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Chapter 2— Basic Accounting Concepts  

 

 

Multiple 

Choice 

Learning 

Goal(s) 

Level of 

Difficulty 

AACSB 

Tag 

AICPA 

Tag 

 Multiple 

Choice 

Learning 

Goal(s) 

 

Level of 

Difficulty 

AACSB 

Tag 

AICPA 

Tag 

1 1 Easy Communication Reporting  37 2 Moderate Analytic Reporting 

2 1 Easy Communication Reporting  38 2 Moderate Reflective Reporting 

3 1 Moderate Communication Reporting  39 2 Moderate Analytic Reporting 

4 1 Easy Communication Reporting  40 2 Moderate Reflective Reporting 

5 1 Easy Reflective Reporting  41 2 Moderate Reflective Reporting 

6 1 Moderate Reflective Reporting  42 2 Difficult Reflective Reporting 

7 1 Moderate Analytic Reporting  43 2 Difficult Reflective Reporting 

8 1 Moderate Analytic Reporting  44 2 Difficult Reflective Reporting 

9 1 Moderate Analytic Reporting  45 2 Moderate Reflective Reporting 

10 1 Moderate Analytic Reporting  46 3 Easy Reflective Reporting 

11 2 Moderate Reflective Reporting  47 2 Easy Reflective Reporting 

12 2 Moderate Analytic  Reporting  48 3 Moderate Reflective Reporting 

13 2 Moderate Reflective Reporting  49 3 Moderate Reflective Reporting 

14 2 Moderate Analytic Reporting  50 3 Moderate Reflective Reporting 

15 2 Moderate Analytic Reporting  51 3 Moderate Reflective Reporting 

16 2 Moderate Reflective Reporting  52 3 Moderate Reflective Reporting 

17 2 Moderate Analytic Reporting  53 3 Moderate Reflective Reporting 

18 2 Moderate Reflective Reporting  54 3 Moderate Reflective Reporting 

19 2 Moderate Reflective Reporting  55 3 Moderate Analytic Reporting 

20 2 Moderate Reflective Reporting  56 4 Moderate Reflective Reporting 

21 2 Moderate Reflective Reporting  57 5 Difficult Analytic Reporting 

22 2 Moderate Reflective Reporting  58 5 Difficult Analytic Reporting 

23 2 Moderate Reflective Reporting  59 5 Difficult Analytic Reporting 

24 2,4 Moderate Reflective Reporting  60 5 Difficult Analytic Reporting 

25 2,4 Moderate Reflective Reporting  61 2 Easy Reflective Reporting 

26 2,4 Moderate Reflective Reporting  62 2 Moderate Reflective Reporting 

27 2,4 Moderate Reflective Reporting  63 2 Moderate Reflective Reporting 

28 2 Moderate Reflective Reporting  64 2 Moderate Reflective Reporting 

29 2 Moderate Analytic Reporting  65 2 Moderate Reflective Reporting 

30 2 Moderate Analytic Reporting  66 5 Easy Reflective Reporting 

31 2 Moderate Analytic Reporting  67 5 Moderate Analytic Reporting 

32 2 Moderate Analytic Reporting  68 5 Moderate Reflective Reporting 

33 2 Moderate Analytic Reporting  69 5 Moderate Reflective Reporting 

34 2 Moderate Analytic Reporting  70 6 Easy Analytic Risk 

35 2 Moderate Analytic Reporting  71 6 Easy Analytic Reporting 

36 2 Moderate Reflective Reporting  72 6 Moderate Analytic Risk 
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True/ 

False 

Learning  

Goal(s) 

Level of 

Difficulty 

AACSB 

Tag 

AICPA 

Tag 

1 1 Moderate Reflective Reporting 

2 1 Moderate Analytic Reporting 

3 1 Moderate Analytic Reporting 

4 1 Moderate Analytic Reporting 

5 1 Moderate Reflective Reporting 

6 1 Moderate Analytic Reporting 

7 1 Moderate Analytic Reporting 

8 1 Moderate Reflective Reporting 

9 1 Moderate Analytic Reporting 

10 1 Moderate Analytic Reporting 

11 2 Moderate Analytic Reporting 

12 2 Moderate Reflective Reporting 

13 2 Moderate Reflective Reporting 

14 2 Moderate Reflective Reporting 

15 2 Moderate Reflective Reporting 

16 2 Moderate Reflective Reporting 

17 2 Moderate Reflective Reporting 

18 2 Moderate Reflective Reporting 

19 2 Moderate Reflective Reporting 

20 2 Moderate Reflective Reporting 

21 2 Moderate Reflective Reporting 

22 2 Moderate Reflective Reporting 

23 2 Moderate Reflective Reporting 

24 2 Moderate Reflective Reporting 

25 3 Moderate Reflective Reporting 

26 3 Moderate Reflective Reporting 

27 3 Moderate Reflective Reporting 

28 3 Moderate Reflective Reporting 

29 3 Moderate Reflective Reporting 

30 3 Moderate Reflective Reporting 

31 3 Moderate Reflective Reporting 

32 3 Moderate Reflective Reporting 

33 4 Moderate Reflective Reporting 

34 5 Moderate Reflective Reporting 

35 5 Moderate Reflective Reporting 

36 6 Moderate Analytic Reporting 

37 6 Moderate Analytic Reporting 

Essay Learning  

Goal(s) 

 

Level of  

Difficulty 

AACSB 

Tag 

AICPA 

Tag 

1 1 Moderate Reflective Reporting 

2 1 Difficult Reflective Reporting 

3 1 Moderate Reflective Reporting 

4 2,3,5 Moderate Reflective Reporting 

5 2,3,4,5 Difficult Reflective Reporting 

6 2,3,4,5 Difficult Reflective Reporting 

7 2,3,4,5 Difficult Reflective Reporting 

8 6 Moderate Reflective Risk 

Problem 

(s) 

Learning  

Goal(s) 

 

Level of  

Difficulty 

AACSB 

Tag 

AICPA 

Tag 

1 1 Moderate Analytic Reporting 

2 1 Difficult Analytic Reporting 

3 1,2,3,4 Difficult Analytic Reporting 

4 3,5 Difficult Analytic Reporting 

5 3,5 Difficult Analytic Reporting 

6 1,2,3,4,5 Difficult Analytic Reporting 

7 1,2,3,4,5 Difficult Analytic Reporting 

8 2,4 Moderate Analytic Reporting 

9 2,3,4,5 Difficult Analytic Reporting 

Case Learning  

Goal(s) 

 

Level of  

Difficulty 

AACSB 

Tag 

AICPA 

Tag 

1 6 Difficult Analytic Risk 

2 6 Difficult Analytic Risk 

3 3,4,5 Difficult Reflective Reporting 

4 2,3,4,5 Difficult Reflective Reporting 

Difficulty Ratings  

Guide: 
 

  

Easy Taken nearly verbatim 

from the text 

  

Moderate Using different expression  

or application of concept 

  

Difficult Several reasoning steps 
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MULTIPLE CHOICE 

 

 1. The basic financial statements do NOT include __________. 

a. Income statement 

b. Tax return 

c. Balance Sheet 

d. Statement of cash flows 
 

 

ANS: B DIF: Easy REF: p. 54 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Communication 

 

 2. Which of the following is NOT an element of the financial accounting system? 

a. A set of rules for determining the recording of economic events 

b. A framework for preparing financial statements 

c. A set of rules for the stock exchange 

d. Controls to determine whether errors occur during recording 
 

 

ANS: C DIF: Easy REF: p. 54 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Communication 

 

 3. The set of rules for determining the recording of economic events are generally referred to as 

a. the financial accounting rule book 

b. generally accepted accounting principles 

c. the accounting equation 

d. accounting controls 
 

 

ANS: B DIF: Moderate REF: P. 54 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Communication 

 

 4. A __________ is an economic event that under generally accepted accounting principles affects an 

element of the financial statements and must be recorded. 

a. Framework 

b. Controls 

c. Set of rules 

d. Transaction 
 

 

ANS: D DIF: Easy REF: P. 54 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Communication 

 

 5. The statement of cash flows is integrated with the balance sheet because 

a. the cash at the beginning of the period plus or minus the cash flows from operating, 

investing and financing activities equals the end of period cash reported on the balance 

sheet 

b. the cash at the beginning of the period plus or minus the net income equals the end of 

period cash reported on the balance sheet 

c. the cash at the beginning of the period plus or minus assets and liabilities equals the end of 

period cash reported on the balance sheet 

d. the cash at the beginning of the period plus or minus the cash flows from operating, 

activities equals the end of period cash reported on the balance sheet 
 

 

ANS: A DIF: Easy REF: P. 54 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  
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 6. Which of the following transactions changes the mix of assets only? 

a. Paid for supplies with cash 

b. Borrowed money from Second National Bank 

c. Received money for fees earned 

d. Received a utility bill 
 

 

ANS: A DIF: Moderate REF: P. 54 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 7. Better Belly, Inc. had the following assets and liabilities as of September 30, 2003. 

