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Ch. 8 p. 451-453 

1. Which of the following is not an estimated liability? 

a. Allowance for bad debt   c. Income Taxes 

b. Product warranties    d. Vacation pay 

2. Recording estimated warranty expense in the current year best follows which accounting principle? 

a. Consistency     c. Matching 

b. Materiality     d. Historical Cost 

3. Lotta sound grants a 90-day warranty on all stereos. Historically, approximately 2.5% of all sales prove to 

be defective. Sales in July are $200,000. In July, $2,900 of the defective units are returned for 

replacement. What entry must Lotta Sound make at the end of July to record the warranty expense? 

a. Debit warranty Expense and Credit Estimated Warranty Payable, $2,900. 

b. Debit Waranty Expense and Credit Cash, $4,865. 

c. Debit warranty Expense and Credit Estimated Warranty Payable, $5,000. 

d. No entry is needed at July 31. 

4. Outback Camera Co. was organized to sell a single product that carries a 60-day warranty against defects. 

Engineering estimates that 5% of all units sold will prove to be defective and require an average repair cost 

of $40 per unit. During Outback’s first month of operations, total sales were 400 units; by the end of the 

month, 6 defective units had been repaired. The liability for product warranties at month-end should be: 

a. $270     c. $560 

b. $530     d. $810 

5. A contingent liability should be recorded in the accounts: 

a. If the related future event will probably occur. 

b. If the amount is due in cash within 1 year. 

c. If the amount can be reasonably estimated. 

d. Both a and b 

e. Both a and c 

6. An unsecured bond is a  

a. Registered bond 

b. Mortgage bond 

c. Term bond 

d. Serial bond 

e. Debenture bond 

7. The Discount on Bonds Payable account 

a. Is a contra account to Bonds Payable 

b. Is a miscellaneous revenue account 

c. Is an expense account 

d. Is expensed at the bond’s maturity 

e. Has a normal credit balance 

8. The discount on a bond payable becomes 

a. Additional interest expense the year the bonds are sold 

b. Additional interest expense over the life of the bonds 

c. A reduction in interest expense the year the bonds mature 

d. A reduction in interest expense over the life of the bonds 

e. A liability in the year the bonds are sold 

9. A bond that matures in installments is called a  

a. Secured bond 

b. Zero coupon 



c. Serial bond 

d. Term bond 

e. Callable bond 

10. The carrying value of bonds payable equals 

a. Bonds payable – Premium on Bonds Payable 

b. Bonds Payable – Discount on Bonds Payable 

c. Bonds Payable + Discount on Bonds Payable 

d. Bonds Payable + Accrued Interest 

11. A corporation issues bonds that pay interest each March 1 to September 1. The corporation’s December 31 

adjusting entry may include a 

a. Debit to cash 

b. Credit to cash 

c. Credit to interest expense 

d. Debit to interest payable 

e. Credit to discount on bonds payable 

Use the following information to answer questions 12-16. 

Pegasus Corporation issued $200,000 of 9.5%, 5-year bonds. The bonds are dated and sold on 1/1/12. Interest 

payment dates are 1/1 and 7/1. The bonds are issued for $196,140 to yield the market interest rate of 10%. Use 

the effective-interest method for questions 12 – 15. 

12. What is the amount of interest expense that Pegasus Corporation will record on 7/1/12, the first 

semiannual interest payment date? 

a. $9,807      c. $10,000 

b. $9,926      d. $19,000 

13. What is the discount amortization the Pegasus Corporation will record on 7/1/12, the first semiannual 

interest payment date? 

a. $0       c. $193 

b. $74      d. $307 

14. What is the total cash payment for interest for each 12-month period? 

a. $10,000      c. $19,614 

b. $19,000      d. $20,000 

15. What is the carrying amount of the bonds on the 12/31/12 balance sheet? 

a. $196,140      c. $196,769 

b. $196,526      c. $196,912 

16. Using straight-line amortization, the carrying amount of Pegasus Corporation’s bonds at 12/31/12 is 

a. $196,140      c. $196,769 

b. $196,526      d. $196,912 

 

