
Exam Content:

Q1 Essay 20 min 25 pts

Q2 Assemble set of financials 20 min 26 pts

Q3 Which section of cash flows? 5 min 8 pts

Q4 Normal account balances 5 min 10 pts

Q5 Transaction journal entries 8 min 18 pts

Q6 Adjusting journal entries 9 min 9 pts

Q7 Adjusting journal entries 20 min 30 pts

Q8 Closing journal entries 5 min 8 pts

Q9 Identify reversing entries 5 min 8 pts

Q10 JCPenney financials   10 min    12 pts

107 min 154 pts
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Instructions:
1. If you want to identify yourself, use only your Concordia student identification number. 
2. Budget your time wisely.
3. Show all work and computations.  Incorrect answers on the problems that are accompanied by

computations are eligible for partial credit.
4. You may use a calculator and a straight-edge.  You may not use your text or any notes.  This exam

is closed-book, closed-notes, and closed-neighbor.
5. An exam is not important enough to compromise your honor.  Please do not cheat.  Anyone caught

cheating will be severely disciplined according to Concordia policy.  The penalties for cheating on
this exam, or facilitating cheating, are listed in the syllabus.

6. Dr. Albrecht believes that each question has sufficient information to be worked.
7. Good luck.



Question 1  In class, Dr. Albrecht identified several controversies being debated at the current time. 
Pick one and identify what are the competing sides of the controversy.  Then, very briefly, explain the
reasons for each side.

* Who should be the beneficiaries of financial accounting information?
* Should there be one set of global accounting standards?
* Should the U.S. adopt IFRS?



Question 2  On the blank sheet of paper provided to you, prepare a complete set of financial statements
in good form.  No abbreviations are allowed.  All balance sheet items are for year end unless stated
otherwise.  

Financing activities   8,000 
Equipment (net of depreciation)   52,800 
Beginning common stock 27,000 
Accounts Payable 31,600 
Dividends 0 
Service revenue    13,500 
Cost of goods sold expense 15,000 
Insurance expense 4,200 
Notes Payable(current)   10,000 
Prepaid insurance 7,300 
Accounts Receivable   24,600 
Land 20,000 
Salaries Payable 5,000 
Long-term debt 83,000 
Sales revenue 51,000 
Salary Expense  29,500 
Cash 21,900 
Inventory 15,200 
Building (net of depreciation) 84,000 
Unearned Revenue 7,000 
Operating activities 25,900 
Investing activities (17,000)
Common stock issued  15,800 
Ending retained earnings ? 



Question 3  Which section of statement of cash flows?
Identify if the following transactions are accounted for on the Statement of Cash Flows as an
operating activity (OA), investing activity (IA), financing activity (F A) or not applicable (NA).

Interest paid

Purchase of subsidiary company

Dividends paid

Sale of used equipment 

Credit purchases

Repaid loan

Issue debt

Paid to suppliers

Received from customers

Issued common stock

Question 4  For each account listed below, identify if the normal balance is a debit or credit by
circling the best response.

1 Unearned Rent Revenue Debit Credit

2 Interest Revenue Debit Credit

3 Supplies Expense Debit Credit

4 Equipment Debit Credit

5 Insurance Expense Debit Credit

6 Accounts Receivable Debit Credit

7 Depreciation Expense Debit Credit

8 Note Payable Debit Credit

9 Retained Earnings Debit Credit

10 Dividends Debit Credit

11 Prepaid Insurance Debit Credit

12 Rent Revenue Debit Credit

13 Supplies on Hand Debit Credit

14 Interest Payable Debit Credit

15 Accumulated Depreciation Debit Credit



Question 5  The following accounting events apply to Reed Company’s 2004 fiscal year.  They are not

necessarily in chronological order.  Write the required journal entry for each event in the space
provided.

Received cash collections from accounts receivable amounting to $31,000.

Paid $17,000 in advance for one-year of renting space.

Purchased $17,000 of merchandise inventory on credit.

Bought a building for $35,000.  Est. salvage value is $5,000, expected useful life is ten years.

Sold land for $25,000 cash.  This land is carried on the balance sheet at a book value of $37,000.



Incurred other operating expenses on account that amounted to $9,000.

Made a cash payment on accounts payable of $17,000.

Acquired $30,000 cash from taking out a bank loan.

Recorded $68,000 of credit sales for merchandise sold during the year.



Question 6  Prepare the necessary adjusting journal entry for each of the following situations.  Do not
abbreviate account titles, and remember to clearly indent for credit entries.

1. The Robins Company received prepayments from customers totaling $15,000 during 2007.  In the
journal entry to record the receipt, Robins recorded unearned revenue.  At year-end it has $2,000

of services remaining to be performed.  What is the year-end adjusting entry at December 31,

2007?

2. McDonough Co. paid $12,000 on August 1, 2007 for 1 year of rent in advance.  In the entry to
record the receipt, McDonough debited Rent Expense and credited Cash.  McDonough is a

calendar-year company.  What is the proper adjusting entry to be made at December 31,

2007?

3. Selent Company has used $1,300 of electrical power for which it has not paid nor recorded.  What

is the proper adjusting entry to be made at December 31, 2007?



Question 7  The Swary Company has prepared the following list of unadjusted account balances (after
transactions but before adjustments) for the year ended December 31, 2002.

Cash $17,000
Accounts receivable 12,000
Inventory 7,000
Supplies 0
Prepaid insurance 0
Equipment 21,000
Accumulated Depreciation 4,000
Capital Stock 25,000
Retained Earnings 22,500
Dividends Distributed 3,000
Cost of Goods Sold Expense 0
Supplies Expense 21,000
Salaries Expense 6,000
Depreciation Expense 0
Insurance expense 6,000
Income Tax Expense          4,000
Accounts Payable 7,500
Salaries Payable 0
Income Taxes Payable 0
Unearned revenue 0
Sales Revenue 38,000

Required: Prepare adjusting entries for

the following situations.

(1) Unearned prepayments by customers at
year end total $3,000.

(2) Accrued income taxes total $400.
(3) Supplies on hand total $500.
(4) Unsold product inventory totals 4,200.
(5) Accrued salaries total $8,500.
(6) Insurance coverage remaining for next

year totals $1,000.
(7) Depreciation expense totals $2,500.
(8) Accrued sales revenue is 6,500.



Question 8 A few real and nominal accounts have been selected from the accounts of the Saldana
company.  Prepare the necessary closing journal entries.

Retained earnings 31,000
Unearned service revenue 16,000
Dividends 4,000
Accumulated depreciation 13,000
Service revenue 40,000
Prepaid supplies 4,000
Supplies expense 8,000



Question 9    Examine the following adjusting entries, and determine which should get reversed at the
start of the next accounting period.  Draw a big circle around those that get reversed

Dec 31 Cost of goods sold expense 75,000
Inventory 75,000

Dec 31 Wages expense 24,000
 Wages payable 24,000

Dec 31 Interest receivable 17,000
 Interest revenue 17,000

Dec 31 Prepaid rent 21,000
Rent expense 21,000

Dec 31 Rent revenue 79,000
Unearned rent revenue 79,000

Dec 31 Insurance expense 48,000
Prepaid insurance 48,000

When finished with the first nine questions, turn in this booklet.
Professor Albrecht will then give you question 10.



Question 10.  Answer the following questions by referring to the JC Penney financial statements.

Who is the audit firm for JC Penney?

Copy the first 12 words of the sentence that gives the auditor’s opinion.

Referring to data for the most recent fiscal year, what is JC Penney’s general or overall balance sheet
equation?

By what percent did JC Penney’s net income change from prior year to most recent year?

By what percent did JC Penney’s gross profit change from 2006 to 2007?

How much was JC Penney’s accounts payable at year end for fiscal 2008 (most recent year)?

What is the retained earnings equation for fiscal 2008 (most recent year)?



On what day does JC Penney’s accounting year start and on what day does it end?

What is the debt to asset ratio for year end, fiscal 2008 (most recent year)?

