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1. The two fundamental qualities that make accounting information useful for decision making

are
a. comparability and timeliness.
b. materiality and neutrality.
c. relevance and faithful representation.
d. faithful representation and comparability.

2. Accrual accounting is used because

a. cash flows are considered less important. }

b. it provides a better indication of ability to generate cash flows than the cash basis.
c. itrecognizes revenues when cash is received and expenses when cash is paid.

d. None of these answers are correct.

3. At Ruth Company, events and transactions during 2022 included the following. The tax rate for
all items 1s 30%.
(1) Depreciation for 2020 was found to be understated by $45,000.
(2) A litigation settlement resulted in a loss of $37,500.
(3) The inventory at December 31, 2020 was overstated by $60,000.
(4) The company disposed of its recreational division at a loss of $750,000.
The effect of these events and transactions on 2022 income from continuing operations net

of tax would be
a. $26,250.  b. $57,750. ¢.$99,750. d. $624,750.

4, On January 1, 2022, Zhang Inc. had cash and share capital of $10,000,000. At that date, the
company had no other asset, liability, or equity balances. On January 5, 2022, it purchased for
cash $6,000,000 of equity securities designated at fair value through other comprehensive
income. It received cash dividends of $800,000 during the year on these securities. In addition,

it has an unrealized loss on these securities of $600,000. The tax rate is 20%.

Compute the amount of accumulated other comprehensive income/(loss).

a. $(600,000) b. $200,000 ¢.$160,000 d.($480,000)

5. Inpreparing a statement of cash flows, cash flows from operating activities
a. are always equal to accrual accounting income.

b. are calculated as the difference between revenues and expenses.

c. can be calculated by appropriately adding to or deducting from net income those items
in the income statement that do not affect cash. |

d. can be calculated by appropriately adding to or deducting from net income those items

in the income statement that do affect cash.
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6. On January 1, 2021, West Co. exchanged equipment for a $4OOE,YOOO zero-interest-bearing note

-was 10%. The present value of $1 at 10% for three periods is 0.75. What amount of interest

- $2,365,000. There is no change in the asset’s useful life or salvage value.

due on January 1, 2024. The prevailing rate of interest for a note of this type at January ‘1‘, 2021

revenue should be included in West’s 2022 income statement?
a. $0  b.$30,000 c.$33,000 d.$40,000

Sun Inc assigns $2,000,000 of its accounts receivables as collateral for a $1 million 8% loan
with a bank. Sun Inc. also pays a finance fee of 1% on the transaction upfront. What would be |
recorded as a gain (loss) on the-transfer of receivables? | _

a. Loss of $20,000 b. Loss of $160,000  c¢. Loss of $180,000 d. $0

In an exchange with commercial substance, Huang Company traded equipment with a cost of
$8,200,000 and book value of $3,120,000 and gave $4,698,000 cash. The old machine had a
fair value of $2,960,000. Which of the following journal entries would Huang make to record

the exchange?

a. Equipment 7,658,000
Loss on Disposal 160,000
Accumulated Depreciation 5,080,000
Equipment , 8,200,000
Cash | 4,698,000
b. Equipment | 8,208,000
' Equipment 8,200,000
Cash - 8,000
c. Accumulated Depreciation 5,080,000
Equipment 7,818,000
Equipment 8,200,000
Cash 4,698,000
-d. Equipment 7,658,000
Accumulated Depreciation 542,000
Equipment 8,200,000

On January 1, 2022, Fredrichs Inc. purchased equipment with a cost of $3,060,000, a useful life
of 12 years and no salvage value. The company uses straight-line depreciation. At December
31, 2022, the company determines that impairment indicators are present. The fair value less
cost to sell the asset is estimated to be $2,600,000. The asset’s value-in-use is estimated to be

The 2023 income statement will report depreciation expense for the equipment of
a. $216,667. Db.$236,364. c.$255,000. d. $260,000.
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10. On January 2, 2021, Q. Tong Inc. purchased equipment with a cost of HK$10,440,000, a useful
life of 10 years and no salvage value. The company uses straight-line depreciation. At December
:31, 2021 and December 31, 2022, the company determines that impairment indicators are
present. The following information is available for impairment testing at each year end:

12/31/20 21 12/31/2022
Fair value less cost tosell HK$9,315,000 HK$8,350,000
Value-in-use HK$9,350,000 HK$8,315,000
There is no change in the asset’s useful life or salvage value. The 2022 income statement

will report

a. Recovery of Impairment Loss of HK$3,889.
b. Impairment Loss of HK$10,000.

c. Recovery of Impairment Loss of HK$38,889.
d. Impairment Loss of HK$1,000,000.

