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— ~» Multiple choice: (22%)
1. The inventory valuation method that has the advantages that it assigns a value to the inventory on the balance
sheet that approximates current cost, and also mimics the actual flow of goods for most businesses is :
(a) FIFO ;
(b) Weighted average.
(c) LIFO
(d) Specific identification.

2. Jim's Tune-up Shop follows the revenue recognition principle. Jim services a car on July 31. The customer picks
up the vehicle on August 1 and mails the payment to Jim on August 5. Jim receives the check in the mail on
August 6. When should Jim show that the revenue was earned?

(a) July 31

(b) August 1
(c) August 5
(d) August 6

3. Franks Company sells 600 units of a product that has a one-year warranty on parts. The average cost of honoring
one warranty contract is $60. During the year 10 contracts are honored at a cost of $600. It is estimated that 20
contracts will be honored in the following year. The adjusting entry at the end of the current year will include a

(a) credit to Estimated Warranty Liability for $1,200.
(b) credit to Estimated Warranty Liability for $1,800.
(c) debit to Warranty Expense for $600.

(d) debit to Warranty Expense for $1,800.

4. If the entry to record the purchase of inventory is inadvertently omitted, but the item is correctly included in ending
inventory, the effect when using the periodic inventory method is
Net Income Assets
(a) Overstated No effect
(b) Overstated Understated
(c) Overstated Overstated
(d) No effect No effect

5. On November 30, Mann Company issued an $8,000, 10%, 4-month note to the National Bank. The entry on
Mann's books to record the payment of the note at maturity will include a credit to Cash for
(a) $8,000.
(b) $8,800.
(c) $8,267.
(d) $8,200.

6. When preferred stock is cumulative, preferred dividends not declared in a period are
(a) considered a liability.
(b) called dividends in arrears.
(c) distributions of earnings.

(d) never paid.
7. At December 31, the stockholders’ equity section shows:
Common stock, $5 par value; 1,100,000 shares issued and 1,000,000 shares outstanding $5,500,000
Additignal paid-in capital .........nnniininsniiniiplo i e s ey 1,400,000
Relaifed OGS . i i s isissiissis i it o bl et 500,000
‘Treastiry stock; (100,000 shares) ............ Lot Sl a s (700,000)
Total stockholAEIS: OO .......iciveriis isnisissiseibss istsiaraibis s s st ian et ad st $6,700,000

The book value per share of common stock is
(a) $6.09.

(b) $6.70. _ : |
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8. Financial statements are typically prepared in the following order:
(2) Balance sheet, statement of owner's equity, income statement.
(b) Income statement, balance sheet, statement of owner's equity.
(c) Balance sheet, income statement, statement of owner’s equity.
(d) Income statement, statement of owner’s equity, balance sheet.

9. Jimmy's Car Repair Shop started the year with total assets of $90,000 and total liabilities of $60,000. During the
year the business recorded $150,000 in car repair revenues, $85,000 in expenses, and Jimmy withdrew $15,000.
Jimmy's Capital balance changed by what amount from the beginning of the year to the end of the year?

(a) $15,000.
(b) $65,000.
(c) $30,000.
(d) $50,000.

10. Which of the following depicts the proper sequence of steps in the accounting cycle?
(a) Journalize the transactions, analyze business transactions, prepare a trial balance
(b) Prepare a trial balance, prepare adjusting entries, prepare financial statements
(c) Prepare a trial balance, prepare financial statements, prepare adjusting entries
(d) Prepare a trial balance, post to ledger accounts, post adjusting entries

11. A post-closing trial balance contains
(a) real and nominal accounts.
(b) permanent and temporary accounts.
(c) balance sheet or permanent accounts.
(d) balance sheet and owner’s equity statement accounts.

o 12. Frye Company sells 1,000 shares of treasury stock for $32,000. The shares had been previously acquired for
- $24,000. The $8,000 received over cost should be credited to

(a) an asset account.

(b) a paid-in capital account.

(c) a revenue account.

(d) retained earnings.

13. Treasury stock should be reported in the financial statements of a corporation as a(n)
(a) investment.
(b) liability.
(c) deduction from total paid-in capital.
(d) deduction from total paid-in capital and retained earnings.

