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MS15D - Tutorial 1

Introduction
1. Identify the three types of ownership structures and discuss the advantages and disadvantages of each.

2. Identify and explain three types of business according to activities.

3. Match the following steps of the accounting process with their definitions

	Analyzing

Recording

Classifying

Summarizing

Reporting

Interpreting
	a) Telling the results.

b) Looking at events that have taken place and thinking about how they affect the business.

c) Deciding the importance of the various reports

d) Bringing information together to explain a result

e) Sorting and grouping like items together.

f) Entering financial information into the accounting system.


4. What is the role of the International Accounting Standards Board (formerly International Accounting Standards Committee)?

5. How many International Financial Reporting Standards (IFRS) are currently in existence?

6. What is the purpose of financial accounting?

7. Name the persons who are primary responsible for the preparation and      presentation of the financial statement and also for ensuring that the information is accurate.

a) Auditors

b) Employees

c) Government

d) Management

e) All of the following is correct.

8. Name six users of financial statements and describe the use.
9. Information about financial position of an enterprise is primarily provide in the 





___________________

a) Income Statement

b) Cash Flow Statement
c) Balance Sheet
d) All of the above
10. _______________  states that income and assets should never be overstated  or 

expenses and liabilities should never be understated.  Another name for this                                                                  concept is conservatism.

a) Accrual Basis

b) Prudence
c) Going concern 
11. Define comparability.

12. Indicate whether each of the following should be listed as an asset by Devon Company.

a) Devon has legal title to a silver mine in a remote location. Historically, the mine has yielded over $100 million in silver. Engineers’ estimates suggest that no further minerals are economically extractable from the mine.

b) Devon is currently negotiating the purchase of an oil field with proven oil reserves totaling 2 billion barrels.

c) Devon employs a team of five geologists who are widely recognized as worldwide leaders in their field.

d) Devon claims ownership of a large piece of real estate in a foreign country. The real estate has a current market value of over $650 million. The country expropriated the land 35 years ago, and no representative of Devon has been allowed on the property since.

e) Several years ago, Devon purchased a large meteor crater on the advice of a geologist who had developed a theory claiming that vast deposits of iron ore lay underneath the crater. The crater has no other economic use. No ore has been found and the geologist’s theory is not generally accepted.

13. Indicate whether each of the following should be listed as a liability by Pauli Company

a) Pauli was involved in a highly publicized lawsuit last year. Pauli lost and was ordered to pay damages of $125 million. The payment has been made.

b) In exchange for television advertising services that Pauli received last month, Pauli is obligated to provide the television station with building maintenance service for the next four months.

c) Pauli contractually guarantees to replace any of its stain-resistant carpets if they are stained and cannot be cleaned.

d) Pauli estimates that its total payroll for the coming year will exceed $35 million.

e) In the past, Pauli has suffered frequent vandalism at its storage warehouses. Pauli estimates that losses due to the vandalism during the coming year will total $3 million.

14. In general terms, what are revenues and expenses? How are they related in the determination of an enterprise’s net income or net loss
Accounting Equation & Cycle (1)
15. Problem 3.5 (Main text)
Dr. Schekter, DVM, opened a veterinary clinic on May 1. The business transactions for May are shown below:

May 1
Dr. Schekter invested $400,000 cash in the business in exchange for 5,000 shares of capital stock.

May 4
Land and a building were purchased for $250,000.  Of this amount $70,000 applied to the land and $180,000 to the building. A cash payment of $100,000 was made at the time of purchase, and a note payable was issued for the remaining balance.

May 9

Medical instruments were purchased for $130,000 cash

May 16
Office fixtures and equipment were purchased for $50,000. Dr. Schekter paid $20,000 at the time of purchase and agreed to pay the entire remaining balance in 15 days.

May 21
Office supplies expected to last several months were purchased for $5,000 cash.

May 24
Dr. Schekter billed clients $2,200 for services rendered. Of this amount $1,900 was received in cash and $300 was billed on account (due in 30 days).

May 27
A $400 invoice was received for several radio advertisements aired in May. The entire amount is due on June 5.

May 28
Received a $100 payment on the $300 account receivable recorded May 24.

May 31
Paid employees $2,800 for salaries earned in May

A partial list of account titles used by Dr. Schekter includes:

	Cash

Accounts Receivable

Office Supplies

Medical Instruments

Office Fixture and Equipment

Land

Building
	Notes Payable

Accounts Payable

Capital Stock

Veterinary Services Revenue

Advertising expense

Salary expense


Instructions:

a) Analyse the effect that each of these transactions will have on the following components of the company’s financial statements for the month of May. Organize your answer in tabular form, using the column headings shown below. Use I for increase, D for decrease and NE for no effect. The May 1 transaction is provided for you:

	Income Statement
	Balance Sheet

	Transaction
Revenue – Expenses = NI

May 1

NE

NE
NE
	Assets
= Liabilities + Owner’s Equity

I

NE

I


b) Prepare journal entries (including explanations) for each transaction

c) Post each transaction to the appropriate ledger accounts.

d) Prepare a trial balance dated May 31, 2002.

e) Using figures from the trial balance prepared in part d; compute total assets, total liabilities and owners’ equity. Did May appear to be a profitable month?
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