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Student:

Indicate how the event affects the elements of the financial statements. Use the following letters to
record your answer in the box shown below each element:

[nerease — 1 Decrease — [0 Mo Elleel = N

You do not need to enter amounts.
1. Warren Corporation acquired cash by issuing common stock to investors

Assets Liabluhities Equity Revenues | Expenses | Net Income | Statement
of Cash

Flivws

2. Garza Corporation acquired land by issuing a note payable (a liability)

Assets Lialulities Equity Revenues | Expenses | MNet Income | Statement
of Cash

Flovws

3. Liu Corporation received $105,000 cash from earning revenue

Assets Lialuhties Equity Revenues | Expenses | Met Income | Statement
of Cash

Flivws




4. Wade Corporation paid its monthly utility bill of $850

Asgets Liabilities Equity Revenues | Expenses | Net Income | Statement
of Cagh
Flows
5. Lynn Corporation paid $40,000 to purchase equipment
Asgets Liabilities Equity Revenues | Expenses | Net Income | Statement
of Cagh
Flows
6. Howard Corporation paid a $3,000 cash dividend to its stockholders
Assets Liabilities Equity Revenues | Expenses | Net Income | Statement
of Cash
Flows
7. Hale Company issued a note payable to purchase a truck
Asgets Liabilities Equity Revenues | Expenses | Net Income | Statement
of Cash

Flivws




8. Dare Company paid $5,000 to one of its creditors to reduce the amount of the obligation

Assets Liabuhties Equity Revenues | Expenses | MNet Income | Statement
of Cash
Flows
9. Wave Company borrowed $10,000 cash from a bank
Assets Lialuhties Equity Revenues | Expenses | Met Income | Statement
of Cash
Flows

10. Springer Company estimated that, at the end of the year, the market value of land (which
Springer had purchased several months earlier) had increased by $8,000.

Statement
of Cazh

Flows

Assets Lialuhties Equity Revenues | Expenses | Met Income

Indicate how the event affects the elements of the financial statements. Use the following letters to
record your answer in the box shown below each element:
[ncrease — | Cecrease — [0 Mo Ellecl = M

If the event affected cash flow, indicate whether the cash flow would be classified as an operating
activity (OA), investing activity (1A), or financing activity (FA). For example, an event that increased
cash and was an investing activity would be shown in the Cash Flow column as I/1A.

11.
Farmington Corporation acquired cash by issuing common stock to investors



Asgets Liabilities Equity Revenues | Expenses | Net Income | Statement
of Cagh
Flows
12. Taos Corporation earned cash revenues of $52,000
Assets Liabilities Equity Revenues | Expenses | Net Income | Statement
of Cash
Flows
13. Gomez Corporation paid its monthly utility bill of $850
Asgets Liabilities Equity Revenues | Expenses | Net Income | Statement
of Cagh
Flows
14. Peru Corporation paid $40,000 cash to purchase land
Assets Liabilities Equity Revenues | Expenses | Net Income | Statement
of Cash
Flows

15. Ling Corporation paid a $3,000 cash dividend to its owners



Assets

TLiabilhities

Equity

Revenues

Expenses

Met Tncome

Statement
of (Cazh
Flovws

Indicate how the event affects the elements of the financial statements. If the transaction affects a
given element of the financial statements, enter the dollar amount below that financial statement
element with a plus to indicate an increase or a minus for a decrease. If the item affects cash flow,

indicate whether it is an operating activity, investing activity, or financing activity

16. Dune Corporation acquired $20,000 cash by issuing common stock to investors

Assets Lialulities Equity Revenues | Expenses | MNet Income | Statement
of Cash
Flows
17. Hill Corporation earned cash revenues of $12,000
Assets Lialuhties Equity Revenues | Expenses | Met Income | Statement

of Cazh
Flivws

18. Gomez Corporation paid rent for the month in the amount of $1,400

Assets

TLialhities

Equity

Eevenues

Expenses

Met Tncome

Statement
of Cazh
Flivws




19. Lemars Corporation paid $60,000 cash to purchase land

Assets Lialulities Equity Revenues | Expenses | Net Income | Statement
of Cash
Flows

20. Ling Corporation paid a $4,000 cash dividend to its owners

Assets Liabuhties Equity Revenues | Expenses | MNet Income | Statement
of Cash

Flows

21. What does the acronym "GAAP" stand for? Name the group that has the primary responsibility for
establishing US GAAP.

22. What is meant by "reporting entity?" How does the identification of the reporting entity affect
accounting practice?

23. Who are the stakeholders for a business?



24,

25.

26.

217.

28.

29.

30.

List four elements of a business's financial statements.

What is the meaning of the term, "business liquidation?"

How many accounts should a business have?

What are the types of claims to a business's assets?

What is stockholders' equity?

What is the term that is used to describe creditors' claims on the assets of a business?

If the total claims by owners of Obe's Gallery are $60,000 and liabilities are $25,000, what are total



31.

32.

33.

34.

35.

36.

assets?

How does the payment of a liability affect the accounting equation?

How does the payment of cash dividends to stockholders affect the accounting equation?

What are accounting events? What are transactions?

What does the historical cost concept require?

Explain the relationship between the reliability concept and the use of historical cost for reporting
most of a business's assets.

Give two examples of asset use transactions.
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38.

39.

40.

41.

42.

Give two examples of asset exchange transactions.

What are the sources of a business's assets?

What does the statement of cash flows tell you about a company?

List the three categories of cash receipts and cash payments that are reported on the statement of cash
flows.

Which financial statement presents a summary of revenues and expenses of a business for a specific
period of time, such as a month or year?

Which financial statement provides information about how a business obtained and spent cash during
an accounting period?
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9.

If a corporation issued common stock for $20,000 cash, in which section of the statement of cash

flows would this transaction be reported?

What is the matching concept, and how does it affect a business's financial statements?

What is the effect on total assets of a cash dividend to owners?

Generally accepted accounting principles (GAAP) are measurement rules for

managerial accounting.
financial accounting

. tax accounting.

determining the market rate of return on a company's stock.

. Which of the following groups has primary responsibility for establishing generally accepted

accounting principles for businesses in the United States?

the US Congress

the Securities and Exchange Commission
the Financial Accounting Standards Board
the Internal Revenue Service

. Accounting information focused on the needs of external users is

financial accounting.
managerial accounting.
claims accounting.
not-for-profit accounting.

A stockholder in a corporation would use ____ to learn about the company.
financial accounting information

managerial accounting information
not-for-profit accounting information
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6.

both Aand C
An investor provides resources to a business in exchange for

physical resources.
priority of claims in event of liquidation.

. an ownership interest in the business.

a promise that the resources will be repaid at a given date.
The claims of a business's creditors are called

assets.
liabilities.

. equity.

revenue.
A creditor

provides financial resources to a business in exchange for an ownership interest.
provides labor resources to a business.

. lends financial resources to a business.

IS a resource user.

In event of liquidation of a business,

. creditors have priority claim on the business's assets.

investors have priority claim on the business's assets.
resource users have priority claim on the business's assets.

. stakeholders are assured of receiving the resources they had provided to the business.

The broad categories of information reported on a business's financial statements are referred to as

accounts.
elements of the financial statements.

. components.
. assets.

Resources that a business uses to operate the business are called

. assets.

equity.
revenues.

. liabilities.

Liabilities are

. claims of creditors.

the owner's interest in the company.
claims of investors.

. both A and B.



57. The claims side of the accounting equation

A. lists the resources that a business owns or controls.

B. lists the sources of the business's assets.

C. must balance out to zero.

D. indicates the amount of profit that a business has earned.

58. The accounting equation may be written,

Revenues - Expenses = Net Income
Assets = Liabilities

Liabilities = Equity

. Assets = Claims

COow>

59. Retained Earnings is

a part of a company's assets.

a category or type of liability.

. a part of stockholders' equity.

D. aresult of asset use transactions.

owy

60. A business's equity comes from

its creditors.

investments by owners.
amounts earned by the business.
both Band C

SOmp

61. Hanks Corporation acquired $150,000 cash by issuing common stock to investors. As a result of this
event,

. retained earnings increased.
assets increased.

liabilities increased.

. both B and C.

oO0OwX>»

(o3}

2. The balance sheet for Raymond Company shows total assets of $4,000, liabilities of $1,500, and
retained earnings of $1,200. Based on this information, the amount of common stock must be

. $1,300.
$5,500.
$4,200.
. $1,700.

oo0OwX>»

[}

3. As of December 31, 2009, Bueno Company had $1,000 in liabilities, $8,000 in common stock, and
$2,500 in retained earnings. The total amount of assets on that date is

. $10,000.
$12,500.
$11,500.
. $7,500.

oO0OwX>



64. During 2010, Cruz Company earned $5,000 in cash revenue, incurred $3,200 in cash expenses, and
paid $500 in cash dividends to its owners. Based on this information,

retained earnings increased by $1,300 during the year.

net income was $1,300 for 2010.

the net cash flow from operating activities was $1,300 for the year.
total assets increased by $1,800 during 2010.

oOmp

(o2}

5. A company's retained earnings at the beginning and ending of the accounting period were $48,000
and $55,000, respectively. If the company had revenues of $61,000 and expenses of $50,000, the
amount of cash dividends paid must have been

$2,000.
$9,000.
$3,000.
$4,000.

oo

66. Rowena Company spent cash to purchase equipment. As a result of this event,

A. total liabilities increased.

B. total assets increased.

C. net income increased.

D. total assets were unchanged.

67. Ohio Company provided services to a customer for $1,700 cash. As a result of this event,

A. total assets decreased.

B. total liabilities increased.

C. retained earnings increased.

D. cash flows from financing activities increased.

68. Which of the following items would be an example of revenue?

cash investments made by owners

cash received from a bank loan

. cash received from customers for services provided
D. all of these

owp

69. An asset decrease resulting from consumption of resources to earn revenue is

a net loss.

a liability.

. an expense.

D. an asset source transaction.

oWy

70. In 1998, Parker Corporation purchased land for $130,000. In 2010, Parker Company had the land
appraised, and its value was estimated to be $190,000. Also during 2010, another company offered
Parker $145,000 for the parcel of land. When the balance sheet is prepared at the end of 2010, at what
dollar amount should the land be reported?

A. $190,000
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7.

$145,000
$130,000
None of these

. Accounting information is said to be reliable if

it is based on recent information.

it was prepared by someone with good credentials in accounting, such as a certified public accountant.
. it can be independently verified.

it complies with rules and standards of the Internal Revenue Service.
Most assets must be reported on the balance sheet at

their current replacement cost.
fair market value.

. an amount estimated by the company's management.

historical cost.
An asset source transaction
increases one asset and decreases another.

increases an asset and increases a liability or equity.
increases an asset and decreases a liability or equity.

. decreases an asset and increases a liability.

Which of the following transactions is an asset source transaction?

acquired office supplies by signing a short-term note payable
paid cash to purchase land

. paid cash for operating expenses

paid cash dividends to owners

If a company receives cash for providing services to customers, that transaction is

. an asset source transaction.

an asset use transaction.
an asset exchange transaction.

. either Aor C

An asset use transaction

increases one asset and decreases another.

decreases an asset and decreases a liability or equity.
increases an asset and decreases a liability or equity.
increases an asset and increases a liability or equity.

Which of the following transactions is an asset use transaction?
payment of cash dividends to owners

paying cash to acquire furniture
acquiring cash by issuing stock to owners
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providing services to customers for cash
Which of the following is NOT an asset use transaction?

paying cash dividends
paying cash to purchase land

. paying off the principal on a loan

paying salaries to employees
Pardee Company earned $25,000 of cash revenue. What kind of transaction is this?

asset use transaction
asset exchange transaction

. asset source transaction
. claims source transaction

Chen Company paid $3,000 cash for utility expenses. What kind of transaction is this?

asset source transaction
asset use transaction

. asset exchange transaction
. claims source transaction

If a company's expenses are greater than its revenues for the year,

its assets increased during the period.
the company incurred a net loss during the period.
the company's liabilities must have increased.
. the company's stockholders' equity must have decreased during the period.
Which of the following items would appear on a balance sheet?
Notes Payable
Dividends
. Expenses
Revenues

Wayne Company purchased equipment for $45,000 cash. As a result of this event, Wayne had a

$45,000 cash outflow from financing activities.
$45,000 cash inflow from financing activities.

. $45,000 cash outflow from investing activities.

$45,000 cash outflow from operating activities.

Bridges Company earned $4,000 in cash revenues, paid cash expenses of $3,450, and paid a cash
dividend of $300 to its owners. It engaged in no other transactions during the period. Which of the

following statements is true?

. The cash flow from financing activities was $0.

The net cash flow from operating activities was an inflow or increase of $550.

. The net cash flow from operating activities was an inflow or increase of $250.



87.

owp

88.

oWy

89.

oOwp

oOm>

The cash flow from investing activities was an increase of $250.

. Which of the following items would appear in the financing activities section of a statement of cash

flows?

received cash revenue from customers
paid cash for dividends

purchased equipment for cash

paid cash for utility bill

. The term "articulation"

requires that asset decreases (expenses) be matched with asset increases (revenues).
refers to the requirement that separate financial statements be prepared for separate entities.

. means that a business's financial statements are prepared for specified periods of time.
. indicates that there are interrelationships among a business's financial statements.

The amount of land owned by a business appears on which financial statement?

income statement
statement of changes in stockholders' equity

. statement of cash flows

balance sheet
Liabilities are shown on the

income statement.
statement of changes in stockholders' equity.

. statement of cash flows.

balance sheet.
Dividends paid by a company are shown on the

income statement.

balance sheet.

statement of changes in stockholders' equity.
all of these.

. Expenses are shown on the

income statement.

statement of changes in stockholders' equity.
balance sheet.

all of these.

