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Description


1. The liabilities section of the balance sheet of Honduras Company detailed the following: Accounts payable 1,500,000 Notes payable – trade 2,000,000 Bank note payable – 10% 600,000 Bank note payable – 12% 1,000,000 Accrued expenses 400,000 Accrued interest payable 305,000 Mortgage note payable – 6% 3,000,000 Mortgage note payable – 8% 4,500,000 Bonds payable – 10%, due June 30, 2004 5,000,000 The 10% bank note payable is issued on March 1, 2003, payable on demand and interest is payable every 6 months. The 12% bank note payable is a one-year note issued on January 2, 2003. On December 31, 2003, Honduras negotiated with the bank to replace the note with a two-year 10% note to be issued on January 2, 2004. The 6% 10-year mortgage note was issued on October 1, 2000. Terms of the note give the holder to demand payment if the company fails to make a monthly interest payment. On December 31, 2003, Honduras is 3 months behind in paying its required interest. The 8%10-year mortgage note was issued on May 1, 2000. Principal and interest are payable annually on April 30. A payment of P860,000 is due on April 30, 2004 and includes interest of P360,000. What is the total amount of current liabilities on December 31, 2003? A. 13,305,000 C. 14,305,000 B. 17,305,000 D. 8,305,000 2. The liabilities section of the balance sheet of Pug Company on December 31, 2005 detailed the following: Accounts payable 2,000,000 Notes payable-trade 2,500,000 Bank note payable -10% 800,000 Bank note payable -12% 1,000,000 Accrued expenses 350,000 Accrued interest payable 500,000 Mortgage note payable-6% 4,000,000 Bonds payable -10% due June 30, 2006 5,000,000 The 10% bank note payable is Issued on January 1, 2005, payable on demand and interest is payable every six months. The 12% bank note payable is a two-year note issued on July 1, 2004. The 6%, 10-year mortgage note was issued on October 1, 2002. Terms of the note give the holder to demand payment if the company fails to make monthly interest payment. On December 31, 2005, Rig is three months behind in paying its required interest. What is the total amount of current liabilities on December 31, 2005? A. 10,150,000 C. 15,150,000 B. 15,750,000 D. 16,150,000 3. Axis Company has the following information in its stockholders’ equity accounts: Number of shares Amount Preferred stock, P50 par value 22,000 1,100,000 Treasury shares, preferred (at cost) 2,000 150,000 Common stock without par value (at issue price) 30,000 4,500,000 Retained earnings 7,000,000 Due to the substantial amount of retained earnings, the company’s Board of Directors resolved “to pay a 100% stock dividend on all shares outstanding capitalizing amounts of retained earnings equal to the par value and the



issue price of the preferred and common stock outstanding, respectively, and thereafter to pay a cash dividend of 10% on preferred stock and a cash dividend of P10 a share on common stock.” What is the total balance of the stockholders’ equity of Axis Company after effecting the above transactions? A. 12,450,000 C. 11,650,000 B. 10,950,000 D. 11,630,000 4. Vanessa Company's Income statement accounts for 2004 include the following: Sales 57,500,000 Cost of sales 24,000,000 Administrative expenses 8,500,000 Loss on sale of equipment 1,000,000 Selling expenses 6,500,000 Interest revenue 2,500,000 Loss from earthquake 2,000,000 Finished goods - January 1 40,000,000 Finished goods - December 31 36,000,000 The income tax rate is 32%. In the 2004 income statement, what amount should be reported as cost of goods manufactured? A. 20,000,000 C. 28,000,000 B. 21,500,000 D. 29,500,000 5. The income statement accounts of Howie Company for the year 2005 included the following: Sales 30,000,000 Cost of sales 13,600,000 Administrative expenses 3,500,000 Loss on sale of equipment 600,000 Interest expense 1,000,000 Sales commissions 2,200,000 Interest income 1,200,000 Distribution cost 1,400,000 Loss on early retirement of long-term debt 1,800,000 Doubtful accounts expense 500,000 Correction of an error-debit 3,000,000 Investment income-equity investee 2,500,000 The income tax rate is 32%. The 2005 income statement should report operating income at A. 6,188,000 C. 9,100,000 B. 6,392,000 D. 9,400,000 6. Philippine Company reported for 2005 income of P6,000,000 before considering income tax. and the following gains and losses: Gain on expropriation of land by government 500,000 Gain on repayment of a long-term note denominated in foreign currency 900,000 Loss on sale of long-term investment 100,000 Writeoff of patent determined to be worthless 200,000 Loss on writedown of inventory due to obsolescence 300,000 Tax rate is 30% Philippine Company should report income from ordinary activities after fax of A. 5,810,000 C. 5,180,000 B. 6,160,000 D. 5,600,000 7. Angela Company provided the following information for 2003:



Sales 20,000,000 Cost of goods manufactured 10,000,000 Administrative expenses 1,000,000 Loss on sale of equipment 200,000 Sales commissions 800,000 Interest revenue 600,000 Freight out 500,000 Uncollectible accounts expense 100,000 Gain on early retirement of long-term debt 400,000 Cumulative effect of change in accounting policy-credit 700,000 Finished goods inventory January 1 3,000,000 December 31 2,000,000 What amount should Angela report as income from continuing operations? The income tax is 32%. A. 7,000,000 C. 5,032,000 B. 4,760,000 D. 5,236,000 8. Armada Company provided the following data for 2003: Net income 20,000,000 Additional paid in capital 5,000,000 Revaluation surplus 2,000,000 Unrealized loss on noncurrent equity investments 1,000,000 Foreign currency translation adjustment (resulting from weakening in the currencies of Armada’s foreign subsidiaries relative to the U.S. dollar) 1,500,000 Armada Company should report a net amount in its 2003 statement of recognized gains and losses at A. 20,000,000 C. 22,500,000 B. 19,500,000 D. 0 9. Cyprus Company is engaged in developing computer software. The following data pertain to the operations for the year 2003: Sales 15,000,000 Beginning inventory 4,500,000 Cost of producing software 2,000,000 Portion of goods available for sale sold during 2003 70% Amortization of capitalized software development costs 500,000 Salaries and wages of programmers doing research 6,000,000 Expenses related to projects prior to establishment of technological feasibility 1,100,000 Expenses related to projects after establishment of technological feasibility 1,500,000 Cyprus Company should report 2003 net income at A. 3,000,000 C. 1,500,000 B. 2,850,000 D. 900,000 10. On October 15, 2003, Kathryn Company informed Leah Company that it would be unable to repay its P8,000,000 note due on October 31, 2003. Leah agreed to accept title to Kathryn’s equipment in full settlement of the note. The equipment’s carrying amount was P5,500,000 and its fair value was P6,000,000. The income tax rate is 32%. What amount should Kathryn report as extraordinary gain for the year ended September 30, 2004? A. 2,000,000 C. 1,700,000 B. 1,860,000 D. 1,360,000