14. If bonds are issued at a discount, it means that the
(a) financial strength of the issuer is suspect.
(b) market interest rate is higher than the contractual interest rate.
(c) market interest rate is lower than the contractual interest rate.
(d) bondholder will receive effectively less interest than the contractual interest rate.

15. Which of the following expressions is incorrect?
(a) Gross profit — operating expenses = net income
(b) Sales — cost of goods sold — operating expenses = net income
(c) Net income + operating expenses = gross profit
(d) Operating expenses — cost of goods sold = gross profit

— -~ James Company purchased a machine for $50,000 on July 1, 2002. It was estimated at that time that the useful
life would be 10 years and salvage value would be $1,500. Transportation charges of $1,000 were paid to have

the asset delivered and $2,500 was invested in a special foundation.
On January 1, 2007 James Company paid $5,996 for a major overhaul of the machine. It was estimated that the
remaining life after the overhaul would be 8 years and that the asset would be worthless at the end of that time.

Required : (18%)

Journal entries for the following:
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(a) Purchase of the asset on July 1, 2002.
(b) The depreciation expense on December 31, 2002, and December 31, 2003, under each of the following
depreciation methods :
(1) Straight-line i
(2) Double-declining —balance ’
(c) The expenditures paid on January 1, 2007. -
Assuming the following is used the straight-line method to depreciate the asset :
(d) The depreciation expense on December 31, 2007.
(e) The sale of the asset on July 1, 2008, for $20,000 cash.
(f) Ignoring the response for part (e). If the machine and $12,000 cash were given in exchange for a new
machine (similar) that had a cash price of $45,000 on July 1, 2008.

= Sears Company maintains a checking account at the Commerce Bank. At July 31, selected data from the Iedger
balance and the bank statement are as follows.

Per Books Per Bank
Balance, July 1 $ 17,600 $18,800
July receipts 81,400
July credits ' 80,470
July disbursements 77.180
July debits 74,756
Balance, July 31 $ 21,850 $ 24,514

Analysis of the bank data reveals that the credits consist of $79,000 of July deposits and a credit memorandum of
$1,470 for the collection of a $1,400 note plus interest revenue of $70. The July debits per bank consist of checks cleared
$74,700 and a debit memorandum of $56 for printing additional company checks. 3

You also discover the following errors involving July checks: (1) A check for $230 to a creditor on account that cleared
the bank in July was Journallzed and posted as $320. (2) A salary check to an emplioyee for $255 was recorded by the
bank for $155.

The June 30 bank reconciliation contained only two reconciling items: deposits in transit $5,000 and outstandmg
checks of $6,200. ;

Required : (15%)
Prepare a bank reconciliation at July 31.

L

of that data:
a. The Office supplies account started the year with a $3,000 balance. During 2005, the company purchased sup[:)lles.i

for $12,400, which was added to the Office supplies account. The inventory of supplies available at December 31, b
2006, totaled $2,640.

b. An analysis of the company’s insurance policies provided these facts:

Policy Date of purchase Months of coverage Cost
A April 1, 2005 24 $15,840
B April 1, 2006 36 13,068
C August 1, 2006 12 2,700

The total premium for each policy was paid in full (for all months) at the purchase date, and the Prepaid Insurance
account was debited for the cost. (Note that year-end adjusting entries for Prepaid Insurance were properly
recorded in all prior years.)

c. The company has 15 employees, who earn a total of $2,100 in salaries each working day. They are paid each
Monday for their work in the five-day workweek ending on the previous Friday. Assume that December 31, 2006, is
a Tuesday, and all 15 employees worked the first two days of that week. Because New Year's Day is a paid holiday,
they will be paid salaries for five full days on Monday, January 6, 2007

d. Since the company is not large enough to occupy the entire building it owns, it rented space to a tenant at $2,400
per month, starting on November 1, 2006. The rent was paid on time on November 1. But the tenant has not paid
the December rent. The company has worked out an agreement with the tenant, who has promised to pay both
December and January rent in full on January 15. The tenant has agreed not to fall behind again.

Y
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e. On November |, the company rented space to another tenant for $2,175 per month. The tenant paid five months’
rent in advance on that date.
Required : (14%)
Prepare adjusting entries for the year ended December 31, 2006 and record the first subsequent cash transaction in
2007 for parts( c) and( d).
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