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— Multiple choice: (30%)
1. The usual sequence of steps in the transaction recording process is:
(a) journal — analyze — bledger.
(b) analyze ~ journal — ledger.
(©) joufnal -> ledger — analyze.
(d) ledger — journal — analyze.
2. Adjusting entries are )
(a) not necessary if the accounting system is operating properly.
(b) made to balance sheet accounts only.
(¢) usually required before financial statements are prepared.
(d) made whenever management desires to change an account balance.
3. In preparing closing entries for a merchandising company, the Income Summary
i1 account will be credxted for the balance of
“(a) Sales dlscounts
) operatmg expenses
(c) merchandise mventory
(d) sales.
4. Cost of goods sold is computed from the following equation:
(2) beginning inventory - cost of goods purchased + ending inventory.
(b) sales — cost of goods purchased + beginning inventory — ending inventory.
(c) sales + gross profit — ending inventory + beginning inventory.
(d) beginning inventory + cost of goods purchased — ending inventory.

5. An error in the physical count of goods on hand at the end of the current period
resulted in a $5,000 understatement of the ending inventory. The effect of this
error in the current period is to

(a) overstate cost of goods sold.

(b) understate cost of goods available for sale.
(c) overstate gross profit.

(d) overstate net income.

6. If a contingent liability is reasonably estimable and it is reasonably possible that

the contingency will occur, the contingent liability
(a) should be recorded in the accounts.
(b) should be disclosed in the notes accompanying the financial statements.
(c) should not be recorded or disclosed in the notes until the contingency
actually happens.
(d) must be paid for the amount estimated.

7. When a petty cash fund is in use,

(a) an entry must be made to the appfopriatc expense, asset, etc. account when a

disbursement is made.

(b) the size of the fund should be such that it can be used to cash employees’
bi-monthly payroll checks.

(c) entries are generally made to Petty Cash only when it is initially set up or
the stipulated amount of the fund is changed.

(d) an entry’is made to Petty Cash when the fund is replenished to its original
amount.

AR (BRRAEEAEL)

AZAHHER




R
BERE N LEREN T £ M E A ALTHEBESR
BRSO EA
#— 8 (= RA#APH)
it $ AR (RALEERAEE)

8. Ale is a barber who does his own accounting for his shop. When he buys supplies
he routinely debits Supplies Expense. Ale purchases $1,500 of supplies in January
and his inventory at the end of January shows $400 of supplies remaining. What
adjusting entry should Ale make on January 317

(a) Supplies EXpense..........coviviiveiiieiiiinininenan.. 400

SUPPHES. ..o, 400
(b) Supplies EXpense...........ccouveiveeniiernennenninnes 1,500

Cash. ..o e 1,500
(C) SUPPHES. ..ot 400

Supplies EXpense........coovvivivrieimnerenneiiineriiiian 400
(d) Supplies Expense..........c.ccoevvvennenn. v veeeerees 1,100

SUPPlIES. ..ot 1,100

9. Sham Company had net income of $30,000. On January 1, the number of shares
of common stock outstanding were 8,000. On April 1, the company issued an
additional 2,000 shares of common stock. There were no other stock transactions.
The company’s earnings per share is : .

() $3.75
(b) $3.00
(c) $3.33
(d) $3.16
10. A prior period adjustment
(a) appears on the income statement as an extraordinary item.
(b) is a correction of an error, made directly to retained earnings.
(c) is made when preferred dividends in arrears are finally paid.
(d) is made to reverse an adjusﬁng entry.
11. What is the effect on total paid-in capital of a stock dividend and a stock split,
respectively?
Stock Dividend _Stock Split

(a) Increase ’ No effect .

) No eff_e_ci No effect N

(c) Decrease No effect

(d) Decrease Decrease .

12. A Sports has $100,000 of 8% noncumulative, nonparticipating, preferred stock
outstanding. A Sports also has $500,000 of common stock outstanding. In the
company’s first year of operation, no dividends were paid. During the second year,
A Sports paid cash dividends of $30,000. This dividend should be distributed as
Follows: ' :

(a) $8,000 preferred; $22,000 common.
(b) $16,000 preferred; $14,000 common
(c) $7,500 preferred; $22,500 common.
(d) $15,000 preferred; $15,000 common.

13.A conipany has net income of $250,000, net sales of $2,000,000, and total assets

of $1,500,000. Its return on total assets equals:
(a) 12.5% ,
(b) 13.3%. AR FHEPR]
(c) 16.7%.
(d) 600.0%. ) o 7
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14. A statement of cash flows should reconcile the differences between the beginning
and ending balances of :
(a) Net income.
(b) Equity.
(¢) Cash and cash equivalents.
(d) Cash, cash equivalents, and short-term investments.

15. Six months ago, a company purchased an investment in stock for $65,000. This
investment is consider_ed available-for-sale. The current market value of the stock
is $68,500. The company should record a :

(a) Debit to Unrealized Loss-Equity for $3,500.
(b) Debit to Investment Revenue for $3,500.
(¢) Credit to Unrealized Gain-Equity for $3,500.

(d)\Credit to Investment Revenue for $3,500.

XSé’e'rier‘al entries for th follo“ring transactions to E. Sun Co.

£X: 4 R £ R :

2°+E.'Sun Company purchased 10,000 shares of SS Company common
~ stock at $19 per share plus a $3,000 commission. This represents 30%
of SS Company’s outstanding stock. :

Mar. 1 Sold $40,000 of merchandise to Potter Company, terms 2/10, n/30.
11 Received payment in full from Potter Company for balance due.

115 Borrowed $60,000 cash from Community Bank by signing a 120-day,
10% interest-bearing note with a face value of $60,000.

? ? Paid the amount due on the note to Community Bank at the maturity l
date. :

Aug. 6 SS Company deciared and paid cash dividends of $1.75 per share.

Dec. 31 S8 Company reported net income of $150,000. (12%)
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