11. Isabel Company had the following transactions during 2003:  P3,000,000 pretax loss on foreign currency exchange due to a major unexpected devaluation by the foreign government  P1,000,000 pretax loss from expropriation of property  P2,000,000 pretax loss on equipment damaged by typhoon. This was the first typhoon ever to strike in Isabel’s area. Isabel also received P5,000,000 from its insurance company to replace a building, with a carrying value of P4,500,000, that had been destroyed by the typhoon. What amount should Isabel report in its 2003 income statement as extraordinary loss before income taxes? A. 2,500,000 C. 3,000,000 B. 5,500,000 D. 6,000,000 12. Ira Company had the following cash balances on December 31, 2004: Petty cash fund -reimbursed on December 31, 2004 50,000 Cash on hand - undeposited coins and currencies 1,500,000 Cash in bank - unrestricted demand deposit account 4,000,000 Cash in bank - time deposit due January 15, 2005 2,000,000 Cash in bank - money market placement 1,000,000 The company had drawn and recorded checks amounting to P500,000 on December 15, 2004 in payment of accounts payable but the checks are not scheduled to be mailed until January 15, 2005. In exchange for a guaranteed line of credit, Ira has agreed to maintain a minimum balance of P300,000 in its unrestricted demand deposit account. How much should Ira report as cash and cash equivalents on December 31, 2004? A. 7,050,000 C. 9,050,000 B. 6,750,000 D. 8,050,000 13. The December 31, 2003 trial balance of Jasmine Company includes the following accounts: Petty cash fund 50,000 Cash on hand 500,000 Global Bank current account 2,000,000 BPI current account (overdraft) (200,000) City Bank, savings account 300,000 City Bank 120-day time deposit, maturing February 1, 2004 1,000,000 SBTC, current account 5,000,000 Cash on hand includes the following items:  Postal money orders received from customers, P50,000.  Customer’s check for P100,000 dated January 8, 2004 received December 31, 2003. The petty cash fund consisted of the following items as of December 31, 2003: Currency and coins 5,0000 Employee vales 4,000 Currency in envelope marked “collections from employees for charity with names attached” 6,000 Unreplenished petty cash vouchers 8,000 Check drawn by Jasmine Company payable to petty cashier 30,000 A check was drawn against SBTC current account on December 26, 2003 in the amount of P400,000. The check was dated January 15, 2004 but was recorded and delivered to the payee on December 28, 2003. The City Bank savings account is set aside for the acquisition of a new equipment and the acquisition is expected to be made in January 2004. Jasmine Company should report cash and cash equivalents on December 31, 2003 at A. 7,835,000 C. 8,135,000 B. 7,635,000 D. 8,835,000



14. Paula Company showed the following unadjusted cash balances at December 31, 2003: Undeposited coin and currency - cash on hand 1,000,000 Cash in bank - current account 12,000,000 Company checks written and deducted from the current account but not scheduled to be mailed until January 15, 2004 2,000,000 Time deposit restricted for use (expected use in 2004) 4,000,000 Paula Company's bank statement for the month of December included the following information: Bank-service charge for December 50,000 Check deposited by Paula during December was not collectible and has been marked "NSF" by the bank and returned 200,000 In comparing the bank statement to its own cash records, Paula found: Deposits made but not yet recorded by the bank 5,000,000 Checks written and mailed but not yet recorded by the bank 2,600,000 All the deposits in transit and outstanding checks have been properly recorded in Paula's books. Paula also found a check for P400,000, payable to Paula, that had not yet been deposited and had not been recorded in Paula's books. Paula agreed to maintain a minimum balance of P100,000 in its unrestricted current account in exchange for a guaranteed line of credit. How much should Paula report as "cash fund cash equivalents" in its December 31, 2003 balance sheet? A. 15,150,000 C. 14,750,000 B. 15,050,000 D. 19,150,000 15. Abe Company borrowed from Solid Bank under a 10-year loan In the amount of P5,000,000 with a stated interest rate of 6% Payments are due monthly, and are computed to be P55,500. Solid Bank incurs P200,000 of direct loan origination costs and P50,000 of indirect loan origination costs, in addition, Solid Bank charges Abe a 5point nonrefundable loan origination fee. Solid Bank, the lender, has a carrying amount of A. 5,200,000 C. 5,000,000 B. 4,950,000 D. 4,750,000 16. On May 17, Eastwood Company accepted a P650,000, 8% 90 day note from a customer. On June 11, the note was discounted at 10%. At maturity date, the note was dishonored and the bank charged a P2,500 protest fee. The amount that Eastwood Company would debit to note receivable dishonored is? A. 665,500 C. 652,500 B. 653,530 D. 613,000 17. A listing of the Emma Company's inventory items at the end of 2005 totals P950,000. Included in this amount are the following items: Merchandise in transit as of 12/12/2005, purchased FOB shipping point 68,000 Goods held by Emma as consignee, from Ronald 50,000 Goods out on consignment, at coat plus 50% Markup on cost plus P1,000 delivery charge 61,000 What is the peso amount of Emma's 2005 ending Inventory that should be reported on the balance sheet? A. 831,000 C. 879,000 B. 862,000 D. 880,000 18. The unadjusted physical inventory of Erzil Company at December 31, 2003 was P5,000,000. Other information follows:  Goods were received and recorded on January 4, 2004 with cost of P500,000. These goods were shipped by suppliers on December 29, 2003, FOB shipping point.



