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A. MULTIPLE CHOICE QUESTIONS (75%) 
Please fill your answers in the following form. 

1.  6.  11.  16.  21. 

2.  7.  12.  17.  22. 

3.  8.  13.  18.  23. 

4.  9  14.  19.  24. 

5.  10.  15.  20.  25. 
 
 1. Which of the following events cannot be quantified into dollars and cents and recorded as an 

accounting transaction? 
a. The appointment of a new accounting firm to perform an audit. 
b. The purchase of a new computer. 
c. The sale of store equipment. 
d. Payment of income taxes. 
 

 2. Communication of economic events is the part of the accounting process that involves 
a. identifying economic events. 
b. quantifying transactions into dollars and cents. 
c. preparing accounting reports. 
d. recording and classifying information. 
 

 3. An account is a part of the financial information system and is described by all except which one of the 
following? 
a. An account has a debit and credit side. 
b. An account is a source document. 
c. An account may be part of a manual or a computerized accounting system. 
d. An account has a title. 
 

 4. The double-entry system requires that each transaction must be recorded 
a. in at least two different accounts. 
b. in two sets of books. 
c. in a journal and in a ledger. 
d. first as a revenue and then as an expense. 
 

 5. The time period assumption states that 
a. a transaction can only affect one period of time. 
b. estimates should not be made if a transaction affects more than one time period. 
c. adjustments to the enterprise's accounts can only be made in the time period when the business 

terminates its operations. 
d. the economic life of a business can be divided into artificial time periods. 

 
 6. An accounting time period that is one year in length, but does not begin on January 1, is referred to as

a. a fiscal year. 
b. an interim period. 
c. the time period assumption. 
d. a reporting period. 

 

 7. Which of the following permanent account is changed during the closing process? 
a. Share Capital-Ordinary. 
b. Retained Earnings. 
c. Unearned Service Revenue. 
d. None of these answer choices are correct. 

※請依下列格式劃表於答案卷第一頁，再將
各題答案依序填入格內。 
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 8. The temporary account balances ultimately wind up in what account? 

a. Income Summary. 
b. Retained Earnings. 
c. Share Capital-Ordinary. 
d. Comprehensive Income. 

 

 9. The primary source of revenue for merchandising companies is 
a. investment income. 
b. service fees. 
c. the sale of merchandise. 
d. the sale of fixed assets the company owns. 

 
 10. Cost of goods sold is determined only at the end of the accounting period in 

a. a perpetual inventory system. 
b. a periodic inventory system. 
c. both a perpetual and a periodic inventory system. 
d. neither a perpetual nor a periodic inventory system. 

 

 11. The factor which determines whether goods in transit should be included in a physical count of 
inventory is 
a. physical possession. 
b. legal title. 
c. management's judgment. 
d. whether or not the purchase price has been paid. 

 
 12. If goods in transit are shipped FOB destination 

a. the seller has legal title to the goods until they are delivered. 
b. the buyer has legal title to the goods until they are delivered. 
c. the transportation company has legal title to the goods while the goods are in transit. 
d. no one has legal title to the goods until they are delivered. 

 
 13. The custodian of a company asset should 

a. have access to the accounting records for that asset. 
b. be someone outside the company. 
c. not have access to the accounting records for that asset. 
d. be an accountant. 

 
 14. Internal auditors 

a. are hired by accounting firms to audit business firms. 
b. are employees of the taxing authority who evaluate the internal controls of companies filing tax 

returns. 
c. evaluate the system of internal controls for the companies that employ them. 
d. cannot evaluate the system of internal controls of the company that employs them because they 

are not independent. 
 
 15. The receivable that is usually evidenced by a formal instrument of credit is a(n) 

a. trade receivable. 
b. notes receivable. 
c. accounts receivable. 
d. income tax receivable. 

 
 16. Notes or accounts receivables that result from sales transactions are often called 

a. sales receivables. 
b. non-trade receivables. 
c. trade receivables. 
d. merchandise receivables. 

 
 17. A company purchased land for $80,000 cash. Real estate brokers' commission was $5,000 and 
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$7,000 was spent for demolishing an old building on the land before construction of a new building 
could start. Under the historical cost principle, the cost of land would be recorded at 
a. $87,000. 
b. $80,000. 
c. $85,000. 
d. $92,000. 

 
 18. The four subdivisions for plant assets are 

a. land, land improvements, buildings, and equipment. 
b. intangibles, land, buildings, and equipment. 
c. furnishings and fixtures, land, buildings, and equipment. 
d. property, plant, equipment, and land. 

 
 19. The entry to record the issuance of an interest-bearing note credits Notes Payable for the note's 

a. maturity value. 
b. market value. 
c. face value. 
d. cash realizable value. 

 
 20. With an interest-bearing note, the amount of assets received upon issuance of the note is generally 

a. equal to the note's face value. 
b. greater than the note's face value. 
c. less than the note's face value. 
d. equal to the note's maturity value. 

 
 21. Which of the following factors does not affect the initial market price of shares? 

a. The company's anticipated future earnings 
b. The par value of the shares 
c. The current state of the economy 
d. The expected dividend rate per share 

 
 22. Dailey Company is a publicly held corporation whose $1 par value ordinary shares are actively traded 

at $22 per share. The company issued 3,000 shares to acquire land recently advertised at $82,000. 
When recording this transaction, Dailey Company will 
a. debit Land for $82,000. 
b. credit Share Capital–Ordinary for $66,000. 
c. debit Land for $66,000. 
d. credit Share Premium–Ordinary for $79,000. 