Chapter 9: Stockholder’s Equity p. 509-510 

 

1. Copeland company is authorized to issue 40,000 share of $10 per common stock. On January 15, 2017, 

Copeland issued 10,000 share at $15 per share. Copeland’s journal entry to record these facts should 

include 

a. Credit to Common stock for $100,000 

b. Credit to Paid-in-Capital in Excess of Par for $150,000 

c. Debit to Common Stock for $150,000. 

d. Both a and b 

Use the following account balances if Libra Co. at March 31, 2017 

 

 

 



Dividends Payable $22,000 Cash $74,000 

Preferred Stock, $100 par $100,000 Commons stock, $1 par $180,000 

Paid-in-Capital in Excess Par – Common $45,000 Retained Earnings $200,000 

 

2. Libra has issued ________ shares of common stock. 

3. Libra’s total paid-in-capital at March 31, 2017 is _________. 

4. Libra’s total stockholder’s equity as of March 31, 2017 is _________. 

5. What would Libra’s total stockholder’s equity be if Libra had $5,000 of Treasury stock? 

 

6. Woodstock Corporation purchased treasury stock in 2012 at a price of $30 per share and resold the 

treasury stock in 2013 at a price of $40 per share. What amount should Woodstock report on its income 

statement for 2013? 

 

7. Try or False: Discount on Bonds Payable is listed on the stockholders’ equity section of a corporation’s 

balance sheet 

 

8. The purchase of treasury stock 

a. Increases one asset and decreases another asset 

b. Decreases total assets and decreases total stockholder’s equity 

c. Has no effect on total assets, total liabilities, or total stockholder’s equity 

d. Decreases total assets and increases total stockholder’s equity   

9. When does a cash dividend become a legal liability? 

a. On date of payment 

b. On date of record 

c. On date of declaration 

d. It never becomes a liability because it is paid 

10. When do dividends increase stockholder’s equity? 

a. Never 

b. On date of declaration 

c. On date of record 

d. On date of payment 

11. ABC Inc. has 5,000 shares of 5%, $20 par cumulative preferred stock and 100,000 shares of $1 par 

common stock outstanding. At the beginning of the current to pay a $1.25 cash dividend on each share of 

outstanding common stock. To accomplish this, what total amount of dividends must ABC declare? 

12. Stock dividends 

a. Have no effect on total stockholder’s equity 

b. Are distributions of cash to stockholders 

c. Reduce the total assets of the company 

d. Increase the corporation’s total liabilities 

13. True or False: a stock split would increase total assets? 

14. A 2-for-1 stock split has the same effect on the number of shares being issued as a 

a. 20% stock dividend 

b. 50% stock dividend 

c. 100% stock dividend 

d. 200% stock dividend 

15. What is the numerator for computing the rate of return on total assets? 

16. What is the numerator for computing the rate of return on common equity? 

 

Chapter 10: Long-Term Investments p.563  

 



1. Intel’s investment is less than 1% of GE’s stock, which Intel expects to hold for 2 years and the sell. What 

type of investment is this? 

 

2. ABC Corp. purchased an available-for-sale investment in 1,000 shares of Microsoft stock for $31 per share. On 

the next balance sheet date, Microsoft stock is quotes at $35 per share. ABC’s balance sheet should report 

a. Unrealized gain of $4,000    c. investments of $31,000 

b. Unrealized loss of $4,000    d. investments of $35,000 

 

3. Use the ABC Corp. data in the previous question. ABC’s Income Statement should report 

a. Unrealized gain of $4,000    c. investments of $31,000 

b. Unrealized loss of $4,000    d. nothing because ABC hasn’t sold the investment 

 

4. Use the ABC Corp. data in question 2. ABC sold the Microsoft stock for $40,000 2 years later. ABC’s Income 

Statement should report 

a. unrealized gain of $4,000    c. gain on sale of $5,000 

b. gain on sale of $9,000    d. investment of $40,000 

 

5.Alexander Co. paid $100,000 for 20% of the common stock of Sellers Co. Sellers earned net income of $50,000 

and paid dividends of $25,000. The carrying value of Alexander’s investment in seller is 

a. $100,000      c. $125,000  

b. $105,000      d. $150,000 

6.  Tarrant, Inc., own 80% of Rockwall Corporation, and Rockwall owns 80% of Kaufman Company. During 2016, 

these companies’ net incomes are as follows before any consolidations: 

  Tarrant $100,000  Rockwall $68,000  Kaufman $40,000 

   How much net income should Tarrant report for 2016? 

