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1. New Age Computers manufactures and sells pagers and radio paging systems which include a 

180 day warranty on product defects. It also sells an extended warranty which provides an 

additional two years of protection. On May 10, it sold a paging system for €4,500 and an extended 

warranty for another €1 ,400. The journal entry to record this transaction would include 

a. a credit to Warranty Revenue of€5,900. 

b. a credit to Warranty Revenue of€I,400 

c. a credit to Sales of€4,500 and a credit to Warranty Revenue of€I,400 

d. a credit to Unearned Warranty Revenue of€I,400. 

2. Wynne Inc. charges an initial franchise fee of €2,300,000, with €500,000 paid when the 

agreement is signed and the balance in five annual payments. The present value of the future 

payments, discounted at 10%, is €1,364,680. The franchisee has the option to purchase €300,000 of 

equipment for €240,000. Wynne has substantially provided all initial services required and 

collectibility of the payments is reasonably assured. The amount of revenue from franchise fees is 

a. € 500.000. 

b. €1,804,680. 

c. €1,864,680. 

d. €2,300,000. 

3. Which of the following is an implication of the going concern assumption? 

a. The historical cost principle is credible. 

b. Depreciation and amortization policies are justifiable and appropriate. 

c. The current-noncurrent classification of assets and liabilities is justifiable and significant. 

d. All of these answers are correct. 

4. Which of the following is true of depreciation accounting? 

a. It is a matter of valuation. 

b. It is part of the matching of revenues and expenses. 

c. It can retain funds for purchasing assets. 

d. All of these answer choices are correct. 

5. Archer Company purchased equipment in January of 2009 for €90,000. The equipment was being 

depreciated on the straight-line method over an estimated useful life of 20 years, with no residual 

value. At the beginning of 2019, when the equipment had been in use for 10 years, the company 

paid €15,000 to overhaul the equipment. As a result of this improvement, the company estimated 

, that the useful life of the equipment would be extended an additional 5 years. What should be the 
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depreciation expense recorded for this equipment in 20197 


a. €3,000 

b. €4,000 

c. €4,500 

d. €5,500 

6. During 2019, Bass Corporation constructed assets costing £1,000,000. The weighted-average 

accumulated expenditures on these assets during 2019 was £600,000. To help pay for construction, 

£440,000 was borrowed at 10% on January 1,2019, and funds not needed for construction were 

temporarily invested in short-term securities, yielding £9,000 in interest revenue. Other than the 

construction funds borrowed, the only other debt outstanding during the year was a £500,000, 

10-year, 9% note payable dated January 1, 2011. What is the amount of interest that should be 

capitalized by Bass during 20197 

a. £60,000. 

b. £51,000. 

c. £58,400. 

d. £49,400. 

Use the following information for questions 7-8. 


Lee Company received an HK$1 ,800,000 subsidy from the government to purchase manufacturing 


equipment on January, 2,2018. The equipment has a cost ofHK$3,000,000, a useful life a six years, 


and no salvage value. Lee depreciates the equipment on a straight-line basis. 


7. If Lee chooses to account for the grant as deferred revenue, the grant revenue recognized will be: 

a. Zero in the first year of the grant's life. 

b. HK$300,000 per year for the years 2018-2023. 

c. HK$500,000 per year for the years 2018-2023. 

d. HK $1,800,000 in 2018. 

8. If Lee chooses to account for the grant as an adjustment to the asset, the book value of the asset 

on the 2019 statement of financial position will be: 

a. HK$800,000. 

b. HK$I,200,000. 

c. HK$2,800,000. 

d. $HK2,400,000. 

9. Ifboth ending inventory and purchases and related accounts payable are understated for 2018, 

assume this purchase was recorded and paid for in the year 2019, the effects of this error on net 
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income(NI) for 2018 and 2019, and current ratio (CR, if greater than 1) at December 31, 2018, 
respectively, are 

NI for 2018 NI for 2019 2018 CR 

a. no effect, overstatement, overstatement. 

b. no effect, understatement, no effect. 

c. no effect, no effect, overstatement. 

d. no effect, no effect, no effect. 

10. Loire Corporation purchased 1,600 ordinary shares of Comma Co. for €52,800. During the year, 

Comma paid a cash dividend of €13 per share. At year-end, Comma shares were selling for €38 per 

share. Loire Corporation purchased the shares to meet a non-trading regulatory requirement 

(FVOCI). What amount of total income will Loire Corporation report in its income statement for 

the year? 

a. -0

b. €20,800 
c. €8,000 
d. €28,800 
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a. fi~IEtit 

b. flZIEtit 
c. ' ~:l:S]OJijEIEtit 
d. Z ' ~f~OJijEIEtit 

12. )5R5I0Oj Xl !rf.~J]PJ 4T~Q~A~f*m~ , ffii1m!rf.~~ 40 ' ~71f1i ' t*li~5~tJT!jC:t51[ 
~¥~~,~m~~Xl!rf.~L0ft.m~4 5~~no0OjL*~~.3M§m~~~~ 

