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Instructor:

e This exam consists of 11 pages, including this page.

¢ You may omit journal entry explanations.

¢ Programmable Calculators are not permitted for use on this exam.
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I. MULTIPLE CHOICE - Choose the best answer from those listed. (50 points)

1. Which one of the following is not an objective of a system of internal controls?
a. Safeguard company assets
(®) Overstate liabilities in order to be conservative
c. Enhance the accuracy, and reliability of accounting records
d. Reduce the risks of &frors - i

2. Notification by the bank that a deposited customer check was returned NSF requires that the
company make the following adjusting entry:
Accounts Receivable
Cash
b. Cash
Accounts Receivable
c. Miscellaneous Expense
Accounts Receivable
d. No adjusting entry is necessary.

3. An aging of a company's accounts receivable indicates that $5,000 are estimated to be
uncollectible. If Allowance for Doubtful Accounts has a $700 debit balance, the
adjustment to record bad debts for the period will require a
a) debit to Bad Debts Expense for $5,000.

Dy credit to Allowance for Doubtful Accounts for $5,700.
C. \débj;to Bad Debts Expense for $4,300.
d. credit to Allowance for Doubtful Accounts for $700.

4. The retailer considers VISA and MasterCard sales as
@ cash sales (debit cash).
b. promissory sales (debit notes receivable).
c. credit sales (debit accounts receivable).
d. contingent sales (no entry).

5. A company exchanges its old office equipment and $30,000 for similar new office
equipment. The old office equipment has a book value of $21,000 and a fair market
value of $15,000 on the date of the exchange. The cost of the new office equipment
would be recorded at

a. $51,000.
® $45,000.
c. $39,000.
d. $36,000.
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6. In the balance sheet, the account, Premium on Bonds Payable, is
@) added to bonds payable.
b. deducted from bonds payable.
c. classified as a stockholders' equity account.
d. classified as a revenue account.

7. Winter Furniture sells $400,000 of receivables to Kwik Factors, Inc. Kwik Factors assesses a
2% service charge on the amount of receivables sold. What journal entry does Winter

Furniture make to record the sale of receivables?

Loss on Sale of Receivables .....ocoeeevveveevreeieeeeeeeeeeeennn.
Accounts Receivable ......oooovivieeeoieeeeeeeeeeeeeeveeens

Service Charge EXPEnse ......ccccocvvvvereeienrirennerncrscreninnncns
Accounts Receivable ........coooovvveveniereieeenceee e,

392,000

8,000
400,000

392,000
392,000

400,000
392,000
8,000

392,000

8,000
400,000

8. Hardy Clinic purchases land for $90,000 cash. The clinic assumes $1,500 in property taxes
due on the land. The title and attorney fees totaled $1,000. The clinic has the land
graded for $2,200. What amount does Hardy Clinic record as the cost for the land?

a. $92,200.
b. $91,000.
© $94,700.
d. $93,200.

9. A coal company invests $15 million in a mine estimated to have
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20 million tons of coal and

no salvage value. It is expected that the mine will be in operation for 5 years. In the first
year, 3,000,000 tons of coal are extracted and sold. What is the depletion expense for

the first year?

@ $2,250,000. 1SN 3
b. $900,000. /r\}' :
c. $3,000,000. \

d. $4,000,000.

10. If the market interest rate is greater than the contractual interest rate, bonds will sell

a. atapremium.

b. at face value.
© at a discount.

d. only after the stated interest rate is increased.
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11. Goodwill can be recorded
a. when customers keep returning because they are satisfied with the company's
products.
b. when the company acquires a good location for its business.
* ¢. when the company has exceptional management.
@ only when there is an exchange transaction involving the purchase of an entire
business.

12. Lowe Company sells 4,000 units of its product for $500 each. The selling price includes a
one-year warranty on parts. It is expected that 3% of the units will be defective and
that repair costs will average $50 per unit. In the year of sale, warranty contracts are
honored on 80 units for a total cost of $4,000.. What amount will be reported on Lowe
Company's balance sheet as Estimated Warranty Liability on December 31, 20027
a. - $4,000.

b. $6,000.
© $2,000.
d. cannot be determined.