        Assets                           $54,433 

        Liabilities                       $28,416 

What is the stockholders’ equity of Better Belly as of September 30, 2003? 

a. $0 

b. $26,017 

c. $82,849 

d. cannot be determined with this information 
 

 

ANS: B 

$54,433 - $28,416 =  $26,017 

 

DIF: Moderate REF: P. 54 OBJ: 1 TOP: AICPA FN - Reporting 

MSC: AACSB Analytic  

 

 8. Better Belly, Inc. had the following assets and liabilities as of September 30, 2003. 

        Assets                           $54,433 

        Liabilities                       $28,416 

If assets increased by $3,914 and equity increased by $2,290, what is the increase or decrease in 

liabilities of Better Belly as of September 30, 2003? 

a. ($1,624) 

b. $1,624 

c. $6,204 

d. ($6,204) 
 

 

ANS: B 

$3,914 - $2,290 = $1,624 

 

DIF: Moderate REF: P. 54 OBJ: 1 TOP: AICPA FN - Reporting 

MSC: AACSB Analytic  
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 9. Better Belly, Inc. had the following assets and liabilities as of September 30, 2006. 

        Assets                           $54,433 

        Liabilities                       $28,416 

If assets increased by $3,914 and equity increased by $2,290 during the year, what is the 

accounting equation of Better Belly as of September 30, 2007? 

a. ($1,624) 

b. $1,624 

c. $6,204 

d. ($6,204) 
 

 

ANS: B 

($54,433 + $3,914 ) = ($28,416 + $1,624) + ($54,433 - $28,416 + $2,290)  

$58,347 =  $30,040 + $28,307 

 

DIF: Moderate REF: P. 54 OBJ: 1 TOP: AICPA FN - Reporting 

MSC: AACSB Analytic  

 

 10. If Assets have a balance of $50,000, and Stockholders' Equity has a balance of $40,000, then 

Liabilities must have a balance of __________. 

a. $90,000 

b. $20,000 

c. $40,000 

d. $10,000 
 

 

ANS: D DIF: Moderate REF: P. 54 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 11. An increase in Stockholders' Equity from revenues earned will result in an increase also in 

__________. 

a. Liabilities 

b. Assets 

c. Stockholders' equity 

d. No financial statement element 
 

 

ANS: B DIF: Moderate REF: P. 54 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 12. If Liabilities have a balance of $10,000 and Stockholders' Equity has a balance of $70,000, then 

Assets must have a balance of __________. 

a. $80,000 

b. $60,000 

c. $70,000 

d. $10,000 
 

 

ANS: A DIF: Moderate REF: P. 54 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  
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 13. One built in control that transactions are analyzed, recorded, and summarized correctly is the 

accounting equation must  

a. never change its values. 

b. be independent of the statement of cash flows. 

c. remain in balance. 

d. always add up to one. 
 

 

ANS: C DIF: Moderate REF: p. 55,56 OBJ: 1 

TOP: AICPA FN Reporting  MSC: AACSB Reflective  

 

 14. The payment of $10,000 for expenses was recorded by Spears Co. as an increase in cash of 

$10,000, and a decrease in retained earnings of $10,000. What is the effect of this error on the 

accounting equation? 

a. Total assets will exceed total liabilities and stockholders' equity by $20,000 

b. Total assets will exceed total liabilities and stockholders' equity by $10,000 

c. Total assets will be less than total liabilities and stockholders' equity by $20,000 

d. The error will not affect the accounting equation. 
 

 

ANS: A DIF: Moderate REF: P. 56 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 15. If a $20,000 purchase of equipment for cash is incorrectly recorded as an increase to equipment 

and as an increase to cash, at the end of the period, assets will __________. 

a. Exceed liabilities and stockholders' equity by $10,000 

b. Equal liabilities and stockholders' equity 

c. Exceed liabilities and stockholders' equity by $20,000 

d. Exceed liabilities and stockholders' equity by $40,000 
 

 

ANS: D DIF: Moderate REF: P. 56 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 16. XYZ Company deposited $15,000 in a bank account in return for issuing shares in the corporation. 

This transaction would affect which two financial statement elements? 

a. Assets and stockholders' equity 

b. Assets and liabilities 

c. Liabilities and stockholders' equity 

d. None of the above 
 

 

ANS: A DIF: Moderate REF: P. 56 OBJ: 2 

TOP: AICPA - FN Reporting MSC: AACSB Reflective  

 

 17. A to Z Corporation engaged in the following transaction "Issue shares of stock for $5,000 ." On 

the Statement of Cash Flows, the transaction would be classified as __________. 

a. Cash Flows from Operating Activities. 

b. Cash Flows from Investing Activities. 

c. Cash Flows from Financing Activities. 
 

 

ANS: C DIF: Moderate REF: P. 57 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 



Basic Accounting Concepts   ♦   59 

 18. For EFG Co., the transaction "Borrowing cash from the bank on a note" would __________. 

a. Increase the assets 

b. Decrease the assets 

c. Have no effect on the assets 
 

 

ANS: A DIF: Moderate REF: P. 57 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 19. For EFG Co., the transaction "Purchase of capital stock in a new start-up business with cash" 

would __________. 

a. Increase the assets 

b. Decrease the assets 

c. Have no effect on the assets 
 

 

ANS: A DIF: Moderate REF: P. 57 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 20. For EFG Co., the transaction "Purchase of land with cash" would __________. 

a. Increase the assets 

b. Decrease the assets 

c. Have no effect on the assets 
 

 

ANS: C DIF: Moderate REF: P. 58,59 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 21. For EFG Co., the transaction "Cash sales to customers" would __________. 

a. Increase the assets 

b. Decrease the assets 

c. Have no effect on the assets 
 

 

ANS: A DIF: Moderate REF: P. 59 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 22. For EFG Co., the transaction "Payment of dividends" would __________. 

a. Increase the assets 

b. Decrease the assets 

c. Have no effect on the assets 
 

 

ANS: B DIF: Moderate REF: P. 59,60 OBJ: 2 

TOP: AICPA FN - Reporitng MSC: AACSB Reflective  

 

 23. For EFG Co., the transaction "Payment of expenses with cash" would __________. 

a. Increase the assets 

b. Decrease the assets 

c. Have no effect on the assets 
 

 

ANS: B DIF: Moderate REF: P. 59,60 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 24. For EFG Co., the transaction "Purchase of store equipment for cash" would __________. 

a. Increase the assets 

b. Decrease the assets 

c. Have no effect on the assets 
 

 

ANS: C DIF: Moderate REF: P.56-66 OBJ: 2,4 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  
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 25. For EFG Co., the transaction "Payment of quarterly taxes" would __________. 

a. Increase the assets 

b. Decrease the assets 

c. Have no effect on the assets 
 

 

ANS: B DIF: Moderate REF: P. 56-66 OBJ: 2,4 

TOP: AICPA FN Reporting  MSC: AACSB Reflective  

 

 26. For EFG Co., the transaction "Receipt of interest income" would __________. 

a. Increase the assets 

b. Decrease the assets 

c. Have no effect on the assets 
 

 

ANS: A DIF: Moderate REF: P. 56-66 OBJ: 2,4 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 27. For EFG Co., the transaction "Payment of store rent" would __________. 

a. Increase the assets 

b. Decrease the assets 

c. Have no effect on the assets 
 

 

ANS: B DIF: Moderate REF: P. 56-66 OBJ: 2,4 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 28. For EFG Co., the transaction "Received dividend income" would __________. 

a. Increase the assets 

b. Decrease the assets 

c. Have no effect on the assets 
 

 

ANS: A DIF: Moderate REF: P. 56-66 OBJ: 2,4 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 29. A to Z Corporation engaged in the following transaction "Issued a $30,000 note payable to borrow 

cash from the bank." On the Statement of Cash Flows, the transaction would be classified as 

__________. 

a. Cash Flows from Operating Activities. 

b. Cash Flows from Investing Activities. 

c. Cash Flows from Financing Activities. 
 

 

ANS: C DIF: Moderate REF: P. 57 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 30. Blue Spas Inc. borrows $25,000 cash from the bank on a note. The net affect on assets is 

__________. 

a. $25,000 increase 

b. $0 

c. $25,000 decrease 

d. $12,500 increase 
 

 

ANS: A DIF: Moderate REF: P. 57 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  
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 31. Allen Rebozo creates a new accounting firm, Tax Tips Inc. by giving $30,000 cash for capital 

stock. The net affect on assets is __________. 

a. $30,000 increase 

b. $0 

c. $30,000 decrease 

d. $15,000 increase 
 

 

ANS: A DIF: Moderate REF: P. 57 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 32. A to Z Corporation engaged in the following transaction "Purchased land for $80,000 cash." On 

the Statement of Cash Flows, the transaction would be classified as __________. 

a. Cash Flows from Operating Activities. 

b. Cash Flows from Investing Activities. 

c. Cash Flows from Financing Activities. 
 

