QUESTION 1
Based on the following information, prepare a balance sheet.
Current Assets = $15,000; Property, Plant & Equipment = $25,000;
Accumulated Depreciation = $5,000; Accounts Payable = $5,000;
Notes Payable = $5,000; Total Liabilities = $25,000
Answer
	



	Assets
Current Assets=  $15,000
Long term assets:

Property, Plant & Equipment = $25,000
Less: Accumulated Depreciation = ($5,000)

Net Property, Plant & Equipment = $20,000
Total long term assets = $20,000

Total Assets =  $35,000
	Total Liabilities + Owner’s Equity
Accounts Payable = $5,000
Notes Payable = $5,000
Total current Liabilities = $5,000
Long term Debt=$5,000 

Total Liabilities = $25,000
Owners’ Equity =$10,000
 Total Liabilities + Owners’ Equity =$35,000




QUESTION 2
If a company shows a profit on its Income Statement, how will this affect (a) the Balance Sheet and (b) Cash Flow?
Answer
The following will happen:
 (a)Balance Sheet – owner’s equity will increase
(b) Cash Flow – Net income will Increase
QUESTION 3
What is the difference between the Direct Method and Indirect Method for calculating Cash Flow?
Answer
The major difference between the two methods is based on the operation section. With direct Method, the cash flow from operations is calculated directly from scratch while with the indirect method, the cash flow from operations is calculated by taking the net income of the company and then making the required adjustments. 
QUESTION 4
Given the following information, calculate the Net Free Cash Flow. 

Net income = $25,000; 

Capital expenditures = $4,000;
Cash dividends paid to shareholders = $2,500;
Repayment of Long-term debt = $1,500; 

Depreciation, Depletion & Amortization = $5,000;
Increase in cash portion of current assets = $250;
 
Increase in current liabilities = $750;  
Calculation of Net cash flow:
Answer
Net Income						$ 25000
Less: Capital expense				$4000
Les: Cash dividend  				$2500
Less: Repayment of long term debt 		$1500
Add: Depreciation of Amortization  			                 $ 500
Add: Decrease in working capital   			                  $500
 
Net free cash Flow                                      $22,500. Answer 
N/b: Working capital = Current Asset –Current Liability 
                             250-750 = (500) which indicates Decrease in capital.
QUESTION 5
For each definition, list the “ratio category (or grouping)” that is described by filling in the blanks from (a) to (f) and provide one example for each category or grouping.
Answer
a) Determines a company’s ability to pay off short term obligations or debts as they come due.
__ Liquidity Ratios, It includes day’s sales outstanding.
b) Relates company’s internal performance to the external judgment of the marketplace in terms of what it is worth.
_Price or Value Ratios
c) Identifies percentage of earnings paid out to shareholders and what is reinvested for internal growth.
_ Earnings Retention Ratios
d) Speed at which company turns over its inventory, receivables and long-term assets.
_Turnover Ratios
 
e) How a company is financed between debt [lenders] and equity [owners].
_ Leverage Ratios
 
f) Measures return on sales, assets and total capital.
_ Profitability Ratios

QUESTION 6
What will increase the following account items – Debit or Credit? Fill in the blanks.
Answer

Assets: Debit such as increase in cash, accounts receivable
Equity: Credit such as increase in common stock, retained earnings
Losses: Debit such as increase in expenses or decrease in revenue
QUESTION 7
What will decrease these account items – Debit or Credit? Fill in the blanks.

Answer
Liabilities Debit 
Expenses Credit 
Gains Debit 

QUESTION 8
What is the normal balance for these account items – Debit or Credit? Fill in the blanks.
Revenue: Credit 
Losses Debit 
Assets: Debit 
QUESTION 9
If a company decides to increase its ratio of total debt / total assets from 30% to 50% as a means of increasing its return on equity (ROE), and it is able to maintain a 7.5% return on assets (ROA), what is the return on equity (ROE) for each of the two different total debt/total asset ratios?
Answer
Debt/assets = 30%=.3 initially
Debt/assets = 50% = .5 finally
ROA = 7.5% = PAT/total assets is same in both the situations
Initially debt was = 0.3 times assets. Therefore, equity must have been 0.7 times assets
Finally debt was = 0.5 times Assets. Therefore, equity must have been 0.5 times assets
ROE (initially) = PAT/equity = 0.075 of assets/.7 of assets = 10.71%
ROE (finally) = PAT/equity = 0.075 of assets/.5 of assets = 15%
Based on the above results; It can be concluded that return on equity has increased when debt was increased.

