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(一)   (15%) 
List below are 18 technical accounting terms： 
(A) Reversing entries (G) Materiality (M) Feedback value  
(B) Accrual basis (H) Operating cycle (N) Going concern assumption 
(C) Cash basis (I) Consistency (O) Time period assumption 
(D) Closing entries (J) Realization (P) Objectivity 
(E) Conservatism (K) Revenue (Q) Full disclosure principle 
(F) Relevance (L) Matching (R) Accounting period 

 
Each of the following statements describe one of these technical terms listed above. 
(1) Recognizing revenue when it is earned and expenses when the related goods  

or services are used in the effort to obtain revenue. 
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(2) The procedures for transferring the balances of the revenue, expense, income  

summary, and owner's drawing accounts into the owner's capital account. 
(3) The average length of time between the purchase of merchandise inventory  

and the realization of cash from the sale of that merchandise inventory. 
(4) Requires recognition of expenses in the same period as related revenues. 
(5) Separates financial information into time periods for reporting purpose. 
(6) Information that has a bearing on a decision. 
(7) When information confirms or corrects prior expectations. 
(8) Is the rationale for why plant assets are not stated at their liquidation value.  

(Do not use cost principle.) 
(9) An item important enough to influence a prudent investor. 
(10) When in doubt, it is better to understate rather overstate net income. 
 
Required： Select a proper technical term for each statement.  
 
 
(二) Select the best answer for each of the following questions： (28%) 

 
1. A recommended internal control procedure for taking physical inventories is that the counting 

should be done by employees who do not have custodial responsibility for the inventory. This is 
an example of what type of internal control procedure？ 
(1) Segregation of duties             (2) Documentation procedure 
(3) Independent internal verification    (4) Establishment of responsibility 

 
2. The factor which determines whether or not goods should be included in a physical count of 

inventory is： 
(1) legal title.     (2) physical possession.     (3) management's judgment. 
(4) whether or not the purchase price has been paid. 

 
3. If a company’s rate of return on stockholders’ equity is substantially higher than its rate of return 

on assets, the reason is the company has made use of： 
  (1) trading on the equity at a loss     (2) trading on the equity at a gain 
  (3) Neither (1) nor (2)              (4) Both (1) and (2) 
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4. What is the effect on total paid-in capital of a stock dividend and a stock split, respectively？ 

 Stock Dividend    Stock Split 
(1)   No effect    No effect 
(2)   Increase    No effect 
(3)   Decrease    No effect 
(4) None of the above. 

 
5. Hope Company incurred $150,000 of research and development costs in its laboratory to develop 

a new product during 20x3 and 20x4.  Finally, Hope was granted a patent for this new product 
after paying $10,000 to the U.S. Patent Office for application of this patent on January 2, 20x5.  
On July 31, 20x5, Hope paid $35,000 legal fees in a successful defense of the patent. The total 
amount debited to Patents account through July 31, 20x5, should be： 
(1) $150,000   (2) $160,000   (3) $185,000   (4) $195,000   (5) some other amount 

 
6. Sunny Company uses the percentage of sales basis to record bad debts expense in 2008. It 

estimates that 2% of net credit sales will become uncollectible. Sales are $800,000 for 2008, sales 
returns and allowances are $37,000, and the allowance for doubtful accounts has a credit balance 
of $9,000. How much of bad debts expense should be recorded in 2008？ 
(1) $16,000    (2) $7,000    (3) $24,260    (4) $15,260    (5) $6,260 

 
7. Sky Company acquires land for $36,000 cash. Additional costs are as follows： 

Removal of shed  $  300  Salvage value of lumber of shed  $  120 
Filling and grading   1,500  Paving of parking lot   10,000 
Broker commission   1,130  Closing costs     560 
Sky will record the acquisition cost of the land as： 
(1) $49,610   (2) $37,690   (3) $39,610   (4) $39,370   (5) none of the above 

 
8. A check is written to replenish a $1,500 petty cash fund when the fund contains receipts of $1,430 

and $45 in cash. In recording the check,  
(1) Petty Cash should be credited for $1,455.         (2) Cash should be credited for $1,430. 

  (3) Cash Over and Short should be debited for $45.    (4) None of the above. 
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9. When the allowance method is used to account for uncollectible accounts, Bad Debts Expense is 

debited when： 
(1) an account becomes bad and is written off.       
(2) a sale is made. 
(3) management estimates the amount of uncollectible account(s). 
(4) a customer's account becomes past-due. 