 

ANS: B DIF: Moderate REF: P. 58 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 33. Martha Stewart, Inc. buys land for $50,000 cash. The net affect on assets is __________. 

a. $50,000 increase 

b. $0 

c. $50,000 decrease 

d. $25,000 increase 
 

 

ANS: B DIF: Moderate REF: P. 58 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 34. A to Z Corporation engaged in the following transaction "Paid  $1,000 of expenses." On the 

Statement of Cash Flows, the transaction would be classified as __________. 

a. Cash Flows from Operating Activities. 

b. Cash Flows from Investing Activities. 

c. Cash Flows from Financing Activities. 
 

 

ANS: A DIF: Moderate REF: P. 59 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 35. A to Z Corporation engaged in the following transaction "Earned patient fees of  $5,000 ." On the 

Statement of Cash Flows, the transaction would be classified as __________. 

a. Cash Flows from Operating Activities. 

b. Cash Flows from Investing Activities. 

c. Cash Flows from Financing Activities. 
 

 

ANS: A DIF: Moderate REF: P. 59 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 36. CXN Company earns revenues and as a result collects cash. Which of the following financial 

statement elements are increased? 

a. Cash only 

b. Stockholders' equity only 

c. Liabilities 

d. Cash and stockholders' equity 
 

 

ANS: D DIF: Moderate REF: P. 59 OBJ: 2 

TOP: AICPA FN Reporting  MSC: AACSB Reflective  
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 37. YUT Company paid a utility bill of $500 and paid rent of $700 in December. By how much would 

these events reduce stockholders' equity? 

a. $1,200 

b. $500 

c. $850 

d. $700 
 

 

ANS: A DIF: Moderate REF: P. 59,60 OBJ: 2 

TOP: AICPA FN Reporting  MSC: AACSB Analytic  

 

 38. Dividends paid would be an 

a. operating activity 

b. investing activity 

c. financing activity 

d. not be on the statement of cash flows 
 

 

ANS: C DIF: Moderate REF: P. 59,60 OBJ: 2 

TOP: AICPA - FN - Reporting MSC: AACSB Reflective  

 

 39. A to Z Corporation engaged in the following transaction "Paid a $10,000 cash dividend." On the 

Statement of Cash Flows, the transaction would be classified as __________. 

a. Cash Flows from Operating Activities. 

b. Cash Flows from Investing Activities. 

c. Cash Flows from Financing Activities. 
 

 

ANS: C DIF: Moderate REF: P. 60 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 40. Every cash transaction . 

a. Increases or decreases the asset cash. 

b. Increases or decreases an operating, investing,or financing activity on the statement of 

cash flow. 

c. Always affects at least one balance sheet account and the statement of cash flows. 

d. A, b, and c are all correct. 
 

 

ANS: D DIF: Moderate REF: P. 61 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 41. The income statement is linked to the balance sheet through the _________ account. . 

a. Accounts payable account 

b. Capital stock account 

c. Cash account 

d. Retained earnings account 
 

 

ANS: D DIF: Moderate REF: P. 61 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 42. Which of the following would result in the accounting equation to be in balance but would still be 

incorrect? 

a. The purchase of land for cash, with the land recorded in the equipment account 

b. The purchase of land for cash with the land not recorded 

c. Cash collected for fees earned 

d. Equipment purchased for cash with the equipment recorded as an asset 
 

 

ANS: A DIF: Difficult REF: P. 61 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  
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 43. Which of the following would result in no net change of assets? 

a. Stock issued for cash 

b. Expenses paid with cash 

c. Cash collected for fees earned 

d. Land purchased for cash 
 

 

ANS: D DIF: Difficult REF: P. 61 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 44. Which of the following would decrease stockholders' equity? 

a. Stock issued for cash 

b. Expenses paid with cash 

c. Repayment of notes payable 

d. Land purchased for cash 
 

 

ANS: B DIF: Difficult REF: P. 61,62 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 45. Which of the following are true? 

a. The effect of every transaction is an increase or a decrease in one or more the accounting 

equation elements 

b. The two sides of the accounting equation are always equal 

c. Stockholders' equity is increased by amounts invested by stockholders 

d. All are true 
 

 

ANS: D DIF: Moderate REF: P. 61,62 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 46. _____________ are accounting reports that provide summarized information of the transactions of 

a company. 

a. accounting equation 

b. economic events 

c. financial statements 

d. transactions 
 

 

ANS: C DIF: Easy REF: P. 62 OBJ: 3 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 47. A business increases stockholders' equity by __________. 

a. Earning revenues in excess of expenses 

b. Paying dividends 

c. Buying more assets 

d. Having more expenses than revenues 
 

 

ANS: A DIF: Easy REF: P. 62 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 48. The order in which the financial statements are normally prepared would be. 

a. balance sheet, cash flows, income statement, retained earnings 

b. income statement, retained earnings, balance sheet, cash flows 

c. cash flows, balance sheet, income statement, retained earnings 

d. balance sheet, income statement, retained earnings, cash flows 
 

 

ANS: B DIF: Moderate REF: P. 64 OBJ: 3 

TOP: AICPA - FN - Reporting MSC: AACSB Reflective  
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 49. The order in which expenses are listed on the income statement is determined by 

a. size with the largest expense listed first. 

b. size with the smallest expense listed first. 

c. alphabetical order starting with the a’s and moving down the alphabet. 

d. alphabetical order starting with the z’s and moving up the alphabet. 
 

 

ANS: A DIF: Moderate REF: P. 64 OBJ: 3 

TOP: AICPA - FN - Reporting MSC: AACSB Reflective  

 

 50. The effect of net income will be to  

a. increase operating activities in the statement of cash flows 

b. increase cash and stockholders’ equity 

c. increase retained earnings and stockholders’ equity 

d. increase cash and operating activities in the statement of cash flows 
 

 

ANS: C DIF: Moderate REF: P. 64 OBJ: 3 

TOP: AICPA - FN - Reporting MSC: AACSB Reflective  

 

 51. The company has been in operation for only one month and during the month the revenues were 

$15,642 and operating expenses were $9,425. If the ending balance in retained earnings is $2,717, 

then the amount of dividends paid was 

a. $3,500 

b. $6,217 

c. $8,934 

d. cannot be determined with the information given 
 

 

ANS: A 

$15,642 - $9,425 = $6,217 = net income 

$6,217 - $2,717 = $3,500 =  dividends 

 

DIF: Moderate REF: P. 64 OBJ: 3 TOP: AICPA - FN - Reporting 

MSC: AACSB Reflective  

 

 52. The order in which liabilities on the balance sheet should be listed would be 

a. the order that they will be paid in cash 

b. alphabetical order 

c. the size of the liability with the smallest first 

d. the size of the liability with the largest first 
 

 

ANS: A DIF: Moderate REF: P. 65 OBJ: 3 

TOP: AICPA - FN - Reporting MSC: AACSB Reflective  

 

 53. Which of the following liabilities should be listed first on the balance sheet? 

         Accounts payable due in one month $2,000 

         Note due within 5 days $1,000 

         Note payable due in 6 months $4,000 

a. Accounts payable 

b. Note due in 5 days 

c. Note payable due in 6 months 

d. any order 
 

 

ANS: B DIF: Moderate REF: P. 65 OBJ: 3 

TOP: AICPA - FN - Reporting MSC: AACSB Reflective  
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 54. The first month of operation showed the net cash from operating activities to be $3760, the net 

cash from investing activities to be ($5415), and the ending cash balance to be $2,425. The net 

cash from financing activities must be 

a. $770 

b. $4,080 

c. ($11,600) 

d. $11,600 
 

 

ANS: B 

$3,760 + ($5,415) + financing activity = $2,425 

financing activity = $4,080 

 

DIF: Moderate REF: P. 65 OBJ: 3 TOP: AICPA - FN - Reporting 

MSC: AACSB Reflective  

 

 55. The income statement for August indicates net income of $50,000. The corporation also paid 

$10,000 in dividends during the same period. If there was no beginning balance in stockholders' 

equity, what is the ending balance in stockholders' equity? 

a. $40,000 

b. $50,000 

c. $10,000 

d. $60,000 
 

 

ANS: A DIF: Moderate REF: P. 63-65 OBJ: 3 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 56. The balance sheet reports the _________ of the entity’s assets, liabilities, and stockholders’ 

equity. 

a. accounting period total 

b. cumulative total 

c. transaction total 
 

 

ANS: B DIF: Moderate REF: P. 66 OBJ: 4 

TOP: AICPA - FN - Reporting MSC: AACSB Reflective  

 

Exhibit 2-1 

 

 Total Assets Total Liabilities 

Beginning of the year $100,000 $ 50,000 

End of the year $500,000 $350,000 
 

 

 57. Refer to Exhibit 2-1. What is net income assuming no stock was issued, and no dividends were 

paid? 

a. $100,000 

b. $300,000 

c. $150,000 

d. $50,000 
 

 

ANS: A DIF: Difficult REF: P. 66-69 OBJ: 5 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  
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 58. Refer to Exhibit 2-1. What is net income assuming no stock was issued, and dividends of $25,000 

were paid? 

a. $10,000 

b. $60,000 

c. $125,000 

d. $300,000 
 

 

