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一、Multiple Choice ( 36% ) 

1.  On January 1, 2007, Stein Co. sold a used machine to Mays, Inc. for $350,000. On this date, the machine 
had a depreciated cost of $245,000. Mays paid $50,000 cash on January 1, 2007 and signed a $300,000 
note bearing interest at 10%. The note was payable in three annual installments of $100,000 beginning 
January 1, 2008. Stein appropriately accounted for the sale under the installment method. Mays made a 
timely payment of the first installment on January 1, 2008 of $130,000, which included interest of 
$30,000 to date of payment. At December 31, 2008, Stein has deferred gross profit of 

a. $70,000.       b. $66,000. 
c. $60,000.       d. $51,000.  

 
2. On December 31, 2007, Jansen Company granted some of its executives options to purchase 45,000 shares 

 of the company's $50 par common stock at an option price of $60 per share. The Black-Scholes option  
pricing model determines total compensation expense to be $900,000. The options become exercisable on  
January 1, 2008, and represent compensation for executives' past and future services over a three-year  
period beginning January 1, 2008. What is the impact on Jansen's total stockholders' equity for the year  
ended December 31, 2007, as a result of this transaction under the fair value method? 

a. $900,000 decrease  b. $300,000 decrease 
c. $0                 d. $300,000 increase  

 
3.  Kimm, Inc. had net income for 2007 of $2,120,000 and earnings per share on common stock of $5.  

Included in the net income was $300,000 of bond interest expense related to its long-term debt. The  
income tax rate for 2007 was 30%. Dividends on preferred stock were $400,000. The payout ratio on  
common stock was 25%. What were the dividends on common stock in 2007? 

a. $430,000.          b. $530,000. 
c. $482,500.          d. $645,000. 

 
4.  Brye Co. is indebted to Dole under a $400,000, 12%, three-year note dated December 31, 2005. Because 

of Brye's financial difficulties developing in 2007, Brye owed accrued interest of $48,000 on the note at 
December 31, 2007. Under a troubled debt restructuring, on December 31, 2007, Dole agreed to settle 
the note and accrued interest for a tract of land having a fair value of $360,000. Brye's acquisition cost 
of the land is $290,000. Ignoring income taxes, on its 2007 income statement Brye should report as a 
result of the troubled debt restructuring 

  Gain on Disposal Restructuring Gain 
 a. $158,000 $0 
 b. $110,000 $0 
 c. $70,000 $40,000 
 d. $70,000 $88,000 
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 5. The 10% bonds payable of Klein Company had a net carrying amount of $570,000 on December 31,  
2006. The bonds, which had a face value of $600,000, were issued at a discount to yield 12%. The  
amortization of the bond discount was recorded under the effective-interest method. Interest was paid  
on January 1 and July 1 of each year. On July 2, 2007, several years before their maturity, Klein retired 
the bonds at 102. The interest payment on July 1, 2007 was made as scheduled. What is the loss that  
Klein should record on the early retirement of the bonds on July 2, 2007?  Ignore taxes. 

a. $12,000.       b. $37,800. 
c. $33,600.       d. $42,000. 

 
6. On January 3, 2007, Alton Corp. owned a machine that had cost $200,000. The accumulated depreciation 

was $120,000, estimated salvage value was $12,000, and fair market value was $320,000. On January 4, 
2007, this machine was irreparably damaged by Reed Corp. and became worthless. In October 2007, a 
court awarded damages of $320,000 against Reed in favor of Alton. At December 31, 2007, the final  
outcome of this case was awaiting appeal and was, therefore, uncertain. However, in the opinion of  
Alton’s attorney, Reed’s appeal will be denied. At December 31, 2007, what amount should Alton  
accrue for this gain contingency? 

a. $320,000.      b. $260,000. 
c. $200,000.      d. $0. 

  
7. Gray Football Co. had a player contract with Vance that is recorded in its books at $3,600,000 on July 1, 

2007. Day Football Co. had a player contract with Simms that is recorded in its books at $4,500,000 on 
July 1, 2007. On this date, Gray traded Vance to Day for Simms and paid a cash difference of $450,000. 
The fair value of the Simms contract was $5,400,000 on the exchange date. The exchange had no  
commercial substance. After the exchange, the Simms contract should be recorded in Gray's books at 

a. $4,050,000.    b. $4,500,000. 
c. $4,950,000.    d. $5,400,000.  