 
10. Hoping Supply bought equipment at a cost of $72,000 on January 2, 2005. It originally had an 

estimated life of ten years and a salvage value of $12,000. Hoping uses the straight-line 
depreciation method.  On December 31, 2008, Hoping decided the useful life likely would end 
on December 31, 2012, with a salvage value of $6,000. Hoping should record the depreciation 
expense of equipment on December 31, 2008 as： 
(1) $6,000    (2) $8,400    (3) $9,600    (4) $6,857    (5) none of the above 

 
11. Peace Company converts $600,000 of bonds sold at face value into 10,000 shares of common 

stock, par value $1. Both the bonds and the stock have a market value of $760,000. What amount 
should be credited to「Paid-in Capital in Excess of Par Value」 as a result of the conversion？ 
(1) $10,000   (2) $160,000   (3) $590,000   (4) $600,000   (5) some other amount 

 
12. A mortgage note payable with a fixed interest rate requires the borrower to make installment 

payments over the term of the loan. Each installment payment includes interest on the unpaid 
balance of the loan and a payment on the principal. With each installment payment, indicate the 
effect on the portion allocated to interest expense and the portion allocated to principal. 
 Portion Allocated to Interest Expense Portion Allocated to Payment of Principal 

(1)          Increases          Increases 
(2)          Increases          Decreases 
(3)          Decreases          Decreases 
(4)          Decreases          Increases 

 
13. ABC had issued 36,000 shares and subsequently reacquired 6,000 shares as treasury stock. Now 

assume ABC Corporation declared a cash dividend of $1.50 per share. What would be the total 
amount of the dividend？ 

   (1) $54,000   (2) $63,000   (3) $45,000   (4) $9,000   (5) none of the above 
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14. At the end of the first year of operations, the total cost of the trading securities portfolio is 

$120,000.  Total fair value is $115,000.  The financial statements should show： 
(1) a reduction of an asset of $5,000 and a realized loss of $5,000 in「Other expenses and losses」. 
(2) a reduction of an asset of $5,000 and an unrealized loss of $5,000 in the stockholders’ equity 

section. 
(3) a reduction of an asset of $5,000 in the current assets section and an unrealized loss of $5,000 

in「Other expenses and losses」. 
(4) a reduction of an asset of $5,000 in the current assets section and a realized loss of $5,000 in

「Other expenses and losses」. 
 
(三)   (6%) 
The cash records of Rose Company show the following： 

(A) In September, deposits per the bank statement totaled $37,600; deposits per books 
$37,000; and deposits in transit at September 30 were $2,500. 

(B) In September, cash disbursements per books were $36,500; checks clearing the  
bank were $37,800; and outstanding checks at September 30 were $4,500. 

 
Required： (1) In situation (A), what were the deposits in transit at August 31？ 

(2) In situation (B), what were the outstanding checks at August 31？ 
 
(四)   (7%) 
On October 9, Peace Company received a $180,000, 60-day, 6% note, dated October 9, for their first 
credit sales to Sky Company. Peace Company held the note until November 8, when Peace discounted 
it at its bank at 8%. Assume that the interest is computed using a 360-day year. 
Required： Answer the following questions： 

(1) What was the maturity date of the note？ 
(2) What were the proceeds of discounting the note？ 
(3) Peace Company was notified that Sky’s note was dishonored at maturity date.   

Please prepare the necessary entry(ies) for Peace Company. 
 

(五)   (4%) 
Sunny Company changed from the straight-line method to the double-declining-balance method of 
depreciation during 2009 for equipment purchased for $620,000 on January 1, 2007. The equipment 
has an estimated 6-year life with a salvage value of $20,000. Please compute the depreciation expense 
of equipment for 2009. 
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(六)   (5%) 
AA Company exchanged equipment with BB Company during 20x8.  The related information was as 
follows. 

    AA    BB 
Equipment (cost)  $30,000  $24,000 
Accumulated Depreciation－Equipment   22,000     7,000  
Fair market value of Equipment   10,000   15,000  
Cash received (paid)     ？     ？ 

 
Assume that the depreciation expenses related to the exchange transaction of the two companies 

have been accrued to the exchange date and that this exchange transaction is with commercial 
substance. 
 
Required：  Please determine the following amounts for AA Company. 

(1) The cost of equipment acquired.  
(2) The gain or loss resulting from this exchange transaction.  