Goods in the warehouse costing P1,500,000 were billed to the customer FOB shipping point on December 29, 2003. The goods were included in inventory because they were shipped on January 3, 2004. How much should Erzil report as inventory on its December 31, 2003 balance sheet? A. 5,500,000 C. 4,000,000 B. 7,000,000 D. 5,000,000 



19. Data regarding the available for sale securities of Ma. Cristina Bank follow: Cost Market December 31, 2002 8,000,000 6,000,000 December 31, 2003 8,000,000 6,500,000 Differences between cost and market value are considered temporary. The stockholders’ equity section of the December 31, 2003 balance sheet should report unrealized loss on these securities at A. 2,000,000 C. 500,000 B. 1,500,000 D. 0 20. On July 1, 2003, Wendy Company purchased 5,000 of the P1,000 face amount, 8% bonds of Marianne Corporation for P4,615,000 to yield 10% per annum. The bonds, which mature on July 1, 2008, pay interest semiannually on January 1 and July 1. Wendy uses the interest method of amortization and the bonds are appropriately recorded as long-term investment. The bonds should be reported on the December 31, 2003 balance sheet at A. 4,676,500 C. 4,645,750 B. 4,584,250 D. 4,653,500 21. Lisa Company, a newly formed corporation, incurred the following expenditures related to land and building: Cost of land, which included an old apartment building apprised at P500,000 3,000,000 Fee for title search 10,000 Payment to tenants for vacating old building 50,000 Payment for delinquent property taxes assumed by the purchaser 20,000 Removal of apartment building 50,000 Salvaged materials retained by the demolition company 10,000 Cost of gracing, leveling and other landscaping 15,000 Architect fees on new building 200,000 Payment to building contractors 10,000,000 Interest cost on specific borrowing incurred during construction 500,000 Payment of medical bills of employees accidentally injured while inspecting building construction 18,000 Cost of paving driveway and parking lot 40,000 Assessment by city for drainage project 20,000 Cost of installing lights in the parking lot 5,000 Premium for insurance on the building during construction 25,000 Cost of open house party to celebrate opening of new building 60,000 What is the cost of the land? A. 3,105,000 C. 3,165,000 B. 3,155,000 D. 3,205,000 22. Cleo Company frequently borrows from the bank in order to maintain sufficient operating cash. The following loans were at a 12% interest rate, with interest payable at maturity. Cleo repaid each loan on its scheduled maturity date. Date of loan Amount Maturity date Term of loan



11/1/2002 10,000,000 10/31/2003 1 year 2/1/2003 15,000,000 7/31/2003 6 months 5/1/2003 20,000,000 1/31/2004 9 months Cleo records interest expense when the loans are repaid. As a result, interest expense of P2,100,000 was recorded in 2003. What would be the 2003 interest expense? A. 3,500,000 C. 3,900,000 B. 2,100,000 D. 1,400,000 23. Dawn Company, a newly formed corporation, incurred the following expenditures related to land and building. Cash paid for land and dilapidated building 5,000,000 Removal of old building 100,000 Payment to tenants for vacating old building 50,000 Architect fee for new building 250,000 Building permit for new construction 50,000 Fee for title search 30,000 Survey before constructing of new building 150,000 Excavation before new construction 500,000 New building constructed 20,000,000 Assessment by city for drainage project 20,000 Cost of grading, leveling and other landscaping 200,000 Driveways and walks to new building from street (part of building plan) 300,000 Temporary quarters for construction crew 50,000 Temporary building to house tools and materials 50,000 Cost of changes during construction to make new building more energy efficient 100,000 Cost of windows broken by vandals 200,000 What is the cost of the land? A. 5,550,000 C. 5,530,000 B. 6,050,000 D. 5,350,000 24. On March 1, 2003, Ivy Company purchased for P5,000,000 a tract of land as a factory site. An existing building on the property was razed and construction was begun on a new factory building in April 2003. Additional data are as follows: Cost of razing old building 200,000 Title insurance and legal fees to purchase land 100,000 Architect’s fees 1,500,000 New building construction cost 10,000,000 Imputed interest on company’s own funds used during construction 1,000,000 Payment for claim for injuries during construction not covered by insurance 300,000 The capitalized cost of the completed factory building should be A. 11,500,000 C. 11,800,000 B. 12,800,000 D. 11,700,000 25. Libya Company has recently acquired a computer system for its central office in Cebu City. Libya acquired a new computer with the following information: List price 1,000,000 Trade discount 100,000 Removal of old computer 30,000 Concrete slab poured as a base for the new computer 80,000 Insurance in transit 10,000



