Accounting 2037 Exam 2 with answers Fall 2012

Completion [2 pts each] Complete each sentence or statement with one of the phrases below.

Possible Answers:
Amortization average rate of return caprtal budseting capital leaze capital rabioming
Compound interest conservatism contract rats depletion depreciation
Double decliming balance FIFO FOB destinabion FOP shipping point funchonal
Croodwill lessze lessor leverags LIFO
Market rate IMOVINE AVETEEE mutuzlly exclusme net present valus operating lease
Pavback peniodic system perpetuzl system physical retzil price
Specific ID method sum of the years digits sunk costs undsreshmaton vield

1. The 15 a method that may be used to estimate the amount of mmventory held by a

merchandising company.

2. The period 15 the lenpth of time required for a return of the inital imvestment.

3. 15 the term similar to “depreciation™ used for intangible assets.

4. The 15 the market rate at which bonds are 1ssued.

3. Under the cost flow assumption, the company mncludes the latest costs in the cost of goods

sold as 1t sells the products, leaving the earliest costs in ending inventory.
True/False [2 pts each]

6. Straight line, double-declining balance, and sum of the years digits are all examples of accelerated
depreciation methods.

'\._\_I

have to include a nisk premium.

8. In a peniod of rising prices, cost of goods sold is lower under LIFO than FIFQ, resulting in higher net

INCOINE.

Q. Sunk costs are costs incurred prior to the capital expenditure proposal under consideration, and as such
are relevant to the capital expenditure proposal.

10. Compound interest 1s interest that accrues on both the principal and earned mnterest.

. Alarge company can usually 1ssue bonds at the rnisk-free rate of interest, whereas a smaller company will



Multiple choice [2 pts each]
Identify the letter of the choice that best completes the statement or answers the question.

11. The book value of an asset is 1ts
a. Cost - depreciation expense
b. Fair market value - cost
c. Cost - accumulated depreciation
d Fair market value — depreciation expense

12. The method of depreciation that 1s most appropriate when the asset 15 likely to produce equal benefits
over its life 1s:
a. Accelerated depreciabion methods
b. Straight-line method
c. Units of production method
d None of the above

13. If a company uses FOB destination, ownership 1s transferred when:
a. The purchasing company places the order
b. The goods are shipped from the seller
c. The purchasing company pays for the goods
d The goods armmve at the place of delivery

14. A senes of equal, periodic cash flows is termed a(n):
a. Lump sum
b. Factor
c. Annmmty
d Present value

15. To determine the current cash equuivalent of 51 in the future, which table should be used?
Present value of an annumty

Present value of $1 (lump sum)

Future value of 51 (lump sum

None of the above

pnooa



Problem 1 [14 points] On January 1, 2011 Tract Company buys a building for $800,000. The building has an
estimated life of 20 years and an estimated residual value of 580,000, After using the asset for 2 years, on
Jammary 1, 2013 it sells the asset for $750,000.

Required:
(1) Compute the depreciation expense for each year if Tract uses the siraight line method.

(2} Compute the depreciation expense for 2011 and 2012 if Tract uses the double-dechming balance method.

(3} Using the double-decliming depreciation, compute the gain or loss that Tract would record on the sale
and state 1f it 15 a gain or loss.

(4} Which depreciation method do companies use for tax purposes?