Hardin Company began operations in 2010. During the year, the following cash transactions
occurred:

1. issued stock for $40,000

2. borrowed $24,000 from bank

3. provided services to customers for $53,000 cash

4. paid back $8,000 of the loan from the bank



91.
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5. paid rent expense, $9,000

6. purchased equipment costing $19,000

7. paid operating expenses, $29,000

8. paid $4,000 dividend to stockholders

What was the cash flow from operating activities?

an inflow of $4,000
an inflow of $19,000

C. an inflow of $11,000

92.

w >

. an inflow of $15,000

What was the cash flow from investing activities?

an outflow of $15,000
an outflow of $19,000

C. an inflow of $65,000

93.
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. an outflow of $23,000

What was the cash flow from financing activities?

. an inflow of $60,000

an inflow of $52,000
an inflow of $36,000

. an inflow of $48,000

What amount of cash did Hardin have at the end of 2010?

$48,000
$56,000

C. $52,000

$67,000

. Assuming that Hardin engaged in no transactions during the year other than those listed above, what

was the amount of net income or loss for the year?

$19,000 net income
$15,000 net income
$12,000 net income
$11,000 net loss

. Which financial statement reports the results of a business's operations?

. income statement

statement of changes in equity

. balance sheet
. statement of cash flows

. Which financial statement matches asset increases from operating a business with asset decreases

from operating the business?

. statement of changes in equity



B. balance sheet

C.

income statement

D. statement of cash flows

98. STU Company borrowed $32,000 of cash from a local bank. Which of the following choices
accurately reflects how this event would affect the company's financial statements?

A
B3)
)
1)

A. Choice A
B. Choice B
C. Choice C
D. Choice D

Balance Sheet Inconme Statement Statement
Aggets | = Liab. Fguity Rev, - | Exp. = [ MNetInc. of Cash
Flows
3200y | = 32000 | - A 22000 - WA — | 32000 NA
320y | — M A 32 MM} Y - | KA -~ MA 32000 FA
3200 | = MA IO | 32000 < MNA O = | 32000 | 32000 FHA
320 | = | 32000 | - A MNA - | KA = MNA 32000 FA

99. Ruiz Company sold land for $25,000 cash. The original cost of the land was $25,000. Select the
answer that indicates how this event would affect the company's financial statements.

A)
B)
C)
D)

A. Choice A
B. Choice B
C. Choice C
D. Choice D

BEalance Sheet Income Statement Statement
Agsets | =| Liah. I Equity Rev. | - | Exp. | = | Net Inc. of Cash
Flows
NA - NA + A NA | -] NA | - NA 25,000 TA
(25,0000 | =] NA (250000 | NA | - | WA | — MNA (25000314
25,000 | = 250040 |+ MA Na | - | MNA | = NA 25 000 B A
Mone of the above,

100. Which of the following could describe the effects of an asset source transaction on a company's
financial statements?

A)
B)
)
D)

A. Choice A
B. Choice B

Balance Sheet Income Statement Statement
Assets | =| Liab. | + | Equity | Rev. | - | Exp. | = | NetIne. | of Cash
Flows
+ = NA | + + NA | - | NA | = NA +0OA
+ + +| NA | NA | -] + | = + + 1A
+ =| NA | + + + |- | NA | = + +OA
None of the above could represent the effects of an asset source transaction,




C. Choice C
D. Choice D

101. Which of the following could describe the effects of an asset exchange transaction on a company's

financial statements?

Balance Sheet Income Statement Statement
Assets | = | Liab. | + | Equity | Rev. | - | Exp. | = | NetInc. | of Cash
Flows
A) +- = | NA [+ | NA NA |- | NA | = NA - IA
B) +- = + + | NA NA | - | + = + MNA
) - = | NA [+ - NA | -| NA | = NA -0A
) Mone of the above could represent the effects of an asset exchange transaction.
A. Choice A
B. Choice B
C. Choice C
D. Choice D

102. Which of the following could describe the effects of an asset source transaction on a company's

financial statements?

Balance Sheet Income Statement Statement
Assets | =| Laab, Fquity  Rev. - | Exp. | = | NetIne. | of Cash
Flows
A) - - NA | - - NA - | NA | - NA -0OA
B) - = - + NA NA - - - - -IA
) I =l NA - - - NA | = - -0A
[B)] None of the above could represent the effects of an asset source transzaction.
A. Choice A
B. Choice B
C. Choice C
D. Choice D
103. Bond Company experienced an accounting event that affected its financial statements as indicated
below:
| Balance Sheet Income Statement Statement
Agsets | —| Liaab. | || Hquity | Rev | - | Hxp. = Net Inc. of Cash
. Flows
+ NA + + NA + + OA

Which of the following accounting events could have caused these effects on Bond's financial

statements?

A. paid a cash dividend
B. earned cash revenue

C. borrowed money from a bank



D. none of these

104. Illinois Company experienced an accounting event that affected its financial statements as indicated

below:
Balance Sheet Income Statement Statement
Assets | = |Liab, |+ | Equity Revenues | -  Expenses = Net | of Cash
Inc. | Flows
- NA - NA NA NA FA |

Which of the following accounting events could have caused these effects on the company's
financial statements?

A. paid a cash dividend

B. earned cash revenue

C. borrowed money from a bank
D. none of these

105. Radium Company earned $15,000 of cash revenue. Which of the following choices accurately
reflects how this event would affect the company's financial statements?

Balance Sheet Income Statement Statement

Assets | = | Liab. |+ | Equty | Rev. | - | Exp. | = | Net Inc. of Cash

Flows

A) 15000 | =| NA |+ | 15000 NA - | NA | = NA 15,000 OA

B) 15000 | = | NA |+ | 15000 15000 | - | NA | = | 15000 NA

(] 15.000 | = | NA |+ | 15000 15000 | - | NA | = | 15000 15,000 OA

[ 15,000 | = | 15,000 |+ | NA 15.000 [ - | NA [ =] 15000 15,000 OA
A. Choice A
B. Choice B
C. Choice C
D. Choice D

106. MNO Company paid $500 cash for salary expenses. Which of the following choices accurately
reflects how this event would affect the company's financial statements?

Balance Sheet Income Statement Statement
Asgsets | = | Liab. | + | Equity | Rev. | - | Exp. | = | Net Inc. of Cash
Flows
A) MNA - 3000 | {30y NA | - 500 | — (301D MA
B) 500y | = [ NA [ [ o0y | NA[-[500 [=] 500y | (500)0A
] (500 = MA | {300 MNA | - NA | = MA {0y A
[B))] (500 = NA + | (500 NA | -] 5300 |= (5000 (500) 1A
A. Choice A
B. Choice B
C. ChoiceC

D. Choice D



107. Parrot Company paid a $300 cash dividend. Which of the following choices accurately reflects how
this event would affect the company's financial statements?

Balance Sheet Income Statement Statement

Assets | = | Laab. | + | Equty | Rev. | - | Exp. | = | MNet Ine. of Cash

Flows

M) NA — | 300 |+ (300) NA | - 300 | - (300} MNA

13 (30 | = | MNA [ (3000 MNA - | 300 | = {30y (300 A

) 200y | = | KA I (300) MNA - | NA | = MA {30y FA

By 200y | = | NA I (300) MNA - | NA | = MA (200) OA
A. Choice A
B. Choice B
C. Choice C
D. Choice D

108. ABC Company acquired $23,000 by issuing common stock to investors. Which of the following
choices accurately reflects how this event would affect the company's financial statement?

Asgets | = | Liab. + Equty Rev, - Exp, = Netlne. | CashFlow
A) 23000 | = MNA + 230} MNA - MNA = MNA 23000 FA
B) 23000 | = MNA 4+ 23Ky 230y - MNA = 23 (HH} MNA
) 23,000 | = NA A+ 230000 23000 - NA O = 23000 | 23.000FA
)} 23,000 | = [ 23,000 + A 230 - MA L = 23 (HH} 23000 OA
A. Choice A
B. Choice B
C. Choice C
D. Choice D

109. Indicate whether each of the following statements about accounting principles is true or false.

a) If a person owns two businesses, each of the businesses would be treated as a separate
reporting entity.

b) Most of a business's assets are reported at their current market value.

c¢) Accountants rely on the historical cost concept to help ensure the reliability of accounting
information.

d) Financial statements are prepared from the perspective of what happens to a business's
stockholders.

e) A business's income is measured for a period of time called the accounting period.

110.
Indicate whether each of the following statements about accounting information is true or false.

a) Financial accounting is intended to satisfy the information needs of external stakeholders.
b) Financial accounting is used only by banks and brokerage firms.
c) Generally accepted accounting principles are developed by the United States Congress.



d) Managerial accounting is intended to satisfy the information needs of internal users.
e) Financial statements are prepared to meet the information needs of managers.

111. Indicate whether each of the following statements about the types of transactions is true or false.
a) An asset source transaction results in an increase in total assets and a decrease in claims.
b) The issuance of stock to owners for cash is an asset exchange transaction.
¢) Purchasing equipment for cash is an asset exchange transaction.
d) Paying a dividend to stockholders is an asset use transaction.
e) Loaning money to another company is an asset exchange transaction.

112. Indicate whether each of the following statements about the income statement is true or false.
a) The income statement matches asset increases from operating a business with asset
decreases from operation of the business.
b) The income statement measures income for a given period of time.
¢) An income statement can be prepared for a period shorter than a year, such as a quarter.
d) An asset decrease from operating a business is a revenue.
e) A net loss occurs when expenses are greater than revenues.

113. Indicate whether each of the following statements about the balance sheet is true or false.
a) The balance sheet shows revenues, expenses, and the calculation of net income.
b) The balance sheet demonstrates that Assets = Claims to Assets
c) A business's balance sheet reports amounts for its assets, liabilities, and equity.
d) Assets are reported on the balance sheet in order of amount.
e) The amount of dividends that a business paid during the year would be reported on its
balance sheet.

114. Indicate whether each of the following statements about the statement of cash flows is true or false.

a) A cash receipt from issuing common stock would be reported as a cash flow from investing
activities.



115.
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117.

b) A cash receipt from borrowing funds is reported as a cash flow from financing activities.

c¢) Cash receipts from customers are reported on the statement of cash flows as operating
activities.

d) The net increase in cash on the statement of cash flows equals the amount of net income
reported on a business's income statement.

e) A cash payment to purchase equipment is an investing activity.

Indicate whether each of the following statements about the statement of changes in stockholders'
equity is true or false.

a) The statement of changes in stockholders' equity reports the effects of transactions on
stockholders' equity during the accounting period.

b) The amount of net income for the accounting period appears on the statement of changes in
stockholders' equity.

¢) The statement of changes in stockholders' equity reports changes in retained earnings but
not changes in common stock.

d) The amount of dividends paid during a period is added to beginning Retained Earnings in
calculating ending Retained Earnings.

e) The total amount of stockholders' equity reported on the statement of changes in
stockholders' equity is also reported on the balance sheet.

Indicate whether each of the following statements about financial statements is true or false.

a) A cash dividend that a business paid to its stockholders is shown on the statement of cash
flows.

b) A cash dividend to stockholders is shown on the statement of changes in stockholders'
equity.

¢) A cash dividend to stockholders will be shown on the income statement.

d) Among other things, the balance sheet shows how a company got its cash.

e) All changes in retained earnings should be shown on the income statement.

Indicate whether each of the following statements about assets is true or false.
a) As long as a company has more assets than liabilities, it will be able to pay its bills on time.
b) Assets are economic resources for a business entity.
¢) Equity can be viewed as a source of assets.
d) Assets are shown on the balance sheet at their fair market value (i.e., what they would be
worth if sold "today").



e) A purchase of land for cash will not change the total amount of a business's total assets.

118. Indicate whether each of the following statements about equity is true or false.
a) Operating expenses reported on the income statement increase retained earnings.
b) Common Stock and Retained Earnings are reported on the balance sheet as part of
stockholders' equity.
¢) Retained earnings is increased by loans received from a bank.
d) Dividends paid to stockholders decrease retained earnings.
e) Owners' equity equals the difference between assets and liabilities.

119. Indicate whether each of the following statements about retained earnings is true or false.
a) A dividend paid to stockholders decreases retained earnings.
b) Cash received from issuing common stock increases retained earnings.
¢) The amount of retained earnings at the end of an accounting period must equal the amount
of net income for the period.
d) Retained earnings is a liability.
e) Net income from the income statement increases the amount of retained earnings.

120. Accounting is an information system that reports on the activities of an organization.
True False

121. The Financial Accounting Standards Board is the primary authority for establishing accounting
standards for businesses in the United States.

True False

122. A business and a person who owns the business are separate reporting entities.
True False

123. The sources of a business's assets are liabilities and distributions to owners.

True False



124. A business's creditors have a priority claim to its assets in the event of liquidation.
True False

125. Investors in a business expect to receive a share of the income earned by the business.
True False

126. Investors and creditors use accounting information to identify the businesses they wish to provide
resources to.

True False

127. Accounts are subclassifications of the various elements of the financial statements.

True False

128. The account, "Land," is a subclassification of the "Liabilities" element of the financial statements.
True False

129. A business's equity is the future obligations of the entity.

True False

130. Both liabilities and equity are sources of a business's assets.

True False

131. The accounting equation may be written, "Assets = Claims™ or "Assets = Liabilities + Equity."”
True False

132. A business can obtain resources through its earnings activities.

True False

133. The historical cost concept requires that most assets be reported at the amount paid for them.

True False

134. The accounting term "reliability” means that information is consistent from one accounting period to
the next.

True False
135. An asset source transaction increases a business's assets and the claims to assets.

