QU ESTION 1

a. Evaluate the following |tems, “and determine the correct item and amount to report on the income
statement for each, using the accrual basis of accounting for the referenced period of time. Show
your work where possible!

i. Company Z had beginning accounts receivable of $8,000. The company reported cash
sales $100,000. The ending accounts receivable amounted to $18,000.
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ii. Atthe beginning of the year, Company Y purchased and expensed an item of equipment for
$20,000. The equipment has a 4-year life, and will be worthless after four years.
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iii. There was no wages payable at the beginning of the year. E Company paid $145,000 in wages
during the year, and owed an additional $12,000 at year’s end.
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b. Outline the specific GAAPs that provide a guide to reporting the correct amounts for part a of this
question. (hint: not all of the GAAP!— only the select ones that apply to part a)
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QUESTION 2

What is the more appropriate tax rate for taxpayers to use when assessing their tax burden? Marginal
tax rate or Average tax rate? Be sure to outline each of these terms in your answer.
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QUESTION 3
Distinguish among the types of cash flows resulting from operating, financing and investing activities. In
your brief description, provide at least one example of each of these activities as a way to illustrate the

differences.
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QUESTION 4

Listed below in random order are the items to be included in the balance sheet of ZZZZ Lodge, Inc. at
December 31, 2002:

Equipment Original Cost............ $48,100 Buildings Original Cost............. $447,200
Land Original Cost........ccccveeeeen. 510,000 Common Shares/Stock .............. 100,000
Accounts Payable......ccccceeeeeeennnns 40,100 (0F= 1 o IO 10,300
Accounts Receivable .................... 19,400 Salaries Payable .........cccccuvveennneen. 21,000
Utilities Payable .......cccceeeeveeeenneen. 8,000 Retained Earnings.......cccceeeeevveeeiciveeennns ?
Land Loan ........................ 405,000 (Of which 15,000 is to be paid within one year)
Accumulated Depreciation for Equipment ..o 40,000
Accumulated Depreciation for Building.. .o 100,000

Additional information:

Accrued Net Income (year ending 2002) $100,000

Interest expense (adjusted for tax) (for the year 2002) $18,000
You are quite certain the market value of land and buildings has not changed since the original purchase
date.

Please use the information above to answer the following parts a to d.



b. Use TWO ratios or equations to test each of the following financial terms for ZZZZ Lodge, Inc. In
addition, provide a brief explanation of the term and result of your ratio/value.
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a. Prepare a balance sheet at December 31, 2002. Include a proper heading and organize your balance
sheet. You will need to compute the amount to be shown for retained earnings.

2777 Lodge
Batance Sheet: Dec 31, 2002
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¢. Assess and comment on the use of financial leverage by ZZZZ Lodge, Inc. Be sure to define the

concept and impact of financial leverage in your explanations and use the appropriate ratios in your
assessment.
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d. A banker friend has suggested to ZZZZ Lodge, Inc. owners that they should try to eliminate all risk

from their business. Briefly describe the two types of risk facing the firm and how each of these risk
types can be measured and minimized.
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QUESTION 4

a. Your cblleague is cdnsidering 'changing her business structure to a public corporation. Outline_three
major reasons why she would want to change to this type of structure.
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b. Your colleague has decided to stay as a sole proprietor business structure. Outline three major
reasons why she would want to stay in this type of structure.
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c. Describe the term “limited liability” and explain how it applies to each of the business structures
from parts a and b?
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QUESTION 6

Use the accounting equation to assess the owner equity of this firm and use Debt/Equity ratio and
Percent Ownership ratio to assess this firm’s financial position. Please show your work!
Data: A brand new company has a building costing $10,000, machinery costing $5,000, cash of
$700, and a bank loan of $10,850.
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Cooking the Books. You found out today that you do not have to follow GAAP! List THREE ways of
ignoring GAAP that would result in a higher net income for your firm. Your answers should be based
upon GAAP and accounting rules as opposed to using any illegal or odd sales/services.
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QUESTION 8

Firm A Firm B Firm C
Debt $2 $40 $15
Equity $8 $60 $35
Total Assets $10 $100 $50

a. Given the above balance sheets of three firms, which firm appears to have greater financial
leverage? What will be the effect of this financial leverage on each of the firms. Be specific!
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b. Outline the difference between operating and financial leverage for the firm. Be sure to define each
term in your explanation.
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QUESTION 9

ABCD Corp,
Balance Sheet Values
Total Assets

Total Liabilities

If the owners of ABCD Corp had invested $30,000 in the bxﬁ_e;iuring September and made no
withdrawals, ABCD’s income (loss) for September was:

a. 529,000
b. $67,000
c. 51,000
d. ($1,000)

e. none of the above

s

Show your work if possible.
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QUESTION 10

A goal for all firms is to make their Return on Equity (ROE) as high as possible over the long term. Qutline
at least two ways that managers can make ROE high (as discussed in class).
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QUESTION 11

Janet Smith is the owner of her own business. All accounts at the beizpiﬁiiné-b_f-the year were zero. On
December 31, Smith’s assets, liabilities, revenue and expense were:

INSUraNCe EXPENSE ....ccvvivvieeriieieeeieeviesenenees $3,000 p L
Accounts Payable ........cccccoviiiiiieniiinniice e 4,000 L A
Depreciation EXPENSES ......ccoecvveeviieeireenieniiennieens 900 f )R S1500 AV LoD
Accounts Receivable ........ccoccvvvvviviiieiiiieriiiinnnn, 5,000
RENE EXPENSES .ooveveerierrieieietesee e nessseesesens 2,500 CO?)” 14 000D
CaSh e e 14,000 .
Salaries EXPENSE .......ccovvverveereevereerseneenserens 19,000 INV +00 lan 4,00
EQUIPMENT .ttt 11,000 ¢ gUP }) 000 %@un’
Supplies EXPeNnse ......ccveeveeeriiiiiiiceeiniicieinneninen 1,200 6
Equipment loan (not due this year) .................. 4,600 [
Revenue for Services Performed ................... 45,000 - %bO’D
INVENTONY ..ooviiiiiieiiieerieree e rerer e reernrer e s semenes e 700 TA %O?@ 'L
a. On December 31, total assets are equal to:

a. $25,700

b. $19,700

c.$22,100 D 20700

d. $30,700

e. none of the above

b. On December 31, ACCRUED net income is equal to: (be sure you are using accrued values)
a. $18,400
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d. On December 31, owner equity was equal to: M
a. $16,000 C
b. $67,100 - G-w
c. $22,100 121 0D W
d. $9,700 ﬂm& UZO
e. none of the above — '
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