 
 
(七)   (6%) 
The stockholders’ equity of Mars Corporation at December 31, 20x8, consists of： 
Preferred Stock－5%, cumulative, $100 par value, callable at 103, 
 4,000 shares authorized, issued, and outstanding 

 
 $  400,000 

Common Stock－$10 par value; 100,000 shares authorized and issued,
 95,000 shares outstanding 

 
  1,000,000 

Retained Earnings     367,000  

  $1,767 ,000 
Less：Treasury Stock (5,000 shares)     (80,000)  

   Total stockholders’ equity  $1,687,000  
 
Required： If two years’ preferred dividends are in arrears as of December 31, 20x8,  

(1) compute the preferred stockholders’ equity. 
(2) compute the book value per share of common stock. 
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(八)   (14%) 
On June 30, 20x5, Peace Company sold $600,000 (face value) of bonds. The bonds are dated June 30, 
20x5 and will mature on June 30, 20x8.  Interest is paid semiannually on December 31 and June 30. 
The bonds are callable after December 31, 20x6 at 101. The following amortization schedule was 
prepared for the first interest payment of the bonds： 
 
  Date 

Interest to 
be Paid 

Interest 
Expense 

Amortization 
of Discount 

Unamortized 
Discount 

Carrying Value 
  of Bond 

20x5/ 6/30     $30,451   $569,549 
20x5/12/31 $24,000  $28,477   $4,477   25,974    574,026 
   ：    ：    ：     ：     ：      ： 

 
Required： On the basis of the above information, answer the following questions. 
          (Round your answer to the nearest dollar or percent.) 
(1) What is the stated rate of interest for this bond issue？ 
(2) What is the market rate of interest for this bond issue？ 
(3) On June 30, 20x7, Peace Company redeemed $200,000 of the bond at the call price. Assume that 

the interest payment due on June 30, 20x7 has been made and recorded. Please compute： 
(a) the carrying value of the bond redeemed, and   
(b) the gain or loss resulting from bond redemption.  

(4) After the redemption on June 30, 20x7, please prepare the journal entry to record the payment of 
interest and amortization on December 31, 20x7. 

 
 
(九)   (15%) 
The financial statements of Sky Company appear below： 

                    SKY  COMPANY 
                Comparative Balance Sheet 
                      December 31 

       Assets                             20x8    20x7 
Cash  $ 27,000  $ 21,000 
Accounts receivable－net    34,000    13,000 
Inventory    32,000     5,000 
Prepaid insurance     2,000     3,000 
Investment in Rain Co.     23,000     20,000 
Land     25,000     37,000 
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Building     80,000     80,000 
Less：Accumulated depreciation－Building    (11,000)     (6,000) 
Equipment      95,000     34,000 
Less：Accumulated depreciation－Equipment    (14,000)      (5,000)  

   $293,000    $202,000  
Liabilities and Stockholders Equity   
Accounts payable   $ 11,000   $ 17,000 
Salaries payable      7,000      6,000 
Accrued expenses payable      2,000      5,000 
Unearned Revenue      3,000       － 
Income tax payable      2,000      1,000 
Bonds payable     55,000     75,000 
Common stock, $1 par    110,000     30,000 
Retained earnings    103,000      68,000  

   $293,000    $202,000  
 

                  SKY  COMPANY 
                   Income Statement 
            For the Year Ended December 31, 20x8 
Sales   $445,000 
Cost of goods sold   (233,000)  

Gross profit   $212,000 
Operating expenses：    
  Salaries expense  $56,000  

Depreciation expense   17,000  
  Other operating expenses   39,000   (112,000)  

Operating income   $100,000 
Revenue from investment in Rain Co.      3,000 
Interest expense     (6,000) 
Gain on sale of land      4,000 
Loss on sale of equipment     (1,000)  

Income before income taxes   $100,000 
Income tax expense    (30,000)  

Net income   $ 70,000   
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(九)   (續) 
Additional information： 
 1. Only changes affecting retained earnings are net income and cash dividends. 
 2. Sky Company owned 30% interest of Rain Company. 
 3. Land was sold for cash. 
 4. Equipment costing $20,000 with a book value $17,000 was sold for cash. 

In addition, Sky Company purchased equipment for cash. 
 5. Bonds of $5,000 were redeemed at their book value for cash. In addition, some of bonds 

were converted at face value by issuing 15,000 shares of $1 par value common stock. 
 6. Common stock ($1 par) of $65,000 was issued for cash. 
 7. Accounts payable pertain to merchandise suppliers. 
 8. Unearned revenue was $3,000 cash received from one customer on December 1, 20x8,  

for delivering inventory in January, 20x9. 
 
Required：  

Compute the following amounts which are components of statement of cash flows for 20x8. 
(1) Cash received from customers  (6) Cash outflow from purchase of equipment 
(2) Cash paid to suppliers (7) Cash inflow from sale of equipment 
(3) Cash paid to employees  (8) Cash inflow from issuance of common stock 
(4) Cash paid for other operating expenses (9) Cash outflow from cash dividends 
(5) Cash inflow from sale of land (10) Noncash investing and financing activities 

 
        (The End) 
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