True False



136. Issuance of common stock is an asset use transaction.

True False

137. An asset exchange transaction does not affect the total amount of assets of an entity.

True False

138. An asset exchange transaction does not affect the total amount of liabilities and equity of a business.
True False

139. The difference between asset increases and asset decreases from operating a business is called
income or earnings.

True False

140. The four financial statements prepared by a business are not interrelated.

True False

141. The income statement matches expenses and revenues.

True False

142. Net income is an increase in assets as a result of operating a business.

True False

143. Dividends that a company pays to its stockholders are treated as an expense of the business.

True False

144. The balance sheet reports a business's assets and the claims to those assets.

True False

145. Rodriguez Company was founded in 2010. It acquired $40,000 cash by issuing stock to investors
and an additional $20,000 cash by borrowing from creditors. During 2010, it received $9,000 cash
revenues and paid $22,000 in cash expenses. The company then went out of business.
Required:
a) Explain the term, "business liquidation."
Ehx\zlgztsgmount of cash did Rodriguez Company have on hand immediately before going out of

¢) What amount of cash will Rodriguez's creditors receive?
d) What amount of cash will Rodriguez's stockholders receive?



146. Each of the following requirements is independent of the others.

a) Bruno Corporation has liabilities of $80,000 and equity of $110,000. What is the amount of

Bruno's assets?

b) Wilder Company has assets of $320,000 and liabilities of $100,000. What is the amount of

equity?

¢) Limon Company has assets of $90,000 and liabilities of $40,000. What is the amount of claims?

147. Reno Company experienced the following events during 2009:

~No ok~ WwWNE

Required:

Indicate how each of these events affects the accounting equation by writing the letter I for increase,
the letter D for decrease, and NA for no effect under each of the components of the accounting

. issued common stock for cash

. purchased land by paying cash

. borrowed cash

. provided services to customers for cash

. repaid part of the cash borrowed in event 1
. paid operating expenses with cash

. paid a dividend to stockholders

equation. The first is done for you as an example.

Stockholders” Equity

Fyvent munber Asgets = Liabilities 4 Common Stock 4 Fetained
Farmmngs

1 I NA I NA

2

4

5

{

~1

148

"The following events occurred for Rez Company during 2010, its first year in operation:
1. issued stock to investors for $35,000 cash
2. borrowed $15,000 cash from the local bank




3. provided services to its customers and received $22,000 cash
4. paid expenses of $18,000

5. paid $12,000 cash for land

6. paid dividend of $2,000 to stockholders

7. repaid $2,000 of the loan listed in item 2

Required:

Show the effects of the above transactions on the accounting equation, below. Include dollar
amounts of increases and decreases. The first is done for you. After entering all the events, calculate
the total amounts of assets, liabilities, and equity at the end of the year.

Event number | Assets = | Liabilities  + | Equity
1 +$35.000 S35.000
2

3

4

3

O

7

Total

149.

Porter Company experienced the following events during 2009:
1. Acquired $40,000 cash by issuing common stock

2. Borrowed $10,000 cash from a creditor

3. Provided services to customers for $25,000 cash

4. Paid $18,000 cash for operating expenses

5. Paid a cash dividend of $1,000 to stockholders

6. Purchased equipment with cash, $6,000

Required:

a) Show how each of these events affects the accounting equation. Show amounts and increases or
decreases, using + for increases and - for decreases and NA for no effect. The first event is done as
an example.

b) Calculate the total amount of assets, liabilities, common stock, and retained earnings at the end of
the period.



Stockholders” Equity
Fvent Number Agsety = Laiabilities Commmon Stock | Retained
Farnings
1 + 540,000 NA — 540,000 NA
3
4
5
5
Totals

150. At the beginning of 2010, Gonzales Company's accounting records had the general ledger accounts
and balances shown in the table below. During 2010, the following transactions occurred:
1. received $80,000 cash for providing services to customers
2. paid rent expense, $10,000
3. purchased land for $9,000 cash
4. paid $5,000 on note payable
5. paid operating expenses, $52,000
6. paid cash dividend, $6,000

Required:

a) Record the transactions in the appropriate general ledger accounts. Record the amounts of
revenue, expense, and dividends in the Retained Earnings column, providing appropriate titles for
these accounts in the last column of the table.

Gonzales Company
Accounting Equation

Event Assels = Liabilities | — | Stockholders™ Equity Acet. Titles
for EE
(Cash Land Nodes Common | Retawned
Pavable Stock Earnings
Balance | $16.000 | 840000 ST} 532 AWK} ST4 MM
171407
1
2
1
5
0

b) What is the amount of total assets as of December 31, 2010?
¢) What is the amount of total stockholders' equity as of December 31, 2010?



151. Indicate how each of the following transactions affects assets by entering + if assets increase, - if
assets decrease, and NA if the total amount of assets is not affected.

. Purchased land for cash

. Borrowed cash from bank

. Provided services to customers for cash

. Issued stock to investors

. Paid operating expenses

. Paid cash dividends to stockholders

. Repaid bank loan

~No ok~ wWwN PR

152. Classify each of the following events as an asset source (AS), asset use (AU), or asset exchange
(AX).
a. issued common stock for cash
b. borrowed cash from bank
c. performed services and collected cash from customers
d. paid cash for operating expenses
e. purchased land by paying cash
f. repaid bank loan with cash
g. paid dividends to company owners

153. Fuller Company was formed in 2010 and experienced the following accounting events during the
year:
1. issued common stock for $20,000 cash.
2. earned cash revenue of $30,000.
3. paid cash expenses of $26,000.
These were the only events that affected the company during the year.

Required:

a) Write the accounting equation and record the effects of each accounting event under the
appropriate general ledger account heading.

b) Prepare an income statement for 2010 and a balance sheet as of December 31, 2010.



154. Tracy Corporation reported the following cash transactions for the year ending December 31, 2010,

155.

156.

its first year in operation:

1. issued common stock for $60,000 cash

2. borrowed $10,000 cash from a local bank

3. purchased land for $40,000

4. provided services to clients for $70,000 cash
5. paid operating expenses of $62,000

6. paid $3,000 cash dividends to stockholders

Required:

a) What are the total assets for Tracy Corporation at December 31, 2010?
b) What is the total equity for Tracy at December 31, 2010?

¢) Prepare an income statement for 2010.

Use the following information to prepare an income statement for Burleson Company for the year
ended December 31, 20009.

1. revenue from services, $28,000

2. paid $10,000 cash for land

3. paid operating expenses, $21,000

4. paid dividends to stockholders, $4,000

5. issued $6,000 of common stock for cash

The following events are for Berea Company for 2010, its first year in business. Assume that all
involve receipt or payment of cash.

1. acquired $25,000 cash by issuing stock to owners

2. borrowed $7,000 cash from creditors

3. provided services to customers and received $50,000

4. paid operating expenses amounting to $38,000

5. purchased land for $10,000

6. paid a dividend of $5,000 to owners

Required:
a) Show the effects of each of these events on the accounting equation shown below, showing dollar
amounts of increases and decreases; calculate totals for each account at the end of the period.



Assets = Liabilities +  Equaty

Fvent Cash + Land = Motes Common Retaimed
number. Pavable Stock < Farmings
1

2

3

4

5

0

Totals

b) Prepare an income statement and balance sheet for 2010.

157. Fill in the missing information by identifying dollar amounts a, b, ¢, and d. All transactions were for
cash.

Income Statement

Revenue $ a
Fxpenses 35.000
Met income $ b
Statement of changes in stockholders” equity

Beginning common stocl $0
Adlils issuanes ol common stock 30.000
Ending common stock $30.000
Begimning retamed carmings $0
Add: net income 3.800
Ending retained carnings $ ¢
Total equity $ d|

158. 1he following transactions apply to Springfield Consulting Services in 2010:
1. issued stock to investors, $40,000
2. borrowed cash from bank, $10,000
3. purchased land for cash, $12,000
4. provided services to customers for cash, $60,000
5. paid $8,000 for rent
6. paid $35,000 for salaries



7. paid $2,000 for supplies used during the year
8. paid $5,000 dividends to owners
9. repaid $4,000 of loan described in item 2

Required: Prepare a statement of cash flows for 2010. The company started operations on January 1,
2010.

159. Frey Company was founded January 1, 2010. During 2010, the company experienced the following
events:
1. earned cash revenue of $50,000.
2. paid cash expenses of $41,000.
3. issued common stock for $30,000 cash.
4. paid cash dividend of $2,000 to owners.

Required:

a) Write an accounting equation and record effects of each accounting event under appropriate
general ledger account headings, showing dollar amounts of increases and decreases and totals at the
end of the year.

b) Prepare the 2010 income statement and balance sheet for Frey Company.

160. Indicate how each of the following events would be classified on the statement of cash flows: as
operating activities (OA), investing activities (I1A), financing activities (FA), or not applicable (NA)
1. received cash from issuance of common stock
2. borrowed cash from bank
3. paid rent expense
4. purchased building for cash
5. provided services to customers for cash
6. paid cash dividend to stockholders

161. The following events are for Fun Travel Services for the year 2010, the first year of operations.
Assume that all transactions involve the receipt or payment of cash.

1) The business acquired $20,000 from stock issued to owners.
2) Creditors loaned the company $7,000.



162.

163.

3) The company provided services to its customers and received $35,000.
4) The company paid expenses amounting to $23,000.

5) Purchased land for $9,000.

6) The company paid a dividend of $3,000 to its owners.

Required:

a) Show the effects of the above transactions on the accounting equation. Use appropriate elements
and account headings.
b) Prepare a balance sheet and income statement for year 2010.

The following transactions apply to Copeland's Fitness Center for 20009.

1) Started the business by issuing $18,000 of common stock for cash
2) Provided services to clients and received $28,000 cash

3) Borrowed $6,500 from the bank for the business

4) Paid $4,500 for rent of equipment

5) Paid $6,000 of salary expense

6) Cash dividends of $11,500 were paid to the stockholders

Required:
a) What are the total assets of the business at the end of 2009?
b) Prepare a Statement of Cash Flows for 2009.

Fill in the blanks indicated by the alphabetic letters in the following financial statements. Assume
that the company started operations on January 1, 2009 and that all transactions were for cash.



Income Statement
Revenue

Expense

Met income

Statement of Changes in
Equity

Begmnmng Common stock
Plus: Stock Issued
Ending Common stock

Begimning Ketamed Earmings
Add: MNet Income

Less: Dividends

Ending Retained Earnings
Total Equity

Balance Sheet

Assets
(Cash
Land

Total Assets

Liabalitics
ity
Common Siock
Retained Earnings
Total Equty

Total Liabilities and Equity

Statement of Cash Flows

S11.000

=

b f
5.000
330,000

20,000
h

$30.000

Cash Flows from Operating Activities

Cash Receipt from Revenue

$11.000

Cash Payment for Expense ]
Met Cash Flow from Cperating k
Activilies
Cash Flows I'rom Investing Activities

Cash Tand Lor Land {5,000
Cash Ilow from Iinancing Activities
Cash Receipts from Borrowed Funds I
Cash Recerpts from Stock 1ssue 20,000
Cash Paid for Dividends (3.000)
Met Cash Flows trom Financing 23.000
Activities
Net Increase in Cash 323,000



164.

165.

166.

The MBR Company began operations on January 1, 2010, and on that date, $15,000 of common
stock was issued for cash. In addition, MBR borrowed $10,000 from the bank. The company
provided services to its customers during 2010 and received $18,000 cash. During the year, it paid
$20,000 cash for land, $5,000 for salaries, and $3,000 for cash dividends to the owners.

Required:

a) Draw an accounting equation and record the effects of each transaction under the appropriate
heading. (Use specific accounting titles below the major headlines)

b) Prepare an income statement and a balance sheet for the 2010 accounting period.

During 2010, STU Company earned $6,000 of cash revenue and paid $4,100 of cash expenses and
$300 in dividends to the company's owners. Enter each of these three events into the horizontal
financial statements model, below. Indicate dollar amounts of increases and decreases. For cash
flows, show whether they are operating activities (OA), investing activities (IA), or financing
activities (FA).

Balance Sheet Tncome Statement Statement
Agzgets | = | Laab. Fo| Hguity | Rev. - | Exp. | = | Met Inc. of Cazh
Flows

al
I}

During 2010, WXY Company issued common stock to stockholders for $6,000, purchased land for
$1,600 cash, and paid cash dividends of $500 to the company's owners. Enter each of these three
events into the horizontal financial statements model, below. Indicate dollar amounts of increases
and decreases. For cash flows, show whether they are operating activities (OA), investing activities
(1A), or financing activities (FA).



Balance Sheet Income Statement Statement

Assets | = | Liab. | + | Equuty | Rev. | - | Exp. | = | Net Ine. of Cash
I"lows
il
b)
¢l

167. During 2010, MNO Company issued common stock to stockholders for $5,000; purchased land for
$1,000 cash; provided services to customers for $4,000; paid cash operating expenses of $3,100; and
paid cash dividends of $500 to the company's owners. Enter each of these events into the horizontal
financial statements model, below. Indicate dollar amounts of increases and decreases. For cash
flows, show whether they are operating activities (OA), investing activities (I1A), or financing
activities (FA).

Balance Sheet Income Statement Statement

Asgsets | = | Liah. - Fqmty  Rev. - Exp. = | MNetlIne. of Cash

Flows
aj
b
¢)
dy

e)




chl KEY

Indicate how the event affects the elements of the financial statements. Use the following letters to
record your answer in the box shown below each element:

[nerease — |

[Cocrease — [

Mo Elleel = M

You do not need to enter amounts.