f*mf"6.f~~ , ttt~~'ti~~~JlUt*0ft1Jf~J~~ g~rp55~5I0Oj3M~f*mgitEiw~~~sm0 

~~~~m~tt~~~'Xl!rf.~LM~~~~~~? 

a. 1AW5t~f;t Xl !rf.~t~~slft~~~ 

b. 1AW5t~3M Xl !rf.~Zj:¥f1i~~~~::W 

c. t~~'ti~~~TL5:¥flj~~tt§m~!fJ~~ 5 0 

d. t~~'ti~~~TL5:¥fU~tt§m~~~~ 1~~ 0 

• 13. TJUi2~~~iii~1~8~LX~~* ' 1[~J~1~JU~MM.m ? (l)~~~fift~,*i:ft~~tfi0ft 
fJf1iTti:fiLt~~ , (2) tfi.~pH%t~*~rgLt~~ , (3) ~~t~@tfi0 ftfJlf1i1ti gLt~~ 0 



14. {tBA00]1K Xl if.1)]~§W 6 f:fI~~fIAft 5,000 M1ID~~$10 Z~~ffjU~M~ , ~'jJE~~fIA:E~~ 
~~)~ .if.11MUf~~P~~Miij-M~~@] , ~~WBM~FtHI~$60 ffi6:En~ X3 if.1)]~-~f:fI~~flA11M£~Q 

~~@]M~0{t~00]~if.W~@]M=Zft.~~ffl: 

a. ~~e. ~JTJl.ffl $50,000 

h. ~~e. Jl;fs:0ffi $50,000 
c. f1j~e. ~I*.1~fBJH~ $50,000 
d. f1j~e. Jl;fs:0ffi $50,000 

15. w00]1ZSJ~.j~gf!Ff~ , }§pJG;ltflr.~I)lf¥rrMm~{~ , ~~IlZSJl.I:t~~ w00]~fH.{~ 

~:t~~ 2020 $~8~ w 00]i.,gffi§Sf2fii~~HfFr£}'tfj)5L ' &:g~ 25%~*/F~ru ' 35%~*~~~fH.~Q 

20 f-itJt ' 40%~*~~~fH. 30 f-itJt 0W 00] 2020 $~<t¥~¥~~Z~{.~{~~~~~~ : 
a. ~~~~:1U~f.' {B~~~>f~j:1~a 

h. 19 f-itJt 
c. 30 f-itJt 
d. 19 ~~ 30 ~JtFe' 

, X3if.~'~00]¥-m~~~.&~h~m~~,~m~~~.&~~~-m.~" 
-J~~)t:f~,&-~$iUt~!fo/J ' r\ltt1ID~~5tJ1U~$800,000 " $200,000,& $800,000 ' ~e~o}t~!fo/JZ 
0ft1lfi~$760,000 ' 1~ffl{l{i~$740,000 ' J1&ftpJG;fs:~$40,000:9~ , ~5t§Sf21iiJtfttr.-r~f~~ 
Zf~ffl{lfi~0ft1lfi 0§~f~~ffi±!fiflr.0ftflfi~$1,750,000 ' f~fflfJHi~$1,600,OOO ' J1& 
ftpJG;fs:~$130,000 0 J~j(~ x3 $~Zi!t*U~ffii1ffl$~~~~ 10 $ , ~~71fi ' J1~fi(f[~~ 
5tm:1U:tJTI! 0 
-if.~'~00]1K~if.~~mx3if.~~rrZ~m~~e~m~rr'J1~~~m~ffi±.& 

0ftflfi~ $ 1,678,000 ' {~fflflfi~ $ 1,570,000 ' J1bftpJG;fs:~ $ 100,000 0'Wl§)t: x3 if.~)~:t~ 
~'~00]~.Z~~~~~~'ffi~Jl~~fflif.~,gm'&~I!~~Z~~~~~m~ffi 
[0]0 
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1. ~t~ x3 if.~~m ' §)t:{~ " ~}t~!fo/JZ{l?!1J1U)~:t~:t~~~~ 0 (10%) 
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(l)~if:Il~,*i:rtjt6:ri:~~YG~fotfJ!~~A ' ~flJ'&?JT1~fJt.m5tJjU~$1,000,000 ' $250,000,& 

$70,000 0 ~if:Il]ft=tl51U*~~.m$10,000 ' 5rp~~~~~~@]Z.~~ffX$6,000 ' t!3~;g51Uff~Ii~Jdiitji9( 
$50,000 a 

(2)~if:lljt~~{.~ffi~mf4 § Z.Wlt)]'&Wl*~~:$<D~ : 

Wl*~~ MfJJ~~~ 
~~~~ffX~Jm~ $500,000 $700,000 

1~t~*~ ? (15,000) 

ff~C8tO~f~Jdii tji9() 200,000 240,000 

~f1~~ffX 90,000 150,000 

}I~?JT1~fJtjtiii 50,000 20,000 

[g.. Aaron' s Agency sells an insurance policy offered by Capital Insurance Company for a 

commission of $1 00 on January 2, 2019. In addition, Aaron will receive an additional commission 

of $1 0 each year for as long as the policyholder does not cancel the policy. After selling the policy, 

Aaron does not have any remaining performance obligations. Based on Aaron's significant 

experience with these types of policies, it estimates that policyholders on average renew the policy 

for 4.5 years. It has no evidence to suggest that previous policyholder behavior will change. 

Instructions: (l0%) 

a. Determine the transaction price of the arrangement for Aaron, assuming 100 policies are sold. 

b. Determine the revenue that Aaron will recognize in 2019. 

" At December 31,2019, Volkan AG has outstanding noncancelable purchase commitments for 

40,000 gallons, at €3.00 per gallon, of raw material to be used in its manufacturing process. The 

company prices its raw material inventory at lower-of-cost-or-net realizable value. The market price 

of the material as of December 31,2019, is €2.70 

Required : (100/0) 

Prepare the entry in January 2020, when the 40,000-gallon shipment is received, for both situations: 

(a) the market price in January 2020 was €2.70 per gallon, and 

(b) the market price in January 2020 was €3.20 per gallon. 
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