ANS: C DIF: Difficult REF: P. 66-69 OBJ: 5 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 59. Refer to Exhibit 2-1. What is net income assuming $50,000 of stock was issued, and no dividends 

were paid? 

a. $100,000 

b. $50,000 

c. $70,000 

d. $10,000 
 

 

ANS: B DIF: Difficult REF: P. 66-69 OBJ: 5 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 60. Refer to Exhibit 2-1. What is net income assuming $50,000 of stock was issued, and $25,000 of 

dividends were paid? 

a. $75,000 

b. $50,000 

c. $70,000 

d. $10,000 
 

 

ANS: A DIF: Difficult REF: P. 66-69 OBJ: 5 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 61. Declaring and paying cash dividends affects which balance sheet accounts? 

a. Cash only 

b. Stockholders' equity only 

c. Cash and stockholders' equity 

d. Cash and capital stock 
 

 

ANS: C DIF: Easy REF: P. 60 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 62. Buying land for cash affects which balance sheet accounts? 

a. Cash only 

b. Stockholders' equity only 

c. Cash and stockholders' equity 

d. Cash and land 
 

 

ANS: D DIF: Moderate REF: P. 58,59 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 63. Receiving cash for fees earned affects which balance sheet accounts? 

a. Cash only 

b. Stockholders' equity only 

c. Cash and stockholders' equity 

d. Cash and capital stock 
 

 

ANS: C DIF: Moderate REF: P. 59 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  
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 64. At the end of the period, ABC Co. pays dividends. The effect of this transaction is to __________. 

a. Decrease retained earnings and capital stock 

b. Decrease cash and retained earnings 

c. Decrease cash only 

d. Decrease retained earnings only 
 

 

ANS: B DIF: Moderate REF: P. 59,60 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 65. Paying expenses affects which financial statement elements? 

a. Cash only 

b. Stockholders' equity only 

c. Cash and stockholders' equity 

d. Cash and capital stock 
 

 

ANS: C DIF: Moderate REF: P. 59,60 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 66. When revenues for a period exceed the expenses used to earn the revenues, the financial condition 

of the business __________. 

a. May improve in the future 

b. Has remained unchanged 

c. Has declined 

d. Has improved 
 

 

ANS: D DIF: Easy REF: P. 67 OBJ: 5 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 67. Young Company has $16,000 in Retained Earnings, $27,000 in Assets, and $5,000 in Liabilities. 

How much is in Common Stock? 

a. $36,000. 

b. $15,000. 

c. $5,000. 

d. $6,000. 
 

 

ANS: D DIF: Moderate REF: P. 66-69 OBJ: 5 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 68. The payment of a liability __________. 

a. Decreases assets and stockholders' equity 

b. Increases assets and decreases liabilities 

c. Decreases assets and increase liabilities 

d. Decreases assets and decreases liabilities 
 

 

ANS: D DIF: Moderate REF: P. 66-69 OBJ: 5 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 69. Which of the following transactions results in an increase in revenues? 

a. Sale of land for cash equal to the land's historical cost 

b. Sale of merchandise inventory for cash 

c. Receipt of cash from the sale of stock 

d. Receipt of cash from a bank loan 
 

 

ANS: B DIF: Moderate REF: P. 66-69 OBJ: 5 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  
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 70. Analyzing comparative financial statements by computing percentages of each item is called 

__________. 

a. The income statement 

b. Horizontal analysis 

c. Percentage basis accounting 

d. Vertical analysis 
 

 

ANS: D DIF: Easy REF: P. 69 OBJ: 6 

TOP: AICPA FN - Risk  MSC: AACSB Analytic  

 

 71. ___________ computes the percentages of each item within a statement to a total within the 

statement. 

a. Vertical analysis 

b. Horizontal analysis 

c. Accounting equation 

d. Balance sheet analysis 
 

 

ANS: A DIF: Easy REF: P. 69 OBJ: 6 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 72. Which type of analysis might indicate whether the cost of sales had increase as a percentage of 

sales from one year to another? 

a. Horizontal analysis 

b. Vertical analysis 

c. Accounting equation 

d. Balance sheet analysis 
 

 

ANS: B DIF: Moderate REF: P. 70 OBJ: 6 

TOP: AACSB FN - Risk  MSC: AACSB Analytic  

 
TRUE/FALSE 

 

 1. The basic elements of a financial accounting system include a framework for preparing financial 

statements. 

 

ANS: T DIF: Moderate REF: P. 54 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 2. The accounting equation is expressed as follows: Assets = Liabilities - Stockholders' Equity 

 

ANS: F DIF: Moderate REF: P. 54 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 3. Any given transaction must affect all three parts of the accounting equation.  

 

ANS: F DIF: Moderate REF: P. 54 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 4. The accounting equation can be expressed: Assets - Liabilities = Stockholders' Equity 

 

ANS: T DIF: Moderate REF: P. 54 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  
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 5. The two sides of the accounting equation do NOT have to be equal. 

 

ANS: F DIF: Moderate REF: P. 54 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 6. The effect of every transaction is an increase or a decrease in one or more of the accounting 

equation elements. 

 

ANS: T DIF: Moderate REF: P. 54 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 7. A transaction can affect at most two elements of the accounting equation.  

 

ANS: F DIF: Moderate REF: P. 54 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 8. A company may show a positive net income but be headed for bankruptcy.  

 

ANS: T DIF: Moderate REF: P. 55 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 9. A business receives $10,000 cash for a sale of merchandise, and records this receipt of cash as an 

increase in equipment by mistake. The accounting equation is still in balance. 

 

ANS: T DIF: Moderate REF: P. 56 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 10. It is possible for a transaction to change the makeup of assets, but to NOT affect assets in total.  

 

ANS: T DIF: Moderate REF: P. 56 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 11. Equality of the accounting equation means that no errors have occurred.  

 

ANS: F DIF: Moderate REF: P. 56 OBJ: 1 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 12. When capital stock is issued by a corporation for cash, both the income statement and the balance 

sheet are affected. 

 

ANS: F DIF: Moderate REF: P. 57 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 13. Borrowing money from the bank will increase liabilities. 

 

ANS: T DIF: Moderate REF: P. 57,58 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 14. Purchasing land for cash will have no effect on stockholders’ equity.  

 

ANS: T DIF: Moderate REF: P. 58 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  
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 15. Fees earned and paid in cash will increase operating activity cash flows as well as retained 

earnings.. 

 

ANS: T DIF: Moderate REF: P. 59 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 16. Miscellaneous expenses are expenses that have an undetermined amount to be paid.  

 

ANS: F DIF: Moderate REF: P. 59 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 17. Dividends are distributions of business earnings to stockholders.  

 

ANS: T DIF: Moderate REF: P. 59 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 18. The payment of utilities expense in cash would affect the operating activities in the statement of 

cash flows and the income statement but not the balance sheet.  

 

ANS: F DIF: Moderate REF: P. 59,60 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 19. The payment of a cash dividend increases total assets. 

 

ANS: F DIF: Moderate REF: P. 59,60 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 20. International accounting standards require the same four financial statements that are required 

under U.S. GAAP. 

 

ANS: T DIF: Moderate REF: P. 61 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 21. International accounting standards require two years of historical information be provided while 

three years are required under U.S. GAAP. 

 

ANS: F DIF: Moderate REF: P. 61 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 22. Revenues increase stockholders' equity.  

 

ANS: T DIF: Moderate REF: P. 62 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 23. Stockholders’ equity is decreased by stockholders’ investments.  

 

ANS: F DIF: Moderate REF: P. 62 OBJ: 2 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 24. Normally, the first financial statement to be prepared is the cash flows statement  

 

ANS: F DIF: Moderate REF: P. 64 OBJ: 3 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  
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 25. Normally, the last financial statement to be prepared is the statement of retained earnings.  

 

ANS: F DIF: Moderate REF: P. 64 OBJ: 3 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 26. The income statement is prepared before the balance sheet.  

 

ANS: T DIF: Moderate REF: P. 64 OBJ: 3 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 27. The statement of retained earnings must be prepared before the balance sheet. 

 

ANS: T DIF: Moderate REF: P. 64 OBJ: 3 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 28. Normally expenses are reported under the heading “Miscellaneous Expenses”.  

 

ANS: F DIF: Moderate REF: P. 64 OBJ: 3 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 29. The beginning balance of the retained earnings is zero when a company is beginning operations.  

 

ANS: T DIF: Moderate REF: P. 64 OBJ: 3 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 30. Accounts payable is always listed first under the liabilities section of the balance sheet. 

 

ANS: F DIF: Moderate REF: P. 65 OBJ: 3 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 31. The statement of cash flows lists the net cash from operating activities, net cash from research 

activities and net cash from financing activities to determine the net change in cash.  

 

ANS: F DIF: Moderate REF: P. 65 OBJ: 3 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 32. The cash flows from operating activities and net income are related and are not normally equal..  

 

ANS: T DIF: Moderate REF: P. 65 OBJ: 3 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 33. The ending balances of the accounts from one accounting period become the beginning balances 

of the next period. 

 

ANS: T DIF: Moderate REF: P. 66 OBJ: 4 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 34. An increase in net income suggests that a company’s operations are profitable and that the 

company is growing. 