1. Warren Corporation acquired cash by issuing common stock to investors

Edmonds - Chapter 001

Assets Liabnlities Equity Revenues | Expenses | Net Income | Statement
of Cash
Flows
(1) (N) (1) (N) (N) (N) (1)

2. Garza Corporation acquired land by issuing a note payable (a liability)

Difficulty: Medium
Edmonds - Chapter 001 #1
Learning Objective: 9

Assets Lialuhties Equity Revenues | Expenses | Met Income | Statement
of Cash
Flows
(1) (1) (N) (N) (N) (N) (N)

3. Liu Corporation received $105,000 cash from earning revenue

Difficulty: Easy
Edmonds - Chapter 001 #2
Learning Objective.: 9

Assets Lialulities Equity Revenues | Expenses | MNet Income | Statement
of Cash
Flows
(1) (N) (1) (1) (N) (1) (1)

Wade Corporation paid its monthly utility bill of $850

Difficulty: Medium
Edmonds - Chapter 001 #3
Learning Objective: 9



Assets Liabuhties Equity Revenues | Expenses | MNet Income | Statement
of Cash
Flows
(D) (N) (D) (N) () (D) (D)

5. Lynn Corporation paid $40,000 to purchase equipment

Difficulty: Medium
Edmonds - Chapter 001 #4
Learning Objective.: 9

Assets

TLiabilhities

Equity

Revenues

Expenses

Met Tncome

Statement
of (Cazh
Flovws

(N) (N) (N) (N) (N) (N) (D)

6. Howard Corporation paid a $3,000 cash dividend to its stockholders

Difficulty: Medium
Edmonds - Chapter 001 #5
Learning Objective: 9

Assets

lLialmhties

Equity

Revenues

Expenses

Met Income

Statement
of Cazh
Flivws

(D) (N) (D) (N) (N) (N) (D)

7. Hale Company issued a note payable to purchase a truck

Difficulty: Medium
Edmonds - Chapter 001 #6
Learning Objective.: 9

Assets Lialuhties Equity Revenues | Expenses | Met Income | Statement
of Cash
Flows
(1) (1) (N) (N) (N) (N) (N)

Difficulty: Medium
Edmonds - Chapter 001 #7
Learning Objective.: 9

Dare Company paid $5,000 to one of its creditors to reduce the amount of the obligation



Assets Liabuhties Equity Revenues | Expenses | MNet Income | Statement
of Cagh
Flows
(D) (D) (N) (N) (N) (N) (D)
Difficulty: Medium
Edmonds - Chapter 001 #8
Learning Objective.: 9
9. Wave Company borrowed $10,000 cash from a bank
Assets Lialulities Equity Revenues | Expenses | Net Income | Statement
of Cash
Flows
(1) (1) (N) (N) (N) (N) (1)

Difficulty: Medium
Edmonds - Chapter 001 #9
Learning Objective: 9

10. Springer Company estimated that, at the end of the year, the market value of land (which
Springer had purchased several months earlier) had increased by $8,000.

Assets

TLialhities

Equity

Eevenues

Expenses

Met Tncome

Statement
of Cazh

Flows

(N) (N) (N) (N) (N) (N) (N)

Difficulty: Medium
Edmonds - Chapter 001 #10
Learning Objective.: 9

Indicate how the event affects the elements of the financial statements. Use the following letters to
record your answer in the box shown below each element:

[nerease — 1

[Ceorense — [

Mo Ellecl = M

If the event affected cash flow, indicate whether the cash flow would be classified as an operating
activity (OA), investing activity (1A), or financing activity (FA). For example, an event that increased
cash and was an investing activity would be shown in the Cash Flow column as I/1A.

11.

Farmington Corporation acquired cash by issuing common stock to investors

Edmonds - Chapter 001



Assets lLialmhties

Equity

Revenues

Expenses

Met Income

Statement
of Cazh
Flivws

(1) (N) (1) (N) (N) (N) (V/FA)

12. Taos Corporation earned cash revenues of $52,000

Difficulty: Medium
Edmonds - Chapter 001 #11
Learning Objective: 8
Learning Objective.: 9

Assets TLiabilhities

Equity

Revenues

Expenses

Met Tncome

Statement
of (Cazh
Flovws

(1 (N) () (1) (N) (1) (IVOA)

13. Gomez Corporation paid its monthly utility bill of $850

Difficulty: Medium
Edmonds - Chapter 001 #12
Learning Objective: 8
Learning Objective: 9

Assets TLaalmhties

Equity

Revenunes

Expenses

Met Tncome

Statement
of (Cazh
Flovws

(D) (N) (D) (N) (1) (D) (D/OA)

14. Peru Corporation paid $40,000 cash to purchase land

Difficulty: Medium
Edmonds - Chapter 001 #13
Learning Objective: 8
Learning Objective: 9

Assets TLialhities

Equity

Eevenues

Expenses

Met Tncome

Statement
of Cazh

Flivws

(N) (N) (N) (N) (N) (N) (D/1A)

15. Ling Corporation paid a $3,000 cash dividend to its owners

Difficulty: Medium
Edmonds - Chapter 001 #14
Learning Objective: 8
Learning Objective.: 9



Assets Liabuhties Equity Revenues | Expenses | MNet Income | Statement
of Cash
Flows

(D) (N) (D) (N) (N) (N) (D/FA)

Difficulty: Medium
Edmonds - Chapter 001 #15
Learning Objective: 8
Learning Objective.: 9

Indicate how the event affects the elements of the financial statements. If the transaction affects a
given element of the financial statements, enter the dollar amount below that financial statement

element with a plus to indicate an increase or a minus for a decrease. If the item affects cash flow,

indicate whether it is an operating activity, investing activity, or financing activity
Edmonds - Chapter 001

16. Dune Corporation acquired $20,000 cash by issuing common stock to investors

Assets Lialulities Equity Revenues | Expenses | MNet Income | Statement
of Cash
Flows

Assets + $20,000; Equity + $20,000; + $20,000 cash flow from financing activities

Difficulty: Medium
Edmonds - Chapter 001 #16
Learning Objective: 8
Learning Objective: 9

17. Hill Corporation earned cash revenues of $12,000

Assets Liabuhties Equity Revenues | Expenses | MNet Income | Statement
of Cash

Flows

Assets + $12,000; Equity + $12,000; Revenues + $12,000; Net Income + $12,000; + $12,000 cash flow
from operating activities

Difficulty: Medium
Edmonds - Chapter 001 #17
Learning Objective: 8
Learning Objective: 9

18. Gomez Corporation paid rent for the month in the amount of $1,400

Assets Lialulities Equity Revenues | Expenses | MNet Income | Statement
of Cash
Flows

Assets -$1,400; Equity - $1,400; Expense + $1,400; Net Income - $1,400; - $1,400 cash flow from



operating activities

Difficulty: Medium
Edmonds - Chapter 001 #18
Learning Objective: 8
Learning Objective: 9

19. Lemars Corporation paid $60,000 cash to purchase land

Assets Liabihties Equity Eevenues | Expenses | Met Income | Statement
of Cash
Flows

-$60,000 cash flow from investing activities. All other items unchanged

Difficulty: Medium
Edmonds - Chapter 001 #19
Learning Objective: 8
Learning Objective.: 9

20. Ling Corporation paid a $4,000 cash dividend to its owners

Assets Liabihities Equity Revenues | Expenses | Met Income | Statement
of Cash
Flows

Assets -$4,000; Equity -$4,000; -$4,000 cash flow from financing activities

Difficulty: Medium
Edmonds - Chapter 001 #20
Learning Objective: 8
Learning Objective: 9

21. What does the acronym "GAAP" stand for? Name the group that has the primary responsibility for
establishing US GAAP.

GAAP stands for Generally Accepted Accounting Principles. The Financial Accounting Standards Board
has primary responsibility for establishing US GAAP.

Difficulty: Easy
Edmonds - Chapter 001 #21
Learning Objective: 1

22. What is meant by "reporting entity?" How does the identification of the reporting entity affect
accounting practice?

The reporting entity is a business, other organization or individual, the activities of which are disclosed in
financial reporting. The financial reports adopt the perspective of the reporting entity. For example, the
financial statements of a business are reported from the perspective of the business.

Difficulty: Medium
Edmonds - Chapter 001 #22
Learning Objective: 2

23. Who are the stakeholders for a business?



The parties that are interested in operations of the business and who need and use information about the
business.

Difficulty: Easy
Edmonds - Chapter 001 #23
Learning Objective: 3

24. List four elements of a business's financial statements.

Students should choose from: assets, liabilities, equity, contributed capital, revenue, expenses,
distributions, net income, gains, and losses.

Difficulty: Medium
Edmonds - Chapter 001 #24
Learning Objective: 3

25. What is the meaning of the term, "business liquidation?"

Liquidation of a business means that a business ceases operation, sells its assets, and returns the proceeds
to creditors and investors.

Difficulty: Easy
Edmonds - Chapter 001 #25
Learning Objective: 3

26. How many accounts should a business have?

The number of accounts for a business depends on the size and complexity of the business, the amount of
detail that managers want to report in the company's financial statements, and the level of detailed
information that managers need to do their jobs.

Difficulty: Medium
Edmonds - Chapter 001 #26
Learning Objective: 3

27. What are the types of claims to a business's assets?

The types of claims are liabilities (creditors’ claims) and equity (the claims of investors).

Difficulty: Easy
Edmonds - Chapter 001 #27
Learning Objective: 4

28. What is stockholders' equity?

Stockholders' equity is the investor claims to the assets of the business. It might also be viewed as the
amount of the business's assets that were financed from investor sources. Stockholders' equity generally
includes common stock and retained earnings.

Difficulty: Easy
Edmonds - Chapter 001 #28
Learning Objective: 4

29. What is the term that is used to describe creditors' claims on the assets of a business?
Liabilities

Difficulty: Easy
Edmonds - Chapter 001 #29
Learning Objective.: 4



30. If the total claims by owners of Obe's Gallery are $60,000 and liabilities are $25,000, what are total
assets?

$85,000

Difficulty: Medium
Edmonds - Chapter 001 #30
Learning Objective: 4

31. How does the payment of a liability affect the accounting equation?

Decrease assets, decrease liabilities

Difficulty: Easy
Edmonds - Chapter 001 #31
Learning Objective: 5

32. How does the payment of cash dividends to stockholders affect the accounting equation?

Decrease assets, decrease equity

Difficulty: Easy
Edmonds - Chapter 001 #32
Learning Objective: 5

33. What are accounting events? What are transactions?

An accounting event is an economic occurrence that changes an enterprise’s assets, liabilities, or
stockholders' equity. A transaction is an event that involves transferring something of value between two
entities.

Difficulty: Medium
Edmonds - Chapter 001 #33
Learning Objective: 3

34. What does the historical cost concept require?

That most assets be reported at the amount paid for them

Difficulty: Easy
Edmonds - Chapter 001 #34
Learning Objective: 6

35. Explain the relationship between the reliability concept and the use of historical cost for reporting
most of a business's assets.

Accounting information is considered reliable if it can be independently verified by two or more people.
The historical cost of assets is verifiable; the current or market value for many assets would be difficult to
verify (would not be reliable).

Difficulty: Medium
Edmonds - Chapter 001 #35
Learning Objective: 6

36. Give two examples of asset use transactions.

Choose from: Paid loan, paid expense, and paid dividends to stockholders



Difficulty: Medium
Edmonds - Chapter 001 #36
Learning Objective: 7

37. Give two examples of asset exchange transactions.

An asset exchange transaction increases one asset and decreases another. Examples that students might
suggest are the purchase of equipment for cash and the sale of land for cash.

Difficulty: Medium
Edmonds - Chapter 001 #37
Learning Objective: 7

38. What are the sources of a business's assets?

Sources for a business's assets are: investments by the owners, borrowing, and earnings activities
(profitable operations).

Difficulty: Medium
Edmonds - Chapter 001 #38
Learning Objective: 7

39. What does the statement of cash flows tell you about a company?

How the company obtained and used cash during the accounting period

Difficulty: Easy
Edmonds - Chapter 001 #39
Learning Objective: 8

40. List the three categories of cash receipts and cash payments that are reported on the statement of cash
flows.

Operating activities, Investing activities, Financing activities

Difficulty: Easy
Edmonds - Chapter 001 #40
Learning Objective: 8

41. Which financial statement presents a summary of revenues and expenses of a business for a specific
period of time, such as a month or year?

Income Statement

Difficulty: Easy
Edmonds - Chapter 001 #41
Learning Objective: 8

42. Which financial statement provides information about how a business obtained and spent cash during
an accounting period?

Statement of Cash Flows

Difficulty: Easy
Edmonds - Chapter 001 #42
Learning Objective: 8

43. If a corporation issued common stock for $20,000 cash, in which section of the statement of cash
flows would this transaction be reported?



Financing activities

Difficulty: Easy
Edmonds - Chapter 001 #43
Learning Objective: 8

44. What is the matching concept, and how does it affect a business's financial statements?

The matching concept requires that expenses be matched with revenues. In preparing the income
statement, asset increases from operating the business (revenues) are matched with asset decreases from
operating the business (expenses). If revenues are greater than expenses, the business reports net income;
if expenses exceed revenues, the difference is a net loss.

Difficulty: Medium
Edmonds - Chapter 001 #44
Learning Objective: 8

45. What is the effect on total assets of a cash dividend to owners?

Decrease in total assets

Difficulty: Easy

Edmonds - Chapter 001 #45
Learning Objective: 8
Learning Objective: 9

46. Generally accepted accounting principles (GAAP) are measurement rules for

managerial accounting.

financial accounting

tax accounting.

determining the market rate of return on a company's stock.

OO >

Difficulty: Easy
Edmonds - Chapter 001 #46
Learning Objective. 1

47. Which of the following groups has primary responsibility for establishing generally accepted
accounting principles for businesses in the United States?

the US Congress

the Securities and Exchange Commission
the Financial Accounting Standards Board
the Internal Revenue Service

o0 ® >

Difficulty: Easy
Edmonds - Chapter 001 #47
Learning Objective. 1

48. Accounting information focused on the needs of external users is

financial accounting.
managerial accounting.
claims accounting.
not-for-profit accounting.

Com>

Difficulty: Easy
Edmonds - Chapter 001 #48
Learning Objective. 1



49. A stockholder in a corporation would use ___ to learn about the company.

A. financial accounting information

B. managerial accounting information
C. not-for-profit accounting information
D. both Aand C

Difficulty: Easy
Edmonds - Chapter 001 #49
Learning Objective. 1

al

0. An investor provides resources to a business in exchange for

physical resources.

priority of claims in event of liquidation.

an ownership interest in the business.

a promise that the resources will be repaid at a given date.

o0 ® >

Difficulty: Easy
Edmonds - Chapter 001 #50
Learning Objective: 3

51. The claims of a business's creditors are called

assets.
liabilities.
equity.
revenue.