Repairs incurred while in transit Transportation costs Purchase discount taken The cost of the new computer should be A. 960,000 B. 965,000



5,000 15,000 5% C. 955,000 D. 990,000



26. Lourdes Company started construction of a new office building on January 1, 2003, and moved into the finished building on July 1, 2004. Of the building’s P50,000,000 total cost, P40,000,000 was incurred in 2003 evenly throughout the year, Lourdes’ incremental borrowing rate was 10% throughout 2003, and the total amount of interest incurred by Lourdes during 2003 was P2,800,000. What amount should Lourdes report as capitalized interest at December 31, 2003? A. 2,800,000 C. 1,000,000 B. 2,000,000 D. 2,500,000 27. On July 1, 2003 one of Jean Company’s delivery vans was destroyed in an accident. On that date the van’s carrying value was P1,500,000. On July 15, 2003 Jean received and recorded a P300,000 invoice for a new engine installed in the van in May 2003 and another P200,000 invoice for various repairs. In August, Jean received P2,400,000 under its insurance policy on the van which it plans to use to replace the van. What amount should Jean report as gain on disposal of the van? A. 900,000 C. 400,000 B. 600,000 D. 700,000 28. Tracy Company purchased equipment on January 2, 2001 for P5,000,000. The equipment had an estimated 5year service life and salvage value of P300,000. Tracy’s policy for 5-year assets is to use the 200% double declining balance method for the first two years of the asset’s life and then switch to the straight line depreciation method. In its December 31, 2003 balance sheet, what amount should Tracy report as accumulated depreciation for the equipment? A. 3,700,000 C. 2,820,000 B. 3,800,000 D. 3,572,000 29. Bee Company uses the composite method of depreciation and has a composite rate of 25%. During 2005, it sold assets with an original cost of P100,000 and residual value of P20,000 for P80,000 and acquired P60,000 worth of new assets with residual value of P10,000. The original group of assets had the following characteristics: Total cost 250,000 Total residual value 30,000 The above original group includes the assets sold in 2005 but not the assets purchased in 2005. What was the depreciation in 2005? A. 62,500 C. 47,500 B. 52,500 D. 46,500 30. Baguio Company embarked on a new venture in Northern Luzon in 2005. It expects to glean 2,000,000 ounces of a precious ore from its holdings there over several years. Relevant data follow: Cost of the mineral rights 5,000,000 Exploration cost (1/3 successful) 15,000,000 Extraction cost 20,000,000 Ore extracted 500,000 ounces Ore sold 300,000 ounces What is depletion for 2005, using the successful efforts method of accounting for expiration costs? A. 3,500,000 C. 1,500,000