How much did JC Penney pay in dividends during fiscal 2008 (most recent year)?

How much long term debt did JC Penney pay down during 2008 (most recent year)?

In which fiscal year did JC Penney make the largest payments for capital expenditures?
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Question 1  In class, Dr. Albrecht identified several controversies being debated at the current time. 
Pick one and identify what are the competing sides of the controversy.  Then, very briefly, explain the
reasons for each side.

* Who should be the beneficiaries of financial accounting information?
* Should there be one set of global accounting standards?
* Should the U.S. adopt IFRS?



Question 2 On the blank sheet of paper provided to you, prepare a complete set of financial statements
in good form.  No abbreviations are allowed.  All balance sheet items are for year end unless stated
otherwise.  

Financing activities   8,000 
Equipment (net of depreciation)   52,800 
Beginning common stock 27,000 
Accounts Payable 31,600 
Dividends 0 
Service revenue    13,500 
Cost of goods sold expense 15,000 
Insurance expense 4,200 
Notes Payable(current)   10,000 
Prepaid insurance 7,300 
Accounts Receivable   24,600 
Land 20,000 
Salaries Payable 5,000 
Long-term debt 83,000 
Sales revenue 51,000 
Salary Expense  29,500 
Cash 21,900 
Inventory 15,200 
Building (net of depreciation) 84,000 
Unearned Revenue 7,000 
Operating activities 25,900 
Investing activities (17,000)
Common stock issued  15,800 
Ending retained earnings ? 

Balance Sheet
Current assets

Cash 21,900 
Accounts Receivable 24,600 
Inventory 15,200 
Prepaid insurance    7,300 
Total 69,000 

Property plant equipment
Land 20,000 
Building (net of depreciation) 84,000 
Equipment (net of depreciation)   52,800 
Total 156,800 

Total assets 225,800 

Current liabilities
Salaries Payable 5,000 
Unearned Revenue 7,000 
Accounts Payable 31,600 



Notes Payable(current)   10,000 
Total 53,600 

Long-term debt 83,000 
Total liabilities 136,600 

Stockholders equity
Common Stock 42,800 
Retained Earnings    46,400 
Total SHE   89,200 

Total liabilities & SHE 225,800 

Income statement
Revenues

Sales revenue 51,000 
Service revenue    13,500 
Total revenue 64,500 

Expenses
Cost of goods sold expense 15,000 
Insurance expense 4,200 
Salary Expense  29,500 
Total expense  48,700 

Net income 15,800 

Statement of cash flows
Operating activities 25,900 
Investing activities (17,000)
Financing activities   8,000 
total current cash flow 16,500  
+ beginning cash     5,400  
Ending cash 21,900  

Statement of stockholders equity
Beginning common stock 27,000 
+ common stock issued  15,800 
Ending common stock 42,800 

Beginning retained earnings 30,500 
+Net income  15,900 
Ending retained earnings  46,400 

Ending CS = 
Beginning CS + new issue

Work backwards 
to get ending RE of 43,200.



Question 3 Which section of statement of cash flows?
Identify if the following transactions are accounted for on the Statement of Cash Flows as an
operating activity (OA), investing activity (IA), financing activity (F A) or not applicable (NA).
OA Interest paid

IA Purchase of subsidiary company

FA Dividends paid

IA Sale of used equipment 

NA Credit purchases

FA Repaid loan

FA Issue debt

OA Paid to suppliers

OA Received from customers

FA Issued common stock

Question 4  For each account listed below, identify if the normal balance is a debit or credit by
circling the best response.

1 Unearned Rent Revenue Credit

2 Interest Revenue Credit

3 Supplies Expense Debit

4 Equipment Debit

5 Insurance Expense Debit

6 Accounts Receivable Debit

7 Depreciation Expense Debit

8 Note Payable Credit

9 Retained Earnings Credit

10 Dividends Debit

11 Prepaid Insurance Debit

12 Rent Revenue Credit

13 Supplies on Hand Debit

14 Interest Payable Credit

15 Accumulated Depreciation Credit



Question5  The following accounting events apply to Reed Company’s 2004 fiscal year.  They are not

necessarily in chronological order.  Write the required journal entry for each event in the space
provided.

Received cash collections from accounts receivable amounting to $31,000.

Cash 31,000
Accounts receivable 31,000

Paid $17,000 in advance for one-year of renting space.

Prepaid rent 17,000
Cash 17,000

Purchased $17,000 of merchandise inventory on credit.

Inventory 17,000
Accounts payable 17,000

Bought a building for $35,000.  Est. salvage value is $5,000, expected useful life is ten years.

Building 35,000
Cash 35,000

Sold land for $25,000 cash.  This land is carried on the balance sheet at a book value of $37,000.

Cash 25,000
Loss 12,000

Land 37,000

Incurred other operating expenses on account that amounted to $9,000.

Operating expenses 9,000
Accounts payable 9,000

Made a cash payment on accounts payable of $17,000.

Accounts payable 17,000
Cash 17,000

Acquired $30,000 cash from taking out a bank loan.

Cash 30,000
Notes payable 30,000



Recorded $68,000 of credit sales for merchandise sold during the year.

Accounts receivable 68,000
Sales revenue 68,000

Question 6  Prepare the necessary adjusting journal entry for each of the following situations.  Do not
abbreviate account titles, and remember to clearly indent for credit entries.

1. The Robins Company received prepayments from customers totaling $15,000 during 2007.  In the
journal entry to record the receipt, Robins recorded unearned revenue.  At year-end it has $2,000

of services remaining to be performed.  What is the year-end adjusting entry at December 31,

2007?

Unearned revenue 13,000
Service revenue 13,000

2. McDonough Co. paid $12,000 on August 1, 2007 for 1 year of rent in advance.  In the entry to
record the receipt, McDonough debited Rent Expense and credited Cash.  McDonough is a

calendar-year company.  What is the proper adjusting entry to be made at December 31,

2007?

Prepaid rent 7,000
Rent expense 7,000

3. Selent Company has used $1,300 of electrical power for which it has not paid nor recorded.  What

is the proper adjusting entry to be made at December 31, 2007?

Utilities expense 1,3000
Accounts payable 1,300



Question 7  The Swary Company has prepared the following list of unadjusted account balances (after
transactions but before adjustments) for the year ended December 31, 2002.

Cash $17,000
Accounts receivable 12,000
Inventory 7,000
Supplies 0
Prepaid insurance 0
Equipment 21,000
Accumulated Depreciation 4,000
Capital Stock 25,000
Retained Earnings 22,500
Dividends Distributed 3,000
Cost of Goods Sold Expense 0
Supplies Expense 21,000
Salaries Expense 6,000
Depreciation Expense 0
Insurance expense 6,000
Income Tax Expense          4,000
Accounts Payable 7,500
Salaries Payable 0
Income Taxes Payable 0
Unearned revenue 0
Sales Revenue 38,000

Sales revenue 3,000
Unearned revenue 3,000

Income tax expense 400
Income taxes payable 400

Supplies 500
Supplies expense 500

Cost of goods sold expense 2,800
Inventory 2,800

Salaries expense 8,500
Salaries payable 8,500

Prepaid insurance 1,000
Insurance expense 1,000

Depreciation expense 2,500
Accumulated depreciation 2,500

Accounts receivable 6,500
Sales revenue 6,500

Required: Prepare adjusting entries for

the following situations.

(1) Unearned prepayments by customers at
year end total $3,000.

(2) Accrued income taxes total $400.
(3) Supplies on hand total $500.
(4) Unsold product inventory totals 4,200.
(5) Accrued salaries total $8,500.
(6) Insurance coverage remaining for next

year totals $1,000.
(7) Depreciation expense totals $2,500.
(8) Accrued sales revenue is 6,500.



Question 8 A few real and nominal accounts have been selected from the accounts of the Saldana
company.  Prepare the necessary closing journal entries.