 
 23. On January 1, Barone Company purchased as a short-term investment a $1,000, 8% bond for 

$1,000. The bond pays interest on January 1 and July 1. The bond is sold on October 1 for $1,125 
plus accrued interest. Interest has not been accrued since the last interest payment date. What is the 
entry to record the cash proceeds at the time the bond is sold? 
a. Cash ....................................................................................  1,125 
  Debt Investments  ......................................................   1,125 
b. Cash ....................................................................................  1,145 
  Debt Investments ........................................................   1,000 
  Gain on Sale of Debt Investments ..............................   125 
  Interest Revenue .........................................................   20 
c. Cash ....................................................................................  1,145 
  Debt Investments ........................................................   1,125 
  Interest Revenue .........................................................   20 
d. Cash ....................................................................................  1,125 
  Debt Investments ........................................................   1,000 
  Gain on Sale of Debt Investments ..............................   125 

 
  24. Which of the following is not a true statement about the accounting for debt investments? 

a. At acquisition, investments are recorded at cost. 
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b. The cost includes any brokerage fees. 
c. Debt investments include investments in government and corporation bonds. 
d. The cost includes any accrued interest. 

 
25. At December 31, 2014, the trading securities for Mayfair, Inc. are as follows: 

    Security      Cost    Fair Value 
 X $90,000 $   92,000 
 Y 150,000           145,000 
 Z  32,000 28,000 
  Mayfair should report the following amount related to the securities in its 2014 income statement: 

  a.  $2,000 gain 
  b.  $7,000 realized loss. 
  c.  $7,000 unrealized loss. 
  d.  $9,000 unrealized loss. 

 
B. The financial statements of Meenan Company appear below: 

MEENAN COMPANY 
Comparative Statement of Financial Position 

December 31 
    2014     2013  

Assets 
Property, plant, and equipment € 50,000 € 78,000 
Accumulated depreciation                                       (20,000)       (24,000) 
Inventory 30,000 15,000 
Accounts receivable 21,000 34,000 
Cash     43,000     23,000 
 Total €124,000 €126,000 

Equity and Liabilities 
Share capital-ordinary € 41,000 € 24,000 
Retained earnings     46,000     38,000 
Bonds payable 7,000 33,000 
Accounts payable   17,000   23,000 
Income taxes payable     13,000       8,000 
 Total €124,000 €126,000 

MEENAN COMPANY 
Income Statement 

For the Year Ended December 31, 2014 
Sales revenue  €400,000 
Cost of goods sold    280,000 
Gross profit  120,000 
Operating expenses      56,000 
Income from operations  64,000 
Interest expense        4,000 
Income before income taxes  60,000 
Income tax expense      18,000 
Net income  €  42,000 
 
The following additional data were provided: 
1. Dividends declared and paid were €34,000. 
2. During the year, equipment was sold for €15,000 cash. This equipment cost €28,000 originally and had a 

book value of €15,000 at the time of sale. 
3. All depreciation expense is in the operating expenses. 
4. All sales and purchases are on account. 
5. Accounts payable pertain to merchandise suppliers. 
6. All operating expenses except for depreciation were paid in cash. 
Instructions (15%) 
Compute the following: 
(a) Cash receipts from customers. 
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(b) Cash payments to suppliers. 
(c) Net cash provided by operating activities 
(d) Net cash provided by investing activities 
(e) Net cash used by financing activities 
 
C. The following ratios have been computed for Morgan Company for 2014. 
 Profit margin 12.5% 
 Times interest earned 8 times 
 Accounts receivable turnover 4 times 
 Acid-test ratio 2 : 1 
 Current ratio 3 : 1 
 Debt to total assets ratio 20% 
 
Morgan Company’s 2014 financial statements with missing information follow: 
 

MORGAN COMPANY 
Comparative Statements of Financial Position 

December 31, 
————————————————————————————————————————— 
Assets      2014      2013  
Property, plant, and equipment (net) ..........................................  $ 200,000    $ 160,000 
Inventory .....................................................................................  ? (8) 50,000 
Accounts receivable (net) ...........................................................  ? (6) 40,000 
Short-term Investments ..............................................................  10,000 25,000 
Cash ...........................................................................................    30,000   45,000 
 Total assets ......................................................................... $      ?  (9) $320,000 
 
Equity and liabilities  
Share capital – ordinary ..............................................................  $ 220,000  $ 200,000 
Retained earnings ......................................................................      60,000        35,000 
Bonds payable ............................................................................  ? (10) 20,000 
Accounts payable .......................................................................        ? (7)   30,000 
Short-term notes payable ...........................................................  40,000  35,000 
 Total equity and liabilities  .................................................. $  320,000  $320,000 
 

MORGAN COMPANY 
Income Statement 

For the Year Ended December 31, 2014 
——————————————————————————————————————————— 
Net sales.....................................................................................   $200,000 
Cost of goods sold ......................................................................     75,000 
Gross profit .................................................................................   125,000 
Expenses: 
 Depreciation expense ........................................................... $     ?    (5) 
 Selling expenses ..................................................................  8,000 
 Administrative expenses .......................................................    12,000 
  Income from operations ..................................................   ?      (4) 
 Interest expense ...................................................................   5,000 
Income before income taxes ......................................................   ? (2) 
 Income tax expense .............................................................   ?      (3) 
Net income .................................................................................  $    ?     (1) 
 
Instructions (10%) 
Use the above ratios and information from the Morgan Company financial statements to fill in the missing 
information on the financial statements. Follow the sequence indicated. Show computations that support your 
answers. 
 

 