Difficulty: Easy
Edmonds - Chapter 001 #51
Learning Objective: 3

52. A creditor

A. provides financial resources to a business in exchange for an ownership interest.
B. provides labor resources to a business.

C. lends financial resources to a business.

D. is aresource user.

Difficulty: Easy
Edmonds - Chapter 001 #52
Learning Objective: 3

53. In event of liquidation of a business,

creditors have priority claim on the business's assets.

investors have priority claim on the business's assets.

resource users have priority claim on the business's assets.

stakeholders are assured of receiving the resources they had provided to the business.

OO wp

Difficulty: Easy
Edmonds - Chapter 001 #53
Learning Objective: 3

54. The broad categories of information reported on a business's financial statements are referred to as
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59.

A.
B.
C.

accounts.

elements of the financial statements.
components.

assets.

Resources that a business uses to operate the business are called

assets.
equity.
revenues.
liabilities.

. Liabilities are

claims of creditors.

the owner's interest in the company.
claims of investors.

both A and B.

. The claims side of the accounting equation

lists the resources that a business owns or controls.

lists the sources of the business's assets.

must balance out to zero.

indicates the amount of profit that a business has earned.

. The accounting equation may be written,

Revenues - Expenses = Net Income
Assets = Liabilities

Liabilities = Equity

Assets = Claims

Retained Earnings is

a part of a company's assets.
a category or type of liability.
a part of stockholders' equity.

Difficulty: Medium
Edmonds - Chapter 001 #54
Learning Objective: 3

Difficulty: Easy
Edmonds - Chapter 001 #55
Learning Objective: 3

Difficulty: Medium
Edmonds - Chapter 001 #56
Learning Objective.: 4

Difficulty: Medium
Edmonds - Chapter 001 #57
Learning Objective: 4

Difficulty: Easy
Edmonds - Chapter 001 #58
Learning Objective: 4
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a result of asset use transactions.

Difficulty: Easy
Edmonds - Chapter 001 #59
Learning Objective: 4

A business's equity comes from
its creditors.

investments by owners.
amounts earned by the business.

. bothBand C

Difficulty: Easy
Edmonds - Chapter 001 #60
Learning Objective.: 4

Hanks Corporation acquired $150,000 cash by issuing common stock to investors. As a result of this
event,

retained earnings increased.
assets increased.

liabilities increased.

both B and C.

Difficulty: Medium
Edmonds - Chapter 001 #61
Learning Objective: 5

. The balance sheet for Raymond Company shows total assets of $4,000, liabilities of $1,500, and
retained earnings of $1,200. Based on this information, the amount of common stock must be
$1,300.
$5,500.
$4,200.
$1,700.
Difficulty: Medium
Edmonds - Chapter 001 #62
Learning Objective: 5
. As of December 31, 2009, Bueno Company had $1,000 in liabilities, $8,000 in common stock, and

$2,500 in retained earnings. The total amount of assets on that date is

$10,000.
$12,500.
$11,500.
$7,500.

Difficulty: Easy
Edmonds - Chapter 001 #63
Learning Objective: 5

. During 2010, Cruz Company earned $5,000 in cash revenue, incurred $3,200 in cash expenses, and

paid $500 in cash dividends to its owners. Based on this information,

retained earnings increased by $1,300 during the year.
net income was $1,300 for 2010.



C. the net cash flow from operating activities was $1,300 for the year.
D. total assets increased by $1,800 during 2010.

Difficulty: Hard
Edmonds - Chapter 001 #64
Learning Objective: 5

65. A company's retained earnings at the beginning and ending of the accounting period were $48,000
and $55,000, respectively. If the company had revenues of $61,000 and expenses of $50,000, the

amount of cash dividends paid must have been

A. $2,000.
B. $9,000.
C. $3,000.
D. $4,000.

66. Rowena Company spent cash to purchase equipment. As a result of this event,

A. total liabilities increased.

B. total assets increased.

C. net income increased.

D. total assets were unchanged.

Difficulty: Hard
Edmonds - Chapter 001 #65
Learning Objective: 5

Difficulty: Medium
Edmonds - Chapter 001 #66
Learning Objective: 5

67. Ohio Company provided services to a customer for $1,700 cash. As a result of this event,

total assets decreased.

total liabilities increased.

retained earnings increased.

cash flows from financing activities increased.

o0 ® >

68. Which of the following items would be an example of revenue?

cash investments made by owners

cash received from a bank loan

cash received from customers for services provided
all of these

o0 ® >

(o2}

9. An asset decrease resulting from consumption of resources to earn revenue is

a net loss.
a liability.
an expense.

o @ >

Difficulty: Medium
Edmonds - Chapter 001 #67
Learning Objective: 5

Difficulty: Medium
Edmonds - Chapter 001 #68
Learning Objective: 5
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A.
B.
C.

1.

. an asset source transaction.

Difficulty: Medium
Edmonds - Chapter 001 #69
Learning Objective: 5

. In 1998, Parker Corporation purchased land for $130,000. In 2010, Parker Company had the land

appraised, and its value was estimated to be $190,000. Also during 2010, another company offered
Parker $145,000 for the parcel of land. When the balance sheet is prepared at the end of 2010, at what
dollar amount should the land be reported?

$190,000
$145,000
$130,000
None of these

Difficulty: Easy
Edmonds - Chapter 001 #70
Learning Objective: 6

Accounting information is said to be reliable if

it is based on recent information.

it was prepared by someone with good credentials in accounting, such as a certified public accountant.
it can be independently verified.

it complies with rules and standards of the Internal Revenue Service.

Difficulty: Easy
Edmonds - Chapter 001 #71
Learning Objective: 6

. Most assets must be reported on the balance sheet at

their current replacement cost.

fair market value.

an amount estimated by the company's management.
historical cost.

Difficulty: Easy
Edmonds - Chapter 001 #72
Learning Objective: 6

. An asset source transaction

increases one asset and decreases another.
increases an asset and increases a liability or equity.
increases an asset and decreases a liability or equity.
decreases an asset and increases a liability.

Difficulty: Easy
Edmonds - Chapter 001 #73
Learning Objective: 7

. Which of the following transactions is an asset source transaction?

acquired office supplies by signing a short-term note payable
paid cash to purchase land
paid cash for operating expenses
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6.

paid cash dividends to owners

Difficulty: Medium
Edmonds - Chapter 001 #74
Learning Objective: 7

. If a company receives cash for providing services to customers, that transaction is

an asset source transaction.
an asset use transaction.

an asset exchange transaction.
either Aor C

Difficulty: Easy
Edmonds - Chapter 001 #75
Learning Objective: 7

An asset use transaction

increases one asset and decreases another.

decreases an asset and decreases a liability or equity.
increases an asset and decreases a liability or equity.
increases an asset and increases a liability or equity.

Difficulty: Easy
Edmonds - Chapter 001 #76
Learning Objective: 7

. Which of the following transactions is an asset use transaction?

payment of cash dividends to owners
paying cash to acquire furniture
acquiring cash by issuing stock to owners
providing services to customers for cash

Difficulty: Easy
Edmonds - Chapter 001 #77
Learning Objective: 7

. Which of the following is NOT an asset use transaction?

paying cash dividends

paying cash to purchase land
paying off the principal on a loan
paying salaries to employees

Difficulty: Medium
Edmonds - Chapter 001 #78
Learning Objective: 7

. Pardee Company earned $25,000 of cash revenue. What kind of transaction is this?

asset use transaction

asset exchange transaction
asset source transaction
claims source transaction

Difficulty: Medium
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1.

3.

Edmonds - Chapter 001 #79
Learning Objective: 7

. Chen Company paid $3,000 cash for utility expenses. What kind of transaction is this?

asset source transaction
asset use transaction

asset exchange transaction
claims source transaction

Difficulty: Medium
Edmonds - Chapter 001 #80
Learning Objective: 7

If a company's expenses are greater than its revenues for the year,

its assets increased during the period.

the company incurred a net loss during the period.

the company's liabilities must have increased.

the company's stockholders' equity must have decreased during the period.

Difficulty: Medium
Edmonds - Chapter 001 #81
Learning Objective: 8

. Which of the following items would appear on a balance sheet?

Notes Payable
Dividends
Expenses
Revenues

Difficulty: Medium
Edmonds - Chapter 001 #82
Learning Objective: 8

Wayne Company purchased equipment for $45,000 cash. As a result of this event, Wayne had a

$45,000 cash outflow from financing activities.
$45,000 cash inflow from financing activities.

$45,000 cash outflow from investing activities.
$45,000 cash outflow from operating activities.

Difficulty: Medium
Edmonds - Chapter 001 #83
Learning Objective: 8

. Bridges Company earned $4,000 in cash revenues, paid cash expenses of $3,450, and paid a cash

dividend of $300 to its owners. It engaged in no other transactions during the period. Which of the
following statements is true?

The cash flow from financing activities was $0.

The net cash flow from operating activities was an inflow or increase of $550.
The net cash flow from operating activities was an inflow or increase of $250.
The cash flow from investing activities was an increase of $250.

Difficulty: Medium
Edmonds - Chapter 001 #84
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6.

9.

Learning Objective: 8

. Which of the following items would appear in the financing activities section of a statement of cash

flows?

received cash revenue from customers
paid cash for dividends

purchased equipment for cash

paid cash for utility bill

Difficulty: Medium
Edmonds - Chapter 001 #85
Learning Objective: 8

The term "articulation"

requires that asset decreases (expenses) be matched with asset increases (revenues).

refers to the requirement that separate financial statements be prepared for separate entities.
means that a business's financial statements are prepared for specified periods of time.
indicates that there are interrelationships among a business's financial statements.

Difficulty: Medium
Edmonds - Chapter 001 #86
Learning Objective: 8

. The amount of land owned by a business appears on which financial statement?

income statement

statement of changes in stockholders' equity
statement of cash flows

balance sheet

Difficulty: Easy
Edmonds - Chapter 001 #87
Learning Objective: 8

. Liabilities are shown on the

income statement.

statement of changes in stockholders' equity.
statement of cash flows.

balance sheet.

Difficulty: Easy
Edmonds - Chapter 001 #88
Learning Objective: 8

Dividends paid by a company are shown on the

income statement.

balance sheet.

statement of changes in stockholders' equity.
all of these.

Difficulty: Medium
Edmonds - Chapter 001 #89
Learning Objective: 8



90.
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Expenses are shown on the

income statement.

statement of changes in stockholders' equity.
balance sheet.

all of these.

Difficulty: Easy
Edmonds - Chapter 001 #90
Learning Objective: 8

Hardin Company began operations in 2010. During the year, the following cash transactions

occurred:

. issued stock for $40,000

. borrowed $24,000 from bank

. provided services to customers for $53,000 cash
. paid back $8,000 of the loan from the bank

. paid rent expense, $9,000

. purchased equipment costing $19,000

. paid operating expenses, $29,000

. paid $4,000 dividend to stockholders

CONO O A~ WN B

. What was the cash flow from operating activities?

an inflow of $4,000

an inflow of $19,000
an inflow of $11,000
an inflow of $15,000

. What was the cash flow from investing activities?

an outflow of $15,000
an outflow of $19,000
an inflow of $65,000

an outflow of $23,000

. What was the cash flow from financing activities?

an inflow of $60,000
an inflow of $52,000
an inflow of $36,000
an inflow of $48,000

. What amount of cash did Hardin have at the end of 2010?

Edmonds - Chapter 001

Difficulty: Hard
Edmonds - Chapter 001 #91
Learning Objective: 8

Difficulty: Hard
Edmonds - Chapter 001 #92
Learning Objective: 8

Difficulty: Hard
Edmonds - Chapter 001 #93
Learning Objective: 8



A. $48,000
B. $56,000
C. $52,000
D. $67,000

Difficulty: Medium
Edmonds - Chapter 001 #94
Learning Objective: 8

95. Assuming that Hardin engaged in no transactions during the year other than those listed above, what
was the amount of net income or loss for the year?

A. $19,000 net income
B. $15,000 net income
C. $12,000 net income
D. $11,000 net loss

Difficulty: Medium
Edmonds - Chapter 001 #95
Learning Objective: 8

96. Which financial statement reports the results of a business's operations?

A. income statement

B. statement of changes in equity
C. balance sheet

D. statement of cash flows

Difficulty: Medium
Edmonds - Chapter 001 #96
Learning Objective: 8

97. Which financial statement matches asset increases from operating a business with asset decreases
from operating the business?

A. statement of changes in equity
B. balance sheet

C. income statement

D. statement of cash flows

Difficulty: Medium
Edmonds - Chapter 001 #97
Learning Objective: 8

98. STU Company borrowed $32,000 of cash from a local bank. Which of the following choices
accurately reflects how this event would affect the company's financial statements?

Balance Sheet Income Statement Statement
Aggets | = Tial. Foquity Rev, - | Exp. = [ NetlInc. of Cash
| Flows
A 20000 | = | 32000 | - A A2.000 - WA - 32,000 MNA
13} 3200 | — MNA 32 (MM} NA - | KA = A 32000 144
Ly 32000 | = A SZOMMY | 22000 - | MNA = 20 | 32000 FA
|y 32 | = | 32.HH) - A MA - | KA = MNA 32,000 FA

A. Choice A



B. Choice B
C. Choice C
D. Choice D

Difficulty: Medium
Edmonds - Chapter 001 #98
Learning Objective: 9

99. Ruiz Company sold land for $25,000 cash. The original cost of the land was $25,000. Select the
answer that indicates how this event would affect the company's financial statements.