 

ANS: F DIF: Moderate REF: P. 67 OBJ: 5 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  
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 35. By keeping a running total of the effects of transactions, the accounting equation provides a 

framework for summarizing the effects of a series of transactions.  

 

ANS: T DIF: Moderate REF: P. 67,68 OBJ: 5 

TOP: AICPA FN - Reporting MSC: AACSB Reflective  

 

 36. In vertical analysis, each item on the income statement is shown a s a percentage of total assets..  

 

ANS: F DIF: Moderate REF: P. 69 OBJ: 6 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 37. Horizontal analysis shows the percentage of each item within a statement to a total in the 

statement. 

 

ANS: F DIF: Moderate REF: P. 69 OBJ: 6 

TOP: AICPA FN  - Reporting MSC: AACSB Analytic  

 
ESSAY  

 

 1. What are the basic elements of a financial accounting system?  

 

ANS:  

A financial accounting system is designed to produce financial statements. The basic elements of a 

financial accounting system include: 

 

(1) A set of rules for determining what, when, and the amount that should be recorded for economic 

events 

(2) A framework for preparing financial statements 

(3) One or more controls to determine whether errors may have arisen in the recording process. 
 

 

DIF: Moderate REF: P. 54 OBJ: 1 TOP: AICPA FN - Reporting 

MSC: AACSB Reflective  

 

 2. The accounting equation "Assets = Liabilities + Stockholders' Equity" is affected by transactions. 

Is it possible to have a transaction that only impacts one financial element of the equation? Two 

elements? Give examples. 

 

ANS:  

Yes to both questions. Examples include: (1) increase cash and decrease equipment; (2) increase 

cash and increase stockholders' equity. 

 

DIF: Difficult REF: P. 54 OBJ: 1 TOP: AICPA FN - Reporting 

MSC: AACSB Reflective  
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 3. What are the three built in controls that transactions have been analyzed, reported and summarized 

correctly? 

 

ANS:  

A financial accounting system is designed to produce financial statements. The basic elements of a 

financial accounting system include: 

 

(1) The accounting equation must be in balance. 

(2) The ending balance in cash in the statement of cash flows is the same as the cash shown under assets 

on the balance sheet. 

(3) The net income on the income statement must be the same as the net effects of revenues and 

expenses under retained earnings. 
 

 

DIF: Moderate REF: P. 54 OBJ: 1 TOP: AICPA FN - Reporting 

MSC: AACSB Reflective  

 

 4. Explain how the four financial statements are linked. 

 

ANS:  

A financial accounting system is designed to produce 4 financial statements. The income 

statement, statement of retained earnings, and statement of cash flows are linked to an element of 

the balance sheet. 

(1) The income statement shows the net effects of revenues and expenses which effects the retained 

earnings on the balance sheet. 

(2) The statement of retained earnings reflects the net income and dividends paid and shows how 

retained earnings in the balance sheet moves from the beginning balance to the ending balance. 

(3) The statement of cash flows explains how the cash balance in the balance sheet moves from the 

beginning balance to the ending balance by looking a t the cash effects of operating, investing and 

financing activities. 
 

 

DIF: Moderate REF: P. 61-69 OBJ: 2,3,5 TOP: AICPA FN - Reporting 

MSC: AACSB Reflective  

 

 5. How can a company earn a large net income and have a small balance in retained earnings?  

 

ANS:  

The company may pay out most of their earnings in dividends. 

 

DIF: Difficult REF: P. 56-69 OBJ: 2,3,4,5 TOP: AICPA FN - Reporting 

MSC: AACSB Reflective  

 

 6. Suppose that your business had $100,000 of current liabilities that must be paid within the next 

few months and your current assets only totaled $70,000 and sales are slow. Identify two ways to 

finance the extra amount needed to pay your current liabilities. 

 

ANS:  

The business could issue more stock and receive equity financing or the company could borrow 

money on a note and receive debt financing. 

 

DIF: Difficult REF: P. 56 - 69 OBJ: 2,3,4,5 TOP: AICPA FN - Reporting 

MSC: AACSB Reflective  
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 7. If you cold pick a single source of cash for your business ( from the statement of cash flows), what 

would it be and why? 

 

ANS:  

Cash can be generated from operating activities, investing activities, and financing activities. The 

most desirable source of cash is from operations. Operations are continuing and will continue to 

generate cash. Business can finance its own growth and there is less risk of not being able to pay 

liabilities. 

 

DIF: Difficult REF: P. 65-69 OBJ: 2,3,4,5 TOP: AICPA FN - Reporting 

MSC: AACSB Reflective  

 

 8. Describe how vertical analysis can be used to analyze and evaluate a company's performance.  

 

ANS:  

By computing percentages of each item within a statement to a total for (or within) the statement, 

these percentages can be compared from year-to-year. 

 

In the balance sheet, each asset item is stated as a percent of the total assets. Each liability and 

stockholders' equity item is stated as a percent of total liabilities and stockholders' equity. 

 

In the income statement, each item is stated as a percent of sales. 

 

DIF: Moderate REF: P. 69,70,71 OBJ: 6 TOP: AICPA FN - Risk 

MSC: AACSB Reflective  

 
PROBLEM 

 

 1. Determine the missing amount for each of the following: 

 

ASSETS = LIABILITIES + STOCKHOLDERS’ EQUITY 

X  $45,000  $158,000 

$294,000  X  $172,000 

$96,000  $35,000  X 
 

 

ANS:  

 

ASSETS = LIABILITIES + STOCKHOLDERS’ EQUITY 

X= $203,000  $45,000  $158,000 

$294,000  X= $122,000  $172,000 

$96,000  $35,000  X = $61,000 
 

 

DIF: Moderate REF: P. 54 OBJ: 1 TOP: AICPA FN - Reporting 

MSC: AACSB Analytic  
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 2. Determine the missing amounts on the following summaries of the balance sheet and income 

statement data for Barron, Inc. 

 

 Barron, Inc. 

December 31, 2006:  

   Assets $ 556, 602 

   Liabilities (a) 

   Stockholders’ equity (b) 

  

Increase (decrease) in assets, liabilities, and stockholders’ equity during 2007:  

   Assets $42,116 

   Liabilities $26,633 

   Stockholders’ equity $15,483 

  

December 31, 2007:  

   Assets (c) 

   Liabilities $441,856 

   Stockholders’ equity (d) 
 

 

ANS:  

 
 Barron, Inc. 

December 31, 2006:  

   Assets $ 556, 602 

   Liabilities (a) = $415,223 

   Stockholders’ equity (b)=$141,379 

  

Increase (decrease) in assets, liabilities, and stockholders’ equity during 2007:  

   Assets $42,116 

   Liabilities $26,633 

   Stockholders’ equity $15,483 

  

December 31, 2007:  

   Assets (c)=$598,718 

   Liabilities $441,856 

   Stockholders’ equity (d)= $156,862 

 

a = $441,856 - $26,633 = $415,223 

b = $556,602 - $415,223 = $141,379 

c = $556,602 + 42,116 = $598,718 

d = $598,718 - $441,856 = $156,862 

 

DIF: Difficult REF: P. 54 OBJ: 1 TOP: AICPA FN - Reporting 

MSC: AACSB Analytic  
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 3. Part A 

Indicate the effect of each transaction during the month of October 2006 and the balances for the 

accounting equation after all transactions have been recorded. An accounting equation has been 

provided. 

 

a. Opened a business bank account for Ole, Inc., with an initial deposit of $40,000 in exchange for 

capital stock. 

b. Paid rent on the office building for the month of $2,000 

c. Received cash for fees earned of $5,000 

d. Purchased equipment $7,000 

e. Borrowed $20,000 by issuing a note payable 

f. Paid salaries for the month $1,000 

g. Received cash for fees earned of $8,000 

h. Paid dividends, $3,000 

i. Paid interest on the note, $100 

 

 

Assets  =  Liabilities  +  Stockholders' Equity 

 Cash Equipment Notes Payable Capital Stock Retained Earnings 

a.      

b.      

c.      

d.      

e.      

f.      

g.      

h.      

i.      

Bal.      
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Part B 

Using the information from Part A, prepare (1) an income statement, (2) a statement of retained 

earnings, (3) a balance sheet, and (4) a statement of cash flows for the month of October. 

 

Ole, Inc. 

Income Statement 
 

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

 

 

Ole, Inc. 

Statement of Retained Earnings 
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Ole, Inc. 

Balance Sheet 
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Ole, Inc. 

Statement of Cash Flows 
 

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   
 

 

ANS:  

Part A 

 

Assets  =  Liabilities  +  Stockholders' Equity 

 Cash Equipment Notes Payable Capital Stock Retained Earnings 

a. 40,000   40,000  

b. -2,000    -2,000 Rent Expense 

c.  5,000    5,000 Fees Earned 

d. -7,000 7,000    

e. 20,000  20,000   

f. -1,000    

-1,000 Salaries 

Expense 

g.  8,000    8,000 Fees Earned 

h. -3,000    -3,000 Dividends 

i.   -100    -100 Interest Expense 

Bal. 59,900 7,000 20,000 40,000 6,900 
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Part B 

 

Ole, Inc. 

