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INSTRUCTIONS

Part I.
Circle the best answer for each independent question.

Part II.
Choose the best answer for each part.

Duration:
20 minutes

Aid:  

Non-programmable calculator

MARKS:

Part I:   _______

Part II:  _______

Total:   _______

MGT 220 – FINANCIAL ACCOUNTING II

THE QUALITY OF EARNINGS

QUIZ #2
FEBRUARY 4, 2004

Name: __________________________________

Student Number: _________________________

PART I.  Select the BEST answer for each of the following independent questions. 

1.

The net assets of a business are equal to



a.
current assets minus current liabilities.



b.
total assets plus total liabilities.



c.
total assets minus total shareholders' equity.



d.
none of the above.

2.

The basis for classifying assets as current or noncurrent is conversion to cash within



a.
the accounting cycle or one year, whichever is shorter.



b.
the operating cycle or one year, whichever is longer.



c.
the accounting cycle or one year, whichever is longer.



d.
the operating cycle or one year, whichever is shorter.



e.
None of the above
3.

Working capital is



a.
capital which has been reinvested in the business.



b.
unappropriated retained earnings.



c.
cash and receivables less current liabilities.



d.
none of the above.

4.

The financial statement which summarizes operating, investing, and financing activities of an entity for a period of time is the



a.
retained earnings statement.



b.
income statement.



c.
statement of cash flows.



d.
statement of financial position.


e.
None of the above

5.

In preparing a statement of cash flows, which of the following transactions would be considered an investing activity?



a.
Sale of equipment at book value



b.
Sale of merchandise on credit



c.
Declaration of a cash dividend



d.
Issuance of bonds payable at a discount


e.
None of the above.

6.
On January 1, 2002, Ehr Co. leased a building to Dent Corp. for a ten-year term at an annual rental of $60,000.  At inception of the lease, Ehr received $240,000 covering the first two years' rent of $120,000 and a security deposit of $120,000.  This deposit will not be returned to Dent upon expiration of the lease but will be applied to payment of rent for the last two years of the lease. What portion of the $240,000 should be shown as a current and long-term liability in Ehr's December 31, 2002 balance sheet?





Current Liability
Long-term Liability


a.
$0
$240,000



b.
$60,000
$120,000



c.
$120,000
$120,000



d.
$120,000
$60,000



e.

None of the above

7.

In a statement of cash flows, receipts from sales of property, plant, and equipment and other productive assets should generally be classified as cash inflows from



a.
operating activities.



b.
financing activities.



c.
investing activities.



d.
selling activities.


e.
None of the above
8.

In a statement of cash flows, interest payments to lenders and other creditors should be classified as cash outflows for



a.
operating activities.



b.
borrowing activities.



c.
lending activities.



d.
financing activities.


e.
None of the above
9.

In a statement of cash flows, proceeds from issuing equity instruments should be classified as cash inflows from



a.
lending activities.



b.
operating activities.



c.
investing activities.



d.
financing activities.



e.
None of the above
10.

Which of the following is a limitation of the balance sheet?



a.
Many items that are of financial value are omitted.



b.
Judgements and estimates are used.



c.
Current fair value is not reported.



d.
All of these



e.
None of the above
PART II.

The various classifications listed below have been used in the past by Kane Company on its balance sheet.

a.
Current Assets
e.
Current Liabilities

b.
Investments
f.
Long-term Liabilities

c.
Plant and Equipment
g.
Common Shares


d.
Intangible Assets
h.
Retained Earnings

Instructions

Indicate by letter how each of the items below should be classified at December 31, 2002.  If an item is not reported on the December 31, 2002 balance sheet, use the letter "X" for your answer.  If the item is a contra account within the particular classification, place parentheses around the letter.  A letter may be used more than once or not at all.

Sample question and answer:

   (b)   
Land held for sale in five years..



1.
Appropriation of retained earnings for plant expansion.



2.
On December 31, 2002, Kane signed a purchase commitment to buy all of its raw materials from Delta Company for the next two years.



3.
Launching of Kane’s Internet retailing division in February, 2003.



4. 
Cash dividends declared on December 15, 2002 payable to shareholders on January 15, 2003.



5.
Customers' accounts with credit balances.



6.
Salaries which the company's cash budget shows will be paid to employees in 2003.



7.
Accumulated amortization.

Solutions Part II.
1.
h
4.
e 
7.
c


2.
x
5.
e

3.
x
6.
x
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