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15. A company's financial statements for one period can more accurately be compared with
those of anather period when the accounting principles are

A conservative <. consisten.
B. objective. ©. materil

16. The costs of purchasing wastebaskets for the offce should not be reported a5 an asset.
because of
A going concen restrictions.
B. lock of substantiating objoctive evidence.
. materiaity
o conservatism.

17. Chemical Bank decides to issue $100,000 of 10-year bonds with  stated interest rate:
of 10%, compounded semiannually. The market rate for simiar bonds is 8%, com-
pounded semiannuall. What should the bonds be sold for (to the nearest dolar)?
(Refer to present value Tabis 1 and 2.)

A $100,000 . 4108961
B $102,000 o. $113,592

18. On January 1, Theismann, Inc,  footbal manufacture, ssues $100,000 of s author-
zed bonds at 58. The bonds mature in 10 years and contain a cal prie provision at
105 efective three years after issuance. AL the end of three years, Theismann calls the
bonds at the call price of 105. The gain or loss on retrement of the bonds is
A $1,400 gain. . 46,400 gain.

B $1,400 loss. ©. $6,400 loss.

Base your answers o questions 19-20 on the following information:

On 31 March 20X1, John Moresky purchased seven 20-year, $1,000 Unocal bonds which
pay 8% Interest on January 1 and July 1. In addition Lo the accrued interest, Moresky pad
2750 premium for the bonds.

19. Moresky's total utiay fo the purchase of the Unocal bonds was.

A 6,250, . 47,890,
B $7,750. D. §8,030.

20, What is the total amount of the premium amortzed in each six-month period? (Assume
that traight-ine depreciation is used.)

A 31875 c 43750
B $19.50 o. 475
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On February 1, 2004, the Foose Corporation issued $300,000
worth of bonds; the bonds were dated February 1, 2004, and
they sold fo $303,600. Maturity date for this ssue is February 1,
2024. Tnterest is o be paid semiannually, on July 31 and
January 31. The nterest ate i 6% and intrest coupons are to
be used.

REQUIRED: Using the form provided at the back of this
unit, prepare journal entries to record the bond issuance
and the interest accrual on July 31. Then, answer ques-
tions 1-3. DO NOT send the journal form to us.
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1. The journal entry to record the bond issue is.

A Cosn 303,600
Bonds Payable 303,600
B Casn 303,600
Bonds Payable 300,000
Premium on Bonds Payable 3600
. Bonds Payable 303,600
cash 300,000
Premium on Bonds Payable 3600
D. casn 300,000
Bonds Payable 300,000

2. What s the amortzation o the bond premium from February 1 to July 317 (Assume.
that traight-ine amortization s used.)

A 15 c g9
B $60 o. $150

3. The entry to record the accrued interest on July 31, 2004, would be

A Bond Interest Expense. 5,000

Bond Interest Payable 5,000
5. Bond Interest Payable 5,000

Bond Interest Expense 9,000
. Bond Interest Expense. 6000

Bond Interest Payable 6000
D Bond Interest Payoble 6000

Bond Interest Expense: 6000

Base your answers to questions 4-7 on the following information:

The XYZ Company issued the following bonds:

Face Value InterestRate  Issuance Time from Issuance
of Bonds  on Bonds, % Price  Date to Maturity Date

Bond A $800,000 &% 102 20 years

Bond B $800,000 % 9 20 years.

REQUIRED: Using the form provided a the back of this unit, determine the total
cost to borrow and the amount of interest expense which should be reported
annuai . DO NOT send the.

4. The annual reported interest expense for Bond A is

A $40,000. . 447,200,
B 341,200, o, §88,400.
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5. For Bond B, the annual reported interest expense is

A $40,000. <. 547,200
41,200, D. $85/400.

6. The total cost o borrow for Bond A amounts to

A. $800,000. <. $824,000.
$816,000 D. $944,000.

7. For Bond B, the total cost o borrow is

A $824,000 <. $800,000.
8. $816,000. 5. $776,000.