Retained earnings 31,000
Unearned service revenue 16,000
Dividends 4,000
Accumulated depreciation 13,000
Service revenue 40,000
Prepaid supplies 4,000
Supplies expense 8,000

Service revenue 40,000
Retained earnings 40,000

Retained earnings 8,000
Supplies expense 8,000

Retained earnings 4,000
Dividends 4,000



Question 9    Examine the following adjusting entries, and determine which should get reversed at the
start of the next accounting period.  Draw a big circle around those that get reversed

No Dec 31 Cost of goods sold expense 75,000
Inventory 75,000

Yes Dec 31 Wages expense 24,000
 Wages payable 24,000

Yes Dec 31 Interest receivable 17,000
 Interest revenue 17,000

Yes Dec 31 Prepaid rent 21,000
Rent expense 21,000

Yes Dec 31 Rent revenue 79,000
Unearned rent revenue 79,000

No Dec 31 Insurance expense 48,000
Prepaid insurance 48,000
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Exam Content:

Q1 Conservatism 5 min 5 pts
Q2 Historical cost principle 5 min 5 pts
Q3 Expense matching/recognition principle 10 min 9 pts
Q4 Expense 4 min 5 pts
Q5 Multiple step income statement–common size 30 min 30 pts
Q6 Income statement puzzle 5 min 8 pts
Q7 Construct balance sheet 15 min 15 pts
Q8 PV/FV computations 5 min 10 pts
Q9 PV/FV computations 4 min 8 pts
Q10 A more complex PV/FV problem 15 min 20 pts
Q11 Loan with amortization table, entries    12 min    14 pts

110 min 129 pts

Instructions:
1. If you want to identify yourself, use only your Concordia student identification number. 
2. Budget your time wisely.
3. Show all work and computations.  Incorrect answers on the problems that are accompanied by

computations are eligible for partial credit.
4. You may use a calculator and a straight-edge.  You may not use your text or any notes.  This exam

is closed-book, closed-notes, and closed-neighbor.
5. An exam is not important enough to compromise your honor.  Please do not cheat.  Anyone caught

cheating will be disciplined according to Concordia policy.  If you have taken this exam, do not
talk about this exam with anyone who has not yet taken it.

6. Dr. Albrecht believes that each question has sufficient information to be worked.
7. Good luck.



Question 1  In the chapter on accounting concepts and theory, conservatism was put forth as one of the
basic concepts of accounting.  As best you can, define and describe conservatism.  Why is the term
conservatism important in accounting?

Question 2  In the chapter on accounting concepts and theory, the historical cost principle was put forth
as one of the basic concepts of accounting.  As best you can, define and describe the historical cost

principle.  Why is the term important in accounting?



Question 3  List and describe the different aspects of what Professor Albrecht calls the expense

matching principle and what the textbook calls the expense recognition principle.  For each of the parts
of the principle, describe it in a sentence or two and then provide an example.



Question 4  One of the key elements of the financial statements is expense.  As best you can, define and
describe it.  Provide an example (s) to flesh our your definition.



Question 5 The Zilly Ziller Company, a manufacturer of metal attachments for furniture, has reported
the following income statements in single-step format.
 

2008 2007 2006

Sales revenue 3,156,278 3,373,963 3,872,346

Gains 146,738 285,494 153,784

Interest revenue 15,325 18,347 21,689

   Total revenues and gains 3,318,341 3,677,804 4,047,819

Cost of sales 2,563,235 2,632,343 2,342,674

Selling expenses 585,432 523,785 475,823

Administrative expenses 65,789 96,568 74,357

R&D expenses 186,546 216,433 263,854

Interest expense 27,437 37,854 7,346

Losses 237,549 164,385 84,246

   Total expenses and gains 3,665,988 3,671,368 3,248,300

Pre-tax income (347,647) 6,436 799,519

Income tax expense (76,482) 1,416 175,894

Net income (271,165) 5,020 623,625

Required:

(1) On a separate sheet of paper, rearrange the income statements into multiple-step format.

(2) On a second sheet of paper, perform a vertical analysis on your multiple-step income statements. 
Please show tenths of a percentage (e.g., 23.4%).

(3) Perform an horizontal analysis on sales revenue..

(4) Comment on the trends you discern in your analyses.  Be sure to mention the gross margin
percentage in your discussion.



Question 6 Reconstructing an income statement

Gross margin $589,236
Cost of goods sold expense as a percentage of sales 40%
Interest expense as a percentage of operating income 20%
Income tax expense as a percentage of pre-tax income 30%
Operating income as a percentage of sales 20%
Operating expenses as a percentage of sales ? %

Required: Using the above data, prepare a multiple step income statement in reasonably good form.



Question 7  Organizing a balance sheet.  The following account titles belong on a balance sheet.  Sort
them, and prepare a classified balance sheet.

Loans payable (non-current)
Equipment
Bonds payable (non-current)
Common stock
Retained earnings
Cash & equivalents
Short-term investments
Prepaid and other
Funds and fixed term investments (non-current)
Accounts receivable
Accumulated items of other comprehensive income
Inventories
Investments in stock of other companies (non-current)
Land
Buildings
Patents and copyrights
Accounts and other payables
Services or products owed
Treasury stock



Question 8  Compute answers to the following questions.  I recommend that you show all work by
creating and filling in a table of input values.  Be sure to circle your final answer.

PV
FV
N
I
PMT
Type

(1)  $8,295.42 is being invested today in an account earning an annual rate of 7.23%.  To how much
should the account accumulate after 9 years if interest is compounded annually.

(2)  $8,295.42 is being invested today in an account earning an annual rate of 7.23%.  To how much
should the account accumulate after 9 years if interest is compounded quarterly.

(3)  You check an account balance and see that there is $26,970.56.  The account has earned 8.7% per
year for the past 5 years, compounded annually.  What was the account balance five years ago?



(4) 13 years ago, you invested $7,274.75 in an account, and today the account balance is $32,153.65. 
What is the account's rate of interest, if the account pays interest annually?

(5)  How many years does it take $5,285.00 to grow to $14,734.39 if it earns a 8% annual rate of interest,
compounded annually?

Question 9  Compute answers to the following questions.  I recommend that you show all work by
creating and filling in a table of input values.  Be sure to circle your final answer.

PV
FV
N
I
PMT
Type

(1) Today, November 10, 2009, you deposit $1,934 into an account earning 5.7% interest.  You intend to
make five more deposits of $1,934 into the account, on 11/10/10, 11/10/11, 11/10/12, 11/10/13 and
11/10/14.  To how much will the account grow by 11/10/14?  Interest is compounded annually.



(2) Today, November 10, 2009, you deposit $1,934 into an account earning 5.7% interest.  You intend to
make five more deposits of $1,934 into the account, on 11/10/10, 11/10/11, 11/10/12, 11/10/13 and
11/10/14.  To how much will the account grow by 11/10/15?  Interest is compounded annually.

(3) Today, November 10, 2009, you borrow $157,634 for the purchase of production equipment and
agree to make annual repayments of the same amount for 8 years at 5% interest.  The first payment is
scheduled on 11/10/2010.  If the loan is completely repaid after the final payment, then how much is
each payment?

(4) Today November 10, 2009, you borrow $18,320 to purchase a used car and agree to make five
annual payments of the same amount, $2,734, after which the car loan will be completely paid off.  The
first payment is due November 10, 2010.  What interest rate is being charged on the loan?



Question 10  On November 10, 2009, you make the first of 6 equal annual deposits of $9,760 into a

sinking fund (the last is scheduled for November 10,  2014).  On November 10, 2021, you make an
additional deposit of unspecified amount (X).  Beginning on November 10, 2032, you will make the first
nine annual withdrawals of $32,400, after which the fund will be exhausted.  The interest rate 7%
compounded annually for the time prior to 11/10/2018.  After 11/10/2018, the interest rate is 5%.  Please
show all work.

Required:  Calculate the amount of the additional deposit X on November 10, 2021.  Clearly mark your
final answer.