Income Statement 

For the Month Ended October 31, 2006 

Revenues:   

     Fees Earned  $13,000 

Expenses:   

     Rent Expense $2,000  

     Salaries Expense 1,000  

     Interest Expense    100  

          Total Expenses    3,100 

Net Income  $ 9,900 

 

 

Ole, Inc. 

Statement of Retained Earnings 

For the Month Ended October 31, 2006 

Retained Earnings, October 1,2006  0 

Add: Net Income  $9,900 

Less Dividends   (3,000) 

Retained Earnings, October 31, 2006  $6,900 

 

 

Ole, Inc. 

Balance Sheet 

October 31, 2006 

Assets   

Cash $59,900  

Equipment   7,000  

Total Assets  $66,900 

Liabilities   

Liabilities   

Notes Payable  $20,000 

Stockholders' Equity   

Capital Stock $40,000  

Retained Earnings   6,900  46,900 

Total liabilities and Stockholders' Equity  $66,900 
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Ole, Inc. 

Statement of Cash Flows 

For the Month Ended October 31, 2006 

Cash flows from operating activities:   

     Cash receipts from operating activities  $13,000  

     Cash payments for operating activities    3,100  

Net cash flows from operating activities  $ 9,900  

   

Cash flows from investing activities:   

     Cash payments for equipment  (7,000) 

   

Cash flows from financing activities:   

     Cash receipts from issuing capital stock $40,000   

     Cash receipts from note payable 20,000   

     Cash payments for dividends (3,000)  

Net cash flows from financing activities    57,000  

Cash as of October 31, 2006  $ 59,900  
 

 

DIF: Difficult REF: P. 54-66 OBJ: 1,2,3,4 TOP: AICPA FN - Reporting 

MSC: AACSB Analytic  

 

 4. The financial statements of Weems, Inc. are shown below. By analyzing the interrelationships 

between the financial statements, fill in the amounts left blank for (a) through (n). 

 

Weems, Inc. 

Income Statement 

For the Month Ended October 31, 2006 

Revenues:   

     Fees Earned  (a) 

Expenses:   

     Rent Expense $2,000  

     Salaries Expense (b)  

     Utility Expense 500  

     Interest Expense 250  

     Miscellaneous Expense 250  

          Total Expenses  5,000 

Net Income    (c) 

 

 

Weems, Inc. 

Statement of Retained Earnings 

For the Month Ended October 31, 2006 

Retained Earnings, October 1, 2006  0 

Add: Net Income  $19,000 

Less Dividends  (d) 

Retained Earnings, October 31, 2006  $17,000 
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Weems, Inc. 

Balance Sheet 

October 31, 2006 

Assets   

Cash $47,000  

Equipment      (e)  

Total Assets       (f) 

Liabilities   

Liabilities   

Notes Payable  $10,000 

Stockholders' Equity   

Capital Stock $45,000  

Retained Earnings      (g)      (h) 

Total liabilities and Stockholders' Equity  $72,000 

 

 

Weems, Inc. 

Statement of Cash Flows 

For the Month Ended October 31, 2006 

Cash flows from operating activities:   

     Cash receipts from operating activities  $    (i) 

     Cash payments for operating activities    5,000 

Net cash flows from operating activities  $     (j) 

   

Cash flows from investing activities:   

     Cash payments for equipment  (k) 

   

Cash flows from financing activities:   

     Cash receipts from issuing capital stock   

     Cash receipts from note payable   

     Cash payments for dividends      (l)  

Net cash flows from financing activities      (m) 

Cash as of October 31, 2006  $   (n) 
 

 

ANS:  

 

(a) 24,000 (b) 2,000 (c) 19,000 (d) 2,000 (e) 25,000 

(f) 72,000 (g) 17,000 (h) 62,000 (i) 24,000 (j) 19,000 

(k) (25,000) (l) 2,000 (m) 53,000 (n) 47,000   
 

 

DIF: Difficult REF: P. 62-65, 66-69  OBJ: 3,5 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  
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 5. The following amounts (in alphabetical order) were taken from the accounting records of Wolfe 

Consulting, Inc., as of December 31, 2006. Wolfe began operations on January 1, 2006.  

 

Capital stock $12,500 

Cash 49,375 

Dividends 31,250 

Fees earned 422,875 

Interest expense 6,000 

Land 156,125 

Miscellaneous expense 9,375 

Notes payable 50,000 

Rent expense 45,000 

Retained earnings (on 1/1/2006) 0 

Salaries expense 100,000 

Taxes expense 37,500 

Utilities expense 50,000 

 

Prepare (1) an income statement, (2) a statement of retained earnings, (3) a balance sheet, and (4) a 

statement of cash flows for the year ending December 31, 2006. 

 

Wolfe Consulting, Inc. 

Income Statement 
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Wolfe Consulting, Inc. 

Statement of Retained Earnings 
 

   

   

   

   

   

   

   

   

 

 

Wolfe Consulting, Inc. 

Balance Sheet 
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Wolfe Consulting, Inc. 

Statement of Cash Flows 
 

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   
 

 

ANS:  

 

Wolfe Consulting, Inc. 

Income Statement 

For the Year Ended December 31, 2006 

Revenues:   

     Fees Earned  $422,875 

Expenses:   

     Salaries Expense $100,000  

     Utilities Expense  50,000  

     Rent Expense 45,000  

     Tax Expense 37,500  

     Miscellaneous Expense 9,375  

     Interest Expense   6,000  

          Total Expenses   247,875 

Net Income  $175,000 
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Wolfe Consulting, Inc. 

Statement of Retained Earnings 

For the Year Ended December 31, 2006 

Retained Earnings, January 1, 2006  $      0 

Add: Net Income  $175,000 

Less Dividends    31,250 

Retained Earnings, December 31, 2006  $143,750 

 

 

Wolfe Consulting, Inc. 

Balance Sheet 

December 31, 2006 

Assets   

Cash $ 49,375  

Land  156,875  

Total Assets  $206,250 

Liabilities   

Liabilities   

Notes Payable  50,000 

Stockholders' Equity   

Capital Stock  12,500 

Retained Earnings  143,750 

Total liabilities and Stockholders' Equity  $206,250 

 

 

Wolfe Consulting, Inc. 

Statement of Cash Flows 

For the Year Ended December 31, 2006 

Cash flows from operating activities:   

     Cash receipts from operating activities  $422,875  

     Cash payments for operating activities   247,875  

Net cash flows from operating activities  $175,000  

   

Cash flows from investing activities:   

     Cash payments for land  (156,875) 

   

Cash flows from financing activities:   

     Cash receipts from issuing capital stock $12,500   

     Cash receipts from note payable 50,000   

     Cash payments for dividends (31,250)  

Net cash flows from financing activities    31,250  

Cash as of December 31, 2006  $ 49,375  
 

 

DIF: Difficult REF: P. 62-65, 66-69  OBJ: 3,5 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  
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 6. Lou's Laundry and Dry Cleaning incorporated and started business on January 1, 2006. Although 

excellent with laundry and dry cleaning, the owner knows nothing about accounting. The owner 

has hired you to perform the accounting and record-keeping for his business.  

Part A 

Enter the following transactions into the following accounting equation provided. 

 

Jan. 2 Lou's Laundry and Dry Cleaning began business by depositing $30,000 in a checking account 

in the name of Lou's Laundry and Dry Cleaning, Inc. Capital stock is issued. 

 2 Borrowed $6,000 from City Bank for 5 years and signed a promissory note with an annual 

interest rate of 9%. 

 3 Purchased equipment from Washers Wholesale, $16,200. 

 3 Purchased supplies costing $3,000 from Suds 'n Stuff with cash. 

 4 Paid one month's rent for business space in Pine Plaza, $1,000. 

 12 Services provided to customers during the first half of January totaled $6,700. All services 

were paid for in cash. 

 13 Paid employees for the first two weeks in January, $1,120. 

 28 Paid wages for January 15 – 28, $1,120. 

 31 Services provided the second half of January totaled $16,500. 

  All services were paid for in cash. 

 31 Received and paid the utility bill, $500. 

 31 Received and paid the telephone bill, $250. 

 31 Declared and paid dividends to the stockholders, $2,140. 

 

 

Assets  =  Liabilities  +  Stockholders' Equity 

  

 

Cash 

 

 

Supplies 

 

 

Equipment 

 

Notes 

Payable 

 

Capital 

Stock 

 

Retained 

Earnings 

Type of Retained 

Earnings 

Transaction 
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Part B 

Using the information from Part A, prepare (1) an income statement, (2) a statement of retained 

earnings, (3) a balance sheet, and (4) a statement of cash flows. 

 

Lou's Laundry and Dry Cleaning, Inc. 

Income Statement 
 

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

 

 

Lou's Laundry and Dry Cleaning, Inc. 

Statement of Retained Earnings 
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Lou's Laundry and Dry Cleaning, Inc. 

