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The two primary qualities that make accounting information useful

1.

for de

clsion making are

a. comparability and consistency.

b. materiality and timeliness. |
c. relevance and reliability. .
d. reliability and comparability. ]
kA
When an item of expense is paid and recorded in advance, it is e
normally called a(n) oI
a. prepaid expense. -
b. accrued expense. X
c. estimated expense. ca
d. cash expense. 3
Which of the following is NOT a generally practiced method of %

presenting the income statement?
a. Including prior period adjustments in determining net income

. The
The

Q0 O

single-step income statement
consolidated statement of income

Including gains and losses from discontinued operations of a

segment of a business 1n determining net income

Treasury stock should be reported as a(n)

. 0 O

current asset.

. 1nvestment.

other asset.

reduction of stockholders' equity.

If a company purchases merchandise on terms of 1/10, n/30, the cash
discount available is equivalent to what effective annual rate of

interest (assuming a 360-day year)? o

a, 1%

b. 12%

c. 18%

d. 30%

Assuming no beginning inventory, what can be said about the trend of

inventory prices 1f cost of goods sold computed when inventory is
valued using the FIFO method exceeds cost of goods sold when
inventory 1s valued using the LIFO method?

a. Pri
b. Pri
c. Pri
d. Pri
Lower
a. is
bh. 1s
¢. is

ces decreased.
ces remained unchanged,

ces increased.
ce trend cannot be determined from information given.

of cost or market

most conservative if applied to the total inventory.

most conservative 1f applied to major categories of inventory.
most conservative 1f applied to individual items of inventory.

d. must be applied to major categories for taxes.
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8. Which of the following statements 1s true regarding capitalization

of interest?
a. Interest cost capitalized in connection with the purchase of land

to be used as a building site should be debited to the land
account and not to the building account.

b. The amount of interest cost capitalized during the period should
not exceed the actual i1nterest cost incurred.

c. When excess borrowed funds not immediately needed for construc-
tion are temporarily invested, any interest earned should be
offset against interest cost incurred when determining the amount
of i1nterest cost to be capitalized.

d. The minimum amount of interest to be capitalized is determined by |

multiplying a weighted average interest rate by the amount of
average accumulated expenditures on qualifying assets during the

period.

WAE RN

3% % M

9. The following 1s true ¢f depreciation accounting.
a. It 1s not a matter ¢of valuation.
b. It 1is part of the matching of revenues and expenses.
c¢. It retains funds by reducing income taxes and dividends.

d. All of these.

10. The intangilble asset goocdwill may be
a. capitalized cnly when purchased.
b. capitalized either when purchased or created internally.

c. capltalized only when created internally.
d. written off directly to retained earnings.

11. Which of the feollowing principles BEST describes the current method
of accounting for research and development costs?

a. Assoclating cause and effect
Systematic and rational allocation

b
c¢. Income tax minimization
d. Immediate recognition as an expense

2. Stock dividends distributable should be classified
a. on the income statement as an expense.
b. on the balance sheet as an asset.

c. on the balance sheet as a liability.
d. on the balance sheet as an item of stockholders' equity.

3. Stone, Inc. issued bonds with a maturity amount of $200,000 and a
maturity ten years from date of issue. If the bonds were issued at

a premium, this indicates that
a. the yield (effective or market) rate of interest exceeded the

nominal (stated) rate.
b. the nominal rate of interest exceeded the yield rate.

c. the yield and nominal rates coincided.
d. no necessary relationship exists between the two rates.

4. "Gains"™ on sales ¢f treasury stock (using the cost method) should

be credited to
paid-in capital from treasury stock.
capital stock.

retained earnings.

cther income. ""43 -
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15. Cash dividends are paid on the basis of the number of shares
a. authorized.
b. issued.
C. outstanding.
d. outstanding less the number of treasury shares.

16. Gains or losses on the early extinguishment of convertible debt 'm1
should be considered an ‘j;
a. extraordinary item. s
b. ordinary item. .
C. unusual item. S
d. none of these,. ;\

7. The revenue recognition principle provides that revenue is %A
recognized when £
a. 1t 1s realized. L_
b. it 1s realizable. 1
C. 1t is realized or realizable and it is earned.
d. none of these.