Question 11  On January 1, 2009, you borrow $14,965 and agree to repay it in a series of five annual
payments that incorporate a 6% interest rate.  Each payment is of the standard installment type, with
each being the same size, some of the payment going for interest and some of the payment going for
principal reduction.  The first payment is due December 31,2009.

Required:
(A) Compute the amount of a payment (rounding to the nearest dollar).

(B) Prepare an amortization table for the loan. (Round all amounts to the nearest dollar).  Make sure
that your table has the proper adjustment to end at “0".

(C) Prepare journal entries to account for the loan during 2009 and 2010.
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Question 1  In the chapter on accounting concepts and theory, conservatism was put forth as one of the
basic concepts of accounting.  As best you can, define and describe conservatism.  Why is the term
conservatism important in accounting?

Conservatism is succinctly described as being slow to recognize revenues/gains and quick to
recognize expenses/losses.  With respect to revenue, the revenue recognition principle is strictly
adhered to: that the revenue is completely earned (all work done) and either cash has been received
or it is likely/probable that cash will be received. With respect to expense or loss, the third part of
the expense matching principle (that there is no future value for the asset or expenditure) is
rigorously applied.  

The value of this principle is that optimistically overstating earnings is defined as inappropriate in
the world of accounting.

Question 2  In the chapter on accounting concepts and theory, the historical cost principle was put forth
as one of the basic concepts of accounting.  As best you can, define and describe the historical cost

principle.  Why is the term important in accounting?

In an economy that benefits from a stable currency unit, it is agreed that amounts reported in
financial statements should be valued at their original historical costs.  For depreciable assets,
amortized historical costs are appropriate.  Historical costs are desirable because (1) they reflect
what the company actually paid to acquire the resource, (2) the amounts are verifiable, (3)
subjective valuation of subsequent value is avoided.  The underlying assumption is that historical
costs best permit investors to predict future cash inflows resulting from use of the resource.



Question 3  List and describe the different aspects of what Professor Albrecht calls the expense

matching principle and what the Kieso textbook calls the expense recognition principle.  For each of
the parts of the principle, describe it in a sentence or two and then provide an example.

The expense matching principle serves as a guide for timing which year the cost of conducting
business appears on the income statement.  The general rule is that business costs should appear on
the same income statement on which the revenues (from business spending) appear.  Cost is
matched to revenue.  In other words, the timing of revenue is independently determined, and
associated costs of generating the revenue are linked to it.  The provisions of the expense matching
principle are:

1) Costs that are directly and unmistakably linked to a revenue appear on the same income
statement as the revenue.  Here, it is said that a direct relationship exists between the cost
and the revenue. In professional literature, it is described as a cause and effect relationship. 
Examples are cost of goods sold expense and sales commissions.

 2) Costs that are related to the passage of time or are joint to a number of earnings processes
are allocated to the income statements on which related revenues appear.  It is said that an
indirect relationship exists between the cost and revenue.  A store needs the prior expense of
purchasing the store building, but having the store building means that sales can be made for
several years.  Hence, these prior costs of generating revenue are assigned to an asset
account and then expensed over time as revenues are generated.  Examples are depreciation
expense and amortization of intangible assets.

3) Costs that are necessary for business operations, but for which there is little indirect tie to
specific identifiable revenues, are expensed on the income statement when the funds are
expended.  Examples are advertising and R&D expenditures.

Question 4  One of the key elements of the financial statements is expense.  As best you can, define and
describe it.  Provide an example (s) to flesh our your definition.

In the pursuit of generating revenues, a business expends (spends) money.  These expenditures can
be classified by accounting as either an asset or expense.  An asset is a resource that is intended to
be used in business operations.  An expense is when that resource has been used to generate
revenue.

Expenditures are moved from asset to expense according to the expense matching (recognition)
principle.

With regard to an individual expenditure, it is expensed when (1) a revenue is recognized on the
income statement and all related expenditures (past, present, future) are simultaneously run
through the income statement (direct or indirect relationship between revenue and its cost), or (2)
an asset has been used up (no further value to the asset). 

One way of describing an expense starts with an asset.  An asset is a resource to be used in
business operations in the pursuit of revenue generation.  As the asset is used up, it becomes an
expense.  Another way of looking at what is an expense is that it is the cost of generating a
particular revenue.`



Question 5

(1) On a separate sheet of paper, rearrange the income statements into multiple-step format.

(2) On a second sheet of paper, perform a vertical analysis on your multiple-step income statements.  Please show tenths of a percentage

(e.g., 23.4%).

(3) Perform an horizontal analysis on sales revenue..

(4) Comment on the trends you discern in your analyses.  Be sure to mention the gross margin percentage in your discussion.

2008 Horz Yr to Yr 2007 Horz Yr to Yr 2006 Horz

Sales revenue 3,156,278 100.0% -6.5% 3,373,963 100.0% -12.9% 3,872,346 100.0%

Cost of sales 2,563,235 81.2% 2,632,343 78.0% 2,342,674 60.5%

Gross margin 593,043 18.8% 741,620 22.0% 1,529,672 39.5%

Operating expenses

  Selling expenses 585,432 18.5% 523,785 15.5% 475,823 12.3%

  Administrative expenses 65,789 2.1% 96,568 2.9% 74,357 1.9%

  R&D expenses 186,546 5.9% 216,433 6.4% 263,854 6.8%

Operating income (244,724) -7.8% (95,166) -2.8% 715,638 18.5%

Other

  Interest revenue 15,325 0.5% 18,347 0.5% 21,689 0.6%

  Interest expense (27,437) -0.9% (37,854) -1.1% (7,346) -0.2%

  Gains 146,738 4.6% 285,494 8.5% 153,784 4.0%

  Losses (237,549) -7.5% (164,385) -4.9% (84,246) -2.2%

Pre-tax income (347,647) -11.0% 6,436 0.2% 799,519 20.6%

Income tax expense (76,482) -2.4% 1,416 0.0% 175,894 4.5%

Net income (271,165) -8.6% 5,020 0.1% 623,625 16.1%

(4) Things are not looking good for this company.  Sales revenue is going down each year from 2006 through 2008, and selling expenses

are going up.  In addition, cost of goods sold expense as a percentage of sales is going up each year, resulting in a smaller gross margin

to cover the operating expenses of selling, administrative and research and development.  Also, peripheral losses are increasing each

year, presumably as long-term assets are being written off.  A large gain in 2007 kept income in the black (positive) instead of the red

(negative).



Question 6 Reconstructing an income statement

Gross margin $589,236
Cost of goods sold expense as a percentage of sales 40%
Interest expense as a percentage of operating income 20%
Income tax expense as a percentage of pre-tax income 30%
Operating income as a percentage of sales 20%
Operating expenses as a percentage of sales ? %

Sales 982,060 100% = 589236 /.6
Cost of goods sold expense    392,824    40% = 982060*.4
Gross Margin 589,236 60% = 982060*.6
Selling & Administrative    392,824 40%
Operating income 196,412 20% = 982060*.2
Interest expense      39,282 4% = 20%*.2
Pre-tax income 157,130 16%
Income tax expense      47,139 4.8% = 157130*.3
Net Income 109,991 11,2%



Question 7  Organizing a balance sheet.  The following account titles belong on a balance sheet.  Sort
them, and prepare a classified balance sheet.

Assets
Current

Cash & equivalents
Short-term investments
Accounts receivable
Inventories
Prepaid and other
Total current assets

Noncurrent investments
Funds and fixed term investments (non-current)
Investments in stock of other companies (non-current)
Total noncurrent investments

Property, plant and equipment
Land
Buildings
Equipment
Total property, plant and equipment

Intangible
Patents and copyrights
Total intangible assets

Total Assets

Liabilities
Current

Accounts and other payables
Services or products owed
Total current liabilities

Noncurrent
Loans payable (non-current)
Bonds payable (non-current)
Total noncurrent liabilities

Total liabilities
Stockholders equity

Common stock
Retained earnings
Accumulated items of other comprehensive income
Treasury stock
Total Stockholders equity

Total Liabilities & stockholders equity



Question 8 
(1)  $8,295.42 is being invested today in an account earning an annual rate of 7.23%.  To how much
should the account accumulate after 9 years if interest is compounded annually.