QUESTION 10
Which inventory costing method produces a more accurate balance sheet – FIFO or LIFO?  FIFO

Provide brief explanation to justify your answer.
Answer
The major reason for this is that; FIFO as a method mostly assumes that the first unit in inventory is the first until sold. Therefore, it’s able to give a more accurate value for ending inventory on the balance sheet.
QUESTION 11
Which of the following are not “non-cash” expenses?
a) Depreciation expense
b) Prepaid expense
c) Depletion expense
d) Amortization expense
B. Prepaid expense. This is because prepaid expense are cost that have been paid but are not yet used up and have not yet expired Example: prepaid sim card, prepaid insurance, advance electricity bill.
QUESTION 12
Calculate the value of “Ending Inventory” based on the following information:
“Beginning Inventory” = $700
Purchases = $300
Cost of sales = $800
Answer
Ending inventory = Beginning inventory + Purchases - Cost of sales 
= 700+300-800= 200
=200
QUESTION 13
Based on your answer to the previous question, what is the gross profit and gross profit margin if the sales are $1000?
Answer
Gross profit = Net sales - Cost of goods sold 
                                         1000-800
Profit =200
Profit Margin= [Gross profit/Revenue] x100
(200/1000) x100 = 20%

Note: Double check your answer on the previous question since a wrong answer will lead to a wrong answer for this question. 
QUESTION 14
You are an investor looking to buy an ownership interest in a business. One company is a manufacturing company and the other is an online retailer. Here are the cash flow summaries for both:
 MFR

Cash from Operations $75,000
Cash from Financing 50,000
Cash from Investing <75,000>
Net Free Cash Flow $50,000
ONLINE RETAILER

Cash from Operations $15,000
Cash from Financing   $75,000 
Cash from Investing <25,000>
Net Free Cash Flow $65,000


 
If your most important investment criterion is “quality of cash flow” which of these two companies would you choose to invest your money in? Why?
Answer
The company I will focus on will be MFR.
Reason:
MFR can be considered to have higher quality of Cash flow than an ONLINE RETAILER. This is so because; the cash flow from Operations are more in a MFR company which implies that substantial part of cash inflows are from operating the business, even though net cash flow is lower than an onliner retailer. Consequently, Cash Flow from Operations: This is the key source of a company's cash generation. It is the cash that the company produces internally as opposed to funds coming from outside investing and financing activities.
QUESTION 15
Given the following information [daily basis] on a manufacturing company, calculate (a) contribution margin on a per unit basis, (b) contribution margin on a total dollar basis, and (c) fixed costs.
Average selling price for manufacturer’s product = $5.00
Daily Break-even level [units] = 10,000
Variable cost per unit = $0.50
Answer
 (a).Contribution margin on a per unit basis
= Selling price - Variable cost = $ 5 - $ 0.50 = 
= 4.50 
(b).Contribution margin on a total dollar basis
 Contribution / selling price = 4.5/5 = 
$ 0.90 per dollar of sales
(c) Fixed costs.
= BEP in units * contribution per unit = 10000 * 4.5 = 45000
QUESTION 16
Assume that the variable cost per unit in the previous problem = standard cost per unit and that daily break-even level of units = amount actually purchased. If the actual cost per unit at the time of purchase increases 10%, what is the variance for total variable cost? Is financial impact positive or negative?
Answer
The variance for total variable cost
= 10000 x 0.50 *x10%  
= 500 Unfavorable
Therefore, unfavorable variance will have Negative financial impact
QUESTION 17
Briefly describe the sequence of the budgeting process.
Answer
The Budgeting process happens as per the below steps:
1) Each enterprise should have the strategic plan in terms of how they are going to achieve its goals.
2) The enterprise should have its business goals through which it implements the strategic plan.
3) Forecasted revenue based on the historical performance of the enterprise.
4) Fixed cost estimation for the upcoming years based on the historical numbers.
5) Variable cost estimation for the upcoming years based on the historical numbers.
6) Also estimating the cost of implementation of goals which are the additional costs.
7) Each enterprise has a different margin targets be it EBITDA margin, Net margin or Gross margin
8) The next step is board approval; the budget process needs to be approved from the board
9) Once the budget reaches the higher management, then they review the entire budget document and evaluate it.
10) Any variances which comes at the closing stage needs to be dealt with.
Activity based product costing is dependent on the completion of product manufacturing
QUESTION 18
Briefly explain how product costs are viewed on a flow-of-activity basis.
Answer
Product costs are viewed on the following basis:
The first step is tom Identify costly activities required to complete products. The second step is to assign overhead costs to the activities identified in step 1 above.
The third step is to identify the cost driver for each activity that has been identified in the first step. 
The fourth step is to carry out the calculation of a predetermined overhead rate for each activity that had been Initially Identified. 
The fifth step is to now allocate overhead costs to products.
QUESTION 19
Prepare the journal entries for the following transactions: (a) $500 purchase for raw materials using trade credit (b) $1,500 amortization expense for goodwill (c) $4000 payment for salaries payable.
Answer:
The following will be the journal Entry.
             							                  Dr.         Cr.
	

	a
	Inventory a/c
	$500
	

	
	...........To Accounts payable a/c
	
	$500

	
	(being raw materials purchased on credit, accounts payable credited since purchase is on credit)
	
	

	b
	Amortization expense a/c
	$1,500
	

	
	..................To Accumulated amortization - goodwill a/c
	
	$1,500

	
	(being amortization on goodwill debited to amortization expense account)
	
	

	c
	Salaries expense a/c
	$4,000
	

	
	..............To Salaries payable a/c
	
	$4,000

	
	(being salaries due but not paid credited to salaries payable account)
	
	





QUESTION 20
Which inventory costing method produces a more accurate income statement – FIFO or LIFO?
 
LIFO
Provide brief explanation to justify your answer.
[bookmark: _GoBack]When an enterprise decides to use LIFO, the income statement in this case tends to  reports both sales revenue and cost of goods sold in current dollars.  