 

7. Apple holds an investment in Coca-Cola bonds that pay interest each June 30. Apple’s balance sheet at December 

31 should report 

a. Interest receivable     c. Interest revenue 

b. Interest payable     d. Interest expense 

8. you are taking a vacation to France, and you buy euros for $1.35. on your return you cash in your unused euros 

for $1.29 During your vacation 

a. the dollar lost value     c. the euro gained value 

b. the euro rose against the dollar   d. the dollar rose against the euro 

9. Wood County, Texas, purchased earth-moving equipment from a Canadian company. The cost was $1 million 

Canadian and the Canadian dollar was quoted at $0.93. A month later, Wood County paid its debt, and the Canadian 

dollar was quoted at $0.95. What was Wood County’s cost of equipment? 

 

10. Intel owns numerous foreign subsidiary companies. When Intel consolidates its British subsidiary, Intel should 

translate the subsidiary’s assets into dollar at the 

a. historical exchange rate when Intel purchased the British Company 

b. average exchange rate during the period Intel owner the British subsidiary 

c. Current exchange rate 

d. None of the above. There’s no need to translate the subsidiary’s assets into dollars. 

 

 

 



Chapter 12: Statement of Cash Flows p.653 – 654 

 

1. All of the following activities are reported on the statement of cash flows except: 

a. Operating activities   c. Financing activities 

b. Investing activities   d. Marketing activities 

2. Activities that create long-term liabilities are usually 

a. Operating activities   c. financing activities 

b. Investing activities   d. noncash investing and financing activities 

 

3. Activities affecting long-term assets are 

a. Operating activities   c. Financing activities 

b. Investing activities   d. Marketing activities 

4. In 2016, IMC Corporation borrowed $50,000, paid dividends of $12,000, issued 2,000 shares of stock for 

$30 per share, purchased land for $24,000, and received dividends of $6,000. Net income was $80,000, 

and depreciation for the year total $5,000. How much should be reported as net cash provided by 

operating activities by the indirect method? 

5. Activities that obtain cash needed to launch and sustain a company are 

a. Income activities    c. Financing activities 

b. Investing activities   d. Marketing activities 

6. The exchange of stock for land would be reported as 

a. Exchanges are not reported on the statement of cash flows 

b. Noncash investing and financing activities 

c. Investing activities 

d. Financing activities 

Use the following data to answer questions 7-10 

Net Income $47,000 Increase in A/P $7,000 

Depreciation Expense $8,000 Acquisition of equipment $24,000 

Payment of dividends $2,000 Sale of treasury stock $3,000 

Increase in A/R $4,000 Payments of long term debt $9,000 

Collection of N/P $6,000 Proceeds from sale of land $36,000 

Loss on sale of land $12,000 Decrease in inventories $2,000 

 

7. Under the indirect method, what is the net cash provided by operating activities? 

8. How much net cash was used for investing activities? 

9. How much net cash was used for financing activities? 

10. What was the original coast of the land? 

 

11. Blue Bunny Inc began the year with $45,000 in accounts receivable and ended the year with $31,000 in 

accounts receivable. If sales for the year were $650,000, how much cash did they collect from customers? 

 

12. Hampshire Farms, Ltd. Made sales of $690,000 and has cost of goods sold of $390,000. Inventory 

decreased by $15,000 and accounts payable decreased by $9,000. Operating expenses were $175,000. How 

much was Hampshire Farm’s net income for the year? 

 

13. Use the Hampshire Farms data from question 12. How much cash did Hampshire Farms pay for inventory 

during the year? 