Base your answers to questions 5-10 on the following information:

MAHONEY CORPORATION
Post-Closing Trial Balance
As of December 31, 20X0
Cash $30,800
Union Bank—Cash Reserved for

Bond Interest Payment, 2/1/20X1 1400

Sinking Fund Cash 1,000

Notes Receivable: 18,200

Equipment 180,000

Inventory 50000

Land 40,000

Sinking Fund Securities 12,000

Discount on Mortgage Bonds Payable 2,000

Investment—Long-Term 30000

Accumuleted Depreciation $40,000

Bond Interest Payable 1,400

Premium on Debenture Bonds Payable 1,000

Saaries Payable 18,000

First Mortgage Bond Payable. 80,000

Payroll Toxes Payable 8,000

Capital Stock 76,000

Debenture Bonds Payable. 50,000

Accounts Payable 42000

Retained Eamings 49,000
Sssan

“The amount of retained carnings, $49,000, should be incuded as part of the.

Stockholders' Equiy section.
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 REQUIRED: Using the method illustrated in Figure 6 of your text, prepare a bal-
‘ance sheet as of December 31, 20X0, on the forms provided at the back of this.
unit. Then answer questions 8-10. DO NOT send the work forms to us.

8. The total current

biltie for the Mahoney Corporaton are.

A $51,000. c. 469,400,
B 68,000, o. $78,000.

. I which section of the balance sheet should the accumulated depreciation account be.
shown?

A Current asset . Current labity
B Plant or fixed asset D. Deferred charge

10. The Sinking Fund Cash accoun is properly classifed as

A current asset. . current abiy.
B plant asset. . long-term investment.

Base your answer to question 11 on the following information:

“The Skies Company reported net income of $58,200 for the year ended December 31,
20X0. An analyss of the firm' books and related records disclosed that certain adjust-
ments were not made at year end; therefore, reported net income was incorrect. The
folowing erros and omissions were made.

. Accrued interest carmed on investments amounted to $205, but the amount wasn't
recordes

Deprecation of $370 on machinery wasnt recorded.

€. Rent revenue of $220 was received in advance and credited o the Rent Revenue:

. Semiannual bond payable nterest of $1,520 was pad, but the amount wasn't
recorded.

. The unexpired insurance premium at year end totaled $440. The total insurance
premium was debited to the Insurance Expense account during the year.

. Office supplis expense for the year amounted to $690. The firm dobits an asset
‘aczount whenever office supples are purchased. The ety for supplies used must
be made at year end.

REQUIRED: Prepare a statement for the year ended December 31, 20X0, to show.
the corrected net income, taking into account the adjustments listed. Use the.
form at the back of this unit. Then answer question 11. DO NOT send your work
form to us.

1. The corrected net ncome for the year, afer adjustments, would be:
A 355,525, c 457,140
B $55,745. ©. 457,315,
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Base your answer to question 12 on the following information:

“The account balances for the Stering Company are as follows:

a. Marketable Securities $100,000
b. Bonds Payable, due 1/1/20X8 525,000
€ cash 100,000
a. Equipment 350,000
. Mortgage Payable, due 7/1/20%0 750,000
£ Accumulated Depreciation-—Building 200,000
a. Copyright 75,000
h. Captal 800,000
i, Accounts Payable 500,000
5. Accumulated Deprecition—Equipment 100,000
K. Land 200,000
1. Merchandise Inventory 375,000
. Note payable, due 6/1/20X2 250,000
. Building 1,000,000
o, Accounts Receivable 25,000

REQUIRED: Using the given account balances, prepare a balance sheet for the
Sterling Company as of December 31, 20X1. A work form is provided at the
back of this unit. Be sure al accounts are classified properly, and then answer
question 12. DO NOT send your work form to us.

12, The current rato for the Steling Company is:

A 151 c 23001
B 20t 1. b. 30t 1

13. GM Company bonds, paying 10% interest, are sold at 105. What can you assume.
about the going rate of nterest for bonds similar to GH' at the time that the G
bonds were issued?

A The going rate of iterest was lower than the stated rate o inerest on the bonds.
The going rate of nterest was equal to the stated rate of nterest on the bonds.

€ The going rate of nterest was higher than the stated rate of nterest on the bonds

. Can'ttell without more information.

14. Bonds with a face value of $100,000 and bearing iterest at 4% are sold on July 1
.98 plus accrued interest. The bonds are dated April 1. Semiannual interest is due on
‘October 1 and Apri 1. The seling price of the bonds is
A. $98,000. €. $100,000.

499,000, b, $102,000.





