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THEORY AND PRACTICAL ACCOUNTING
F I R S T SESSION.
May, 1927, Examination
I
(Fifty Points)
On J a n u a r y 1st, 1926, the U. S. Holding Company
was organized, its capital stock was sold for par, and
it acquired for cash as of that date the entire common
capital stock of the Western Mfg. Co. of Chicago and
the Eastern Mfg. Co. of Boston and 80 per cent of the
Common Stock of the Southern Mfg. Co. of Atlanta.
On December 31, 1926, the trial balance of the U. S.
Holding Company showed the following accounts.
DEBITS.
Cash
Accounts Receivable
Due from Eastern Mfg. Co.
Investments in Subsidiaries at Cost
Western Mfg. Co.—10,000 shares
Eastern Mfg. Co.— 5,000 shares
Southern Mfg. Co.— 6,400 shares
Dividends Paid
On Preferred Stock
On Common Stock

$220,000.00
100,000.00
1,750,000.00
320,000.00
1,280,000.00
90,000.00
200,000.00
$3,960,000.00

TOTAL

CREDITS.
Dividends Received
Capital Stock—Preferred $100.00 par
Common $100.00 par
TOTAL

$460,000.00
1,500,000.00
2,000,000.00
$3,960,000.00
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The following are trial balances of the subsidiary Corporations at the
same date:
WESTERN
Mfg. Co.
DEBITS.
Cash
$150,000.00
Accounts & Notes Receivable. . 850,000.00
Raw Material Purchases
840,000.00
Labor
560,000.00
Manufacturing Expense
350,000.00
Selling Expense
100,000.00
Administrative Expense
50,000.00
Plant and Machinery
1,000,000.00
Dividends Paid
Preferred
60,000.00
Common
300,000.00
Inventory J a n . 1, 1926
250,000.00
Due from Eastern Mfg. Co
130,000.00
Good will
Deficit Jan. 1, 1926
TOTAL

SOUTHERN
Mfg. Co.

$50,000.00
210,000.00
775,000.00
250,000.00
130,000.00
60,000.00
30,000.00
600,000.00

$60,000.00
350,000.00
490,000.00
350,000.00
160,000.00
100,000.00
40,000.00
800,000.00

150,000.00

200,000.00
150,000.00
200,000.00

145,000.00

$4,640,000.00 $2,400,000.00

CREDITS.
Notes & Accts. Payable
$200,000.00
Due to U. S. Holding Co
Due to Western Mfg. Co
Sales
2,125,000.00
Profit on sale of Machinery.. .
Capital Stock
Preferred
1,000,000.00
• Common
1,000,000.00
Surplus J a n . 1, 1926
315,000.00
TOTAL

EASTERN
Mfg. Co.

$120,000.00
100,000.00
130,000.00
1,250,000.00
300,000.00
500,000.00

$2,900,000.00

$475,000.00
1,200,000.00
25,000.00
800,000.00
400,000.00

$4,640,000.00 $2,400,000.00 $2,900,000.00

On December 31st, 1926, these companies had the following inventories
which were priced at cost:
Western Manufacturing Company
Eastern Manufacturing Company
Southern Manufacturing Company