13. Which of the following show the proper effect of a stock split and a stock dividend?

Item Stock Split Stock Dividend
a. Total paid-in capital Increase Increase
b. Total retained earnings Decrease , Decrease
~¢. Book value per share Decrease Increase
@ Outstanding shares Increase Increase

14. Romano Corporation reports net income of $450,000 and a weighted average of 200,000
shares of common stock outstanding for the year. Romano has cumulative preferred
stock dividends for the current year of $40,000 that were not declared and paid. The
earnings per share for the year is

@ $2.05
b. $2.25
c. $2.45
d. $2.81

15. If convertible preferred stock is converted into common shares,

a. a gain on conversion must be recorded if the par value of the preferred stock is
greater than the par value of the common stock.

b. a loss on conversion must be recorded if the par value of the preferred stock is less
than the par value of the common stock.

(c) a gain or loss on conversion is not recorded.

@ the market value of the preferred shares on the date of conversion is credited to the

common stock account.



16. When an account is written off using the allowance method, accounts receivable
(@ is unchanged and the allowance account increases.
b. increases and the allowance account increases.
@ decreases and the allowance account decreases.
d. increases and the allowance account decreases.

17. An example of a cash flow from financing activity is:
a. receipt of dividends on investment in stock.
b. purchase of land.
c. depreciation.
(@ issuance of capital stock.

18. Carey Company is a publicly held corporation whose $1 par value stock is actively traded
at $20 per share. The company issued 3,000 shares of stock to acquire land recently
advertised at $45,000. When recording this transaction, Carey Company will

@ debit Land for $60,000. —~——

b. credit Common Stock for $60,000. > Thiﬂ' e w bt Jev~ / S A;'

© debit Land for $45,000. A A
d. credit Paid-In Capital in Excess of Par Value for $63,000. / }" ( 7 , o6d X0 3

19. Lopez, Inc. has 2,000 shares of 6%, $50 par value, cumulative preferred stock and 50,000
shares of $1 par value common stock outstanding at December 31, 2001, and December
31, 2002. The board of directors declared and paid a $4,000 dividend in 2001. In
2002, $20,000~of dividends are declared and paid. What are the dividends received by
the preferred and common shareholders in 20027

Preferred Common
a. $12,000 $8,000
b. $10,000 $10,000
@ $8,000 $12,000
d. $6,000 $14,000

20. Harwell Company lends Newton Company $60,000 on April 1, accepting a four-month,
9% interest note. Harwell Company prepares financial statements on April 30. What
adjusting entry should be made before the financial statements can be prepared?

a. Note Receivable ......coocoviiiiiieiieceeecceeeee e 60,000
CaSh ..ot e e 60,000

Interest Receivable . .......oocvevvvveeveennnn. rreertrrerrar s ra—as 450
Interest REVenuUe ..........ccovveeeeeviceeiieeeeeeeeceeeeeee 450

C. CASH s 450
Interest Revenue ..............cooeeeeveeeiiiivieeeccreeee 450

@ Interest RECEIVADIE . ...oouveversveeersesnecenrsseeenrrneersseneees 1,800
Interest REVENUE ........ccocvvvitviieciieee et — 1,800

Y
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II. BANK RECONCILIATION ( 12 points)

Noland Boat Company's bank statement for the month of September showed a balance per
bank of $7,000. The company's Cash account in the general ledger had a balance of $4,667 at
September 30. Other information is as follows:

(1) Deposits in transit were $4,200. sk fan
(2) The bank statement shows a debit memorandum for $40 for check printing charges. [ g5 Byeler
(3) Outstanding checks at September 30 amounted to $5,800. Lest fanle

(4) Noland Boat Company issued check No. 138 for $429 to Grainger, on account. The
check, which cleared the bank, was incorrectly journalized and posted by Noland Boat
Company for $492. KA 63 pork7

(5) The bank returned an NSF check from a customer for $550. Lest feoker .

(6) The bank included a credit memorandum for $1,260 which represents collection of a
customer's note by the bank for the company; principal amount of the note was $1,200

and interest was $60. %{hﬂg_}%ﬂ "NAN Pueles
v 4

Instructions: Prepare a bank reconciliation for Noland Boat Company at September 30. .