 
8. During 2007, Aber Corporation constructed assets costing $1,000,000. The weighted-average  

accumulated expenditures on these assets during 2007 was $600,000. To help pay for construction,  
$440,000 was borrowed at 10% on January 1, 2007, and funds not needed for construction were  
temporarily invested in short-term securities, yielding $9,000 in interest revenue. Other than the  
construction funds borrowed, the only other debt outstanding during the year was a $500,000, 10-year, 
9% note payable dated January 1, 2001. What is the amount of interest that should be capitalized by  
Aber during 2007? 

a. $60,000.       b. $30,000. 
c. $58,400.       d. $94,400.  
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9. The Jackson Company incurred the following expenditures in January 2009. First, research and 
development costs of $210,000 that resulted in a new product that was patented were incurred. Jackson 
paid $5,000 in legal fees to have the patent registered. Benefits to be derived from the patent are 
expected to last for five years. Jackson Company also incurred $90,000 in advertising costs to develop a 
trademark for the product. Legal fees incurred with the registration of the trademark were $4,000. 
Finally, in January 2009, Jackson incurred $25,000 of advertising costs to promote its good name. The 
president believes this promotion will benefit the firm for three years. How much amortization expense 
should Jackson recognize for 2009? 

a. $1,800          b. $10,133. 
c. $43,800.        d. $61,800  

 
10. In reviewing the financial statements of Smithown Inc. the analyst decides to compute the average age 

of their fixed assets. The computation of the ratio results in the following: 
                 Average Age 2007 = 5.4 years 
                 Average Age 2006 = 4.9 years 

The analyst could conclude which of the following: 
a. During 2006 the company acquired more assets than in 2007. 
b. During 2006 the company had more impairments than in 2007. 
c. During 2007 the company did not acquire as many fixed assets as during prior years. 
d. During 2007 the company disposed of more assets than they did in prior years. 

 
11. On January 1, 2002, Mendez, Inc., sold $100,000 of its convertible bonds at par. Conversion terms 

allow each $1,000 bond to be converted into 50 common shares. On April 1, 2004, the company 
increases the conversion terms to 60 shares per bond, if conversion takes place within 45 days. The 
conversion took place on May 1, 2004. Fair market values of the common stock were as follows: 
January 1, $20; April 1, $30; and May 1, $25. The bond conversion expense would be recorded at 

     a. $20,000         b. $25,000 
     c. $30,000         d. $35,000 
 
12. On January 1, 2003, the Chipper Company purchased 30% of the 1,000,000 shares of Nixon's common 

stock for $15,000,000 when 30% of Nixon's net assets totaled $10,000,000. The excess purchase price 
over the underlying assets was attributable to undervalued depreciable plant assets with a remaining 
useful life of ten years. Nixon reported net income of $10,000,000 and paid cash dividends of 
$1,000,000 during 2003. The investment in Nixon Company stock should be reported on Chipper's 
December 31, 2003, balance sheet at 

      a. $15,000,000        b.$17,200,000 
      c. $17,700,000        d.$18,000,000  
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二、As of December 31, 2008, the Chino Corporation has 10,000 shares of 10% preferred stock issued and 

outstanding with a total par value of $250,000. In addition, as of this date, Chino has 75,000 shares of 
common stock issued and outstanding with a total par value of $750,000. Dividends for 2006 and 2007 
have not been paid. As of December 31, 2008, the Chino Corporation declared total cash dividends of 
$290,000 to be paid to both the preferred stockholders and the common stockholders. 
Required: ( 16%) 

How much cash will be distributed to both the preferred stockholders and the common stockholders, 
respectively, on December 31, 2008, under each of the following independent situations? 
(a.) The preferred stock is noncumulative and nonparticipating. 
(b.) The preferred stock is cumulative and nonparticipating. 
(c.) The preferred stock is cumulative and fully participating. 
(d.) The preferred stock is cumulative and partially participating up to 15% of its par value. 