PV !8,295.42
FV ? = 15,548.38
N 9
I 7.23%
PMT 0
Type

(2)  $8,295.42 is being invested today in an account earning an annual rate of 7.23%.  To how much
should the account accumulate after 9 years if interest is compounded quarterly.

PV !8,295.42
FV ? = 15,809.24
N 9*4 = 36
I 7.23%/4 = 1.8075%
PMT 0
Type

(3)  You check an account balance and see that there is $26,970.56.  The account has earned 8.7% per
year for the past 5 years, compounded annually.  What was the account balance five years ago?

PV ? = 17,772.24
FV !26,970.56
N 5
I 8.7% 
PMT 0
Type

(4) 13 years ago, you invested $7,274.75 in an account, and today the account balance is $32,153.65. 
What is the account's rate of interest, if the account pays interest annually?

PV !7,274.75
FV 32,153.65
N 13
I 12.1107% 
PMT 0
Type

(5)  How many years does it take $5,285.00 to grow to $14,734.39 if it earns a 8% annual rate of interest,
compounded annually?

PV !5,285.00
FV 14,734.39
N ? = 13.3225
I 8% 
PMT 0
Type



Question 9 
(1) Today, November 10, 2009, you deposit $1,934 into an account earning 5.7% interest.  You intend to
make five more deposits of $1,934 into the account, on 11/10/10, 11/10/11, 11/10/12, 11/10/13 and
11/10/14.  To how much will the account grow by 11/10/14?  Interest is compounded annually.

PV 0
FV ? = 13,388.74
N 6
I 5.7
PMT !1,934
Type end

(2) Today, November 10, 2009, you deposit $1,934 into an account earning 5.7% interest.  You intend to
make five more deposits of $1,934 into the account, on 11/10/10, 11/10/11, 11/10/12, 11/10/13 and
11/10/14.  To how much will the account grow by 11/10/15?  Interest is compounded annually.

PV 0
FV ? = 14,151.90
N 6
I 5.7
PMT !1,934
Type beg

(3) Today, November 10, 2009, you borrow $157,634 for the purchase of production equipment and
agree to make annual repayments of the same amount for 8 years at 5% interest.  The first payment is
scheduled on 11/10/2010.  If the loan is completely repaid after the final payment, then how much is
each payment?

PV !157,634
FV 0
N 8
I 5
PMT ? = 24,389.42
Type end

(4) Today November 10, 2009, you borrow $18,320 to purchase a used car and agree to make five
annual payments of the same amount, $2,734, after which the car loan will be completely paid off.  The
first payment is due November 10, 2010.  What interest rate is being charged on the loan?

PV !18,320
FV 0
N 5
I ? = 9.02797%
PMT 2,734
Type end



Question 10  On November 10, 2009, you make the first of 6 equal annual deposits of $9,760 into a

sinking fund (the last is scheduled for November 10,  2014).  On November 10, 2021, you make an
additional deposit of unspecified amount (X).  Beginning on November 10, 2032, you will make the first
nine annual withdrawals of $32,400, after which the fund will be exhausted.  The interest rate 7%
compounded annually for the time prior to 11/10/2018.  After 11/10/2018, the interest rate is 5%.  Please
show all work.

Required:  Calculate the amount of the additional deposit X on November 10, 2021.  Clearly mark your
final answer.

Time value of deposits on 11/10/21 = Time value of withdrawals on 11/10/21
6 deposits of 9,760(9-14)(taken to 21) + X = 9 withdrawals of 32,400(32-40)(taken to 21)

 105,939.69 + X = 141.380.18
X = 35,440.49

6 deposits of 9,760(9-14)(taken to 21) 
PV 0 PV !69,816.12 PV !91,514.69
FV ? = 69,816.12  @2014 FV ? = 91,514.69 @ 2018 FV 105,939.69 @ 2021
N 6 N 4 N 3
I 7 I 7 I 5
PMT !9,760 PMT 0 PMT
Type end Type Type

9 withdrawals of 32,400(32-40)(taken to 21)
PV ? = 230,293.42 @2031 PV 141,380.18 @ 2021
FV 0 FV ? = !230,293.42 @2031
N 9 N 10
I 5 I 5
PMT !32,400 PMT 0
Type end Type



Question 11  On January 1, 2009, you borrow $14,965 and agree to repay it in a series of five annual
payments that incorporate a 6% interest rate.  Each payment is of the standard installment type, with
each being the same size, some of the payment going for interest and some of the payment going for
principal reduction.  The first payment is due December 31,2009.

(A) Compute the amount of a payment (rounding to the nearest dollar).
PV !14,965
FV 0
N 5
I 6
PMT ? = 3,553
Type end

(B) Prepare an amortization table for the loan. (Round all amounts to the nearest dollar).  Make sure
that your table has the proper adjustment to end at “0".

Cash Interest Loan

Date Payment Expense Amortization Balance

Jan 1, 2005 14,965

Dec 31, 2005 3,553 898 2,655 12,310

Dec 31, 2006 3,553 739 2,814 9,496

Dec 31, 2007 3,553 570 2,983 6,513

Dec 31, 2008 3,553 391 3,162 3,351

Dec 31, 2009 3,553 202 3,351 0

(C) Prepare journal entries to account for the loan during 2009 and 2010.

1/1/2009 Cash 14,965
Note payable 14,965

12/31/2009 Interest expense 898
Note payable 2,655

Cash 3,553

12/31/2010 Interest expense 739
Note payable 2,814

Cash 3,553



Exam Content:

Q1 Revenue recognition problem 10 min 16 pts

Q2 Revenue recognition principle 10 min 12 pts

Q3 Expense matching principle    6 min     9 pts

26 min 37 pts

Q4 Four-column bank reconciliation 15 min 14 pts

Q5 Allowance for doubtful accounts 5 min 6 pts

Q6 Assignment of AR    7 min  10 pts

27 min 30 pts

Q7 FIFO & LIFO 10 min 10 pts

Q8 Lower of cost or market 4 min 6 pts

Q9 Dollar-value LIFO problem  15 min 20 pts

30 min 38 pts

Q10 Cost to capitalize 3 min 4 pts

Q11 Subsequent costs to capitalize 7 min 10 pts

Q12 Depreciation table    10 min    8 pts

20 min 22 pts

103 min 127 pts
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Final examFinal examFinal examFinal exam Student ID #Student ID #Student ID #Student ID #                                                                                                            
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AlbrechtAlbrechtAlbrechtAlbrecht

Instructions:
1. If you want to identify yourself, use only your university personal identification number. 
2. Show all work and computations.  Incorrect answers on the problems that are accompanied by

computations are eligible for partial credit.
3 You may use a calculator and a straight-edge.  You may not use your text or any notes.  This exam

is closed-book, closed-notes, and closed-neighbor.
4. An exam is not important enough to compromise your honor.  Please do not cheat.  Anyone caught

cheating will be severely disciplined according to university policy.  The penalties for cheating on
this exam, or facilitating cheating, are listed in the syllabus.

5. Dr. Albrecht believes that each question has sufficient information to be worked.
6. Good luck.



Question 1  Taves Company manufactures and sells widgets.  Throughout the period, the manufacture
cost is $12 per unit and the selling price is $18 per unit..  

During 2008, Taves manufactured 3,000 units, and during 2009 it manufactured 4,000 units.
During 2008, Taves sold 1,500 units, during 2009 Taves sold 2,500 units, and during 2010 Taves

sold 3,000 units.  
During 2008, Taves collected $15,000 from customers.  During 2009, the company collected

$20,000 from customers.  During 2010, the company collected $60,000 from customers.  The remaining
$31,000 of receivables was collected in 2011.

Required:  Complete income statements for 2008, 2009, 2010, and 2011 under the following revenue
recognition alternatives.