$500,000.00
275,000.00
300,000.00

Provision has been made in the foregoing statements
for depreciation, accruals and prepayments and the as
sets shown therein are properly valued.
During the year 1926 the Western Manufacturing
Company sold to the Eastern Manufacturing Company
merchandise which cost $500,000.00 to produce, at a
profit of 25 per cent on cost which is included in the
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Sales of the Western Company and in the Purchases
of the Eastern Company. Of this amount $125,000.00
still remained undisposed of at December 31st, 1926,
and is included in the Inventory of the Eastern Com
pany.
During the year the Southern Manufacturing Com
pany sold machinery to the Eastern Manufacturing
Company at $225,000.00, which was $25,000.00 in excess
of the value at which it was carried on its books.
From the foregoing data prepare a Consolidated
Balance Sheet, Consolidated Income and Expense, and
Consolidated Surplus Account.
II
(Twenty-five Points)
What is the Retail Inventory Method?
Illustrate by example its operation showing original
mark up, mark downs, subsequent mark ups, mark
downs for special sales and determination of inventory
value for Balance Sheet purposes.
In what retail businesses would you recommend its
adoption and in what retail businesses would you not
consider it practicable to install this method?
Give
reasons.
III
(Twelve and One-half Points)
The Balance Sheet of the Smith-Jones Company at
J a n u a r y 1st, 1927, shows the following assets and lia
bilities:
ASSETS.
Land, Buildings and Machinery
Merchandise Inventory
.
Accounts Receivable
Cash
Good will

$469,750.00
113,300.00
197,500.00
61,700.00
100,000.00
$942,250.00
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L I A B I L I T I E S AND CAPITAL.
$64,750.00
100,000.00

Accounts Payable
Mortgage Bonds
Capital Stock—Preferred
Capital Stock—Common

$250,000.00
400,000.00

650,000.00
127,500.00

Surplus

$942,250.00

As of the date of the Balance Sheet the assets were
transferred to and the liabilities were assumed by a
new corporation payment therefor being made on the
following basis.
For each share of Preferred in the old Company
there was issued one share of 1st Preferred in the new
Company and for each share of common one share of
2nd Preferred and one share of no par value common.
Required: 1st. Opening Balance Sheet of the new
Company assuming that the no p a r value stock had
no stated or declared value.
2nd. Opening Balance Sheet assuming that the new
no p a r stock has a declared value of $5 per share.
Assuming that the consideration had been one share
of new 1st Preferred for each share of old and 1½
shares of 2nd Preferred and 5 shares of no par value
common for each share of old common.
Required: 1st. Opening Balance Sheet if the no p a r
value common had no declared or stated value and
2nd. Opening Balance Sheet if the no par value stock
had a stated value of $5 per share.
IV
(Twelve and One-half Points)
A, who has successfully operated a business as a sole
trader for a number of years, decides, on account of
expansion, to take in a partner.
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His statement of affairs at the time appeared as
under:
ASSETS.
Cash
Accounts Receivable
Inventory
Fixed Assets
Proprietor's advance drawing of
salary

$5,000.00
10,000.00
7,500.00
10,000.00
500.00
$33,000.00

LIABILITIES.
Notes Payable
Accounts Payable

$5,000.00
15,500.00
20,500.00
Net Worth

$12,500.00

B goes into partnership with him, with the under
standing that they share profits and losses equally,
and agrees to pay a sum equal to one-half of A ' s actual
net worth plus $5,000.00 to cover Good Will.
State the method by which this Good Will may be
handled and submit journal entries to open the books
of the partnership under the methods suggested.

THEORY AND PRACTICAL ACCOUNTING
SECOND SESSION
May, 1927, Examination
I
(Fifty Points)
The capital stock of the ABC corporation was owned
by A, B and C in the following proportions:
A—70%
B— 5%.
C—25%
A post closing trial balance taken October 31, 1925,
shows the following assets and liabilities:
TRIAL BALANCE OCTOBER 31, 1925.

Cash
Accounts Receivable (Customers) . . .
Accounts Receivable (Stockholder A)
Accounts Receivable (Stockholder C)
Inventory
Plant Machinery
Automobiles
Garage Equipment
Office Furniture and Fixtures
Containers
Gasoline and Oil
Prepaid Insurance
Prepaid Taxes
Accrued Wages
Notes Payable
Accounts Payable
Reserve for Depreciation
Capital Stock
Surplus

Dr.
$3,000.00
45,000.00
3,000.00
1,000.00
10,000.00
76,000.00
61,000.00
1,000.00
2,000.00
17,000.00
300.00
300.00
100.00

Cr.

