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— MULTIPLE CHOICE(30%) . .
1.In a period of rising prices, the inventory method which tends to give the highest reported net income 1s

a. basestock. b. first-in, first-out. c. last-in, first-out. d. weighted-average.
2.Preparation of consglidated financial statements when a parent-subsidiary relationship exists
is an example of thei;
a. economic éntity assumption. b. relevance characteristic.
c. comparability characteristic. d. neutrality characteristic.
3.Users of financial reports include
a. creditors.  b. government agencies. c. unions. d. All of these are users.

4.A generally accepted method of valuation is
1. trading securities at market value.  2.accounts receivable at net realizable value.

3. inventories at current cost.
a. 1 b.2 c.3 d.1and 2
5.Treasury stock should be reported as a(n)
a. current asset. b. investment. c. other asset. d. reduction of stockholders' equity.
6.The stockholders' equity section is usually divided into what three parts?
a. Preferred stock, common stock, treasury stock
b. Preferred stock, common stock, retained earnings
c. Capital stock, additional paid-in capital, retained earnings
d. Capital stock, appropriated retained earnings, unappropriated retained earnings
7.Lett Co. has a probable loss that can only be reasonably estimated within a range of outcomes. No single
amount within the range is a better estimate than any other amount. The loss accrual should be

a.zero. b. the maximum of the range.  c. the mean of the range. d. the minimum of the range.

8.During 2004, Alton Co. introduced a new product carrying a two-year warranty against defects. The
estimated warranty costs related to dollar sales are 4% within 12 months following sale and 8% in the
second 12 months following sale. Sales and actual warranty expenditures for the years ended December
31, 2004 and 2005 are as follows:

Actual Warranty

- Sales Expenditures
2004 § 800,000 $24,000
2005 1,000,000 60,000
31,800,000 384,000
At December 31, 2005, Alton should report an estimated warranty liability of
a. $0. b.  $36,000. c. $60,000. d.  $132,000.

9.0n July 1, 2004, Risen Co. issued 500 of its 10%, $1,000 bonds at 99 plus accrued interest. The bonds are
dated April 1, 2004 and mature on April 1, 2014. Interest is payable semiannually on April 1 and
October 1. What amount did Risen receive from the bond issuance?
a. $507,500 b. $500,000 . c¢. $495,000 d. $482,500
10.The cost of land does not include
a. costs of grading, filling, draining, and clearing.
b. costs of removing old buildings.
c. costs of improvements with limited lives.
d. mnone of these.
—. Presented below are a number of accounting procedures and practices in Sanchez Corp. For each of these
items, list the assumption, principle, information characteristic, or modifying convention that is
violated.(12%)

1. Because the company's income is low this year, a switch from accelerated depreciation to straight-line depreciation
is made this year.

2. The president of Sanchez Corp. believes it is foolish to report financial information on a yearly basis.
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Instead, the president believes that financial information should be disclosed only when significant new
information is available related to the company's operations.

3. A machine, that cost $40,000, is reported at its current market value of $45,000.

4. An officer of Sanchez Corp. purchased a new home computer for personal use with company money,
charging miscellaneous expense. '

= Early in 2004, Logan Corporation engaged Reese, Inc. to design and construct a complete modernization of Logan's
manufacturing facility. Construction was begun on June 1, 2004 and was completed on December 31, 2004. Logan

made the following payments to Reese, Inc. during 2004:

Date Payment |
June 1, 2004 $2,400,000 |
August 31, 2004 3,600,000 ,
December 31, 2004 3,000,000

In order to help finance the construction, Logan issued the following during 2004:

1. $2,000,000 of 10-year, 9% bonds payable, issued at par on May 31, 2004, with interest payable annually
on May 31,

2. 1,000,000 shares of no-par common stock, issued at $10 per share on October 1, 2004.
In addition to the 9% bonds payable, the only debt outstanding during 2004 was a $500,000, 12% note
payable dated January 1, 2000 and due January 1, 2010, with interest payable annually on January 1.

Instructions :

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

1. Weighted-average accumulated expenditures qualifying for capitalization of interest cost.
2. Avoidable interest incurred during 2004,

3. Total amount of interest cost to be capitalized during 2004.(12%)
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