1. Revenue is recognized under the cost recovery method.
2008 2009 2010 2011

Revenue

Expense                                     

Income

2. Revenue is recognized when production is complete.
2008 2009 2010 2011

Revenue

Expense                                     

Income

3. Revenue is recognized at the point of sale.
2008 2009 2010 2011

Revenue

Expense                                     

Income

4. Revenue is recognized using the installment sales method.
2008 2009 2010 2011

Revenue

Expense                                     

Income



Question 2 

(1) Define/describe the revenue recognition principle.  

(2) Explain why revenue is typically recognized at the point of exchange for credit sales in a normal
retail store.  Your answer should refer to your definition of the revenue recognition principle.

(3) Give one example of an industry where revenue is recognized before the exchange.  Explain why
this is an appropriate recognition point.  Your answer should refer to your definition of the revenue
recognition principle.

(4) Give one example of an industry where revenue is recognized after the exchange.  Explain why
this is an appropriate recognition point.  Your answer should refer to your definition of the revenue
recognition principle.



Question 3  List and describe the different aspects of the expense matching principle (buzz words are
ok).  In the Kieso textbook, the expense matching principle is called the expense recognition
principle.   For each part of the matching principle, describe it in a sentence or two and then
provide an example.



Question 4  Mertes Company is preparing a proof of cash (4 column bank reconciliation).  You have
assembled the following information for the month of July:

Deposit in transit, 6/30 $7,325
Deposit in transit, 7/31 8,411
NSF check returned with June 30 statement 49
NSF check returned with July 31 statement 122
Service charge for June 53
Service charge for July 61
Outstanding checks, 6/30 3,129
Outstanding checks, 7/31 2,537
Mertes's failure to record July deposit 250
Accounts receivable collected by bank in June, 

    notice included with 6/30 statement 1,297
Accounts receivable collected by bank in July, 

    notice included with 7/31 statement 1,411

The cash balance per the general ledger account on 6/30 is $7,238 and on 7/31 is $10,483.  After
reviewing the leger account, it is determined that: (1) total July debits to the cash account are $27,009
and (2) total July credits are $23,764.  

Required:
Starting with the ledger account information, prepare a proof of cash (in good form) that shows
the true amounts of (1) cash on hand 6/30, (2) true cash receipts for July, (3) true cash
disbursements for July, and (4) true cash on hand 7/31.  

[Hints:  you will only be doing half of a proof of cash.  Insufficient information is available to
prove the true cash figures after starting with the bank statement figures.  There may be excess
information.]

Labels 6/30 July receipts July disbursements 7/31



Question 5  On January 1, 2009, the books of the Ammermann Company showed a credit balance in the
allowance for doubtful accounts of $30,000.  During the year, $75,000 of accounts receivable were
written off, leaving a debit balance of $45,000 in the allowance account.  The desired ending balance on
12/31/2009 is a credit of $47,000 in the allowance account.  Credit sales of $892,000 were debited to
accounts receivable during the year.  Cash sales were $427,000.  Bank card sales were $632,000.

Reqiured:
On December 31, 2009, how much should be the amount of adjusting entry for bad debt
expense?  Also, prepare the necessary adjusting journal entry.



Question 6 Specific customer accounts receivable totaling $2,000,000 were assigned to Moorhead
Finance Company by Bentley, Inc. as collateral for a $1,400,000 loan.  Customers continue to
pay Bentley, Inc., and Bentley pays the finance company for charges, interest and loan paydown. 
The customer collection period is expected to continue over a 3 month period.

At the time of the loan, the finance company disburses to Bentley $1,500,000 less a three
percent finance charge on the amount of the loan.

During the first month, Bentley collected $700,000 on the assigned accounts.  This
amount is remitted to the finance company for payment of one month’s interest (1.5% interest on
the unpaid loan balance from the start of the month) and principal paydown.

During the second month, Bentley collected $600,000 on the assigned accounts.  This
amount (could be less if not all is needed to repay the remaining loan balance) is remitted to the
finance company for payment of one month’s interest (1.5% interest on the unpaid loan balance
from the start of the month) and principal paydown.

During the third month, Bentley collected $600,000 on the assigned accounts.  This
amount (could be less if not all is needed to repay the remaining loan balance) is remitted to the
finance company for payment of one month’s interest (1.5% interest on the unpaid loan balance
from the start of the month) and principal paydown.

Required: Make all necessary entries (in Bentley’s books) concerning (1) the assignment and
loan, (2) collection of accounts receivable, (3) monthly remittances from Bentley to Moorhead..



Question 7   The Zhao Company values its inventory at the lower of cost or market.  At December 31,
2002, Zhao has one unit of widgets in ending inventory.  The following information is available:

Actual cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5
Estimated selling price . . . . . . . . . . . . . . . . . . . . . . . . . 6
Normal profit margin on selling price . . . . . . . . . . 10%
Estimated cost to sell . . . . . . . . . . . . . . . . . . . . . . . . . . 2
Replacement Cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5

Required:
1. What is the ceiling of the acceptable range? ____________

2. What is the floor of the acceptable range? ____________

3. What is the market? ____________

4. What is LCM? ____________



Question 8   Johnson Company buys and resells Tribbles as its primary business activity.  Johnson is
trying to understand what impact different inventory methods would have on the company’s profitability. 
They have ask you to calculate the cost of ending inventory, cost of goods sold, and gross profit using
the FIFO periodic method and the LIFO periodic method. 

The following inventory transactions occurred in the month of May:

Per unit Total
Units  Cost Transaction

5/1 Beginning Inventory 250 $ 7 $1,750
5/2 Purchase 300 8 2,400
5/20 Purchase   200 10   2,000
     Total 750 6,150

ending inventory 150

total sales for May 600 @$17

FIFO Periodic LIFO Periodic

Cost of ending inventory:            Cost of ending inventory:            

Cost of goods sold:            Cost of goods sold:            

Gross margin:            Gross margin:            



Question 9   On 1/1/2002, Rausch, Inc., adopted the $-value LIFO method for computing the cost of its
ending inventories.  Its base year inventory at that time had a historical cost of $70,000 (current to base
index = 125).

Ending
Inventory Inventory

Year  index  @current cost  Purchases  
12/31/2001 125 $70,000

12/31/2002 150 110,000 $780,000
12/31/2003 163 170,000 850,000
12/31/2004 145 130,000 960,000
12/31/2005 181 150,000 723,000
12/31/2006 200 240,000 590,000
12/31/2007 210 230,000 860,000

Required:

1. ââââ Calculate the cost of ending inventory for Rausch’s balance sheet for year 2002

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]

2. ââââ Calculate the cost of ending inventory for Rausch’s balance sheet for year 2003

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]



3. ââââ Calculate the cost of ending inventory for Rausch’s balance sheet for year 2004

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]

4. ââââ Calculate the cost of ending inventory for Rausch’s balance sheet for year 2005

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]



5. ââââ Calculate the cost of ending inventory for Rausch’s balance sheet for year 2006

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]

6. ââââ Calculate the cost of ending inventory for Rausch’s balance sheet for year 2007

under $-value LIFO.  ãããã Calculate the cost of goods sold for the income statement.  You
must show your work.]



Question 10  List the four types of cost a company should capitalize (assign to a long-term asset

account) at the time the asset is acquired, and provide an example of each.

Question 11 After purchasing a long-term asset, such as a building or equipment, it frequently becomes
necessary to spend additional monies on the asset.  The text refers to these as subsequent expenditures. 
These expenditures can either be capitalized (added to the asset account) or expensed.  What are the
guidelines that help determine if a subsequent expenditure should be capitalized or expensed.  Provide
two examples of a subsequent expenditure that can be capitalized, and two examples of a subsequent
expenditure that can be expensed.



Question 12  On May 1, 2009, Juven Company purchased a new corporate jet for use in its business. 
The plane cost $13,400,000.  In addition, Juven spent $120,000 during early 2009 for training personnel
before the plane could be used even once.  Juven plans on spending $200,000 per year for pilot salaries,
and $300,000 for maintenance salaries.  The plane is expected to have an six year useful life and a
salvage value of $1,400,000.  Juven uses straight-line depreciation and uses a half-year convention for
depreciation expense in the year of acquisition.