$1,000.00
4,000.00
68,000.00
81,000.00
40,000.00
25,700.00
$219,700.00 $219,700.00
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Mr. A and Mr. B, being desirous of retiring from
business, open negotiations with Mr. X for its pur
chase. The result of these negotiations was that Mr.
X revalued certain of the assets as follows:
Plant Machinery
$74,000.00
Automobiles
38,000.00
Garage Equipment
1,000.00
Office Furniture and Fixtures
2,000.00
Containers
17,000.00
Improvements to leasehold which
have been entirely written off
on the books of the old ABC
Corporation
.
15,000.00
Good will
18,000.00
$165,000.00

and agreed to pay Mr. A and Mr. B the sum of $123,750.00 in cash and issue to Mr. C, who desired to con
tinue in the business, stock in the amount of $41,250.00.
It was also agreed that cash should be given to
Messrs. A, B and C for Merchandise Inventory, P r e 
paid Taxes and Insurance and Inventory of Gasoline
and Oil, at the figures shown on the above trial bal
ance, in proportion to their ownership of the com
pany's stock, and that Messrs. A, B and C would take
over the Cash and Accounts Receivable and liquidate
the company's entire indebtedness. The accounts Re
ceivable all proved to be collectible.
I t is desired to retain the charter of the old ABC
corporation, it not being considered advisable to or
ganize a new corporation.
In order to properly carry out these agreements, the
capital stock of the ABC Corporation was raised to
$185,000.00, of which $20,000.00 was sold for cash.
You, as an accountant, are called in to advise the
proper method of handling these transactions and to
determine the net amount of cash and stock which A, B
and C will receive.
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What would your advice be, under the circum
stances, and how much would A, B and C receive as a
result of these transactions?
Show the necessary journal entries and balance sheet
after they have been carried through the books.
II
(Twenty-five Points)
The Potomac Sales Company have been selling their
merchandise for cash, on open account (30 to 60 days)
and on the installment plan (20 per cent down and 5
per cent per month). Heretofore the profit on the in
stallment sales has been taken up when the sale was
made. Owing to the large increase in its installment
business it is deemed advisable to change the method
of keeping its books and defer the income from install
ment sales until the collections are actually made and
you are employed to make such adjustments to the
company's Balance Sheet at January 1st, 1927, as may
be necessary to show the deferred income at that date
and design and install a system of accounts which will
account for the installment sales on the new basis.
1st. What investigation and analysis of the ac
counts would be necessary to adjust the Balance Sheet
at J a n u a r y 1, 1927, to the new basis?
2nd. What new accounts will it be necessary to pro
vide under the new method?
3rd. Illustrate by Journal entry the accounting for
the original installment sale, subsequent collections, re
possessions of merchandise through default of pay
ment, and sales to others of the repossessed merchan
dise.
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III
(Twelve and One-half Points)
The balance sheet of the Blank Co. at December 31,
1925, showed the following assets and liabilities:
ASSETS.
Cash
Accounts
Receivable
Merchandise Inventory
Land, Buildings and Equipment
Total

$1,500.00
175,000.00
340,000.00
250,000.00
$766,500.00

L I A B I L I T I E S AND CAPITAL.
Notes and Accounts Payable
Capital Stock
Surplus

$450,000.00
200,000.00
116,500.00

Total

$766,500.00

On J a n u a r y 1st, 1926, the Company being unable to
meet its current obligations is placed in the hands of
a receiver for the purpose of working out the situation.
The receiver in taking over the affairs of the Com
pany placed a value of $255,000.00 upon the inventory
and a value of $149,000.00 upon the accounts receivable
which values it was expected he would be able to
realize.
The receiver operated the business until J a n u a r y 1,
1927, at which date he reported to the Court the fol
lowing condition after payment of all receiver's ex
penses.
Cash
$47,000.00
Accounts Receivable (good and collectible) . . . .
63,000.00
Merchandise Inventory
77,500.00
Land Buildings and Equipment
255,000.00
Accounts Payable
140,000.00