 

三、On January 1, 2007, Williams Company leased equipment from Oden Company. The lease had a 
noncancelable ten-year term and required annual lease payments of $19,000 to be paid on January 1 of 
each year with the first payment due January 1, 2007. The annual payment includes $1,000 for 
executory costs. Williams guarantees a $15,000 residual value at the end of the lease term. The 
estimated economic life of the equipment is 12 years. The fair value of the equipment on January 1, 
2004 is $140,000. Williams' incremental borrowing rate is 10%, and Oden's implicit interest rate is 9%, 
which is known by Williams. Present value factors for interest rates of 9% and 10% are as follows: 

 9% 10% 
Present value of 1 for n = 1 0.917431 0.909091 
Present value of 1 for n = 10 0.42241  0.385543 
Present value of an ordinary annuity for n = 10 6.417658 6.144567 
Present value of an annuity due for n = 10 6.995247 6.759024 

Williams uses straight-line depreciation for its plant assets. 
Required: ( 18%) 

(a.) Compute the present value of the minimum lease payments. (Round all amounts to the nearest 
dollar.) Show all computations. 

(b.) Classify the lease from the standpoint of the lessee, stating the reason for the classification. 
(c.) Prepare each of the following journal entries on the lessee's book. (Show computations and round 

all amounts to the nearest dollar.) 
 1. To record the lease agreement on January 1, 2007 
 2. To record the payment on January 1, 2007 
 3. To record any adjusting entries on December 31, 2007 in connection with lease agreement 
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四、The controller for Grant Corporation is concerned about certain business transactions that the company 
experienced during 2008. The controller, after discussing these matters with various individuals, has 
come to you for advice. The transactions at issue are presented below. 
1. The company has decided to switch from the direct write-off method in accounting for bad debt 

expense to the percentage-of-sales approach. Assume that Grant Corporation has recognized bad debt 
expense as the receivables have actually become uncollectible in the following way: 

   2007   2008  
 From 2007 sales 31,800 12,000 
 From 2008 sales  45,000 

 The controller estimates that an additional $65,400 will be charged off in 2009: $11,400 applicable 
to 2007 sales and $54,000 to 2008 sales. 

2. Inventory has been shipped on consignment. These transactions have been recorded as ordinary sales 
and billed as such on account. At December 31, 2008, inventory billed and in the hands of consignees 
amounted to $400,000. The percentage markup on selling price is 20%. Assume that consigned 
inventory is sold the following year. The company uses the perpetual inventory system. 

3. During the current year, the company sold $600,000 of goods on the installment basis. The cost of 
sales associated with these goods sold is $420,000. The company inadvertently handled these sales 
and related costs as part of the regular sales transactions. Cash of $172,000, including a down 
payment of $60,000, was collected on these installment sales during the current year. Due to 
questionable collectibility, the installment method was considered appropriate. 

Required: ( 15%) 
(a) Assume that Grant Corporation reported net income of $1,000,000 for 2008. Present a schedule 

showing the corrected net income after reviewing the above transactions. 

(b) Prepare the journal entries necessary at December 31, 2008, assuming that the books have been 
closed. 

 
五、On May 31, 2007, Porter Company paid $3,200,000 to acquire all of the common stock of Eaton 

Corporation, which became a division of Porter. Eaton reported the following balance sheet at the time 
of the acquisition: 

 Current assets $   800,000 Current liabilities $   600,000 
 Noncurrent assets   2,700,000 Long-term liabilities 500,000 
    Stockholders’ equity   2,400,000 
    Total liabilities and 
 Total assets $3,500,000  stockholders’ equity $3,500,000  
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It was determined at the date of the purchase that the fair value of the identifiable net assets of Eaton 
was $2,700,000. At December 31, 2007, Eaton reports the following balance sheet information: 

 
 Current assets $   600,000 
 Noncurrent assets (including goodwill recognized in purchase) 2,400,000 
 Current liabilities (700,000) 
 Long-term liabilities     (500,000) 
  Net assets $1,800,000 

It is determined that the fair market value of the Eaton division is $1,900,000. The recorded amount for 
Eaton’s net assets (excluding goodwill) is the same as fair value, except for property, plant, and 
equipment, which has a fair value of $200,000 above the carrying value. 

 Required: ( 15%) 
(a) Compute the amount of goodwill recognized, if any, on May 31, 2007. 
(b) Determine the impairment loss, if any, to be recorded on December 31, 2007. 
(c) Assume that the fair value of the Eaton division is $1,700,000 instead of $1,900,000. Prepare the  

journal entry to record the impairment loss, if any, on December 31, 2007. 
 

 

 

 

 

 

 

 

 

 

 


