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Quiz #5

Circle the right answer for the following questions (4 points each):
1.
If treasury stock is sold for less than its cost, and there were no previous treasury stock sales (no balance in paid in capital treasury stock account) the difference between selling price and cost of treasury stock is:

a.
debited to Common Stock
b.
credited Common Stock

c.
debited to Retained Earnings

d.
credited to Retained Earnings

Cash


Retained earnings





Treasury stock at cost
2.
Wildoaks Corporation has 40,000 shares of $14 par-value common stock outstanding. If the corporation declares a 15 percent stock dividend (small stock dividend) and the market value of the stock on the date of declaration is $22 per share, what amount should be credited to Paid-In Capital?

a.
$0
b.
$48,000     Paid in capital credit = (0.15)(40,000)(22-14)
c.
$84,000
d.
$132,000
3.
Suppose you want to determine the payments you will have to make on a loan for a house. The house will cost $100,000, and your bank requires a 20 percent down payment. You want to finance the remainder at 12 percent compounded annually for 25 years. What will be the amount of your annual payment to the bank?

a.
$750

b.
$4,704

c.
$5,882

d.
$10,200
80,000 = Payment * annuity factor (n=25; I = 12%)

80,000= Payment * 7.8431
4.
On January 1, Computing Corporation leased a mainframe computer from Bell Corporation, agreeing to pay $20,000 per year (payable on each December 31) for 10 years. The lease is a capital lease, and the current market rate of interest is 12 percent. The present value of the 10 minimum lease payments amounts to $113,000. Given this data, the amount of the lease obligation (balance in lease liability) at the end of the first year (after the first payment is made) is:

a.
$99,440
b.
$106,560
c.
$113,000
d.
$200,000
Initial balance = 113,000 
Interest expense for 1st year = 113,000*.12 = 13,560

Reduction of lease liability = 20,000-13,560 = 6,440

Lease liability balance = 113,000-6,440
5.
The effective interest rate on bonds is lower than the stated rate when bonds sell:

a.
Above face value
b.
At face value
c.
At maturity value
d.
Below face value
6.
Wildflowers Corporation issued $300,000 of 15-year bonds on January 1. The bonds pay interest on January 1 and July 1 with a stated rate of 8 percent. If the market rate of interest at the time the bonds are sold is 6 percent, what will be the issuance price of the bonds?

a.
$299,994
b.
$300,004
c.
$358,805
d.
$476,404
(300,000 * 0.4120) + (300,000*.04* 19.6004)   n= 30; I = 3%; the first one is a single sum factor; the second one an annuity factor
7.
On January 1, 2003, $50,000 of 20-year, 6 percent bonds were issued for $56,275.20. Interest payment dates on the bonds are January 1 and July 1. When using the straight-line method, the amount of premium to be amortized on July 1, 2003 is:

a.
$93.11
b.
$156.88  Premium = 6,275.20/40 periods 
c.
$313.76
d.
$776.50
8.
The total interest expense on a $200,000, 10 percent, 10-year bond issued at 105 would be:

a.
$190,000

b.
$195,000

c.
$200,000

d.
$210,000
Premium = 200,000*.05 = 10,000

Total interest paid over 10 years = 200,000 *.1*10 = 200,000

Interest expense = 200,000 -10,000 = 190,000
9.
On January 1, 2003, Musicology Corporation issued $500,000 of 10 percent, 10-year bonds at 88.5. Interest is payable on December 31. If the market rate of interest was 12 percent at the time the bonds were issued, how much cash was paid for interest in 2003?

a.
$44,250

b.
$50,000

c.
$53,100

d.
$60,000
Cash paid for interest = 500,000*.10
10.
A $50,000 bond with a carrying value of $52,000 was called at 103 and retired. In recording the retirement, the issuing company should:

a.
Record no gain or loss

b.
Record a $500 gain
c.
Record a $2,000 gain

d.
Record a $1500 loss

Bonds payable 50,000


Premium 2,000





Cash 51,500 (50,000*1.03)





Gain 500
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