B. 3,000,000



D. 2,500,000



31. In 2001, Atlantic Mining Company purchased property with natural resources for P60,000,000. The property was relatively close to a large city and had an expected residual value of P5,000,000. However, P2,000,000 will have to be spent to restore the land for use. The following information relates to the use of the property.  In 2001, Atlantic spent P6,000,000 in development costs and P3,000,000 in buildings on the property. Atlantic does not anticipate that the buildings will have any utility after the natural resources are depleted.  In 2002, P7,000,000 was spent for additional developments on the mine.  The tonnage mined and estimated remaining tons for years 2001 - 2003 are as follows: Year Tons Extracted Estimated Tons Remaining 2001 0 10,000,000 2002 3,000,000 7,000,000 2003 3,600,000 4,000,000 What is the depletion charge for the year ended December 31, 2003? A. 21,000,000 C. 24,192,000 B. 25,200,000 D. 23,220,000 32. Benevolent Company acquired on January 1, 2003 a delivery equipment for P7,200,000 with a useful life of 10 years. The equipment has no residual value at that time. The double declining balance method was used to depreciate the equipment: On December 31, 2004, the accumulated depreciation of the equipment was P2,592,000. On January 1, 2005, Benevolent changed its depreciation method to straight-line. Benevolent can justify the change. For the year ended December 31, 2005, Benevolent's depreciation expense on the equipment should be A. 576,000 C. 921,000 B. 720,000 D. 460,800 33. During 2003, Istanbul Company incurred costs to develop and produce a routine, low-risk computer software product as follows: Completion of detail program design 1,300,000 Cost incurred for coding and testing to establish technological feasibility 1,000,000 Other coding costs after establishment of technological feasibility 2,400,000 Other testing costs after establishment of technological feasibility 2,000,000 Costs of producing product masters for training materials 1,500,000 Duplication of computer software and training materials from product masters (1,000) 2,500,000 Packaging product (500 units) 900,000 In the December 31, 2003 balance sheet what amount should be capitalized as software cost subject to amortization? A. 5,400,000 C. 5,700,000 B. 5,900,000 D. 6,900,000 34. Damascus Company, a major winery, begins construction of a new facility in Mindanao. Following are some of the costs incurred in conjunction with the start-up activities of the new facility: Production equipment 4,000,000 Travel costs of salaried employees 1,000,000 License fees 100,000 Training of local employees for production and maintenance operations 2,000,000 Advertising costs 500,000 What portion of the organizational costs will be expensed? A. 3,000,000 C. 3,100,000



B. 3,500,000



D. 7,600,000



35. Cyprus Company has one division that performs machining operations on parts that are sold to contractors. A group of machines have an aggregate cost and accumulated depreciation on December 31, 2003 as follows: Machinery 80,000,000 Accumulated depreciation 25,000,000 The machines have an average remaining life of 4 years and it has been determined that this group of machines constitutes a cash generating unit. The net selling price of this group of machines in an active market is determined to be P48,000,000. Based on supportable and reasonable assumptions, the financial forecast for this group of machines reveals the following cash inflows and cash outflows for the next four years: Cash inflows Cash outflows 2004 30,000,000 12,000,000 2005 32,500,000 17,500,000 2006 27,500,000 12,500,000 2007 16,000,000 4,000,000 It is believed that a discount rate of 8% is reflective of time value of money. The table of present value shows that the present value of 1 at 8% is as follows: Period 1 2 3 4 Present Value of 1 .930 .857 .794 .735 Cyprus Company should recognize an impairment loss in 2003 at A. 4,675,000 C. 3,500,000 B. 7,000,000 D. 0 36. Cleo Company frequently borrows from the bank in order to maintain sufficient operating cash. The following loans were at a 12% interest rate, with interest payable at maturity. Cleo repaid each loan on its scheduled maturity date. Date of loan Amount Maturity date Term of loan 11/1/2002 10,000,000 10/31/2003 1 year 2/1/2003 15,000,000 7/31/2003 6 months 5/1/2003 20,000,000 1/31/2004 9 months Cleo records interest expense when the loans are repaid. As a result, interest expense of P2,100,000 was recorded in 2003. What would be the 2003 interest expense? A. 3,500,000 C. 3,900,000 B. 2,100,000 D. 1,400,000 37. On July 1, 2004, the City government issued realty tax assessments for its fiscal year ended June 30, 2004. On September 1, 2004, Dulce Company purchased a land in the City. The purchase price was reduced by a credit for accrued realty taxes. Dulce did not record the entire year's real estate tax obligation but instead records tax expenses at the end of each month by adjusting prepaid real estate taxes or real estate taxes payable as appropriate. On November 1, 2004, Dulce paid the first of two equal installments of P600,000 for realty taxes. What amount of this payment should Dulce record as a debit to real estate taxes payable? A. 600,000 C. 400,000 B. 500,000 D. 200,000 38. In packages of its products, Kristine Company includes coupons that may be presented at retail stores to obtain discounts on other Kristine Company products. Retailers are reimbursed for the face amount of coupons plus 20% of that amount for handling costs. Kristine honors requests for coupon redemption by retailers up to three



