower sales price. 

20.The entry to record the return of goods from a customer would include a 

a. 	 debit to Sales Revenue. 

b. 	 credit to Sales Revenue. 

c. 	 debit to Sales Returns and Allowances. 

d. 	 credit to Sales Returns and Allowances. 

Selected data for Patrick Store appear below. 

2012 2011 
, Net credit sales $630,000 $520,000 

Cost of goods sold 420,000 420,000 

Inventory at end of year . 64,000 85,000 

Accounts receivable at end of year 90,000 50,000 

Instructions: (9%) 


Compute the following for 2012: 


(a) Gross profit percentage 

(b) Inventory turnover 

(c) Receivables turnover 
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Presented below are the basic assumptions and principles underlying financial statements. (16%) 


a. Cost principle d. Going concern assumption 

b. Economic entity assumption e. Monetary unit assumption 

c. Full disclosure principle f. Periodicity assumption 

Identify the basic assumption or principle that is described below. 

1. The economic life of a business can be divided into artificial time periods. -

2. The business will continue in operation long enough to carry out its existing objectives. -

/3. Circumstances and events that make a difference to financial statement users should be -
disclosed. 

4. Only transaction data that can be expressed in terms of money should be included in the 

accounting records. 
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Greenstream Insurance Agency prepares monthly financial statements. Presented below is an 
income statement for the month of June that is correct on the basis of information considered. 

GREENSTREAMINSURANCEAGENCY 


Income Statement 


For the Month Ended June 30 


Revenues 

Premium Commission Revenues ....................................... $40,000 

Expenses 


Salary Expense .................................... ,............................. $12,000 


Advertising Expense ..................... ..................................... BOO 


Rent Expense ..... ................................................................ 4,200 


Depreciation Expense ....................................................... . 2.BOO 


Total Expenses .................................................................. . 19,BOO 


Net Income ................................................................................ . $20.200 

Additional Data: When the income statement was prepared, the company accountant neglected to 

take into consideration the following information: 

1. 	 A utility bill for $1,200 was received on the last day of the month for electric and gas service for 

the month of June. 

2. 	 A company insurance salesman sold a life insurance policy to a client for a premium of $20,000. 

The agency billed the client for the policy and is entitled to a commission of 20%. 

3. 	 Supplies on hand at the beginning of the month were $2,000. The agency purchased 

additional supplies during the month for $1,500 in cash and $1,200 of supplies were on hand at 

June 30. 

4. 	 The agency purchased a new car at the beginning of the month for $24,000 cash. The car will 

depreciate $6,000 per year. 

5. 	 Salaries owed to employees at the end of the month total $5,300. The salaries will be paid on 

July 5. 

Instructions: (15%) 

Prepare a corrected income statement. 