The Court thereupon ordered the property turned
back to the stockholders.
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Draw up Journal Entries for the following:
1. Corporation books, transfer of assets to Receiver
2. Corporation books, recovery of assets from Re
ceiver
3. Receiver's Books, opening entries
4. Receiver's Books, closing entries
Show also a Balance Sheet of the corporation after
the recovery of the assets.
IV
(Twelve and One-half Points)
Smith, Jones and Brown are partners in a business
in which their capital accounts stood as follows:
Smith
Jones
Brown

$100,000.00
$ 50,000.00
$ 50,000.00

Their partnership agreement states that they are to
share profits on the following basis:
Smith
Jones
Brown

60%
20%
20%

During the first year of their operation, Brown with
drew $10,000.00, and the business suffered a loss of
$20,000.00.
I t was decided to close the business.
Not being able to determine in advance what the as
sets would bring, the partners agreed that as the assets
were liquidated, distribution was to be made in such a
manner as to avoid, as far as possible, paying a part-
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ner cash that he might later be called upon to pay
back to another partner.
The following distributions of cash were made:
October
November
December

$18,000.00
$12,000.00
$48,000.00

Show the p a r t n e r s ' accounts to disclose how these
cash payments should be distributed, keeping in mind
the agreement given above.

THEORY AND PRACTICAL ACCOUNTING
THIRD SESSION.
May, 1927, Examination
At the close of the year December 31, 1926, the trial balance of the
" A " Company, Inc., was as follows:
Cash
Trade Acceptances
Notes
Receivable
Accounts
Receivable—Customers
Accounts
Receivable—Miscellaneous
Reserve for Bad Debts
Factory Control
Temporary Investments
Accrued Dividends Receivable
Prepaid Insurance
Prepaid Expenses
Bond Sinking Fund
Bond Sinking Fund Uninvested Funds
Bond Discount
Preferred Stock Sinking Fund
P l a n t and Machinery
Reserve for Depreciation
Notes Payable—6%
Accrued Dividends Payable
Accounts Payable
Joint Plant Construction (contra)
Bonds Authorized 6% D e c . 31, 1931
Unissued Bonds
Capital Stock—Common
Capital Stock—6% Preferred
Surplus
Sales
Cost of Sales
Shipping Expense
Selling Expense
Office Expense
Bad Debts
Miscellaneous Income
Interest—Notes Payable
Interest—Bonds
Discounts

Dr.
$10,000.00
10,000.00
10,000.00
100,000.00
10,000.00

Or.

$10,000.00
400,000.00
20,000.00
5,000.00
10,000.00
5,000.00
90,000.00
10,000.00
15,000.00
20,000.00
1,100,000.00
400,000.00
100,000.00
30,000.00
100,000.00
10,000.00
500,000.00
200,000.00
500,000.00
100,000.00
75,000.00
1,000,000.00
400,000.00
60,000.00
200,000.00
90,000.00
10,000.00
10,000.00
4,000.00
6,000.00
50,000.00
$2,835,000.00

$2,835,000.00

You have audited the above accounts subject to any questions you
may develop from analysis of the following in conjunction with the trial
balance:
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ANALYSIS COST CONTROL F O L L O W S :
Dr.

Cr.

Balance January 1, 1926
Inventories January 1, 1926
Finished Stock
Work in Process
Materials
Supplies

250,000.00
50,000.00
80,000.00
10,000.00 $390,000.00

Distributed to Department during
the year
Direct Labor
$150,000.00
Indirect Labor
50,000.00
Materials Purchased
100,000.00
Supplies Purchased
20,000.00
Factory Taxes
20,000.00
Factory Insurance
15,000.00
Miscellaneous Factory Burden
55,000.00
410,000.00
Credits December 31, 1926
General Ledger Control (Cost of
Sales)