Balance Sheet 
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Lou's Laundry and Dry Cleaning, Inc. 

Statement of Cash Flows 
 

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   
 

 

ANS:  

Part A 

 

Assets  =  Liabilities  +  Stockholders' Equity 

 

 

Jan. 

 

 

Cash 

 

 

Supplies 

 

 

Equipment 

 

Notes 

Payable 

 

Capital 

Stock 

 

Retained 

Earnings 

Type of Retained 

Earnings 

Transaction 

2 30,000    30,000   

2  6,000   6,000    

3 (16,200)  16,200     

3  (3,000) 3,000      

4  (1,000)      (1,000) Rent expense 

12  6,700      6,700 Revenue 

13  (1,120)      (1,120) Salary expense 

28  (1,120)      (1,120) Salary expense 

31 16,500     16,500 Revenue 

31    (500)        (500) Utility expense 

31    (250)        (250) Telephone expense 

31  (2,140)      (2,140) Dividends 

Bal. 33,870 3,000 16,200 6,000 30,000 17,070  
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Part B 

 

Lou's Laundry and Dry Cleaning, Inc. 

Income Statement 

For the month ended January 31, 2006 

Revenues:  $23,200 

Expenses:   

     Salary expense 2240  

     Rent expense 1000  

     Utility expense 500  

     Telephone expense 250  

          Total expenses    3,990 

Net income  $19,210 

 

 

Lou's Laundry and Dry Cleaning, Inc. 

Statement of Retained Earnings 

For the month ended January 31, 2006 

Beginning Retained Earnings,January 1, 2006  $0 

Add: Net income  19,210 

Less: Dividends    2,140 

Ending Retained Earnings, December 31, 2006  $17,070 

 

 

Lou's Laundry and Dry Cleaning, Inc. 

Balance Sheet 

January 31, 2006 

Assets   

Cash $33,870  

Supplies 3,000  

Equipment  16,200  

Total Assets  $53,070 

Liabilities   

Notes Payable  $6,000 

Stockholders' Equity   

Capital Stock $30,000  

Retained Earnings  17,070  

Total Stockholders' Equity   47,070 

Total Liabilities and Stockholders' Equity  $53,070 

 



92   ♦   Chapter 2 

 

Lou's Laundry and Dry Cleaning, Inc. 

Statement of Cash Flows 

For the Month Ended January 31, 2006 

Cash flows from operating activities:   

     Cash receipts from operating activities  $23,200  

     Cash payments for operating activities    3,990  

Net cash flows from operating activities  $19,210  

   

Cash flows from investing activities:   

     Cash payments for supplies ($ 3,000)  

     Cash payments for equipment (16,200)  

Net cash flows from investing activities  (19,200) 

   

Cash flows from financing activities:   

     Cash receipts from issuing capital stock $30,000   

     Cash receipts from note payable 6,000   

     Cash payments for dividends  (2,140)  

Net cash flows from financing activities   33,860  

Cash as of January 31, 2006  $33,870  
 

 

DIF: Difficult REF: P. 54-69 OBJ: 1,2,3,4,5 TOP: AICPA FN - Reporting 

MSC: AACSB Analytic  

 

 7. Mac's Mobile Wash incorporated and started business on September 1, 2006. Mac brings his big 

rig truck to companies to wash their semi-trucks. Although excellent with washing semis, the 

owner knows nothing about accounting. The owner has hired you to perform the accounting and 

record-keeping for his business. 

 

Part A 

Enter the following transactions into the accounting equation provided. 

 

Sep. 2 Mac's Mobile Wash began business by depositing $50,000 in a checking account in the name 

of Mac's Mobile Wash, Inc. Capital stock was issued. 

 2 Borrowed $8,000 from City Bank for 5 years and signed a promissory note with an annual 

interest rate of 9%. 

 3 Purchased equipment from Washers Wholesale, $26,200. 

 3 Purchased supplies costing $3,000 from Suds 'n Stuff for cash. 

 4 Paid one month's rent for business space in U-STOR-IT, $1,000 (record this as an expense, ). 

 5 Paid $4,200 for advertising to appear in the Pine Press newspaper this month. 

 12 Services provided to customers during the first half of September totaled $7,700 cash. 

 12 Paid employees for hours worked during the first two weeks of September, $1,500. 

 20 Borrowed another $4,000 from City Bank. 

 28 Paid wages for September 15 – 28, $1,500. 

 30 Services provided the second half of September totaled $16,500 cash. 

 30 Received and paid the water bill, $750. 

 30 Declared and paid dividends to the stockholders, $2,000. 
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Assets  =  Liabilities  +  Stockholders' Equity 

  

 

Cash 

 

 

Supplies 

 

 

Equipment 

 

Notes 

Payable 

 

Capital 

Stock 

 

Retained 

Earnings 

Type of Retained 

Earnings 

Transaction 

        

        

        

        

        

        

        

        

        

        

        

        

        

 

Part B 

Using the information from Part A, prepare (1) an income statement, (2) a statement of retained 

earnings, (3) a balance sheet, and (4) a statement of cash flows. 

 

Mac's Mobile Wash, Inc. 

Income Statement 
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Mac's Mobile Wash, Inc. 

Statement of Retained Earnings 
 

   

   

   

   

   

   

   

   

 

 

Mac's Mobile Wash, Inc. 

Balance Sheet 
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Mac's Mobile Wash, Inc. 

Statement of Cash Flows 
 

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

 

Part C 

Use the ending balances from Part B. Now, assume it is the next month (month two) for Mac's 

Mobile Wash, Inc. Following are the transactions for October. Record these transactions in the 

accounting equation provided. 

 

Oct. 1 Paid $1,000 on the note payable (assume that there is no interest charge). 

 2 Received $2,000 cash for services (washes) 

 5 Purchased additional supplies of $1,500 (the supplies from September have not been used up) 

 10 Received $500 cash for services (washes) 

 15 Paid employees for hours worked during the first two weeks of October, $1,500. 

 18 Received $2,000 cash for services (washes). 

 20 Issued an additional $10,000 capital stock for cash. 

 31 Services (washes) provided the second half of September totaled $10,500 cash. 

 31 Received and paid the water bill $950. 

 31 Paid this month's rent for business space in U-STOR-IT, $1,000 

 31 Paid employees for hours worked during the last two weeks of October, $1,500. 
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Assets  =  Liabilities  +  Stockholders' Equity 

  

 

Cash 

 

 

Supplies 

 

 

Equipment 

 

Notes 

Payable 

 

Capital 

Stock 

 

Retained 

Earnings 

Type of Retained 

Earnings 

Transaction 

Beg. Bal. 46,050 3,000 26,200 12,000 50,000 13,250  

        

        

        

        

        

        

        

        

        

        

        

        

        

 

Part D 

Using the completed accounting equation from Part C, prepare (1) an income statement, (2) a 

statement of retained earnings, (3) a balance sheet, and (4) a statement of cash flows. 

 

Mac's Mobile Wash, Inc. 

Income Statement 
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Mac's Mobile Wash, Inc. 

Statement of Retained Earnings 
 

   

   

   

   

   

   

   

   

 

 

Mac's Mobile Wash, Inc. 

Balance Sheet 
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Mac's Mobile Wash, Inc. 

Statement of Cash Flows 
 

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   
 

 

ANS:  

Part A 

 

Assets  =  Liabilities  +  Stockholders' Equity 

  

 

Cash 

 

 

Supplies 

 

 

Equipment 

 

Notes 

Payable 

 

Capital 

Stock 

 

Retained 

Earnings 

Type of Retained 

Earnings 

Transaction 

2  50,000    50,000   

2   8,000   8,000    

3  (26,200)  26,200     

3   (3,000) 3,000      

4   (1,000)       (1,000) Rent expense 

5 
 

  (4,200)       (4,200) Advertising expense 

12   7,700       7,700 Revenue 

14   (1,500)       (1,500) Salary expense 

20   4,000   4,000    

28   (1,500)       (1,500) Salary expense 

30  16,500      16,500 Revenue 

30     (750)         (750) Water expense 

30   (2,000)       (2,000) Dividends 

Bal.  46,050 3,000 26,200 12,000 50,000  13,250  
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Part B 

 

Mac's Mobile Wash, Inc. 

Income Statement 

For the Month Ended September 30, 2006 

Revenues:  $24,200 

Expenses:   

     Advertising expense $4,200  

     Salary expense 3,000  

     Rent expense 1,000  

     Water expense    750  

          Total expenses    8,950 

Net income  $15,250 

 

 

Mac's Mobile Wash, Inc. 

Statement of Retained Earnings 

For the Month Ended September 30, 2006 

Beginning Retained Earnings, September 1, 2006  $0 

Add: Net income  15,250 

Less: Dividends    2,000 

Ending Retained Earnings, September 30, 2006  $13,250 

 

 

Mac's Mobile Wash, Inc. 

Balance Sheet 

September 30, 2006 

Assets   

Cash  $46,050 

Supplies  3,000 

Equipment   26,200 

Total Assets  $75,250 

Liabilities   

Note payable  $12,000 

Stockholders' Equity   

Capital Stock  50,000 

Retained earnings   13,250 

Total liabilities and Stockholders' Equity  $75,250 
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Mac's Mobile Wash, Inc. 