Required: prepare a depreciation schedule (or table) for the capitalized costs of the plane.
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Question 1  Taves Company manufactures and sells widgets.  Throughout the period, the manufacture
cost is $12 per unit and the selling price is $18 per unit..  

During 2008, Taves manufactured 3,000 units, and during 2009 it manufactured 4,000 units.
During 2008, Taves sold 1,500 units, during 2009 Taves sold 2,500 units, and during 2010 Taves

sold 3,000 units.  
During 2008, Taves collected $15,000 from customers.  During 2009, the company collected

$20,000 from customers.  During 2010, the company collected $60,000 from customers.  The remaining
$31,000 of receivables was collected in 2011.

Total sales = 7,000*18 = 126,000 = 15,000+20,000+60,000+31,000
Total costs = 7,000*12 = 84,000

1. Revenue is recognized under the cost recovery method.
2008  2009  2010  2011  Total  

Revenue 15,000 20,000 60,000 31,000 126,000 
Expense   15,000   20,000   49,000            0   84,000 
Income 0 0 11,000 31,000 42,000 

2. Revenue is recognized when production is complete.
2008  2009  2010  2011  Total  

Revenue 54,000 72,000 0 0 126,000 
Expense  36,000   48,000            0            0   84,000 
Income 18,000 24,000 0 0 42,000 

3. Revenue is recognized at the point of sale.
2008  2009  2010  2011  Total  

Revenue 27,000 45,000 54,000 0 126,000 
Expense   18,000   30,000   36,000            0   84,000 
Income 9,000 15,000 18,000 0 42,000 

4. Revenue is recognized using the installment sales method.
2008  2009  2010  2011  Total  

Revenue 15,000 20,000 60,000 31,000 126,000 
Expense   10,000   13,333   40,000            20,667   84,000 
Income 5,000 6,667 20,000 10,333 42,000 



Question 2
(1) Define/describe the revenue recognition principle.  

(2) Explain why revenue is typically recognized at the point of exchange for credit sales in a normal
retail store.  Your answer should refer to your definition of the revenue recognition principle.

(3) Give one example of an industry where revenue is recognized before the exchange.  Explain why
this is an appropriate recognition point.  Your answer should refer to your definition of the revenue
recognition principle.

(4) Give one example of an industry where revenue is recognized after the exchange.  Explain why
this is an appropriate recognition point.  Your answer should refer to your definition of the revenue
recognition principle.

Revenue is generally recognized when (1) realized or realizable, and (2) earned.  Being earned is
when an exchange of product or service occurs.  Sometimes it is considered to occur when the
“key” event necessary for an exchange occurs.  Being realized or realizable means that the cash (if
not already received) is likely or probable to occur in the future.

In a highly developed economy where credit sales are common, a customer’s credit worthiness is
evaluated through a credit check.  If the company determines that it is likely that the customer will
pay in the future, revenue is recognized at the point of product/service exchanged despite there not
being cash yet.  This meets the terms of the revenue recognition principle, because the seller &
buyer have closed the deal (contractually agreed to the exchange), and because the revenue is
considered realizable (or collectible).

In the case of mineral discovery and extraction, and agriculture, revenue is often recognized before
an exchange is made between the seller and a buyer.  This is because there are well developed
markets with sufficient demand that on any given day, any amount of product could be sold if it
was taken to market.  In this case, the key event is identified as the appropriate revenue recognition
point.  In the case of mineral discovery and extraction, the key event is discovery of proven
reserves.  These reserves are kept in the ground until the mining company decides to take the
mineral to market and sell it.  At this time it is extracted and sold, and revenue is recognized. 
Buyers in such a market either pay in cash or are sufficiently credit worthy to merit extension of
credit.  In agriculture, crops cannot be kept in fields until the decision is made to sell, as
decomposition will occur.  In this case, extraction or harvest must take place when it can.  Then
harvested grain (or other agriculture produce) are stored until such time as the farmer decides to
sell.  But because the key event is harvest, revenue is recognized at this time.

Sometimes sellers sell to buyers who are credit unworthy.  This is the case when durable goods
(that can be repossessed and sold to someone else) are sold to the consumer fringe.  In this case,
exchanging the product is trivial, because the seller will sell to anyone with a pulse.  There is
uncertainty as to whether the buyer will eventually pay.  The uncertainty is resolved when cash
payment is eventually made.  Revenue is recognized at this time, the point of cash collection.



Question 3  List and describe the different aspects of the expense matching principle (buzz words are
ok).  In the Kieso textbook, the expense matching principle is called the expense recognition
principle.   For each part of the matching principle, describe it in a sentence or two and then
provide an example.

The expense matching principle serves as a guide for timing which year the cost of conducting
business appears on the income statement.  The general rule is that business costs should appear on
the same income statement on which the revenues (from business spending) appear.  Cost is
matched to revenue.  In other words, the timing of revenue is independently determined, and
associated costs of generating the revenue are linked to it.  The provisions of the expense matching
principle are:

1) Costs that are directly and unmistakably linked to a revenue appear on the same income
statement as the revenue.  Here, it is said that a direct relationship exists between the cost
and the revenue. In professional literature, it is described as a cause and effect relationship. 
Examples are cost of goods sold expense and sales commissions.

 2) Costs that are related to the passage of time or are joint to a number of earnings processes
are allocated to the income statements on which related revenues appear.  It is said that an
indirect relationship exists between the cost and revenue.  A store needs the prior expense of
purchasing the store building, but having the store building means that sales can be made for
several years.  Hence, these prior costs of generating revenue are assigned to an asset
account and then expensed over time as revenues are generated.  Examples are depreciation
expense and amortization of intangible assets.

3) Costs that are necessary for business operations, but for which there is little indirect tie to
specific identifiable revenues, are expensed on the income statement when the funds are
expended.  Examples are advertising and R&D expenditures.



Question 4

Ledger July July Ledger

Balance Receipts Disbursements Balance

June 30 per ledger per ledger July 31

7,238 27,009 23,764 10,483 

NSF, June (49) 49 

NSF, July (122) (122)

Service charge June (53) 53 

Service charge July (61) (61)

Failure to record deposit 250 250 

AR collected by bank June 1,297 (1,297)

AR collected by bank July 1,411 1,411 

True balance 8,433 27,123 23,933 11,623 

Question 5  On January 1, 2009, the books of the Ammermann Company showed a credit balance in the
allowance for doubtful accounts of $30,000.  During the year, $75,000 of accounts receivable were
written off, leaving a debit balance of $45,000 in the allowance account.  The desired ending balance on
12/31/2009 is a credit of $47,000 in the allowance account.  Credit sales of $892,000 were debited to
accounts receivable during the year.  Cash sales were $427,000.  Bank card sales were $632,000.

On December 31, 2009, how much should be the amount of adjusting entry for bad debt expense?  Also,
prepare the necessary adjusting journal entry.

Beg Allowance + bad debt expense ! write-offs = End Allowance
30,000 + bad debt expense ! 75,000 = 47,000

bad debt expense = 92,000

12/31/2009 Bad debt expense 92,000
Allowance for doubtful accounts 92,000



Question 6

Date of loan No entry is made for assigned accounts receivable, but it isn’t wrong if you have done it.