$400,000.00

Balance December 31, 1926
Inventories December 31, 1926
Finished Stock
$250,000.00
Work in Process
50,000.00
Materials
80,000.00
Mfg. Supplies
10,000.00
Factory Overhead Expense
Unabsorbed by distribution
to
Goods
as
finished
through error in calcula
tion
10,000.00

400,000.00
$800,000.00 $800,000.00

Trade

Acceptances

The company discounted on December 18, 1926, a
sixty-day trade acceptance dated December 15, 1926,
for $10,000.00.
Temporary

Investments

This item comprises 200 shares of Company " C , "
Inc., 6 per cent cumulative Preferred Stock on which
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there is 5 years back dividends unpaid as shown by the
"Accrued Dividends Receivable Account." The mar
ket value of this security is 80 as at December 31, 1926,
and is held as collateral on notes payable.
Bond Sinking

Fund

This item comprises 100 of the company's bonds of
$1,000 each purchased for the sinking fund at 90. The
sinking fund provides that $30,000 of the bonds shall
be purchased for the sinking fund annually. Five
years have elapsed since the bonds were issued to the
extent shown by the trial balance. The balance in the
fund represents three years payments plus interest
thereon less trustees commissions.
Bonds

Discount

This account was charged originally with $15,000,
being 5 per cent on the $300,000 sold. Interest pay
ments July 1 and J a n u a r y 1.
Preferred

Stock Sinking

Fund

This item represents 250 shares preferred stock pur
chased during 1926 at 80. The Preferred Stock was
issued 5 years ago and it was required that it be re
tired at the rate of $10,000 annually. The company,
however, has been unable to comply entirely with this
provision. The 250 shares have been retired.
Accrued Dividends

Payable

This represents accumulated dividends on the Pre
ferred outstanding ($100,000) at 6 per cent for 5 years.
The directors have not deemed it advisable to have
dividends paid.
Notes Payable has not been changed during the year.
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Accounts

Payable

This item included $10,000 advanced by the " A "
Credit Company and is secured by $15,000 of the Ac
counts Receivable. Accounts Payable at beginning of
year included all accrued expenses and income. This
item at end of year does not include accrued interest
or income taxes.
Joint Plant Construction

Account

(Contra)

This represents equipment at cost installed by the
Company, Inc., in December, 1924. The " A "
Company, Inc., is not required to pay for this in money
but agreed to render certain services during the five
years immediately following J a n u a r y 1, 1925.
Plant and

Machinery

This item comprises Land valued at $100,000 and
balance in Plant and Equipment having an estimated
life of only 10 years.
Instructions.
Prepare journal entries on General and Factory
books, Balance Sheet, Cost Statement, Profit and Loss
Account and write essay of report.

AUDITING
May, 1927, Examination
Answer all questions.
Relative Weight, No. 1, 50 points, others 10 points
each.
I
You are requested to make an audit of the A Cor
poration, the trial balance of which contains the fol
lowing accounts:
Accounts Payable
Accounts Receivable
Bonded Debt
Buildings
Cash
Capital Stock Pfd.
Capital Stock Common
Good Will
Inventory—Raw Materials
Inventory—Work in Process
Inventory—Finished Goods
Investments
Machinery and Tools
Mortgage Payable
Notes payable
Notes Receivable
Office Furniture and Fixtures
Patents
Real Estate—Plant Site
Real Estate—Commercial
Sales
Sinking Fund
Cost of Goods Sold
Reserve for Overhead
Administrative Expense
Factory Expense
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Selling Expense
Discount on Purchases
Interest Received
Rental Received
Discount on Sales
Interest Paid
Expenses—Commercial Block
Prepare a program to be followed by your assistants
in conducting a balance sheet audit, indicating what
methods of verification are to be used.
II
Explain fully what precautions you would take to
see that all income was accounted for in the following
businesses:
Restaurant
Hotel
Club
Civic Organization
III
How would you verify securities in the following
instances:
Held by bank as collateral on loan
Held by other brokers
Intransit to correspondent
In safe deposit vault
IV
A client company suspects that its manager is hid
ing large losses of material spoiled in the process of
manufacture and asks you to determine whether or not
such is the case. How would you determine the truth
in the matter?