11. Neer Co. has a probable loss that can only be reasonably estimated within a range of outcomes.

No single amount within the range is a better estimate than any other amount. The loss accrual
should be

a. Zero.

b. the maximum of the range.
c. the minimum of the range.
d

. the mid-point of the range.

12. All of the following are true with regard to impairment testing of long-lived assets except:
a. If impairment indicators are present, the company must conduct an impairment test.

b. The impairment test compares the asset’s carrying value with the lower of its fair value
less cost to sell and its value-in-use.

c. If the recoverable amount is lower than the carrying value, an impairment loss will be
reported on the period’s income statement.

d. If either the fair value less cost to sell or the value-in-use is higher than the carrying
amount, no impairment loss will be recorded.

13. To produce an inventory vaiuation which approximates the lower-of-cost-or-net realizable

value using the conventional retail inventory method, the computation of the ratio of cost to
retail should

a. include markups but not markdowns.

. include markups and markdowns.

b
¢. ignore both markups and markdowns.
d

. include markdowns but not markups.
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14. The 10% bonds payable of Nixon Company had a net carrying amount of $570,000 on
December 31, 2021. 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, 2022, several years

- before their maturity, Nixon retired the bonds at 102. The interest payment on July 1, 2022 was
made as scheduled. What is the loss that Nixon should record on the early retirement of the
bonds on July 2, 20227 Ignore taxes.

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

15.In January 2022, Finley Corporation, a newly formed company, issued 10,000 shares of its $10
par ordinary shares for $15 per share. On July 1, 2022, Finley Corporation Ireacquired 1,000
 shares ofits outstanding shares for $12 per share. The acquisition of these treasury shares
a. decreased total shareholders’ equity.
b. increased total shareholders’ equity.
c. did not change total shareholders’ equity.
d

. decreased the number of issued shares.

16. Kraft, Inc. sponsors a defined-benefit pension plan. The following data relates to the operation

of the plan for the year 2022.

Service cost $ 200,000
Contributions to the plan 4 220,000
Actual return on plan assets | 180,000
Defined benefit obligation (beginning of year) 2,400,000
Fair value of plan assets (beginning of year) 1,600,000

The discount rate was 10%. The amount of pension expense reported for 2022 is
a. $200,000. b.$260,000. c.$280,000. d. $440,000. |

17. pension asset is reported when
a. the accumulated benefit obligation exceeds the fair value of pension plan assets.
b. the accumulated benefit obligation exceeds the fair value of pension plan assets, but a
past service cost exists. '
G, penSion plan assets at fair value exceed the accumulated benefit obligation.
d. pension plan assets at fair value exceed the defined benefit obligation.

18. When is the finance lease method used?
a. When the lessee obtains control of only the use of the underlying asset but not the
underlying asset itself.
b. When the lease arrangement is effectively a purchase of the underlying asset.
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c. When the lease arrangement covers more than one year and the leased_property’s'
value is more than $5,000.

d. All of these answer choices are correct.

19. On January 1, 2022, Goetz Corporation leased office space for 10 years at an annual rental rate
of $96,000. The lease payments are due each December 31. The lease payments were
determined to have a present value of $644,168 at an effective interest rate of 8%. Goetz

appropriately accounts for this lease as a finance lease. What amount should Goetz have charged
to expense for the year ended December 31, 20227

a. $96,000 Db.$115950 c.$64,417 d.$108,270

20.In 2021, Krause Company accrued, for financial statement reporting, estimated losses on
disposal of unused plant facilities of $1,500,000. The facilities were sold in March 2022 and a
$1,500,000 loss was recognized for tax purposes. Also, in 2021, Krause paid $100,000 in fines
for violation of environmental regulations. Assuming that the enacted tax rate is 30% in both
2021 and 2022, and that Krause paid $780,000 in income taxes in 2021, the amount reported as
net deferred income taxes on Krause's statement of financial position at December 31, 2021,
should be a “J | |

a. $420,000 asset.  b. $360,000 asset.  c. $360,000 liability.  d. $450,000 asset.
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