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Study Guide
Chapter 1


Questions 1 – 6, Two points each (no partial credit)

For each situation below, indicate its effects on the accounting elements shown on the accompanying chart.  Use the following letters to indicate your answer (you do not need to enter amounts):


Increase  =  I  

Decrease  =  D  
    No effect  =  N
1.
Derek Co. acquired cash from the owners to begin business operations. 

	Assets
	Liabilities
	Equity
	Revenues
	Expenses
	Net Income
	Cash 

	
	
	
	
	
	
	


2.
Ergo Co. provided services to its customers for cash. 

	Assets
	Liabilities
	Equity
	Revenues
	Expenses
	Net Income
	Cash 

	
	
	
	
	
	
	


3.
Freight Co. borrowed cash from the Local Bank. 

	Assets
	Liabilities
	Equity
	Revenues
	Expenses
	Net Income
	Cash 

	
	
	
	
	
	
	


4.
Galaxy Co. incurred operating expenses and paid cash. 

	Assets
	Liabilities
	Equity
	Revenues
	Expenses
	Net Income
	Cash 

	
	
	
	
	
	
	


5. 
Halley Co. purchased land for cash. 

	Assets
	Liabilities
	Equity
	Revenues
	Expenses
	Net Income
	Cash 

	
	
	
	
	
	
	


6.
Iris Co. made a cash distribution to its owners

	Assets
	Liabilities
	Equity
	Revenues
	Expenses
	Net Income
	Cash 

	
	
	
	
	
	
	


Multiple-Choice Problems

Questions 1 – 19, Two points each (no partial credit)  Place your answer in the box provided next to each question.


1.
The Jersey Company provided services to a customer for $1,000 cash.  Which of the following statements related to this transaction are false?


a.
Total assets would increase.


b.
Total liabilities would not be affected.


c.
Retained earnings would not be affected.


d.
Cash flow from operating activities would increase.

2.
The following amounts were drawn from the records of Kansas Co.:  Total Assets = $1,100; Common stock = $300; Retained Earnings = $200.  Based on this information, total liabilities must be equal to:


a.
$300


b.
$600


c.
$800


d.
$900

3.
During 2005, the following events occurred at Lance Co.: owners invested $10,000 of cash; revenue of $20,000 was earned; the company borrowed $4,000 from the bank; expenses of $13,000 were incurred; and $2,000 cash was distributed to the owners.  What was Lance's net income for 2005?


a.
$  1,000


b.
$  5,000


c.
$  7,000


d.
$11,000

4.
Mars Co. borrowed $8,000 cash.  As a result of this event:


a.
Assets increased.


b.
Expenses increased.


c.
Stockholders’ equity increased.


d.
Revenue increased.

5.
Nevada Co. purchased land for $2,000 cash.  As a result of this event:


a.
Cash flow from operating activities would decrease.


b.
Cash flow from investing activities would increase.


c.
Cash flow from financing activities would decrease.


d.
Cash flow from investing activities would decrease.

The following information applies to Questions 6 - 10.

At the beginning of 2006, Oslo Co. had the following account balances:


Assets


$10,000


Liabilities

    6,000


Common stock
    3,000


Retained Earnings
    1,000

During 2006 the following cash events occurred:

a.
Provided services to customers for $8,000.

b.
Repaid $2,000 of debt.

c.
Owners invested an additional $3,000 in the business.

d.
Incurred operating expenses of $5,000.

e.
Dividends amounted to $1,000.

6.
Oslo's net income for 2006 was:


a.
$1,000


b.
$2,000


c.
$3,000


d.
$4,000

7.
Total assets at the end of 2006 are:


a.
$  3,000


b.
$13,000


c.
$15,000


d.
$18,000

8.
Total liabilities at the end of 2006 are:


a.
$       0


b.
$4,000


c.
$6,000


d.
$8,000


  9.
Common stock at the end of 2006 is:


a.
$3,000


b.
$4,000


c.
$5,000


d.
$6,000

10.
Retained earnings at the end of 2006 are:


a.
$1,000


b.
$2,000


c.
$3,000


d.
$4,000


11. 
The following information is available for Plano Co. for 2009:



Sales




$5,500,000



Net Earnings



     400,000



Stockholders’ Equity


  2,000,000



EPS




           2.00



Current stock price


         37.00



Number of shares outstanding
     200,000


What is Plano Company’s P/E ratio?


a.  
  2.8 times


b.  
  5.0


c.  
  5.5


d. 
18.5

12.
Razor Co. borrowed $1,000 from the Town & Country Bank.  Which of the following elements of financial statements would not be immediately affected by this event?


a.
Assets


b.
Liabilities


c.
Revenues


d.
Cash

13.
Which of the following statements is true?


a.
Net income is an account on the balance sheet.


b.
Cash flow from operating activities appears on the income statement.


c.
Beginning and ending cash balances appear on the statement of changes in stockholders’ equity.

d. Retained earnings is an account that appears on both the balance sheet and the statement of changes in stockholders’ equity.