Balance Sheet Income Statement Statement
Assets | = laab. | +| Hquty | Rev. | - | Exp. | = | MNetIne. of Cash
Flows
A NA - NA + NA NA | - NA | - NA 23,000 IA
13) (23.000) | -] NA [ 1] (25.000) | NA |- NA [ =] NA [ (25.000)A
) 23,000 =| 23000 | H MA MA | - | MA | = MA 25 000 A
[B))] MNone of the above,
A. Choice A
B. Choice B
C. Choice C
D. Choice D

Difficulty: Hard
Edmonds - Chapter 001 #99
Learning Objective: 9

100. Which of the following could describe the effects of an asset source transaction on a company's
financial statements?

Ealance Sheet Income Statement Statement
Agsets | =| Liab. | + | Equity | Rev. | - | Exp. | = | NetInc. | of Cash
Flowws
Al + =| NA | + + NA | - | NA | = NA +0OA
B) + = + + NA NA | - + = + + 1A
C) + || NA | +] + + |- NA | = + +0A
D) None of the above could represent the effects of an asset source transaction.
A. Choice A
B. Choice B
C. Choice C
D. Choice D
Difficulty: Hard
Edmonds - Chapter 001 #100
Learning Objective: 7
Learning Objective: 9
101.

Which of the following could describe the effects of an asset exchange transaction on a company's
financial statements?



Balance Sheet Income Statement Statement
Assets | = | Liab. | + | Equity | Rev. | - | Exp. | = | NetInc. | of Cash
Flows
A) + - = | NA | + | NA NA | -| NA | = NA - 1A
B) +- = + + | NA NA | - | + = + NA
) - = | NA [+ - NA | - | NA | = NA -0A
) MNone of the above could represent the etfects of an asset exchange transaction.
A. Choice A
B. Choice B
C. Choice C
D. Choice D

Difficulty: Hard

Edmonds - Chapter 001 #101
Learning Objective: 7
Learning Objective.: 9

102. Which of the following could describe the effects of an asset source transaction on a company's
financial statements?

Balance Sheet Inconne Statement Statement
Assets | =| Liab. Fgquity  Rev. - | Exp. | = | NetInc. | of Cash
Flows
A —| NA | - - NA - NA | - NA - 0N
B) - - + NA Na o - - - - -IA
) = MNA - - - | MA | = - -A
[B])] Mone of the above could represent the effects of an asset source transaction.
A. Choice A
B. Choice B
C. Choice C
D. Choice D

Difficulty: Medium
Edmonds - Chapter 001 #102
Learning Objective: 7
Learning Objective: 9

103. Bond Company experienced an accounting event that affected its financial statements as indicated

below:
| Balance Sheet Income Statement Statement
Agsets | —| Liab. | | | Hquity | Rev Ixp. = MNet Inc. of Cash
. Flows
+ NA + + NA + + OA

Which of the following accounting events could have caused these effects on Bond's financial

statements?

A. paid a cash dividend
B. earned cash revenue



C. borrowed money from a bank
D. none of these

Difficulty: Medium
Edmonds - Chapter 001 #103
Learning Objective.: 9

104. 1llinois Company experienced an accounting event that affected its financial statements as indicated

below:
Balance Sheet Income Statement Statement
Assets | = |Liab, |+ | Equity Revenues | -  Expenses = Net | of Cash
Inc. | Flows
- NA - NA NA NA FA |

Which of the following accounting events could have caused these effects on the company's
financial statements?

A. paid a cash dividend

B. earned cash revenue

C. borrowed money from a bank
D. none of these

Difficulty: Medium
Edmonds - Chapter 001 #104
Learning Objective.: 9

105. Radium Company earned $15,000 of cash revenue. Which of the following choices accurately
reflects how this event would affect the company's financial statements?

Ealance Sheet Income Statement Statement

Assets | = | Liab. |+ | Equty | Rev. | - | Exp. | = | Net Inc. of Cash

Flows

A) 15000 | = NA |+ | 15000 NA - | NA | = NA 15,000 OA

B) 15000 | = NA |+ | 15000 15000 | - | NA | = | 15000 NA

) 15000 | =] NA |+ | 15000 15000 | - | NA | = | 15000 15,000 OA

D) 15.000 | = 15000 |+ | NA 15.000 [ - | NA [ =] 15000 15,000 OA
A. Choice A
B. Choice B
C. Choice C
D. Choice D

Difficulty: Medium
Edmonds - Chapter 001 #105
Learning Objective: 9

106.

MNO Company paid $500 cash for salary expenses. Which of the following choices accurately
reflects how this event would affect the company's financial statements?



A)
B)
C)
D)

A. Choice A
B. Choice B
C. Choice C
D. Choice D

Balance Sheet Income Statement Statement
Asgsets | = | Liab. | + | Equity | Rev. | - | Exp. | = | Net Inc. of Cash
Flows
MNA - 5(M) | {30y NA | - 500 | — (301D MA
(500) | — | NA [ [ (500) | NA [-[ 500 [=] (500) | (500)0A
(500 = MNA | {300 NA |- NA | = MA {0y A
(500 = NA | + | (300} NA | -] 5300 |= (5000 (500) 1A

Difficulty: Medium
Edmonds - Chapter 001 #106
Learning Objective: 9

107. Parrot Company paid a $300 cash dividend. Which of the following choices accurately reflects how
this event would affect the company's financial statements?

A)

B)
C)
D)

A. Choice A
B. Choice B
C. Choice C
D. Choice D

Balance Sheet Income Statement Statement
Assets | = | Liab. | + | Equity | Rev. | - | Exp. | = | MNet Ine. of Cash
Flows
TNA — | 300 |+ | 300y | WA | - | 300 | - (3007 NA
(00) | = | NA | 1 | (300) | NA | - | 300 | =] (300} | (300)FA
(300 = MA f (300) MNA - NA | = A (300 FA
{301 = | MA | + | (3007 NA - | NA | = MNA (300 OA

Difficulty: Medium
Edmonds - Chapter 001 #107
Learning Objective: 9

108. ABC Company acquired $23,000 by issuing common stock to investors. Which of the following
choices accurately reflects how this event would affect the company's financial statement?

A)
B)
)
D)

A. Choice A
B. Choice B
C. Choice C
D. Choice D

Assets = | Liab. + Equitv = Rev, Exp. Met Inc. | Cash Flow
23,000 | = | NA 4+ 23000 NA NA = NA 23,000 FA
23.000 NA 230 25 .0HH) NA = 235000 NA

23,000 | = | NA 4+ 23000 23004 NA 23,000 | 23,000 FA
23,000 | = | 23,000 +  NA O 230N NA O = 23,0000 | 23000 OA

Difficulty: Medium



Edmonds - Chapter 001 #108
Learning Objective: 9

109. Indicate whether each of the following statements about accounting principles is true or false.

a) If a person owns two businesses, each of the businesses would be treated as a separate
reporting entity.

b) Most of a business's assets are reported at their current market value.

¢) Accountants rely on the historical cost concept to help ensure the reliability of accounting
information.

d) Financial statements are prepared from the perspective of what happens to a business's
stockholders.

e) A business's income is measured for a period of time called the accounting period.

a)Th)Fc)Td)Fe) T

Difficulty: Medium
Edmonds - Chapter 001 #109
Learning Objective: 2
Learning Objective: 6
Learning Objective: 8

110. Indicate whether each of the following statements about accounting information is true or false.
a) Financial accounting is intended to satisfy the information needs of external stakeholders.
b) Financial accounting is used only by banks and brokerage firms.
c¢) Generally accepted accounting principles are developed by the United States Congress.
d) Managerial accounting is intended to satisfy the information needs of internal users.
e) Financial statements are prepared to meet the information needs of managers.

a)Th)Fc)Fd)Te)F

Difficulty: Easy
Edmonds - Chapter 001 #110
Learning Objective. 1

111. Indicate whether each of the following statements about the types of transactions is true or false.
a) An asset source transaction results in an increase in total assets and a decrease in claims.
b) The issuance of stock to owners for cash is an asset exchange transaction.
¢) Purchasing equipment for cash is an asset exchange transaction.
d) Paying a dividend to stockholders is an asset use transaction.
e) Loaning money to another company is an asset exchange transaction.

a)Fb)Fc)Td)Te) T

Difficulty: Medium
Edmonds - Chapter 001 #111
Learning Objective: 7

112. Indicate whether each of the following statements about the income statement is true or false.
a) The income statement matches asset increases from operating a business with asset
decreases from operation of the business.
b) The income statement measures income for a given period of time.
¢) An income statement can be prepared for a period shorter than a year, such as a quarter.
d) An asset decrease from operating a business is a revenue.
e) A net loss occurs when expenses are greater than revenues.

aATh)Tc)Td)Fe)T



Difficulty: Medium
Edmonds - Chapter 001 #112
Learning Objective: 8

113. Indicate whether each of the following statements about the balance sheet is true or false.
a) The balance sheet shows revenues, expenses, and the calculation of net income.
b) The balance sheet demonstrates that Assets = Claims to Assets
c) A business's balance sheet reports amounts for its assets, liabilities, and equity.
d) Assets are reported on the balance sheet in order of amount.
e) The amount of dividends that a business paid during the year would be reported on its
balance sheet.

aFb)Tc)Td)Fe)F

Difficulty: Medium
Edmonds - Chapter 001 #113
Learning Objective: 8

114. Indicate whether each of the following statements about the statement of cash flows is true or false.

a) A cash receipt from issuing common stock would be reported as a cash flow from investing
activities.

b) A cash receipt from borrowing funds is reported as a cash flow from financing activities.

c¢) Cash receipts from customers are reported on the statement of cash flows as operating
activities.

d) The net increase in cash on the statement of cash flows equals the amount of net income
reported on a business's income statement.

e) A cash payment to purchase equipment is an investing activity.

aAFb)Tc)Td)Fe)T

Difficulty: Hard
Edmonds - Chapter 001 #114
Learning Objective: 8

115. Indicate whether each of the following statements about the statement of changes in stockholders'

equity is true or false.

a) The statement of changes in stockholders' equity reports the effects of transactions on
stockholders' equity during the accounting period.

b) The amount of net income for the accounting period appears on the statement of changes in
stockholders' equity.

c¢) The statement of changes in stockholders' equity reports changes in retained earnings but
not changes in common stock.

d) The amount of dividends paid during a period is added to beginning Retained Earnings in
calculating ending Retained Earnings.

e) The total amount of stockholders' equity reported on the statement of changes in
stockholders' equity is also reported on the balance sheet.

a)Th)Tc)Fd)Fe) T

Difficulty: Medium
Edmonds - Chapter 001 #115
Learning Objective: 8

116.
Indicate whether each of the following statements about financial statements is true or false.
a) A cash dividend that a business paid to its stockholders is shown on the statement of cash
flows.



b) A cash dividend to stockholders is shown on the statement of changes in stockholders'
equity.

¢) A cash dividend to stockholders will be shown on the income statement.

d) Among other things, the balance sheet shows how a company got its cash.

e) All changes in retained earnings should be shown on the income statement.

a)Th)Tc)Fd)Fe)F

Difficulty: Medium
Edmonds - Chapter 001 #116
Learning Objective: 8

117. Indicate whether each of the following statements about assets is true or false.
a) As long as a company has more assets than liabilities, it will be able to pay its bills on time.
b) Assets are economic resources for a business entity.
¢) Equity can be viewed as a source of assets.
d) Assets are shown on the balance sheet at their fair market value (i.e., what they would be
worth if sold "today").
e) A purchase of land for cash will not change the total amount of a business's total assets.

aAFb)Tc)Td)Fe)T

Difficulty: Medium
Edmonds - Chapter 001 #117
Learning Objective. 1
Learning Objective: 5
Learning Objective: 8

118. Indicate whether each of the following statements about equity is true or false.
a) Operating expenses reported on the income statement increase retained earnings.
b) Common Stock and Retained Earnings are reported on the balance sheet as part of
stockholders' equity.
¢) Retained earnings is increased by loans received from a bank.
d) Dividends paid to stockholders decrease retained earnings.
e) Owners' equity equals the difference between assets and liabilities.

aFb)Tc)Fd)Te) T

Difficulty: Medium
Edmonds - Chapter 001 #118
Learning Objective: 8

119. Indicate whether each of the following statements about retained earnings is true or false.
a) A dividend paid to stockholders decreases retained earnings.
b) Cash received from issuing common stock increases retained earnings.
¢) The amount of retained earnings at the end of an accounting period must equal the amount
of net income for the period.
d) Retained earnings is a liability.
e) Net income from the income statement increases the amount of retained earnings.

a)Tbh)Fc)Fd)Fe) T

Difficulty: Hard

Edmonds - Chapter 001 #119
Learning Objective: 3
Learning Objective: 8



120. Accounting is an information system that reports on the activities of an organization.

TRUE

Difficulty: Easy
Edmonds - Chapter 001 #120
Learning Objective. 1

121. The Financial Accounting Standards Board is the primary authority for establishing accounting
standards for businesses in the United States.