Statement of Cash Flows 

For the Month Ended September 30, 2006 

Cash flows from operating activities:   

     Cash receipts from operating activities  $24,200  

     Cash payments for operating activities    8,950  

Net cash flows from operating activities  $15,250  

   

Cash flows from investing activities:   

     Cash payments for supplies ($ 3,000)  

     Cash payments for equipment (26,200)  

Net cash flows from investing activities  (29,200) 

   

Cash flows from financing activities:   

     Cash receipts from issuing capital stock $50,000   

     Cash receipts from note payable 12,000   

     Cash payments for dividends  (2,000)  

Net cash flows from financing activities   60,000  

Cash as of September 30, 2006  $46,050  

 

Part C 

 

Assets  =  Liabilities  +  Stockholders' Equity 

  

 

Cash 

 

 

Supplies 

 

 

Equipment 

 

Notes 

Payable 

 

Capital 

Stock 

 

Retained 

Earnings 

Type of Retained 

Earnings 

Transaction 

Beg. Bal. 46,050 3,000 26,200 12,000 50,000 13,250  

1  (1,000)    (1,000)    

2  2,000      2,000 Revenue 

5  (1,500) 1,500      

10    500        500 Revenue 

15  (1,500)      (1,500) Salary expense 

18  2,000      2,000 Revenue 

20 10,000    10,000   

31 10,500     10,500 Revenue 

31    (950)        (950) Water expense 

31  (1,000)      (1,000) Rent expense 

31  (1,500)      (1,500) Salary expense 

Bal. 63,600 4,500 26,200 11,000 60,000 23,300  

 

Part D 

 

Mac's Mobile Wash, Inc. 

Income Statement 

For the Month Ended October 31, 2006 

Revenues:  $15,000 

Expenses:   

     Salary expense $3,000  

     Rent expense 1,000  

     Water expense    950  

          Total expenses  $ 4,950 

Net income  $10,050 
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Mac's Mobile Wash, Inc. 

Statement of Retained Earnings 

For the Month Ended October 31, 2006 

Beginning Retained Earnings, October 1, 2006  $13,250 

Add: Net income  10,050 

Less: Dividends  $     0 

Ending Retained Earnings, October, 31, 2006  $23,300 

 

 

Mac's Mobile Wash, Inc. 

Balance Sheet 

October 31, 2006 

Assets   

Cash $63,600  

Supplies 4,500  

Equipment  26,200  

Total Assets  $94,300 

Liabilities   

Note payable  $11,000 

Stockholders' Equity   

Capital Stock  60,000 

Retained earnings   23,300 

Total liabilities and Stockholders' Equity  $94,300 

 

 

Mac's Mobile Wash, Inc. 

Statement of Cash Flows 

For the Month Ended October 31, 2006 

Cash flows from operating activities:   

     Cash receipts from operating activities  $15,000  

     Cash payments for operating activities    4,950  

Net cash flows from operating activities  $10,050  

   

Cash flows from investing activities:   

     Cash payments for supplies  ($ 1,500) 

   

Cash flows from financing activities:   

     Cash receipts from issuing capital stock $10,000   

     Cash payment on note payable  (1,000)  

Net cash flows from financing activities    9,000  

Net increase in cash  $17,550  

October 1, 2006 cash balance   46,050  

October 31, 2006 cash balance  $63,600  
 

 

DIF: Difficult REF: P. 54- 69 OBJ: 1,2,3,4,5 TOP: AICPA FN - Reporting 

MSC: AACSB Analytic  
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 8. WillSell Realty Corporation had the following balance sheet amounts. Place these amounts into 

the appropriate spots in the accounting equation provided and determine the balance of Building. 

 

Accounts Payable $ 6,000 

Accounts Receivable 1,000 

Building ? 

Cash 3,000 

Capital Stock $19,000 

Equipment 6,000 

Land 8,000 

Retained Earnings 2,000 

 

 

Assets  =  Liabilities  +  Stockholders' Equity 

 

Cash 

Accounts 

Receivable 

 

Building 

 

Land 

 

Equipment 

Accounts 

Payable 

Capital 

 Stock 

 

Retained Earnings 

        
 

 

ANS:  

 

Assets  =  Liabilities  +  Stockholders' Equity 

 

Cash 

Accounts 

Receivable 

 

Building 

 

Land 

 

Equipment 

Accounts 

Payable 

Capital 

 Stock 

 

Retained Earnings 

3,000 1,000 9,000 8,000 6,000 6,000 19,000 2,000 
 

 

DIF: Moderate REF: P. 56-62, 65-66  OBJ: 2,4 

TOP: AICPA FN - Reporting MSC: AACSB Analytic  

 

 9. The following are included in Ace Auto Parts, Inc.'s December 31, 2006 balance sheet: 

 

Accounts Receivable $ 50,000 

Building 100,000 

Cash 60,000 

Land 130,000 

Accounts Payable 40,000 

Notes Payable 70,000 

Stockholders' Equity ? 

 

Below are the balances for December 31, 2007 

 

Accounts Receivable $ 75,000 

Building 100,000 

Cash 150,000 

Land 130,000 

Accounts Payable 60,000 

Notes Payable 50,000 

Stockholders' Equity ? 

 

Analyze the changes in these balances and determine net income for 2005, assuming that the only 

change to stockholders' equity is from net income.  
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ANS:  

 

  

Assets 

 

= 

 

Liabilities 

 

+ 

Stockholder's 

Equity 

  50,000   40,000   

 100,000     

  60,000     

 130,000   70,000   

Bal. 12/31/2006 340,000  110,000  230,000 

 

 

  

Assets 

 

= 

 

Liabilities 

 

+ 

Stockholder's 

Equity 

  75,000     

 100,000     

 150,000   60,000   

 130,000   50,000   

Bal. 12/31/2007 455,000  110,000  345,000 

 

 

Stockholders' Equity ending balance $345,000 

Stockholders' Equity beginning balance  230,000 

Change - Net income $115,000 
 

 

DIF: Difficult REF: P. 56 -69 OBJ: 2,3,4,5 TOP: AICPA FN - Reporting 

MSC: AACSB Analytic  
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CASE  

 

PepsiCo's Financial Statements 

Answer the following question(s) using these selected portions of PepsiCo's financial statements. 
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Basic Accounting Concepts   ♦   111 
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 1. Refer to PepsiCo's Financial Statements. Prepare a comparative vertical analysis for the balance 

sheets for 2001 and 2000 for the asset accounts. Make sure that your total = 100%.  

 

ANS:  

 

 2001 2000* 

Cash 3.1% 5.0% 

Short term investments 4.5% 2.2% 

Accounts Receivable 9.9% 10.3% 

Inventory 6.0% 5.7% 

Prepaid expenses 3.5% 3.8% 

Property Plant and Equipment 31.7% 31.6% 

Intangible assets 22.3% 22.7% 

Investments in Unconsolidated Affiliates 13.2% 14.4% 

Other assets 5.8% 4.2% 

 
*Note: 2000 off due to rounding. 

 

DIF: Difficult REF: P. 69-71 OBJ: 6 TOP: AICPA FN - Risk 

MSC: AACSB Analytic  
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 2. Refer to PepsiCo's Financial Statements. Prepare vertical analysis for PepsiCo for 2001 for the 

following: 

     Net sales 

     Cost of sales 

     Gross Profit (you may have to compute this number) 

     Operating Profit 

     Net Income  

 

ANS:  

 

 2001 

Net sales 100.0% 

Cost of sales 40.0% 

Gross Profit 60.0% 

Operating Profit 14.9% 

Net Income 9.9% 
 

 

DIF: Difficult REF: P. 69-71 OBJ: 6 TOP: AICPA FN - Risk 

MSC: AACSB Analytic  

 

 3. Refer to PepsiCo's Financial Statements and answer the following questions: 

 

(a) Did PepsiCo issue any stock in 2001? If so, how much and where might this information be found? 

(b) Did PepsiCo repurchase any stock in 2001? If so, how much and where might this information be 

found? 
 

 

ANS:  

 

(a) No. The information is in the Stockholders' Equity section of the Balance sheet. 

(b) No. The information is in the Stockholders' Equity section of the Balance sheet. 
 

 

DIF: Difficult REF: P. 62-69 OBJ: 3,4,5 TOP: AICPA FN - Reporting 

MSC: AACSB Reflective  

 

 4. Refer to PepsiCo's Financial Statements. PepsiCo's cash balance decreased from 2000 to 2001. 

Just looking at the balance sheet, do you think this a good or bad thing? What other short-term 

asset accounts might you consider in answering this question?  

 

ANS:  

Cash declined, but there is a subtotal of cash and short -term investments that shows an increase 

from 2000 to 2001. It appears that there is a better usage of funds, by placing more in an area that 

will earn a return. 

 

DIF: Difficult REF: P. 56-69 OBJ: 2,3,4,5 TOP: AICPA FN - Reporting 

MSC: AACSB Reflective  