Date of loan Cash 1,400,000
Notes payable 1,400,000

1,850,000*0.03 = 55,500

Balance of NP = 1,400,000

1st mo end Cash 700,000
Accounts receivable 700,000

Notes payable 679,000
Interest expense 21,000

Cash 700,000
1,400,000*0.015 = 21,000

Balance of NP = 721,000 = 1,400,000 ! 679,000

2nd mo end Cash 600,000
Accounts receivable 600,000

Notes payable 589,185
Interest expense 10,815

Cash 600,000
721,000*0.015 = 10,815

Balance of NP = 131,815 = 721,000 ! 589,185

3rd mo end Cash 600,000
Accounts receivable 600,000

Notes payable 131,815
Interest expense 1,977

Cash 133,792
131,815*0.015 = 1,977



Question 7  
Actual cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5
Estimated selling price . . . . . . . . . . . . . . . . . . . . . . . . . 6
Normal profit margin on selling price . . . . . . . . . . 10%
Estimated cost to sell . . . . . . . . . . . . . . . . . . . . . . . . . . 2
Replacement Cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5

Ceiling = estimated selling price less estimated cost to sell
= 6 ! 2 = 4

Floor = ceiling less normal profit margin
= 4 ! 0.60 = 3.40

Market = replacement cost if within acceptable range, closest point of acceptable range if not.
= 5 not in range, so pick 4 (closes acceptable number).

LCM = lower of historical cost or market
= 5 is higher than 4, so pick 4

Question 8  

Per unit Total
Units  Cost Transaction

5/1 Beginning Inventory 250 $ 7 $1,750
5/2 Purchase 300 8 2,400
5/20 Purchase   200 10   2,000
     Total 750 6,150

ending inventory 150
total sales for May 600 @$17 = $10,200

FIFO Periodic
Beginning inventory + purchases ! ending inventory = CGS

1,750 + 4,400 ! (150*10) = CGS
4,150 = CGS

Sales revenue ! CGS = Gross Margin
10,200 ! 4,150 = 6,050

LIFO Periodic
Beginning inventory + purchases ! ending inventory = CGS

1,750 + 4,400 ! (150*7) = CGS
5,100 = CGS

Sales revenue ! CGS = Gross Margin
10,200 ! 5,100 = 5,100



Question 9   On 1/1/2002, Rausch, Inc., adopted the $-value LIFO method for computing the cost of its
ending inventories.  Its base year inventory at that time had a historical cost of $70,000 (current to base
index = 125).

Ending Ending
Inventory Inventory Inventory

Year  index  @current cost  Purchases  @base cost 
12/31/2001 125 (1.0000) 70,000 70,000

12/31/2002 150 (1.2000) 110,000 $780,000 91,667
12/31/2003 163 (1.3040) 170,000 850,000 130,368
12/31/2004 145 (1.1600) 130,000 960,000 112,069
12/31/2005 181 (1.4480) 150,000 723,000 103,591
12/31/2006 200 (1.6000) 240,000 590,000 150,000
12/31/2007 210 (1.6800) 230,000 860,000 125,000

1. ââââ Calculate the cost of ending inventory for Rausch’s balance sheet for year 2002 under $-

value LIFO.  ãããã Calculate the cost of goods sold for the income statement. 

EI @ base             91.667 
Base layer 70,000*1.00 = 70,000 
2002 layer  21,667*1.200 =     26,000 

total 96,000 EI @ LIFO

Beginning inventory 70,000 
+ purchases +780,000 
! ending inventory   !96,000 
Cost of goods sold expense 754,000 

2. ââââ Calculate the cost of ending inventory for Rausch’s balance sheet for year 2003 under $-

value LIFO.  ãããã Calculate the cost of goods sold for the income statement.

EI @ base           130,368 
Base layer 70,000*1.00 = 70,000 
2002 layer 21,667*1.200 = 26,000 
2003 layer 38,701*1.304     50,466 

total 146,466 EI @ LIFO

Beginning inventory 96,000 
+ purchases +850,000 
! ending inventory   !146,466 
Cost of goods sold expense 799,534 



3. ââââ Calculate the cost of ending inventory for Rausch’s balance sheet for year 2004 under $-

value LIFO.  ãããã Calculate the cost of goods sold for the income statement.

EI @ base           112,069 
Base layer 70,000*1.00 = 70,000 
2002 layer 21,667*1.200 = 26,000 
2003 layer 20,402*1.304     26,604 

total 122,604 EI @ LIFO

Beginning inventory 146,466 
+ purchases +960,000 
! ending inventory   !122,604 
Cost of goods sold expense 983,862 

4. ââââ Calculate the cost of ending inventory for Rausch’s balance sheet for year 2005 under $-

value LIFO.  ãããã Calculate the cost of goods sold for the income statement.

EI @ base           103,591 
Base layer 70,000*1.00 = 70,000 
2002 layer 21,667*1.200 = 26,000 
2003 layer 11,924*1.304     15,549 

total 111,549 EI @ LIFO

Beginning inventory 122,604 
+ purchases +723,000 
! ending inventory   !111,549 
Cost of goods sold expense 734,055 

5. ââââ Calculate the cost of ending inventory for Rausch’s balance sheet for year 2006 under $-

value LIFO.  ãããã Calculate the cost of goods sold for the income statement. 

EI @ base           150,000 
Base layer 70,000*1.00 = 70,000 
2002 layer 21,667*1.200 = 26,000 
2003 layer 11,924*1.304 = 15,549 
2006 layer 46,409*1.600 =     74,254 

total 185,803 EI @ LIFO

Beginning inventory 111,549 
+ purchases +590,000 
! ending inventory   !185,803 
Cost of goods sold expense 515,746 



6. ââââ Calculate the cost of ending inventory for Rausch’s balance sheet for year 2007 under $-

value LIFO.  ãããã Calculate the cost of goods sold for the income statement. 

EI @ base           125,000 
Base layer 70,000*1.00 = 70,000 
2002 layer 21,667*1.200 = 26,000 
2003 layer 11,924*1.304 = 15,549 
2006 layer 21,409*1.600 =     34,254 

total 145,803 EI @ LIFO

Beginning inventory 185,803 
+ purchases +860,000 
! ending inventory   !145,803 
Cost of goods sold expense 900,000 

Question 10  List the four types of cost a company should capitalize (assign to a long-term asset

account) at the time the asset is acquired, and provide an example of each.

Cost to acquire or purchase
Cost to transport or relocate the asset
Cost to ready the asset for use or get it into usable condition
Legal and other initial direct costs

Question 11 After purchasing a long-term asset, such as a building or equipment, it frequently becomes
necessary to spend additional monies on the asset.  The text refers to these as subsequent expenditures. 
These expenditures can either be capitalized (added to the asset account) or expensed.  What are the
guidelines that help determine if a subsequent expenditure should be capitalized or expensed.  Provide
two examples of a subsequent expenditure that can be capitalized, and two examples of a subsequent
expenditure that can be expensed.

If a subsequent expenditure makes the asset more capable than it originally was, or extends its life
beyond that which was originally thought possible, then the subsequent expenditure can be
capitalized (added to a long-term asset account) and most likely amortized or depreciated.

Two examples of making an asset more capable that it originally was are to (1) permit the asset to
produce a higher quality output, and (2) to permit the asset to produce at a higher rate than before. 



Question 12  On May 1, 2009, Juven Company purchased a new corporate jet for use in its business. 
The plane cost $13,400,000.  In addition, Juven spent $120,000 during early 2009 for training personnel
before the plane could be used even once.  Juven plans on spending $200,000 per year for pilot salaries,
and $300,000 for maintenance salaries.  The plane is expected to have an six year useful life and a
salvage value of $1,400,000.  Juven uses straight-line depreciation and uses a half-year convention for
depreciation expense in the year of acquisition.

Required: prepare a depreciation schedule (or table) for the capitalized costs of the plane.

Asset Engine

Date acquired May 1, 2009

Purchase cost 13,400,000

Other costs 120,000

Capitalized cost 13,520,000

Expected disposal 2016

Years of use 6

Estimated salvage value 1,400,000

Annual depreciation expense 2,020,000

Accounting year Dep Exp Accum Dep Book Value

At acquisition 13,520,000

2009 1,010,000 1,010,000 12,510,000

2010 2,020,000 3,030,000 10,490,000

2011 2,020,000 5,050,000 8,470,000

2012 2,020,000 7,070,000 6,450,000

2013 2,020,000 9,090,000 4,430,000

2014 2,020,000 11,110,000 2,410,000

2015 1,010,000 12,120,000 1,400,000