NOLAND BOAT COMPANY
Bank Reconciliation
September 30
Amount Amount
Balance per bank statement $ 7,000 . Balance per books $ 4,667
Add: De.,aﬂ‘r—?r\ brans iy “ﬂ | 10v Add: (,ol l(_(,f\\»\ JL A nile /) gD
Errir b

Less: Ow{:ﬂw\}u*ﬂ) C_\‘\U\&K (S\JW\ Less: (hec s ’)riY\HV\J CL\"VDC. (1 ‘h
NS6E cedr (556

Adjusted bank balance gl Woo Adjusted book balance 5 w09
7



III. PLANT ASSETS ( 12 points)

Blue Chip Company purchased a machine on October 1, 2002, at a total cost of $800,000. The
machine has an estimated useful life of 10 years and a salvage value of $75,000. The machine
is depreciated using the straight-line method. Blue Chip Company uses a calendar year in
preparing annual financial statements.

1. Calculate depreciation expense of the machine for 2002 and the book value of the machine

at Dec. 31, 2002. G’%im — 26,000 >9 ( ’ﬁbz,) - g/ 15

(D
Galk Vilue = €00 800 = (¢, < 9
§ g

Depreciation expense for 2002: § I

Book value at Dec. 31,2002: $ 72 ) !3 25

2. Now assume that Blue Chip Company uses the declining balance method to depreciate the
machine. Blue Chip Company uses a double-declining balance. Calculate the depreciation
expense for 2002 using this method.

o [00°(o (_’i\
U[OIMD . §09000 x(’L%T>% o

3. Assume that there is $150,000 in the Accumulated Depreciation account for the above
machine on January 1, 2004. On the same day, Blue Chip Company gets new information
that changes the remaining useful life of the machine to 4 years with a revised salvage
value of $25,000. Given this information, calculate the revised depreciation on the

hine for 2004.
machine for L{go 0 1000 ,__“15-(;/} ‘,% - ’L()/ovv

'v]

= }SL)%_O

4. Assume, instead, that there is $500,000 in the Accumulated Depreciation account for the
above machine on January 1, 2006. On that same day, Blue Chip Company sells the
machine for $275,000. Prepare the journal entry (or entries) to record the sale of the
machine on January 1, 2006.

Cash - 12300
Lrss on A"TT’W“\ 25,607

" C\,\i\nL gﬂa/_wo



IV. BONDS PAYABLE ( 12 points)

Elwood Company issues $2,000,000 of 9%, 10-year bonds on January 1, 2002, at 102. Interest

is payable semiannually on January 1 and July 1. The company uses the straight-line method
of amortization.

1. Prepare the journal entry to record the bond issuance.
Ca-r"t\ 11048/000 -

Premman on D.P,
ﬁ f Q/m) 0/400

60
vo e

2. Prepare the journal entry to record bond interest expense on July 1, 2002, assuming no
previous accrual of interest.

Bm\& E/h‘}\ GF{M\&L
WrQV"‘TV\V"‘ "PVM”MU'\

T el Pasgul 2 70/2#0
C’;&I”L

g% 000
7000

3. What is the carrying value (book value) of the bonds after the first interest date?

/L @’5?100'0 = @(aaﬂ/ﬂoo )’C%O,aoo«’(/,jooB |
X

4. Assume that Elwood Company retires the above bonds on June 30, 2007, at 104. Also
assume that the carrying value of the bonds at the redemption date was $2,020,000.
Prepare the journal entry to record the retirement of the bonds

farke \ﬂk\lw\s\// To0s,007

PfenM\wv* /U/‘g”o
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V. CORPORATION ENTRIES ( 14 points)

Carson Corporation was organized on Jan. 1, 2002. Carson had the following transactions
during the year. Prepare the appropriate journal entries. You may omit journal entry
explanations.