TRUE

Difficulty: Easy
Edmonds - Chapter 001 #121
Learning Objective. 1

122. A business and a person who owns the business are separate reporting entities.

TRUE

Difficulty: Easy
Edmonds - Chapter 001 #122
Learning Objective: 2

123. The sources of a business's assets are liabilities and distributions to owners.

FALSE

Difficulty: Medium
Edmonds - Chapter 001 #123
Learning Objective: 3

124. A business's creditors have a priority claim to its assets in the event of liquidation.

TRUE

Difficulty: Easy
Edmonds - Chapter 001 #124
Learning Objective: 3

125. Investors in a business expect to receive a share of the income earned by the business.

TRUE

Difficulty: Easy
Edmonds - Chapter 001 #125
Learning Objective: 3

126. Investors and creditors use accounting information to identify the businesses they wish to provide
resources to.

TRUE

Difficulty: Easy
Edmonds - Chapter 001 #126
Learning Objective: 3

127. Accounts are subclassifications of the various elements of the financial statements.



Difficulty: Medium
Edmonds - Chapter 001 #127
Learning Objective: 3

128. The account, "Land," is a subclassification of the "Liabilities" element of the financial statements.

FALSE

Difficulty: Medium
Edmonds - Chapter 001 #128
Learning Objective: 3

129. A business's equity is the future obligations of the entity.

FALSE

Difficulty: Easy
Edmonds - Chapter 001 #129
Learning Objective.: 4

130. Both liabilities and equity are sources of a business's assets.

TRUE

Difficulty: Easy
Edmonds - Chapter 001 #130
Learning Objective.: 4

131. The accounting equation may be written, "Assets = Claims" or "Assets = Liabilities + Equity."

TRUE

Difficulty: Easy
Edmonds - Chapter 001 #131
Learning Objective.: 4

132. A business can obtain resources through its earnings activities.

TRUE

Difficulty: Medium
Edmonds - Chapter 001 #132
Learning Objective: 5

133. The historical cost concept requires that most assets be reported at the amount paid for them.

TRUE

Difficulty: Easy
Edmonds - Chapter 001 #133
Learning Objective: 6

134. The accounting term "reliability"” means that information is consistent from one accounting period to
the next.

FALSE

Difficulty: Medium
Edmonds - Chapter 001 #134



Learning Objective: 6

135. An asset source transaction increases a business's assets and the claims to assets.

TRUE

Difficulty: Easy
Edmonds - Chapter 001 #135
Learning Objective: 7

136. Issuance of common stock is an asset use transaction.

FALSE

Difficulty: Easy
Edmonds - Chapter 001 #136
Learning Objective: 7

137. An asset exchange transaction does not affect the total amount of assets of an entity.

TRUE

Difficulty: Easy
Edmonds - Chapter 001 #137
Learning Objective: 7

138. An asset exchange transaction does not affect the total amount of liabilities and equity of a business.

TRUE

Difficulty: Medium
Edmonds - Chapter 001 #138
Learning Objective: 7

139. The difference between asset increases and asset decreases from operating a business is called
income or earnings.

TRUE

Difficulty: Medium
Edmonds - Chapter 001 #139
Learning Objective: 8

140. The four financial statements prepared by a business are not interrelated.

FALSE

Difficulty: Easy
Edmonds - Chapter 001 #140
Learning Objective: 8

141. The income statement matches expenses and revenues.

TRUE

Difficulty: Easy
Edmonds - Chapter 001 #141
Learning Objective: 8

142. Net income is an increase in assets as a result of operating a business.



Difficulty: Easy
Edmonds - Chapter 001 #142
Learning Objective: 8

143. Dividends that a company pays to its stockholders are treated as an expense of the business.

FALSE

Difficulty: Medium
Edmonds - Chapter 001 #143
Learning Objective: 8

144. The balance sheet reports a business's assets and the claims to those assets.

TRUE

Difficulty: Easy
Edmonds - Chapter 001 #144
Learning Objective: 8

145. Rodriguez Company was founded in 2010. It acquired $40,000 cash by issuing stock to investors
and an additional $20,000 cash by borrowing from creditors. During 2010, it received $9,000 cash
revenues and paid $22,000 in cash expenses. The company then went out of business.

Required:

a) Explain the term, "business liquidation."

b) What amount of cash did Rodriguez Company have on hand immediately before going out of
business?

¢) What amount of cash will Rodriguez's creditors receive?

d) What amount of cash will Rodriguez's stockholders receive?

a) Liquidation is the process of dividing up assets and allocating them to resource providers (creditors
and investors).

b) Amount of cash on hand = $40,000 + 20,000 + 9,000 - 22,000 = $47,000

c) Creditors would have first claim on Rodriguez's cash. Therefore, they would receive $20,000.

d) Stockholders would receive the remaining cash, or a total of $27,000

Difficulty: Medium
Edmonds - Chapter 001 #145
Learning Objective: 3

146. Each of the following requirements is independent of the others.
a) Bruno Corporation has liabilities of $80,000 and equity of $110,000. What is the amount of
Bruno's assets?
b) Wilder Company has assets of $320,000 and liabilities of $100,000. What is the amount of
equity?
¢) Limon Company has assets of $90,000 and liabilities of $40,000. What is the amount of claims?

a) Assets = liabilities + equity = $80,000 + 110,000 = $190,000
b) Assets - liabilities = equity. Equity = $320,000 - 100,000 = $220,000

c) Claims = Assets = Liabilities + Equity. Total amount of claims = $90,000



147. Reno Company experienced the following events during 2009:

. borrowed cash

~NOoO ok~ WN PR

Required:

. issued common stock for cash
. purchased land by paying cash

. provided services to customers for cash

. repaid part of the cash borrowed in event 1
. paid operating expenses with cash

. paid a dividend to stockholders

Difficulty: Medium
Edmonds - Chapter 001 #146
Learning Objective.: 4

Indicate how each of these events affects the accounting equation by writing the letter | for increase,
the letter D for decrease, and NA for no effect under each of the components of the accounting
equation. The first is done for you as an example.

Stockholders™ Equity
Event nunber Assets = Liabilities Common Stock Retained
Farmngs
1 I NA I NA
2
4
5
i
5
Stockholders™ Equity
Fvent number Asgsets = Liabilities + Common Stock 4 Retained
Farmngs
1 1 I NA NA
2 NA(or L Dy MA MA NA
3 I I NA NA
4 I MNA MNA I
5 13 D] MNA MA
& 1 MNA MNA I
7 b} NA NA D
Difficulty: Medium
Edmonds - Chapter 001 #147
Learning Objective: 4
Learning Objective: 5
148.

The following events occurred for Rez Company during 2010, its first year in operation:
1. issued stock to investors for $35,000 cash

2. borrowed $15,000 cash from the local bank
3. provided services to its customers and received $22,000 cash

4. paid expenses of $18,000
5. paid $12,000 cash for land

6. paid dividend of $2,000 to stockholders



7. repaid $2,000 of the loan listed in item 2

Required:

Show the effects of the above transactions on the accounting equation, below. Include dollar
amounts of increases and decreases. The first is done for you. After entering all the events, calculate
the total amounts of assets, liabilities, and equity at the end of the year.

Event number | Assets Liabilities  + | Equty
| +$35.000 +$35.000
2
3
4
5
G
7
Total
Event number | Assets Liabilities Equuty
l +$35 0010 +E35 (HH0
2 + 15, 00} +1 50000
3 +22 (O{H} +2 2 0000
4 =18, 00K} =18, 000
] + 1 200K}
-12.000
& =200} -2.000
7 S22 000 -2.0010
Total B30, 00H) S13,000 H3T 000
Difficulty: Medium
Edmonds - Chapter 001 #148
Learning Objective.: 4
Learning Objective: 5
149.

Porter Company experienced the following events during 2009:
1. Acquired $40,000 cash by issuing common stock
2. Borrowed $10,000 cash from a creditor

3. Provided services to customers for $25,000 cash
4. Paid $18,000 cash for operating expenses

5. Paid a cash dividend of $1,000 to stockholders

6. Purchased equipment with cash, $6,000

Required:

a) Show how each of these events affects the accounting equation. Show amounts and increases or
decreases, using + for increases and - for decreases and NA for no effect. The first event is done as

an example.

b) Calculate the total amount of assets, liabilities, common stock, and retained earnings at the end of

the period.



Stockholders” Equitv
Fwvent Number | Assets = Liabilities Commmon Stock | Retained
Farnings
1 — S ) NA — S, M NA
>
4
3
0
Totals
Stockholders™ Equity
Event Mumber | Assets = Liabilities Commaon Stock | Retained
Farnings
1 + $40.000 N + $40.000 NA
2 + $10.000 + $10.000 NA NA
3 + $25.000 M NA + 523,000
4 = $18.000 NA NA = S18.000
5 -$1.000 NA NA - 51,000
¥ NA A MA MNA
Totals $56.000 10,000 $40.000 $6.000

150.

Difficulty: Medium

Edmonds - Chapter 001 #149

Learning Objective: 4
Learning Objective: 5

At the beginning of 2010, Gonzales Company's accounting records had the general ledger accounts
and balances shown in the table below. During 2010, the following transactions occurred:

1. received $80,000 cash for providing services to customers
2. paid rent expense, $10,000

3. purchased land for $9,000 cash

4. paid $5,000 on note payable
5. paid operating expenses, $52,000
6. paid cash dividend, $6,000

Required:

a) Record the transactions in the appropriate general ledger accounts. Record the amounts of
revenue, expense, and dividends in the Retained Earnings column, providing appropriate titles for
these accounts in the last column of the table.



Gonzales Company
Accounting Equation
Event Assels = Liabilities | — | Stockholders™ Equity Acct. Titles
for RE
Cash Land Notey Common | Retained
Pavable Slock Earnings
Balance | $10.000) | SHLIHH) ST{LIHMY SAZ AWM} 31 (MK}
17147
1
2
4
5
G
b) What is the amount of total assets as of December 31, 2010?
¢) What is the amount of total stockholders' equity as of December 31, 2010?
a)
Gonzales Company
Accounting Equation
Event Assets = Liabilities | + | Stockholders™ Equity Acct. Titles
for RE
Cash Land MNotes Common | Retained
Payable Stock Earnings
Balance | $16.000 | $40,000 $10.000 $32.000 $14.000
1107
| +80.000 +80.000 Service
Fevenue
2 =10,000 10,000 Rent
Expense
3 -9.000 +9.000
1 -5.000 -5.000
5 =52.000 =52.000 Operating
Expenses
O =0,000 -6,000 Dividends
Totals | $14.000 | $49.000 $5.000 $32.000 $26.000

b) Total assets = $14,000 + 49,000 = $63,000

c) Total stockholders' equity = $32,000 + $26,000 = $58,000

Difficulty: Medium
Edmonds - Chapter 001 #150
Learning Objective: 4
Learning Objective: 5



151. Indicate how each of the following transactions affects assets by entering + if assets increase, - if
assets decrease, and NA if the total amount of assets is not affected.

1.

. Purchased land for cash
. Borrowed cash from bank

. Provided services to customers for cash

1
2
3
4. Issued stock to investors
5. Paid operating expenses

6. Paid cash dividends to stockholders
7. Repaid bank loan

NA2 +3.+4.+5.-6.-7.-

Difficulty: Easy
Edmonds - Chapter 001 #151
Learning Objective: 4

152. Classify each of the following events as an asset source (AS), asset use (AU), or asset exchange

(AX).
a. issued common stock for cash
b. borrowed cash from bank

c. performed services and collected cash from customers

d. paid cash for operating expenses
e. purchased land by paying cash

f. repaid bank loan with cash

g. paid dividends to company owners

a. ASh. ASc. ASd. AUe. AXT. AU g. AU

Difficulty: Medium
Edmonds - Chapter 001 #152
Learning Objective: 7

153. Fuller Company was formed in 2010 and experienced the following accounting events during the

a)

year:
1. issued common stock for $20,000 cash.
2. earned cash revenue of $30,000.

3. paid cash expenses of $26,000.

These were the only events that affected the company during the year.

Required:

a) Write the accounting equation and record the effects of each accounting event under the

appropriate general ledger account heading.

b) Prepare an income statement for 2010 and a balance sheet as of December 31, 2010.

Stockholders”™ Equity
Fyvent Number | Assets = Liabilities | Common Stock + | Retained
(Cazh armmgs
1 + $20.000 NA + $20.000 NA
2 + £30.000 NA NA + £30.000
3 - $26.000 NA MNA - $26.000

b)



Fuller Company
[ncome Statement
For the Year Ended Dicecmber 31, 2010

Revenue $30.000
Ixpenses 26000
MNet income $4.000
Fuller Company
Balance Sheet
As of December 31, 2010
Assets
Cash $24.000
Liabilities and Stockholders™ Equity
Liabilities %0
Stockholders™ Equity
Common Stock $20.000
Eetained Earnings 4.000
Total Liabilities and Stockholders™ Equaty $24.000

Difficulty: Hard

Edmonds - Chapter 001 #153
Learning Objective.: 4
Learning Objective: 8

154. Tracy Corporation reported the following cash transactions for the year ending December 31, 2010,

its first year in operation:

1. issued common stock for $60,000 cash

2. borrowed $10,000 cash from a local bank
3. purchased land for $40,000

4. provided services to clients for $70,000 cash

5. paid operating expenses of $62,000

6. paid $3,000 cash dividends to stockholders

Required:

a) What are the total assets for Tracy Corporation at December 31, 2010?
b) What is the total equity for Tracy at December 31, 2010?

c) Prepare an income statement for 2010.

a) Total assets = $75,000 ($60,000 + 10,000 + 70,000 - 62,000 - 3,000)
b) Total equity = $65,000 ($60,000 + 70,000 - 62,000 - 3,000)

c)
Tracv Corporation
Income Statement
For the Year Ended Diecember 31, 2010
Eevenue $70, 000
Operating Expenses 62.000
Met Income $E.000




Difficulty: Medium
Edmonds - Chapter 001 #154
Learning Objective.: 4
Learning Objective: 8

155. Use the following information to prepare an income statement for Burleson Company for the year

ended December 31, 2009.

1. revenue from services, $28,000

2. paid $10,000 cash for land

3. paid operating expenses, $21,000

4. paid dividends to stockholders, $4,000
5. issued $6,000 of common stock for cash

Burleson Company
Income Statement
For the Year Ended December 31, 20049

Revenue $28.000
Operating Expenses 21.000
MNet Income $7.000

Difficulty: Medium
Edmonds - Chapter 001 #155
Learning Objective: 8

156. The following events are for Berea Company for 2010, its first year in business. Assume that all

involve receipt or payment of cash.

1. acquired $25,000 cash by issuing stock to owners

2. borrowed $7,000 cash from creditors

3. provided services to customers and received $50,000
4. paid operating expenses amounting to $38,000

5. purchased land for $10,000

6. paid a dividend of $5,000 to owners

Required:
a) Show the effects of each of these events on the accounting equation shown below, showing dollar
amounts of increases and decreases; calculate totals for each account at the end of the period.