8. Curtis Corporation accounts for its investment in the common stock
of White Company under the equity method. Curtis Corporation
should ordinarily record a cash dividend received from White as
a. a reduction of the carrying value of the investment.
b. additional paid-in capital.
C. an addition to the carrying value of the investment.
d. dividend income.

9. Which of the following is NOT a change in accounting principle?
a. A change from LIFO to FIFO for inventory valuation
b. Using a different method of depreciation for new plant assets
C. A change from full-cost to successful efforts in the extractive

industry

d. A change from completed-contract to percentage-of-completion

J. A company borrows $10,000 and signs a 90-day nontrade note payable.

In preparing a statement of cash flows (indirect method), this event

would be reflected as

a. an addition adjustment to net income in the cash flows from
operating activities section.

b. a cash outflow from investing activities.

C. & cash inflow from investing activities.

d. a cash inflow from financing activities.
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When you undertook 'the preparation of the financial statements for
Wenger Company at January 31, 1999, the following data were

available:

At Cost At Retail

Inventory, February 1, 1998 $70,800 $ 98, 500
Markdowns 35,000 o
Markups 63,000 |B
Markdown cancellations 20,000 | 3L
Markup cancellations 10,000 224
Purchases 219, 500 294,000 |%
Sales 325,000 |k
Purchases returns and allowances 4,300 5,500 &
Sales returns and allowances 10,000 &
INSTRUCTIONS %
£

During 1998, the Mallon Building Company constructed various assets
at a total cost of $3,800,000. The weighted average accumulated
eXpenditures on assets qualifying for capitalization of lnterest
during 1998 were $2,500,000. The company had the following debt
outstanding at Decembsr 31, 1998:

1. 12%, 5-year note to finance construction of
various assets, dated January 1, 1998, with
interest payable annually on January 1 $1,500,000

2. 15%, ten-year bonds issued at par on
December 31, 1992, with interest payable
annually on December 31 3,000,000
3. 11%, 3~-year note pavable, dated January 1,
1997, with interest payable annually on
January 1 1,000,000
INSTRUCTIONS

Compute the amounts of each of the following (show computations).

1. Avoidable interest. .
2. Total interest to be capltalized during 1998, (jﬂnajéi)
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Rodd Construction, Inc. experienced the following construction
activity in 1998, the first vear of operations.

|

Cash Cost Estimated
Total Billings Collections Incurred Additional
Contract through through through Costs to
Contract Price 12/31/98 12/31/98 12/31/98 Complete
X $260, 000 $165,000 $155,000 $182, 000 $ 63,000
Y 325,000 115,000 115,000 100,000 247,000
2 247,500 247,500 197,500 157,500 -0~
$832, 500 $527,500 $467,500 $439,500 $310,000

Each of the above contracts is with a different customer, and any
work remaining at December 31, 1998 is expected to be completed in
1999,

INSTRUCTIONS

Prepare a partial income statement and a partial balance sheet to
indicate how the above contract information would be reported.
Rodd uses the completed-contract method. (é}gﬁﬁ)
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1. IfU=£(X)Y,Z2)=X*Y’Z*, find (X, Y, Z) which maximizes U and

subject to 2X +Y +Z = |8 (10%)

2. Find the extreme value of the function

fF(X.Y)=X/3+Y/2+ XY -3X+3Y (10%)
3. Find § e™ /(e™*-4) dX (10%)
4. Find § X InX dX (10%)

5. Solve the differential equation dy/dt + 3y =6, y(0) =8. ( 10%)

6. If Y = X log, (X* /(2+X)), find dY/dX. (10%)
7. Solve the difference equationy,,, 3y, = 1, y,=7/2. (10%)
8. IfW=1{(X,Y,Z) = In[cos(X - Y — 3Z)], find d*W/dZdX2 (10%)
9. Findlim, .., (1+ A/n)". (10%)

ba .
10. Find j-W “J’_iﬁ = o x (10%)

|
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