months after the consumer expiration date. Kristine estimates that 80% of all coupons issued will ultimately be redeemed. Information relating to coupons issued by Kristine during 2003 is as follows: Consumer expiration date December 31, 2003 Total face amount of coupons issued 5,000,000 Total payments to retailers as of December 31, 2003 3,600,000 What amount should Kristine report as a liability for unredeemed coupons at December 31, 2003? A. 1,200,000 C. 2,400,000 B. 1,400,000 D. 400,000 39. Abby Company borrowed from Global Bank under a 10-year loan in the amount of P5,000,000 with a stated interest rate of 6%. Payments are due monthly, and are computed to be P55,500. Global Bank incurs P200,000 of direct loan origination costs and P50,000 of indirect loan origination costs. In addition, Global Bank charges Abby a 5point no: refundable loan origination fee. Global Bank, the lender, has a carrying amount of A. 5,200,000 C. 5,000,000 B. 4,950,000 D. 4,750,000 40. Red Company has one temporary difference at the end of 2003 that will reverse and cause taxable amounts of P500,000 in 2004, P1,000,000 in 2005, and P1,500,000 in 2006. The company’s pretax financial income for 2003 is P10,000,000 and the tax rate is 32%. There are no deferred taxes at the beginning of 2003. The income tax payable for 2003 amounts to A. 3,200,000 C. 2,240,000 B. 2,720,000 D. 3,040,000 41. Jessa Company prepared the following reconciliation of income per book with income per tax return for the year ended December 31, 2004. Book income before income tax 10,000,000 Add temporary difference: Construction contract revenue which will reverse in 2005 3,000,000 Deduct temporary difference: Depreciation expense which will reverse in equal amounts in each of the next four years (1,000,000) Taxable income 12,000,000 If the income tax rate is 32%, what amount should Jessa report in its 2004 income statement as the current provision for income tax? A. 3,200,000 C. 4,160,000 B. 3,840,000 D. 2,880,000 42. Five-year lease contract is signed 1/1/03 calling for P400,000 to be paid by the lessee on 12/31/03, and P600,000 on 12/31/04, 12/31/05 and 12/31/06. Total lease payments over the lease term are therefore P2,200,000. The lessee expects to use the leased asset evenly throughout the lease term, which ends 12/31/07. No payment is due in 2007. The entry recorded by the lessee, for this operating lease, on 12/31/05 includes which of the following: A. Rent payable P 20,000 C. Prepaid rent P 40,000 B. Rent expense P400,000 D. Rent expense P440,000 43. Sheela Company submits quarterly and yearly accounting reports for consolidation to its parent company in the US. Based on a review of the company’s production department, Sheela needs another packing machine to be able to hasten delivery of orders by customers. On December 31, 2003, Sheela agreed to lease a packing equipment for its entire 9-year useful life from Rose Company. The lease contract provides for lease payments of