Assets = Liabilities +  Equity

Event Casgh - Land = MNotey Common Retamed
number. Pavable Stock - Farnings
1

2

4

5

6O

Totals

b) Prepare an income statement and balance sheet for 2010.



Assets = Liabilities +  Eqmty
Event number | Cash + Land = Notes Common Retaimed
Pavable - Stock - Earnings
1 +$25.000 O +$25.000
2 +7.000 =ST.000
3 +50.000 +550.000
4 -38.000 -38.000
5 -10.000 — 10,000
[ -5.000 -5.000
Totals $29.000 S 10000 SERLLY $25.000 $7.000
b)
Berea Company
Income Statement
For the Year Ended December 31, 2010
Revenues $50.000
Operating expenses 28.000
MNet income $12.000
Berea Company
Balance Sheet
As of December 31. 2010
Assets
Cash $29.000
Land 10.000
Total Assets $39,000
Liabilities $7.000
Equity
Clommon Stock $25.000
Retained Earnings 7.000
Total Equity 32.000
Total Liabilities and Equity 39.000

157.

Difficulty: Hard

Edmonds - Chapter 001 #156
Learning Objective.: 4
Learning Objective: 8

Fill in the missing information by identifying dollar amounts a, b, c, and d. All transactions were for

cash.



Income Statement

Revenue $ a
Fxpenses 35.000
Met income $ b
Statement of changes in stockholders” equity

Beginning common stocl $0
Adlils issuanes ol common stock 30.000
Ending common stock $30.000
Begimning retamed carmings $0
Add: net income 3.800
Ending retained carnings $ ¢
Total equity 5 d

a = $40,800; b = $5,800; c = $5,800; d = $55,800

. issued stock to investors, $40,000
. borrowed cash from bank, $10,000
. purchased land for cash, $12,000

. paid $8,000 for rent

. paid $35,000 for salaries

. paid $2,000 for supplies used during the year
. paid $5,000 dividends to owners

. repaid $4,000 of loan described in item 2

O©CooO~NOOTA~,WN PR

. provided services to customers for cash, $60,000

158. The following transactions apply to Springfield Consulting Services in 2010:

Difficulty: Medium
Edmonds - Chapter 001 #157
Learning Objective: 8

Required: Prepare a statement of cash flows for 2010. The company started operations on January 1,

2010.



Springtield Consulting Services
Statement of Cash Flows

For the Year Ended December 31, 2010
Cash Flows from Operating Activities
Cash receipts from revenues $60.000
Cash pavment for rent {(8,000)
Cash pavment for salaries (35,000)
Cash pavment for supplies (2.000)
Cash flow from operating activities $15.000
Cash Flows from [nvesting Activities
Cash pavment for land (12.000)
Cash Flows from Financing Activities
C'ash receipt from issuance of stock 540,000
Cash receipt from borrowing 10,000
Cash pavment to reduce debt (0000
Cash pavment for dividends (5.000)
Cash flow from investing activities 41.000
Met inerease in cash 44000
Plus: beginming cash balance -0-
Ending cash balance $44.000

159. Frey Company was founded January 1, 2010. During 2010, the company experienced the following

events:
1. earned cash revenue of $50,000.
2. paid cash expenses of $41,000.

3. issued common stock for $30,000 cash.

4. paid cash dividend of $2,000 to owners.

Required:

a) Write an accounting equation and record effects of each accounting event under appropriate
general ledger account headings, showing dollar amounts of increases and decreases and totals at the

end of the year.

b) Prepare the 2010 income statement and balance sheet for Frey Company.

a)
Stockholders” Equity

FEvent Mumber Asgsets = Liabilities Common Stock + Retained

Cash Farmnos
1 +H30.000 +$30.000
2 =4 1.,000 =41,000
3 FA0.000 FE20.000
4 =200 =2 000
Totals F27.000 $30.000 $7.000

Difficulty: Hard
Edmonds - Chapter 001 #158
Learning Objective: 8




b)

Frev Company
Income Statement
For the Year Ended December 31, 2010

Revenues $50.000
Less Expenses (41.001)
Met Income $9.000

Freyv Company
Balance Sheet
As of December 31, 2010

Assets:

Cash

$37.000

Liabilities and Stockholders™ Equity

stockholders™ Equty

Commaon Stock

$20.000

Eetained Earnings

7000

Total Liabilities and Stockholders” Equity

Difficulty: Hard

Edmonds - Chapter 001 #159
Learning Objective: 4
Learning Objective: 8

160. Indicate how each of the following events would be classified on the statement of cash flows: as
operating activities (OA), investing activities (I1A), financing activities (FA), or not applicable (NA)

1. received cash from issuance of common stock

2. borrowed cash from bank
3. paid rent expense
4. purchased building for cash

5. provided services to customers for cash

6. paid cash dividend to stockholders

1. FA2.FA3.OA4.1A5. 0OAG6. FA

Difficulty: Medium
Edmonds - Chapter 001 #160
Learning Objective: 8

161. The following events are for Fun Travel Services for the year 2010, the first year of operations.
Assume that all transactions involve the receipt or payment of cash.

1) The business acquired $20,000 from stock issued to owners.

2) Creditors loaned the company $7,000.

3) The company provided services to its customers and received $35,000.

4) The company paid expenses amounting to $23,000.

5) Purchased land for $9,000.

6) The company paid a dividend of $3,000 to its owners.

Required:



a) Show the effects of the above transactions on the accounting equation. Use appropriate elements
and account headings.
b) Prepare a balance sheet and income statement for year 2010.

a
) Cash + Land =  MNotes Pay + ComSik + Eet.
Earn
Event
Mo,
L. +20.000 +20,000
2. +7.000 +7.000
3. +3 5,001 +35.000
4. - 23,000 =23, 00H)
3 - 9,000 +9, 001
. - 3000 - 3.000
Totals +27.000 +9, 0040 +7.000 420,000 +0_0010)
b)
Fun Travel Services
Balance Sheet
Diecember 31, 20110
Assets
Cash $27.000
Land 000
Total Assets F306.000
Liabilities $ 7.000
Equity
Common Stock 520,000
Eetained Earnings 9.000
Total Eqmtv 29000
Total Liabilities and Equity $36.000
Fun Travel Services
Income Statement
For Year Ending December 21, 2010
Eevenue 535000
Expenses (23.000)
Net income £12.000
Difficulty: Hard
Edmonds - Chapter 001 #161
Learning Objective: 8
162

" The following transactions apply to Copeland's Fitness Center for 2009.

1) Started the business by issuing $18,000 of common stock for cash



2) Provided services to clients and received $28,000 cash

3) Borrowed $6,500 from the bank for the business

4) Paid $4,500 for rent of equipment
5) Paid $6,000 of salary expense

6) Cash dividends of $11,500 were paid to the stockholders

Required:

a) What are the total assets of the business at the end of 2009?
b) Prepare a Statement of Cash Flows for 20009.

a)  Cash +$18.000
ash F2R.CHM
Cash Fo. 500
Cash (4,500
(Cash {60y
Cash (11.50
Total Assets $30.500

b)

Copeland’s Fitness Center
Statement of Cash Flows
For the Year Ended December 31, 2009

Cash Flows From Operating Activities
(“ash receipts from revenue
Cash pavments for expense

Net Cash Flow from Operating Activities

Cash Flows From Investing Activities
Cash Flows From Financing Activities
Cash receipt from loan
Cash receipt from stock issue
Cash dividend to owners
MNet Cash Flow from Financing Activities

Met Increase mn Cash

Plus: Beginning Cash Balance
Ending Cash Balance

163.

$28.000
(L0500 )

6,500
18.000
(11.500)

$17.500

Difficulty: Hard
Edmonds - Chapter 001 #162
Learning Objective: 8

Fill in the blanks indicated by the alphabetic letters in the following financial statements. Assume
that the company started operations on January 1, 2009 and that all transactions were for cash.



Income Statement
Revenue

Expense

Met income

Statement of Changes in
Equity

Begmnmng Common stock
Plus: Stock Issued
Ending Common stock

Begimning Ketamed Earmings
Add: MNet Income

Less: Dividends

Ending Retained Earnings
Total Equity

Balance Sheet

Assets
(Cash
Land

Total Assets

Liabalitics
ity
Common Siock
Retained Earnings
Total Equty

Total Liabilities and Equity

Statement of Cash Flows

S11.000

=

b f
5.000
330,000

20,000
h

$30.000

Cash Flows from Operating Activities

Cash Receipt from Revenue

$11.000

Cash Payment for Expense ]
Met Cash Flow from Cperating k
Activilies
Cash Flows I'rom Investing Activities

Cash Tand Lor Land {5,000
Cash Ilow from Iinancing Activities
Cash Receipts from Borrowed Funds I
Cash Recerpts from Stock 1ssue 20,000
Cash Paid for Dividends (3.000)
Met Cash Flows trom Financing 23.000
Activities
Net Increase in Cash 323,000



(a) $4,000, (b) $7,000, (c) $7,000, (d) $3,000, (e) $24,000, (f) $25,000, (g) $ 6,000,
(h) $ 4,000, (i) $24,000, (j) ($ 4,000), (k) $ 7,000, (I) $ 6,000

Difficulty: Hard
Edmonds - Chapter 001 #163
Learning Objective: 8

164. The MBR Company began operations on January 1, 2010, and on that date, $15,000 of common
stock was issued for cash. In addition, MBR borrowed $10,000 from the bank. The company
provided services to its customers during 2010 and received $18,000 cash. During the year, it paid
$20,000 cash for land, $5,000 for salaries, and $3,000 for cash dividends to the owners.

Required:

a) Draw an accounting equation and record the effects of each transaction under the appropriate
heading. (Use specific accounting titles below the major headlines)
b) Prepare an income statement and a balance sheet for the 2010 accounting period.

al
Transaction

lssued Stock
Borrowing
Eovenue

[.and purchase
Salarics
Dividends
Ending Balances

Augety

i *agh

1300}
14r (MM}
<18, (MM}
- M {HH)
- 3,000
= 3000
15, (M)

20 AHM}

=20}

Liabilitias

Mootes Pav

14} (1K}

IRER LI

| Equity

Com Stk

1 5. (HH}

15 MM

+18.000

- 5.000
- _3.000
+10.000



b)
MBE Company
Income Statement
For Year Ended December 31, 2010

Revenue $18.000
Fxpenses {5000y
Met Tncome S13 00}
MR Company
Balanee Sheel
ecember 31, 20110
Assets
Cush $15.000
l.and 20}

Total Assels

Liabilities
Equuty
Common Stock
Retained Earmings
Total Equty
Total Liabilities and Equity

$15.000
10.000

$35.000

L1000

23.000
$35.000

Difficulty: Hard

Edmonds - Chapter 001 #164
Learning Objective.: 4
Learning Objective: 8

165. During 2010, STU Company earned $6,000 of cash revenue and paid $4,100 of cash expenses and
$300 in dividends to the company's owners. Enter each of these three events into the horizontal
financial statements model, below. Indicate dollar amounts of increases and decreases. For cash
flows, show whether they are operating activities (OA), investing activities (IA), or financing

activities (FA).

Balance Sheet Income Statement Statement
Assets | = | Liab. | + | Hquity | Rev. Fxp. | = | NetInc. of Cash
Flows
a)
by
c)
Balance Sheet Income Statement Statement
Assets | = | Liab. | 4 Equity | Rev, | - | Exp. |= Netlne of Cash
Flows
a) +6.,000 +6.000 | 46,000 6,000 | +6.000 OA
b} -4, 1) =4, 100 =4, 100 -4 100 =4 00 O A
c) =300 =300 =300 FA

Difficulty: Medium
Edmonds - Chapter 001 #165
Learning Objective: 9



166. During 2010, WXY Company issued common stock to stockholders for $6,000, purchased land for
$1,600 cash, and paid cash dividends of $500 to the company's owners. Enter each of these three
events into the horizontal financial statements model, below. Indicate dollar amounts of increases
and decreases. For cash flows, show whether they are operating activities (OA), investing activities
(1A), or financing activities (FA).

Balance Sheet Income Statement Statement
Assets | = | Liab. | + | Equity | Rev., | - | Exp. | = | Net Inc. of Cash
[Tl
il
b)
e}
Balance Sheet Income Statement Statement
Assets | = Liab. 4 Eguitv  Rev, - Exp. = NetIne. | of Cash
Flows
a) +6, 000 =, 000 +6000 FA
by =1.600 <1600 TA
+1.600
c) =500 ERIL] =50 FA

Difficulty: Medium
Edmonds - Chapter 001 #166
Learning Objective.: 9

167. During 2010, MNO Company issued common stock to stockholders for $5,000; purchased land for
$1,000 cash; provided services to customers for $4,000; paid cash operating expenses of $3,100; and
paid cash dividends of $500 to the company's owners. Enter each of these events into the horizontal
financial statements model, below. Indicate dollar amounts of increases and decreases. For cash

flows, show whether they are operating activities (OA), investing activities (IA), or financing
activities (FA).

Balance Sheet

Income Statement Statement

Asgets | = | Liab. Feuity  Rev, | - Exp. = | Netlne. of Cash
Flows
i)
by
5]
dy

€)




Balance Sheet Incoime Statement Statement
Assets | = Liab. 4 Equmty  Rev, - Exp. = Netlne of Cash
Flows
+5.000 =5 (MM +5.000 FA
-1.000 1000 TA
+1.000
+4, 000} =4 MMy +4.000 +4 (W} +4. 00
OA
-3.100 =31 =3.100 S5 100 | <3100 OA
=300 =3(H) =500 FA

Difficulty: Medium
Edmonds - Chapter 001 #167
Learning Objective: 9



Difficulty: Easy
Difficulty: Hard
Difficulty: Medium

Edmonds - Chapter 001

Learning Objective:

Category

1

Learning Objective: 2

Learning Objective:
Learning Objective:
Learning Objective:
Learning Objective:
Learning Objective:
Learning Objective:
Learning Objective:
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chl Summary

# of Questions
58

18
91
171

19
23
17

20
61
35



