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5.western Financial Accounting 
�
35 �� 

l. True-- False
�
5
�
 �

a
�
 ACCOunting is primarily an information system and is often called the langUage of 

business. �
b
�
 Accounts in the ledger are usually maintained in the Order in which they aPPear on the 
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financial statements. �
c
�
 GAAP require the use of the CaSh basis of accounting. �

d
�
 Since the adustment are eroered no the work sheet, it is not necessary to record them in 

the journal. �
e
�
 Purchases Returns & Allowances normally has a debit balance. 

2. MuItiple Choice
�
5
�
 �

a
�
 FOr the current fiscal year, sales were $950, 000, sales returus and allowances were 

$40, 000, purchases were 750, 000, and purchases discounts were $3, 500 Merchandise inventory 

at the beginning Of the year was $l00, 000, and at the end of the year it was $95, 000. 

What was the cost of merchandise Sold? 

A. $9l0,000  B. $665,000. 

C. $573, 500 D. $571, 500 �
b
�
 Every controlling account must have its own: 

A. revenue ledger  B.general ledger 

C. subsidiary ledger D.journal �
c
�
 Accompanying the bank statement was a debit memorandum for an NSF check 

received 

from a customer. This item would be included on the bank reconciliation as: 

A. a deduction from the balance per depositors records. 

B. an addition to the balance per bank statement 

C. a deduction from the balance Per bank statement 

D. an addition to the balance Per depeitors records. �
d
�
 A 60 - day, 12% note fOr $10, 000, dated May 1, is received from a custOmer on 

accounts. If the note is discounted on May 21 at 15%, the proceeds are: 

A. $10,030  B. $170 

C. $9,830 D. $10,000 �
e
�
 Merchandise inventory at the end of year 1 was overstated by $5, 000. and at the end 

Of year 2 it was understated by $10, 000, Which Of the following Statement correctly states the 

effect of the errors in net income for year 2? 

A'. Understated $15, 000 B. Overstated $5, 000 

C' Understated $5, 000 D. Overstated $15,000 

3. Equipment purchased at the beginning Of the fiscal year for $165, 000 is exPeCted to have 

a useful life of 5 years, and a residual value of $15, 000. Compute the depreciation for the first and 

second years use by each of the following methods: �
a
�
Double -- declining -- balance �

b
�
Sum-- Of-- the-- years-- digits 

�
5
�
 

4. Indicate the section in which each of the following would be reported on the staement Of 

Cash flows: �
a
�
 purchase of plant assets �

b
�
 Operating incom �

c
�
 Retirement Of long--term debt �

d
�
 sale of capital stOCk �

e
�
 Sale of plant assets �

f
�
 Payment of cash dividends 
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�
g
�
 bo on sale of plant assets �

h
�
 Receipt of casn dividens �

i
�
 Payment of interest exPense 

�
5
�
 

5. Jmp 1, 1991 ABC Company issued 400, 5 year, 8% bonds. The Par value waS $1,000. 

Interest was Paid semiannually, on July 1 &January 1. XYZ Company bought all the hands. At 

that time the going market rate was 10%. �
a
�
 Compute the issuing prices of the bonds �

b
�
 Prepare the Schedule of Interest & Discount 

�
Premium

�
 Amortization under the 

effective interest method. �
c
�
 Prepare Accounting entries for both ABC & XYZ companies on JanUary 1, l991, July 

1,199l, DeCember 3l, 1991,January l, 1992. 
�
15
�
 

Present value of $1  present Value of Annuity of $1 

n=5  i=10% 0.620921  n=5  i=10%  3.790787 

n=5  i=10% 0.613913  n=10 i=5% 7.721735 8j9� ���:; �q;
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