1/02/02

1/31/02

4/10/02

8/23/02

12/01/02

Issued 2,000 shares of $1 par value common stock to attorneys in payment of a bill
for $8,000 for services rendered in helping the company to incorporate. ‘

Orinnnw‘n\n\,&l E—-;.. Y)cm ?/&(}0
Copmmmon Sk ' 1 q—&—ﬁ
gdm =~ CaFl’W\\ T~ @Xcer§ &(99

of” @ prvelie \> Aj‘jC 2.5

Issued 50,000 shares of $1 par value common stock for cash at $4 per share.

CMQ"\'\ ’Z/\)O/@'vO
Cowwab\ M’"k ‘ SB/M? v
MEC-C.5) (80,029
\

—> O ormel cred /) balama

Purchased 2,000 shares of treasury stock for $5 per share.
]rﬁoxervl S\'\'C\Q ’ (0/390
Can o {8 800

Sold 1,000 shares of treasury stock for $6 per share.
Cut bpoo
TS @RADD Sy o

ML =TS [

Declared a cash dividend on outstanding shares of $1 per share to stockholders of
record on December 15.

3 f{e%k\eﬂ é'\rm\\y W 5}/000

Sho oo
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VI. STATEMENT OF CASH FLOWS ( 10 points)

The comparative balance sheet for McHenry Company appears below:

McHENRY COMPANY
Comparative Balance Sheet

Dec 31, 2002 Dec 31,2001

: \ Assets

Cash and cash equIVAlents ...........ccooverireriecienie e $37,685 $13,815
Accounts TECEIVADIE ......civvivieeeii i r e s e e s aaaae e e e eas 5,880 8,380
Merchandise INVENTOTY ....c.covveeiiiiiiiieiiiee v ee s e e e e 12,280 6,980
|20 10310350131 LRI 27,350 20,550
Accumulated depreciation—equIPIENt .......ccvvveiierinieenreee e eenieenee (2,720) (2,020)
Patent .oooeeieeeii it e e s e e 2,000 2,000

TOtAl ASSELS . vuveveeerrnriririierierireeree e reeese s e srssere e e saseeenrraaraeaseeanreanaanens $82.475 $49.705

Liabilities and Stockholders' Equity

Accounts Payable ......ccveiuie ittt erre e $3,125 $2,015
Interest payable.......ccviiiiiiiriii i e 50 0
Income taxes Payable.......o.veviiiieieiei i 975 1,215
Bonds payable.........cooiiiiii e 18,000 14,000
[070)00V00 103 1 <3103 OO OO 20,040 - 20,040
Retained €armings .....cccceeovveereenrceereiniireeisstereenrereeesnnnees s e s 40,285 12.435

Total liabilities and stockholders’ equity ........cccveevvreeriiiinrneenane. $82.475 $49.705

Additional information for 2002
1) Net income for 2002 was $34,850.
2) Depreciation expense for 2002 was $2,900.
3) Cash dividends of $7,000 were declared and paid during the year.
4) Two separate transactions affected Amazon Company’s equipment account:
a) They sold equipment for $2,050 that originally cost $7,500 and had a book value
. of $5,300, and :
b) They purchased new equipment for $14,300 cash.

Instructions are on the next page. For easier reference, you may detach this sheet from the
exam. If you do so, please:
1) Provide both your name and your TA’s name below and place this sheet in the
middle of the exam when you hand it in.
2) This page must be included with the exam to receive credit for the problem.

Name: TA:
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Instructions: Prepare the operating activities and investing activities sections of the statement

of cash flows, using the indirect method. You do not have to prepare the financing activities
section.

McHenry Company
Statement of Cash Flows
For the year ended December 31, 2002

Cash flows from operating activities

Vef- Tcome | 7b//8r0_

- Ay b oreendie pel ame boneb cart

e gfrtcTwV\‘ffh 1A
Liss on sale of e wp: %250
0
e creose D Bk 2,50 0)
EALNML [ EANN*’G' ' Cj‘/;a

|, 140
SO

Topcferse in AP

o~ Tkl Pyl
lcwm \ o M‘ A 0 )
Dprence . Toc T taqie (7 ) A

- 2 (e
N cosin bbb vy O% /

Cash flow from investing activities
Gule oF Equipomt
PM(C\«L\WQ/ UF é xufr r\ww)/

fL}oS'”'
({‘4/%0)

(1,2¢0)

You do not have to prepare the financing activities section.