14.
Which of the following statements is true?


a.
An increase in net income will always cause stockholders’ equity on the balance sheet to increase.


b.
An increase in assets is always the result of revenues earned.


c.
A decrease in liabilities will be reflected in the investing section of the statement of cash flows.


d.
A distribution will decrease common stock on the balance sheet.

15.
Which of the following would appear in the investing section of the statement of cash flows?


a.
A stock-brokerage firm earns revenue by providing investment advice.


b.
A business purchases land on which to build an office.


c.
The owners of a company invest cash in the business.


d.
A company repays money it had borrowed from the local bank.

16.  
Based on the P/E ratios provided for the following companies, determine which company investors seem to be least optimistic about regarding its potential for future growth.



Company:
Nedra

Porter

Tully

Wall


P/E Ratio:
 12.3

 16.8

 17.9

 25.4


a.  
Nedra


b.  
Porter


c.  
Tully


d. 
Wall

17.
Sterling Co. provided services to customers and received cash.  Which of the following choices reflects how this event would affect the company’s financial statements?

	
	Assets
	=
	Liab.
	+
	Equity
	
	Rev
	
	Exp.
	=
	Net Inc.
	
	Cash Flow

	a.
	I
	
	N
	
	N
	
	I
	
	N
	
	N
	
	I

	b.
	I
	
	N
	
	I
	
	I
	
	N
	
	I
	
	I

	c.
	N
	
	N
	
	I
	
	I
	
	N
	
	I
	
	I

	d.
	N
	
	N
	
	N
	
	I
	
	N
	
	I
	
	I


18.
Texas Co. incurred operating expenses and paid cash.  Which of the following choices reflects how this event would affect the company’s financial statements?

	
	Assets
	=
	Liab.
	+
	Equity
	
	Rev
	
	Exp.
	=
	Net Inc.
	
	Cash Flow

	a.
	D
	
	N
	
	D
	
	D
	
	N
	
	D
	
	D

	b.
	N
	
	D
	
	D
	
	N
	
	I
	
	D
	
	D

	c.
	D
	
	D
	
	N
	
	N
	
	N
	
	N
	
	D

	d.
	D
	
	N
	
	D
	
	N
	
	I
	
	D
	
	D


19.
Utah Co. borrowed cash from the Corner Bank.  Which of the following choices reflects how this event would affect the company’s financial statements?

	
	Assets
	=
	Liab.
	+
	Equity
	
	Rev.
	
	Exp.
	=
	Net Inc.
	
	Cash Flow

	a.
	I
	
	I
	
	N
	
	N
	
	N
	
	N
	
	I

	b.
	I
	
	I
	
	I
	
	I
	
	N
	
	I
	
	I

	c.
	I
	
	I
	
	N
	
	N
	
	I
	
	D
	
	I

	d.
	N
	
	I
	
	D
	
	N
	
	I
	
	D
	
	I


Exercise-Type Problems

(50 Points for this section, partial credit will be given)

P-1.
Wyoming Co. began its operations on January 1, 2005.  During 2005 it had the following cash transactions.

a.
The owners invested $10,000 in the business.

b.
Provided services to customers for $6,000.

c.
Borrowed $5,000 from the Local Bank.

d.
Incurred $2,500 in expenses.

e.
Made a $1,500 distribution to the owners.

Required:

1.
Explain how each of these transactions would affect Wyoming's accounting equation using the form provided below.  Use brackets, (  ), to indicate amounts being subtracted.  The first transaction has been done as an example.

2.
Prepare an income statement, statement of changes in stockholders’ equity, balance sheet, and statement of cash flows.  Use the forms provided below.

Form for requirement 1 – (10 Points)








         Stockholders’ Equity    _    







 Common

Retained

Event

Assets
   =
Liabilities
+
    Stock    
+
Earnings
   a.

10,000




10,000

   b.



   c.

   d.

   e.

Totals

2A. (10 Points)
Wyoming Company

Income Statement

For the Year Ended December 31, 2005

Revenues








$

Expenses








 


Net income








$



2B.  (10 Points)

Wyoming Company

Statement of Changes in Stockholders’ Equity

For the Year Ended December 31, 2005

Beginning Common stock



$

   Plus:  Investments







Ending Common stock






$


Beginning Retained Earnings



$

   Plus:  Net Income

   Less:  Dividends








Ending Retained Earnings










Total Stockholders’ Equity






$


2C.  (10 Points)

Wyoming Company

Balance Sheet

As of December 31, 2005

Assets:


Cash








$


Total Assets








$


Liabilities:


Note payable







$

Total Liabilities

Stockholders’ Equity:


Common stock



$


Retained Earnings



____________

Total Stockholders’ Equity






 


Total Liabilities and Stockholders’ Equity




$


2D.  (10 Points)
Wyoming Company

Statement of Cash Flows

For the Year Ended December 31, 2005

Cash Flows from Operating Activities:

Cash Receipts from Revenue


$


Cash Payments for Expenses





Net Cash Flow from Operating Activities




$

Cash Flow from Investing Activities:
Cash Flows from Financing Activities:

Cash Receipts from Owners' Investments



Cash Receipts from Borrowed Funds


Cash Payments for Dividends





Net Cash Flow from Financing Activities




                        
Net Increase in Cash







$
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