18
V.
A salesman in order to consummate a sale of ma
chinery allowed the purchaser one-half of the regular
commission in addition to the cash discount. State the
proper method of making the entry on purchaser's
books.
VI.
What special features would you investigate in an
audit of the following businesses:
Brokerage F i r m
Banking F i r m
Coal Mining Company
Bus Transportation Company

COMMERCIAL LAW AND INCOME TAX
May, 1927, Examination
Answer 10 of the 15 questions.
Relative weight 10 points each.
Contracts
Number 1.
Define contract, giving in your definition the essen
tials.
Number 2.
A creditor agrees to accept 50c on the dollar from
his debtor, providing the other creditors agree to the
same. Is this agreement binding? State your reason.
Number 3.
A, the executor of B's estate, orally promises to pay
$100.00 of his money to C, the son of B, providing C
would not contest the will. Can C hold A to his
promise? State your reason.
Negotiable

Instruments

Number 1.
Define a negotiable instrument and name some of its
commonest forms.
Number 2.
Write a form of negotiable instrument and explain
what are the essentials.
Number 3.
The District Mfg. Company gave a note for a pur
chase of material which reads as follows:
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"Washington, D. C.
J a n u a r y 2, 1926.
Three months after date we promise to pay to
the order of the XYZ Company Three Hundred
Fifty Dollars ($350.00) for value received, at the
National Bank.
(signed) John Smith,
President.
Wm. F . Brown,
Treasurer."
This note was written on blank note, across the mar
gin of which appeared the words "District Manufac
turing Company." The note was discounted by the
payee at the National Trust Company, and upon non
payment thereof, the Bank brought suit against Smith
and Brown.
Question
Could the Bank recover?

State the reasons.

Number 4.
A made a promissory note to the order of B for
$1,000.00. B, in fraud of A, altered the note and made
it read $2,000.00, and in that form it came into the
hands of C, a holder in due course, not a party to the
alteration. The note not having been paid at maturity,
C sues A on it. Does he recover? Explain fully.
Partnership
Number 1.
A and B were equal partners. At the time the firm
became bankrupt, it had assets of $20,000.00 and lia
bilities of $30,000.00. A had individual property of
$10,000.00 and owed $4,000.00. B had no individual
property, but owed $1,000.00. State how the firm
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property and the individual property would be dis
tributed among the various creditors.
Number 2.
State how a partnership may be terminated, and give
an example under each method.
Corporations
Number 1.
Upon the formation of the Blank Corporation,
A subscribed for 100 shares of the capital stock at
$100.00 a share, but paid in only 50 per cent of his
subscription. The company becomes insolvent and B,
to whom the company owes $5,000.00, begins a suit
against A to recover the amount. Can he recover?
Give your reasons.
Number 2.
A Corporation chartered to engage in the mining
business only entered into a contract to furnish elec
tricity to the city of X for five years. The contract
was to begin six months later. Five months before the
beginning of the contract the corporation repudiated it.
What remedy, if any, has the city?
Number 3.
In what way does a joint stock company resemble a
corporation? A partnership?
Bankruptcy
Number 1.
State fully the five acts of bankruptcy.
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Income

Tax

Number 1.
(a) Under the Revenue Act of 1926, what penalty
is provided for a corporation which permits its gains
and profits to accumulate instead of being divided or
distributed to the stockholders, in order to prevent the
imposition of the surtax upon its stockholders? Discuss
fully.
(b) To what class of corporation does this apply?
(c) What optional method does a stockholder have
of reporting the income of such a corporation?
Number 2.
(a) What is meant by "earned income"?
(b) What is the limit of earned income allowed under
the 1926 Act for the purpose of arriving at the 25 per
cent credit?