P1,500,000 from the start of the lease term, and annually thereafter every December 31 for the next 8 years. The 9 lease payments over the lease term have a present value on December 31, 2003, at a rate implicit in the lease known by Sheela as 10%, of P9,495,000. The December 31, 2003 present value of the lease payments at Sheela Company’s incremental borrowing rate of 12% was P8,955,000. A timely second lease payment was made by Sheela Company. The capital lease liability that Sheela Company should report to its parent company in its December 31, 2003 financial statements should be A. 7,455,000 C. 9,495,000 B. 7,995,000 D. 7,294,500 44. In the long term liabilities section of its balance sheet at December 31, 2002, Blonde Company reported a capital lease obligation of P7,500,000, net of current portion of P136,400. Payments of P900,000 were made on both January 2, 2003 and January 2, 2004. Blonde's incremental borrowing rate on the date of lease was 11% and the lessor's implicit rate, which was known to Blonde, was 10%. In its December 31, 2003 balance sheet, what amount should Blonde report as capital lease obligation, net of current portion? A. 6,600,000 C. 7,363,600 B. 7,350,000 D. 7,425,000 45. On December 31, 2003, Sharmaine Company purchased a tractor from Katherine Company. Simultaneous with the sale, Katherine Company leased back the tractor for 12 years for its use in the new farm that it is developing. The sales price of the tractor was P30,000,000, while its carrying amount in the books of Katherine Company, as of the date of the sale was P22,500,000. Katherine Company’s engineers have estimated that the remaining economic life of the tractor is 15 years. Katherine Company is a wholly-owned subsidiary of a US company. It is required to follow US generally accepted accounting principles in its reporting package for consolidation. What is the amount that Katherine Company shall report as deferred gain from the sale of the tractor at December 31, 2003 in its reporting package for use in consolidation with the Head Office accounts? A. 7,500,000 C. 6,875,000 B. 7,000,000 D. 0 46. Saturn Company employs 5 people. Each employee is entitled to 2 weeks paid vacation every year the employee works for the company. The conditions of the paid vacation are (a) for each full year of work, an employee will receive two weeks of paid vacation (no vacation accrues for a portion of a year), (b) each employee will receive the same pay for vacation time as the regular pay-in the year taken, and (c) unused vacation pay can be carried forward. Employee Starting date Cumulative Vacation Taken As of Weekly December 31, 2003 Salary A December 1,1996 10 weeks P5,000 B March 1, 2001 2 weeks 4,000 C August 1, 2002 None 3,500 D December 1, 2001 3 weeks 3,000 E March 31,2003 None 2,500 Saturn Company should report liability for vacation pay on December 31, 2003 at A. 38,000 C 45,000 B. 40,500 D. 53,500 47. The following information pertains to Fila Company's defined benefit plan for 2006: Service, cost 1,600,000 Actual and expected gain on plan assets 350,000 Unexpected increase in ABO incurred during 2005 400,000 Amortization of unrecognized prior service cost 50,000 Annual interest on pension obligation 500,000



What amount should Fila report as pension expense in its 2005 income statement A. 2,500,000 C. 2,100,000 B. 2,200,000 D. 1,800,000 48. Of the 250,000 shares of common stock issued by Moomba Company, 50,000 shares were held as treasury stock at December 31, 2002. During 2003, transactions involving common stock were as follows:  January 1 through October 31 - 20,000 treasury shares were distributed to officers as part of a stock compensation plan.  November 1 - a 3-for-1 stock split took effect  December 1 - Moomba purchased 60,000 of its own shares to discourage an unfriendly takeover. These shares were not retired. At December 31, 2003, how many shares of Moomba Company's common stock were issued and outstanding? A. B. C. D. Issued 750,000 660,000 600,000 750,000 Outstanding 600,000 660,000 600,000 600,000 49. Tania Company's stockholders' equity section of its December 31, 2002 balance sheet was as follows: Common stock, authorized 100,000 shares; issued 60,000 shares, P100 par 6,000,000 Additional paid in capital 3,000,000 Retained earnings 4,000,000 Treasury stock, 10,000 shares at cost ( 900,000) Total stockholders' equity 12,100,000 During 2003 Tania reissued 3,000 shares of the treasury stock at P120 per share. No other treasury stock transactions occurred during 2003. What amount and type of income should be reported on this transaction on the financial statements for the year ended December 31, 2003? A. 240,000 extraordinary income C. 160,000 ordinary income B. 240,000 ordinary income D. 0 50. A large company began the year with P1,000,000 of unappropriated retained earnings and P200,000 of appropriated retained earnings. During the year, it created P500,000 of new appropriations and reversed P600,000 of appropriations. It had income for that year of P2,500,000. What is the total end of year retained earnings? A. 3,700,000 C. 3,600,000 B. 3,500,000 D. 2,500,000 51. During 2004, Lora Company had the following two classes of stock issued and outstanding for the entire year:  200,000 shares of common stock, P100 par.  50,000 shares of 10% noncumulative preferred stock, P100 par, convertible share for share into common stock. Lora's 2004 net income was P8,000,000, and its income tax rate for the year was 32%. No dividends were declared or paid in 2004. In the computation of basic earnings per share for 2004, the amount to be used as earnings is A. 4,940,000 C. 7,500,000 B. 5,440,000 D. 8,000,000
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